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15(d) of the Securities Exchange Act of 1934. Yes © No x
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File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
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by the International Accounting Standards Board
If Other has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected
to follow. Item 17 © Item 18 ~

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST FIVE YEARS)
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INTRODUCTION

Except where the context otherwise requires and for purposes of this annual report only:

we, us, ourcompany, our and Daqo Cayman refer to Daqo New Energy Corp., its subsidiaries and its variable interest entity;

ADSs refers to our American depositary shares, each of which represents five ordinary shares;

China or PRC refers to the People s Republic of China, excluding, for the purpose of this annual report only, Taiwan, Hong Kong and
Macau;

shares or ordinary shares refers to our ordinary shares, par value $0.0001 per share; and

RMB or Renminbi refers to the legal currency of China; $, dollars or U.S. dollars refers to the legal currency of the United State:
and Euro refers to the legal currency of the European Union.

Our financial statements are expressed in U.S. dollar, which is our reporting currency. Certain of our financial data in this annual report on Form
20-F are translated into U.S. dollars solely for the reader s convenience. Unless otherwise noted, all convenient translations from Renminbi to
U.S. dollars in this annual report on Form 20-F were made at a rate of RMB6.3009 to US$1.00, the exchange rate set forth in the H.10 statistical
release of the Federal Reserve Board on December 30, 2011. We make no representation that any Renminbi or U.S. dollar amounts could have
been, or could be, converted into U.S. dollars or Renminbi, as the case may be, at any particular rate, at the rate stated above, or at all.
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FORWARD-LOOKING STATEMENTS

This annual report on Form 20-F contains forward-looking statements that reflect our current expectations and views of future events. These
forward looking statements are made under the safe-harbor provisions of the U.S. Private Securities Litigation Reform Act of 1995. Known and
unknown risks, uncertainties and other factors may cause our actual results, performance or achievements to be materially different from those
expressed or implied by the forward-looking statements.

You can identify some of these forward-looking statements by words or phrases such as may, will, expect, anticipate, aim, estimate,
believe, is/are likely to or other similar expressions. We have based these forward-looking statements largely on our current expectations and

projections about future events and financial trends that we believe may affect our financial condition, results of operations, business strategy

and financial needs. These forward-looking statements include statements relating to:

our business and operating strategies;

our expansion and capital expenditure plans;

our operations and business prospects;

our financial condition and results of operations;

the industry regulatory environment as well as the industry outlook generally;

future developments in the polysilicon manufacturing and photovoltaic and semiconductor industries; and

government subsidies and economic incentives for solar energy application.

This annual report on Form 20-F also contains estimates, projections and statistical data related to the polysilicon markets and photovoltaic
industry in several countries, including China. This market data speaks as of the date it was published and includes projections that are based on
a number of assumptions and are not representations of fact. If any one or more of the assumptions underlying the market data proves to be
incorrect, actual results may differ from the projections based on these assumptions. You should not place undue reliance on these
forward-looking statements.

The forward-looking statements made in this annual report relate only to events or information as of the date on which the statements are made
in this annual report. Except as required by U.S. federal securities law, we undertake no obligation to update or revise publicly any
forward-looking statements, whether as a result of new information, future events or otherwise, after the date on which the statements are made
or to reflect the occurrence of unanticipated events. You should read this annual report and the documents that we reference in this annual report
and have filed as exhibits to this annual report, completely and with the understanding that our actual future results may be materially different
from what we expect. Other sections of this annual report include additional factors which could adversely impact our business and financial
performance. Moreover, we operate in an evolving environment. New risk factors emerge from time to time and it is not possible for our
management to predict all risk factors, nor can we assess the impact of all factors on our business or the extent to which any factor, or
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combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements. We qualify all of
our forward-looking statements by these cautionary statements.

PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
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ITEM3. KEY INFORMATION

A. Selected Financial Data

The following selected consolidated statement of operations for our company for the three years ended December 31, 2009, 2010 and 2011 and
the selected consolidated balance sheet data as of December 31, 2010 and 2011 have been derived from our audited consolidated financial
statements included elsewhere in this annual report. Our selected consolidated statement of operations for the period from November 22, 2007,

the date of our inception, to December 31, 2007 and the year ended December 31, 2008 and our consolidated balance sheet data as of

December 31, 2007, 2008 and 2009 have been derived from our audited consolidated financial statements not included in this annual report. We
have consolidated Daqo New Material s financial statements since July 1, 2008 because under Financial Accounting Standards Board Accounting
Standards Codification 810-10-15, Variable Interest Entities, we are deemed to be Daqo New Material s primary beneficiary for accounting
purposes and Daqo New Material is considered a variable interest entity starting from July 1, 2008.

The selected consolidated financial data should be read in conjunction with, and are qualified in their entirety by reference to, our consolidated
financial statements and related notes, and Item 5. Operating and Financial Review and Prospects included elsewhere in this annual report. Our
consolidated financial statements are prepared and presented in accordance with U.S. GAAP. Our historical results are not necessarily indicative
of results to be expected in any future period.

The following table also presents the selected consolidated statements of operations for Daqo New Material (our predecessor business) for the
year ended December 31, 2007 and for the period from January 1, 2008 to June 30, 2008, which are derived from Daqo New Material s audited
financial statements which are not included in this annual report. Our predecessor business s financial statements are prepared and presented in
accordance with U.S. GAAP.

Predecessor Business Daqo Cayman
Period
from
Period November 22,
from 2007
Year January 1, (inception)
Ended 2008 to to
December 31, June 30, December 31, Year Ended December 31,
2007 2008 2007 2008 2009 2010 2011

(in thousands of US$, except per share and per ADS data)
Consolidated Statement of Operations Data:

Revenues $ $ $ $ 56,368 $111,193 $ 242,686 $ 255,832
Cost of revenues (19,392) (69,252) (136,484) (169,723)
Gross profit 36,976 41,942 106,202 86,109
Operating expenses‘! (1,053) (1,902) (48) (9,764) (5,518) (13,695) (42,703)
(Loss) income from operations (1,053) (1,902) (48) 27,212 36,424 92,507 43,406
(Loss) income before income taxes 978) (1,718) (48) 23,454 30,176 81,985 35,628
Income tax benefit (expense) 207 428 (1,602) (240) (12,837) (714)
Net (loss) income (771) (1,289) (48) 21,852 29,936 69,148 34914
Less: income (loss) attributable to noncontrolling

interest (771) (1,289) 327 (899) 577 1,590
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Net (loss) income attributable to Daqo New

Energy Corp. shareholders $ $ $ 48 $ 21,525 $ 30,835 $ 68,571 $ 33,324
Earnings (loss) per share, basic and diluted $ $ $0.000 $ 022 $ 029 $ 046 $ 0.19
Earnings (loss) per ADS®, basic and diluted $ $ $0.000 $ 110 $ 145 $ 232 $ 0.95

Note: (1) Includes share-based compensation expenses in the amount of $0.3 million, $1.6 million and $2.2 million for the year ended December 31, 2009,
2010 and 2011, respectively.
(2) Each ADS represents five ordinary shares.
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Daqo Cayman
Period
from
November 22,
2007 (inception)
to December 31, Year Ended December 31,
2007 2008 2009 2010
(in thousands, except for unit cost)
Other Financial and Operating Data:
Polysilicon production volume (in MT) 291 1,523 3,771
Polysilicon sales volume (in MT) 237 1,498 3,650
Unit cost of polysilicon sold (in $/kg) 81.7 43.9 31.3

The following table presents a summary of our consolidated balance sheet data as of the dates set forth below:

$00000 $00000 $00000 $00000
Daqo Cayman
As of December 31,
2007 2008 2009 2010
(in thousands)
Consolidated Balance Sheet Data:

Cash and cash equivalents $ $ 3304 $ 81,414 $203,636
Restricted cash 20,430 8,810 64
Property, plant and equipment, net 314,507 399,985 399,558
Total assets $ $350,105  $523,923 $650,971
Short-term borrowings, including current portion of long-term borrowings  $ $ 10,389 $ 43826 $ 71,601
Long-term borrowings 84,299 144,936 83,001
Total liabilities 48 279,052 287,829 254,548
Mezzanine equity 55,603

Total Daqo New Energy Corp. shareholders (deficit) equity (48) 22,042 52,496 263,481
Noncontrolling interest 49,011 127,996 132,942
Total (deficit) equity (48) 71,053 180,492 396,423
Total liabilities and equity $ $350,105  $523,923  $650,971

4
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2011

4,524
3,947
29.9

$00000

2011

$ 92,697
11,600
636,475
$ 878,477
$111,805
165,646
426,450

311,178
140,848
452,026
$ 878,477
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A. Capitalization and Indebtedness

Not applicable.

B. Reasons for the Offer and Use of Proceeds

Not applicable.

C. Risk Factors

Risks Relating to Our Business

Our future growth and profitability depend on the demand for photovoltaic products and the development of photovoltaic technologies.

The solar industry is at a relatively early stage of development, and the extent of acceptance of photovoltaic products is uncertain. The

photovoltaic industry does not have data as far back as the semiconductor industry or other more established industries, for which trends can be
assessed more reliably from data gathered over a longer period of time. Demand for photovoltaic products may not develop or may develop to a

lesser extent than we anticipate. Many factors may affect the viability of widespread adoption of photovoltaic technology and demand for

photovoltaic products, including:

decreases in government subsidies and incentives to support the development of the photovoltaic industry;

relative cost-effectiveness, performance and reliability of photovoltaic products compared to conventional and other renewable

energy sources and products;

success of other alternative energy sources, such as wind power, hydroelectric power and biofuel;

Table of Contents

12



Edgar Filing: DAQO NEW ENERGY CORP. - Form 20-F

Table of Conten

fluctuations in economic and market conditions that affect the viability of conventional and other renewable energy sources, such as
increases or decreases in the prices of oil and other fossil fuels;

the ability of photovoltaic product manufacturers to finance their business operations, expansions and other capital expenditures;

capital expenditures by end users of photovoltaic products, which tend to decrease when the economy slows down; and

deregulation or other regulatory actions affecting the electric power industry and the broader energy industry.

In the event that demand for solar products does not expand as we expect or photovoltaic technologies do not develop in a manner that increases
the demand for polysilicon, our future growth and profitability will be materially and adversely affected.

Global supply for polysilicon has exceeded and may continue to exceed demand, which could cause polysilicon prices to continue to decline
and materially and adversely affect our profitability.

Our polysilicon sales prices are affected by a variety of factors, including global supply and demand conditions. Over the years, many
polysilicon manufacturers have significantly increased their capacity to meet customer demand and continue to expand capacities in order to
achieve economies of scale. However, the global economic slowdown, the crisis in the global financial markets and the significant decrease in
global petroleum prices since their peak in mid-2008 have reduced or delayed the general demand for photovoltaic products. If the demand
continues to decline or if our customers delay their orders, we may not be able to sell our polysilicon at desirable prices, or at all. In late 2008
and 2009, newly available polysilicon supply and slowed global photovoltaic market growth resulted in an excess supply of polysilicon, which
led to a significant decline in polysilicon prices. The global photovoltaic demand recovered substantially from the second half of 2010 through
the first half of 2011. Nevertheless, market price for polysilicon experienced another significant decline in the second half of 2011 due to excess
supply and decreasing demand. As a result of the polysilicon supply and demand fluctuation, we reduced the selling price of our polysilicon and
thus experienced a decrease in revenues derived from polysilicon, primarily in the fourth quarter of 2011. If we experience further decline in
demand in the future or we are unable to lower our costs in line with the average selling price decline, our operating margins will be reduced and
our financial condition and results of operations may be materially and adversely affected.

The reduction in or elimination of government subsidies and economic incentives for solar energy applications could cause demand for our
products and our revenues to decline.

When upfront system costs are factored into cost per kilowatt hour, the current cost of solar power substantially exceeds the cost of traditional
forms of energy in many locations. As a result, national and local governmental authorities in many countries, including China, have provided
subsidies and economic incentives in the form of feed-in tariffs, rebates, tax credits and other incentives to distributors, system integrators and
manufacturers of photovoltaic products to promote the use of solar energy and to reduce dependency on other forms of energy. We believe that
the near-term growth of the market for solar energy applications depends in large part on the availability and size of government subsidies and
economic incentives. The reduction or elimination of government subsidies and economic incentives may hinder the growth of this market or
result in increased price competition for solar energy products, which could cause our revenues to decline. These government subsidies and
economic incentives could be reduced or eliminated altogether. For example, in 2008, Spain set a cap of 500 megawatts for feed-in tariffs for
solar power in 2009, and, in 2010, Spain announced its plan to cut the subsidized electricity prices paid to new photovoltaic solar power plants
by up to 45%, both of which significantly reduced installations of new solar energy projects in the country. In 2009, the German government
reduced solar feed-in tariffs by 9%. In 2010, Germany further introduced an approximately 24% to 26% solar feed-in tariffs reduction for
rooftop systems and 20% to 25% reduction for ground-based systems. In early 2012, Germany further reduced its feed-in tariffs by 15% to up to
24.43 Euro cents per kilowatt hour for rooftop systems and up to 18.76 Euro cents per kilowatt hour for ground-based systems. In April 2012,
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Italian officials revealed the details of its latest renewable energy law. Amongst the proposals expected to become effective with the new law are
cuts to Italy s feed-in tariff, an annual installation cap, and a requirement to put all installations over SMW through a competitive bidding
process. Such actions may result in a significant fall in the demand for photovoltaic products. In addition, government financial support of
photovoltaic products has been, and may continue to be, challenged on constitutional grounds and found unlawful in certain countries.
Reductions in, or elimination of, government subsidies and economic incentives for solar energy applications before the photovoltaic industry
reaches the economies of scale necessary for solar power to become cost-effective in a non-subsidized market place could result in decreased
demand for solar generation products and, as a result, for polysilicon, which could cause our revenues to decline.
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Our limited operating history may not serve as an adequate basis to judge our future prospects and results of operations.

We have a limited operating history. We commenced polysilicon manufacturing in July 2008. Several of our senior management and key
employees have worked together at our company for only a relatively short period of time. Our future success will depend on our ability to
expand our manufacturing capacity significantly beyond its current level and further expand our customer base. To address these risks, we must,
among other things, continue to respond to competition and volatile market developments, attract, retain and motivate qualified personnel,
implement and successfully execute expansion plans and improve our technologies. We cannot assure you that we will be successful in
addressing such risks.

Although we were profitable in 2009, 2010 and 2011, we cannot assure you that our results of operations will not be adversely affected in the
future. Our limited operating history makes the prediction of future results of operations difficult, and therefore, past results of operations
achieved by us should not be taken as indicative of the rate of growth, if any, that can be expected in the future. Our business model, technology
and ability to achieve satisfactory manufacturing yields for polysilicon at higher volumes are unproven. Compared to companies with a long and
well-established operating history and companies operating in less volatile sectors, our results of operations are more susceptible to the impact of
adverse operating environment and supply and demand risks.

Our revenues and results of operations have fluctuated and are likely to fluctuate in the future.

Fluctuations of our revenues and results of operations may occur on a quarterly and on an annual basis and may be due to a number of factors,
many of which are beyond our control. These factors include, among others, fluctuation in the global average selling prices of photovoltaic
products, fluctuation in the volume of our products shipped, changes in end-user demand for the photovoltaic products manufactured and sold by
us or our customers, the gain or loss of significant customers, the availability of governmental subsidies or financial support and changes in our
electricity, natural gas, raw material or labor costs. For example, our profits may decline in the upcoming quarters if one or more of these factors
becomes unfavorable to our business. Furthermore, wafers and modules traditionally had lower profit margins than polysilicon and we may need
to price aggressively to gain market share or remain competitive in these businesses, which may further reduce our profit margins and cause our
financial results to fluctuate from time to time.

Therefore, you should consider our future prospects in light of the risks and uncertainties experienced by early stage companies in a rapidly
evolving and increasingly competitive market in China.

We are facing increasing working capital pressure in the current challenging market environment. OQur major shareholders have committed
to provide financial support to us to meet our working capital requirements and obligations as they come due. If the market continues to
deteriorate and we are not able to obtain adequate financial support from our major shareholders or from other sources, we will face the risk
of not being able to continue as a going concern.

The current challenging solar photovoltaic market situation results in low prices through the whole value chain, which deteriorate the
profitability for our polysilicon, wafer and module businesses. As of December 31, 2011, we had a working capital deficit (being our total
consolidated current liabilities less our total consolidated current assets) of $38.4 million. If the market continues to be weak, we will face
increasing pressure on our working capital. In addition, we committed significant capital expenditures on the construction and expansion of our
Phase 2 polysilicon facilities in Shihezi, Xinjiang and equipment improvement projects in Wanzhou, Chongqing.
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Nevertheless, our major shareholders with sufficient capital and liquidity agreed to provide the necessary financial support to us, as may be
required, through Daqo Group, an affiliated company of ours. In addition, we had committed and available bank standby credit facilities of
$136.4 million, as of December 31, 2011. In sum, our continuation as a going concern is dependent upon continued financial support from our
shareholders and our ability to continue to obtain other sources of financing.

Our consolidated financial statements do not reflect any adjustments relating to recoverability and classification of recorded assets or the
amounts and classification of liabilities or any other adjustments that might be necessary should we be unable to continue as a going concern.
Our inability to continue as a going concern would materially and adversely affect our financial condition, results of operations and business
prospects.

We need a significant amount of cash to fund our future capital expenditure requirements and working capital needs; if we cannot obtain
additional sources of liquidity when needed, our growth prospects and future profitability may be materially and adversely affected.

We need a significant amount of cash to fund our operations. In particular, we will need substantial additional funding to finance our expansion
and equipment improvement projects for polysilicon, to meet our working capital requirements, and to repay any short-term or long-term bank
borrowings when due. We will also need cash resources to fund our research and development activities in order to remain competitive on cost
and technology. Furthermore, we need cash resources to make contributions to establish the required registered capital of two of our Chinese
subsidiaries. As of December 31 2011, Daqo Cayman, the sole shareholder of Chongqing Daqo, Nanjing Daqo and Xinjiang Daqo, has
contributed $69.6 million, $20.0 million and $33.6 million as registered capital in those Chinese subsidiaries of ours, respectively. Dago
Cayman, as required under Chinese regulations, shall inject the remaining registered capital of $26.4 million for Chongging Daqo and $66.4
million for Xinjiang Daqo by the end of December, 2012 and February 2013, respectively. We are required to apply for an approval for any
delay in the registered capital contribution to our Chinese subsidiaries and may face fines if the approval is not obtained.

In the past, we relied in part on long-term bank borrowings and advance payments from customers to finance our working capital requirements.
However, we expect that we may not be able to obtain a substantial amount of, or any, advance payments from customers in the future as the
photovoltaic markets become increasingly competitive. In addition, future acquisitions, expansions, market changes or other developments may
cause us to require additional financing. We expect to incur additional debt in the future. Our ability to obtain external financing in the future is
subject to a number of uncertainties, including:

our future financial condition, results of operations and cash flows;

general market conditions for financing activities by companies in our industry;

economic, political and other conditions in China and elsewhere; and

development and duration of the current global economic slowdown and financial market crisis.

If we are unable to obtain funding in a timely manner or on commercially acceptable terms, or at all, our growth prospects and future
profitability may be materially and adversely affected.

We may not be successful in our efforts to continue to manufacture polysilicon in a cost-effective manner.
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The technology used to manufacture polysilicon is complex, requires costly equipment and is continuously being modified in an effort to
improve yields and product performance. We may face significant challenges relating to polysilicon production in the future. Microscopic
impurities such as dust and other contaminants, difficulties in the manufacturing process, disruptions in the supply of utilities or defects in the
key materials or tools used to manufacture polysilicon could interrupt manufacturing, reduce yields or cause a portion of the polysilicon to be
rejected by our customers, which would materially and adversely affect our profitability.
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Our effective capacity and ability to produce high volumes of polysilicon depend on the cycle time for each batch of polysilicon. We may
encounter problems in our manufacturing process or facilities as a result of, among other things, production failures, construction delays, human
error, equipment malfunction or process contamination, all of which could seriously harm our operations. We may experience production delays
if any modifications we make in the manufacturing process to shorten production cycles are unsuccessful. Moreover, failure to achieve
acceptable manufacturing levels may make our polysilicon costs uncompetitive, which could materially and adversely affect our business,
financial condition and results of operations.

Further development in alternative polysilicon production technologies or other changes in the photovoltaic industry could render our
production process too costly or obsolete, which could reduce our market share and cause our sales and profits to decline.

Although the vast majority of the polysilicon produced in the world utilizes the chemical vapor deposition process, or the modified Siemens
process, several alternative production processes have been developed that may have significantly lower production costs. Compared with other
polysilicon production processes, a disadvantage of the modified Siemens process is the large amount of electricity required. For example,
MEMC and REC currently operate or are constructing facilities that use the fluidized bed reactor method for producing polysilicon. Tokuyama
has developed a polysilicon technology called the vapor-to-liquid deposition process. Other polysilicon manufacturers are establishing facilities
using upgraded metallurgical grade silicon process to produce solar-grade polysilicon.

Further developments in competing polysilicon production technologies may result in lower manufacturing costs or higher product performance
than those achieved from the modified Siemens process, including the one we employ. We will need to invest significant financial resources in
research and development to expand our market position, keep pace with technological advances in polysilicon production and effectively
compete in the future. Failure to further refine our technology could make our production process too costly or obsolete, which could reduce our
margins and market share, cause our revenues to decline and materially and adversely affect our results of operations.

Alternative technologies in cell manufacturing may reduce the demand for polysilicon.

The vast majority of silicon-based photovoltaic cell manufacturers use chunk or granular polysilicon. However, alternative technologies have
been commercialized. One such technology, thin-film cell production, uses little to no silicon in the production of solar cells. Thin-film solar
cells are currently less costly to produce than silicon-based solar cells. Significant expansion of thin-film solar cell production has been
announced which may put pressure on the entire value chain of silicon-based solar cell production. This expansion may in turn restrict the
market for silicon-based solar cells, which would reduce the demand for our polysilicon. If the demand for polysilicon is adversely affected by
increased demand for, and improvements to, alternative technologies, our revenues and results of operations could be materially and adversely
affected.

Our future success depends substantially on our ability to significantly expand our polysilicon production capacity and output, which
exposes us to a number of risks and uncertainties.

Our future success depends on our ability to significantly increase both polysilicon production capacity and output. If we fail to do so, we may
not be able to benefit from economies of scale to reduce our costs per kilogram of polysilicon, to meet our obligations under supply agreements,
to maintain our competitive position or to improve our profitability. Our ability to establish additional production capacity and increase output is
subject to significant risks and uncertainties, including:
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the need to raise significant additional funds to purchase additional production equipment or to build additional manufacturing
facilities, which we may not be able to obtain on commercially viable terms or at all;

cost overruns and delays as a result of a number of factors, many of which are beyond our control, such as increases in the price of
electricity or problems with equipment delivery;

delays or denial of required approvals by relevant government authorities;

failure to obtain production inputs in sufficient quantities or at acceptable cost;

significant diversion of management s attention and other resources; and

failure to execute our expansion plan effectively.
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We may not be successful in achieving profitability in downstream photovoltaic manufacturing businesses, which could adversely affect our
operations and financial results.

We have a limited relevant operating history in the downstream photovoltaic manufacturing businesses. In July 2010, we commenced
commercial production of modules at our Nanjing facilities and shipped modules to customers in Europe. We increased our module production
capacity from 50 MW as of June 30, 2010 to 100 MW by end of 2011. In July 2011, we commenced commercial production of multi-crystalline
silicon wafers in Wanzhou, Chongqing, which is adjacent to our polysilicon facilities with access to our in-house high-quality polysilicon
feedstock. Our current wafer and module manufacturing annual capacities are, 125MW and 100MW, respectively. Our success in downstream
photovoltaic manufacturing businesses is subject to various risks and uncertainties, including:

our lack of experience in these new businesses and inability to recruit experienced personnel;

the need to raise additional funds to finance our new business operation which we may be unable to obtain on reasonable terms or at
all;

cost overruns, potential delays, equipment problems or other execution difficulties in our manufacturing facility construction;

our possible lack of ability to compete in these new businesses; and

potential competition with our downstream customers as a result of our entrance into these new businesses.

In addition, we provide customers with a 5 to 12-year limited product warranty against defective materials and workmanship and a 25-year
limited power output warranty against loss in power for our module products. As a result, we bear the risk of extensive warranty claims long
after we sell our products. If we experience a large amount of warranty claims in the future, we may incur significant repair and replacement
costs associated with such claims and widespread product failures could harm our reputation and customer relationships and may cause our sales
to decline, which in turn could have a material adverse effect on our financial condition and results of operations.

If we cannot achieve profitability in wafer and module manufacturing businesses, our financial condition and our future results of operations
may be material and adversely affected. In the event we decide to dispose of our wafer and/or module manufacturing business due to its
continuing loss position or for any other valid business reason, we may not able to receive sales proceeds enough to recover our cost.

Our expansion in Xinjiang, China may not be successful.

We commenced construction of our Phase 2 polysilicon facilities in Shihezi, Xinjiang Uyghur Autonomous Region in March 2011 and plan to
start commercial production at these facilities in the fourth quarter of 2012. Although the Xinjiang location provides many strategic advantages,
including lower electricity costs, it is uncertain whether our expansion in Xinjiang will be successful.

There are many risks associated with our expansion in Xinjiang, including:
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extremely cold temperatures;

limited supply chain support in the region, such as chemical manufacturers of chemicals used in production at the facilities;

lack of workers in Xinjiang experienced with polysilicon manufacturing;

potential lack of electricity supplies necessary to fully operate the facilities;

difficulties in timely transporting products to our customers, most of whom are located in other areas of China that are a significant
distance from Xinjiang; and

political or social unrest.
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One or more of these factors could harm our Xinjiang operations and consequently, could adversely affect our overall operating results.

We operate in an increasingly competitive market and we may not be able to compete successfully with competitors who have greater
resources than us.

The photovoltaic market is expected to become increasingly competitive. Our competitors include international polysilicon and wafer
manufacturers, such as Hemlock, Wacker, OCI, REC, MEMC, Green Energy Technology and Sino-American Silicon and Chinese domestic
polysilicon and wafer manufacturers, such as GCL-Poly, China Silicon Corporation, Sichuan Xinguang Silicon Science and Technology, LDK
Solar, ReneSola, JinkoSolar and Comtec Solar Systems. In addition, many solar cell and module manufacturers, including some of our existing
and potential customers, have established or have announced the intention of establishing polysilicon production or affiliate relationships with
manufacturers of polysilicon. We compete with these in-house capabilities, which could limit our ability to expand our sales or even reduce our
sales to our existing customers. Our wafer and module businesses face competition from local and international manufacturers, such as
SunPower, Suntech Power, Solarfun and Canadian Solar and integrated photovoltaic product manufacturers such as Yingli Green Energy,
SolarWorld, and Trina Solar. Many of our competitors have substantially greater financial, technical, manufacturing and other resources than we
do. Our competitors greater size and longer operating history provide them with a competitive advantage with respect to manufacturing costs
because of their economies of scale and their ability to purchase raw materials at lower prices. In addition, before we fully ramp up our wafer
and module manufacturing facilities, the production cost of our wafers and modules will not be competitive to those of our competitors due to
our relatively small production scale. Our competitors may have stronger relationships or may enter into exclusive relationships with some of
our key customers. As a result, they may be able to respond more quickly to changing customer demands or to devote greater resources to the
development, promotion and sales of polysilicon than we can. Failure to adapt to changing market conditions and to compete successfully with
existing or new competitors may materially and adversely affect our financial condition and results of operations.

We depend on a limited number of customers and sales contracts for a significant portion of our revenues and the loss of any customer or
cancellation of any contract may cause significant fluctuations or declines in our revenues.

In 2009, 2010 and 2011, our top three customers in aggregate accounted for approximately 53.6%, 35.1% and 35.2% of our total revenues,
respectively. We anticipate that our dependence on a limited number of customers will continue for the foreseeable future. Consequently, any
one of the following events may cause material fluctuations or declines in our revenues:

reduction, delay or cancellation of orders from one or more of our significant customers, thus having a material and adverse effect on
our results of operations and financial condition;

loss of one or more of our significant customers and failure to identify additional or replacement customers; and

failure of any of our significant customers to make timely payment for our products.

If we are unable to manage our growth effectively, our business and financial results may be adversely affected.

We have experienced a period of rapid growth and expansion that has placed, and continues to place, significant strain on our management and
resources. To accommodate our growth, we anticipate that we will need to implement a variety of new and upgraded operational and financial
systems, procedures and controls, including the improvement of our accounting and other internal management systems, all of which require
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substantial management efforts. We also will need to continue to expand, train, manage and motivate our workforce and manage our customer
relationships. All of these endeavors will require substantial management efforts and skills and require significant additional expenditures. We
cannot assure you that we will be able to manage our growth effectively, and any failure to do so may have a material adverse effect on our
business and financial results. Moreover, even if we do expand our polysilicon manufacturing capacity and our wafer and module businesses as
planned, we may be unable to generate sufficient customer demand for our photovoltaic products to support our increased production levels or
successfully integrate our polysilicon, wafer and module manufacturing businesses to achieve operational efficiency, which could adversely
affect our business and results of operations.
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We expect to experience increased capital expenditure as a result of the construction of our Phase 2 facilities. See Item 4. Information on the
Company B. Business Overview Manufacturing Capacity. Before our production facilities become fully operational, we will need to make
substantial payments for the installation of machinery and equipment, the training of personnel and other related expenses. A significant portion
of these payments will be made prior to any revenues being realized from the expansion project. If we cannot complete our expansion plans on a
timely basis or increase production yields in our facilities in accordance with our plan, we may not be able to achieve lower costs per unit of
production, which would decrease our margins and lower our profitability.

Polysilicon production is energy-intensive and if our energy costs rise or if our electricity and other utility supplies are disrupted, our results
of operations will be materially and adversely affected.

The polysilicon production process, particularly the modified Siemens process that we use, is highly dependent on a constant supply of
electricity and other utilities, such as steam, natural gas and water, to maintain the optimal conditions for polysilicon production. If electricity or
other utility supplies are not maintained at the desired level, we may experience significant delays in the production of polysilicon. In the past,
there were shortages in electricity supply in various regions across China, especially during peak seasons, such as in the summer. In addition, the
uncommon cold weather in China in the winter of 2009 and 2010 resulted in a surging natural gas demand, which in turn caused severe gas
shortage in many regions, including Chongqing, where substantially all our polysilicon manufacturing facilities are located. The local
governmental authorities in the worst-hit areas took measures to reduce or restrict the amount of natural gas supplied to non-residential users.
We primarily use natural gas for our in-house steam production and steam is critical for our manufacturing process. Although the natural gas
shortage did not directly affect our operations, if the shortage becomes more severe in the future, our natural gas supply may be reduced or
suspended, which would significantly disrupt our manufacturing process. In addition to shortages, we are subject to potential risks of
interruptions in energy supply due to power outage, equipment failure, weather conditions or other causes which could force us to cease
production for a prolonged period of time. In the event that electricity or other utility supplies to our manufacturing facilities are disrupted, our
business, results of operations and financial condition could be materially and adversely affected.

Even if we have access to sufficient sources of electricity and other utilities, any significant increase in the costs of utilities could adversely
affect our profitability, as we consume substantial amounts of electricity and other utilities in our manufacturing process. If electricity and other
utility costs were to rise, our results of operations could be materially and adversely affected.

The full implementation of the closed loop system by other polysilicon manufacturers has diminished and may continue to diminish our
competitive advantages provided by this system.

We have implemented the modified Siemens process in a completely closed loop system. Compared to the open loop system, the closed loop
system uses raw materials more efficiently, requires less electricity and produces less pollution. Although the closed loop system has lower
manufacturing costs than the open loop system, manufacturing facilities based on the open loop system can be built within a shorter period time
with less initial capital investment for equipment. Most of polysilicon manufacturing facilities in China were traditionally built based on the
open loop system. However, as the polysilicon market may face downward pricing pressure from time to time, we believe that an increasing
number of China-based manufacturers are converting their open loop system to the closed loop system and some of them have completed such
conversion. The full implementation of the closed loop system by other polysilicon manufacturers has diminished and may continue to diminish
our competitive advantages provided by this system.
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Our current indebtedness could adversely affect our business, financial condition and results of operations.

As of December 31, 2011, we had outstanding borrowings of $277.5 million with a weighted average floating interest rate of 6.87%, and we
expect to incur additional debt in the future. We borrowed the majority of these bank loans from China Construction Bank, Wanzhou Branch and
Bank of China, Shihezi Branch with guarantees from Daqo Group, an affiliated company of ours. We cannot assure you that we will be able to
renew these borrowings when they become due or to obtain other loans or credits from other banks or other lenders on the terms satisfactory to
us or at all to satisty the substantial capital expenditure requirements associated with our capacity expansion, whether on our own or with the
continuing support from Daqo Group. In addition, this level of indebtedness could have an adverse effect on our future operations, including,
among other things: (1) reducing the availability of our cash flow to fund our working capital, capital expenditures or other general corporate
purposes as a result of interest or principal payments; (2) subjecting us to the risk of interest rate increases on our indebtedness which bears
floating interest rates; and (3) placing us at a competitive disadvantage compared to our competitors that have less debt or are otherwise less
leveraged. Any of these factors could have a material and adverse effect on our business, financial condition and results of operations.

We and our independent auditors have concluded that our disclosure controls and procedures and our internal control over financial
reporting were ineffective as of and for the year ended December 31, 2011. We may incur extra costs in implementing measures to remediate
the material weaknesses in our internal control. Without an effective system of internal controls, we may be unable to accurately report our
results of operations or prevent fraud, and investor confidence and the market price of our ADSs may be materially and adversely affected.

In connection with the audit of our internal control over financial reporting as of and for the year ended December 31, 2011, we and our
independent registered public accounting firm identified three material weaknesses including (i) our lack of accounting resources and expertise
necessary to comply with U.S. GAAP and the Securities and Exchange Commission financial reporting and disclosure requirements, (ii) our lack
of sufficient resources to perform thorough reviews of consolidated financial statements and related footnote disclosures during the period-end
financial reporting and disclosure process, and (iii) our lack of sufficient processes, documentation and approval of related party transactions

with affiliates.

As required by Section 404 of the Sarbanes-Oxley Act of 2002 and related rules as promulgated by the Securities and Exchange Commission,
our management assessed the effectiveness of the internal control over financial reporting as of December 31, 2011 using criteria established in
the Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this
evaluation, our management concluded that our internal control over financial reporting was ineffective as of December 31, 2011.

We will implement measures during 2012 to remedy these material weaknesses, including:

We intend to recruit additional personnel with U.S. GAAP and SEC reporting experience and to provide training to our current
finance staff to enhance their U.S GAAP knowledge;

We intend to leverage the additional finance staff noted above to enhance our financial closing and reporting process; and

We intend to monitor our policies and procedures regarding related party transactions, including enforcing the policy requiring
formal documentation and advance written approval.
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However, we cannot assure you that we will complete such implementation in a timely manner. In addition, we have incurred and anticipate to
continue to incur considerable costs, management time and other resources in an effort to implement these measures to address such weakness.

In addition, if we fail to maintain the adequacy of our internal control over financial reporting, as these standards are modified, supplemented or
amended from time to time, we may not be able to conclude on an ongoing basis that we have effective internal control over financial reporting
in accordance with Section 404. If we fail to achieve and maintain an effective internal control environment, we could suffer material
misstatements in our financial statements and fail to meet our reporting obligations, which would likely cause investors to lose confidence in our
reported financial information. This could harm our operating results and lead to a decline in the trading price of our ADSs. Additionally,
ineffective internal control over financial reporting could expose us to increased risk of fraud or misuse of corporate assets and subject us to
potential delisting from the stock exchange on which we list, regulatory investigations and civil or criminal sanctions.

We face risks and uncertainties expanding our business through alliances, joint ventures or acquisitions.

In 2011, we formed alliances with JNE Solar Inc., a party unrelated to us prior to this transaction, in Hamilton, Ontario, through our newly
formed wholly owned subsidiary, Daqo New Energy Holdings (Canada) Ltd., to expand our operations in North America. This joint venture was
terminated in April 2012 without incurring any loss to us. We may in the future, if presented with appropriate opportunities, acquire or invest in
technologies, businesses or assets that are strategically important to our business or form alliances with key players in the photovoltaic industry
to further expand our business. Such acquisitions and investments could expose us to potential risks, including risks associated with the
assimilation of new operations, technologies and personnel, unforeseen or hidden liabilities, the inability to generate sufficient revenues to offset
the costs and expenses of acquisitions, and potential loss of, or harm to, our relationships with employees, customers and suppliers as a result of
integration of new businesses. Investments in new businesses may also divert our cash flow from servicing our debts and making necessary
capital expenditures. In addition, we may incur impairment losses on our acquisitions and investments in equity securities. The diversion of our
management s attention and any difficulties encountered with respect to the acquisitions, investments or alliances or in the process of integration
could have an adverse effect on our ability to manage our business. Furthermore, our experience in the polysilicon manufacturing industry may
not be as relevant or applicable in downstream markets. We may also face intense competition from companies with greater experience or
established presence in the targeted downstream markets or competition from our industry peers with similar expansion plans. Any failure to
integrate any acquired businesses or joint ventures into our operations successfully and any material liabilities or potential liabilities of any
acquired businesses or joint ventures that are not identified by us during our due diligence process for such acquisitions or investments could
materially and adversely affect our business and financial condition.

We will face risks associated with the marketing, distribution and sale of our photovoltaic products internationally, and if we are unable to
effectively manage these risks, they could impair our ability to expand our business and operate profitably.

With our increased production, we intend to sell a portion of our products outside of China in the future. The marketing, distribution and sale of
our polysilicon, wafers and modules in the international market would expose us to a number of risks, including:

fluctuations in currency exchange rates;

increased costs associated with maintaining marketing efforts in various countries;
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difficulty and costs relating to compliance with the different commercial and legal requirements of the overseas markets in which we
offer our products; and

trade barriers such as export requirements, tariffs, taxes and other restrictions and expenses, which could increase the prices of our
products and make us less competitive in some countries.

If we are unable to effectively manage these risks, we may not be able to successfully expand our business abroad, operate profitably, fully
utilize our existing and expanded capacity and grow our business as we have planned.

If we are unable to operate effectively or natural disasters or operational disruptions occur, our business, results of operations and financial
condition could be adversely affected.

Production of polysilicon requires the use of volatile materials and chemical reactions sensitive to temperature and pressure and requires the use
of external controls to maintain safety. For example, in the production of polysilicon, we use trichlorosilane, or TCS, which is a highly
combustible substance if brought into contact with moisture in the air and is therefore potentially destructive and extremely dangerous if
mishandled or used in uncontrolled circumstances. The occurrence of a catastrophic event involving TCS as a result of a natural disaster or
human error at one of our polysilicon production facilities could threaten, disrupt or destroy a significant portion or all of our polysilicon
production capacity at such facility for a significant period of time. Additionally, the smooth operation of our polysilicon production facilities
depends significantly on our ability to maintain temperatures and pressure at appropriate levels, the supply of steam at a consistent pressure
level, the availability of adequate electricity and our ability to control the application of such electricity. Accordingly, mistakes in operating our
equipment or an interruption in the supply of electricity or steam at our production facilities could result in the production of substandard
polysilicon or substantial shortfalls in production and could reduce our production capacity for a significant period of time. In addition, we
voluntarily shut down our manufacturing facilities from time to time on an as-needed basis for maintenance and quality check purposes. For
example, we temporarily shut down our Phase 1 facilities in November 2009 for quality check purposes, in April 2010 for periodic maintenance,
in December 2010 for periodic maintenance and capacity enhancement, and in December 2011 for periodic maintenance, which has reduced and
may further reduce the volume and increase the cost of polysilicon we produce. In addition, we may need to use hazardous equipment for our
wafer and module manufacturing processes. Such equipment requires skills and experience for safe operation. We could experience events such
as equipment failures, explosions or fires due to employee errors, equipment malfunctions, accidents, and interruptions in electricity or water
cooling supplies, natural disasters or other causes. In addition, such events could cause damage to properties, personal injuries or even deaths. As
a result, we may in the future experience production curtailments or shutdowns or periods of reduced production. The occurrence of any such
events or disruptions could result in loss of revenues and could also damage our reputation, any of which could have a material adverse effect on
our business, operating results and financial condition.

Existing regulations and changes to these regulations may present technical, regulatory, economic and trade barriers to the purchase and
use of photovoltaic products, which may significantly reduce demand for our products.

Photovoltaic products are subject to national and local regulations relating to building codes, safety, environmental protection, utility
interconnection and metering and other aspects of the electric utility industry. In a number of countries, including China, these regulations are
being modified and may continue to be modified. The purchases of, or further investment in the research and development of, alternative energy
sources, including photovoltaic technology, could be deterred by unfavorable regulations, which could result in a significant reduction in the
potential demand for our products. For example, without a regulatory mandated exception for solar power systems, electric utility companies are
often charged interconnection or standby fees for putting distributed power generation on the electric utility grid. These fees could increase the
cost to end users of using the photovoltaic products and make them less desirable. In addition, trade authorities in foreign countries may apply
trade sanctions against photovoltaic product imports from China, if the foreign trade authorities determine that the export sales from China are in
violation of fair trade practices. Such trade sanctions can result in significant additional duties, which will adversely affect our photovoltaic
product demand and thereby harming our business, prospects, results of operations and financial condition.
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We obtain certain production equipment from a limited number of suppliers, and if such equipment is not delivered on time, is damaged in
shipment or is otherwise unavailable, our ability to deliver polysilicon on time will suffer, which in turn could result in cancellation of orders
and loss of revenues.

Our operations and expansion plans depend on our ability to obtain a sufficient amount of equipment that meets our specifications on a timely
basis. Some of our equipment used in polysilicon and wafer production is not readily available from alternative vendors and would be difficult to
repair or replace if it were to become damaged or cease working. If any of these suppliers were to experience financial difficulties or go out of
business, or if there were any damage to or a breakdown of our production equipment, our business would incur losses. In addition, a supplier s
failure to supply our ordered equipment in a timely manner, with adequate quality and on terms acceptable to us, could delay the capacity
expansion of our manufacturing facilities and otherwise disrupt our production schedule or increase our costs of production. We have
experienced significant delays in the delivery of our key equipment in the past. Failure to obtain equipment meeting our specifications could
have a material adverse effect on our business, financial condition and results of operations. Furthermore, demand for polysilicon and wafer
production equipment may result in significant increases in prices of such equipment or shortages in related components for our intended
expansion. Any unexpected price increases could materially and adversely affect our financial condition and results of operations.

We have sourced and will continue to source some of our production equipment from Chinese manufacturers, and we cannot assure you
that the China-sourced equipment will perform at the same level as our imported equipment or will meet our quality requirements.

We have purchased key equipment from Chinese and international suppliers. Compared to major international suppliers, our China-based
suppliers generally have shorter operating histories and less experience in providing equipment for the polysilicon industry. We cannot assure
you that the locally made equipment will perform at similar levels of quality and reliability as our imported equipment. In the event the
China-sourced equipment does not perform as well as the imported equipment or does not perform at all, we may encounter disruption in our
manufacture or deterioration of product quality, which in turn could materially and adversely affect our business, financial condition and results
of operations.

Product defects could result in increased costs, decreased sales, and damage to our customer relationships and our reputation.

Our photovoltaic products may contain defects that are not detected until after it is shipped or processed by our customers. In the event our
products are returned to us due to product defects, we would be required to replace the defective products promptly. If we deliver products with
defects, or if there is a perception that our products are of substandard quality, we may incur substantially increased costs associated with
termination of contracts and replacement of shipped products, and our credibility, market reputation and relationship with customers will be
harmed and sales of our products may be materially and adversely affected.

Most of our production, storage, administrative, and research and development facilities are located in close proximity to one another in
Chongqing, China. Any damage or disruption at these facilities would have a material adverse effect on our financial condition and results
of operations.

Substantially all of our production, storage, administrative, and research and development facilities are currently located in close proximity to
one another in Chongqing, China. A natural disaster, such as fire, floods, typhoons, earthquakes, snow storms, or other unanticipated
catastrophic events, including power interruption, telecommunications failures, equipment failures, explosions, break-ins, terrorist acts or war,
could significantly disrupt our ability to manufacture our products and operate our business. If any of our production facilities or material
equipment were to experience any significant damage or downtime, we would not be able to meet our production targets and our business would
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incur losses. Any damage or disruption at these facilities would have a material adverse effect on our business, financial condition and results of
operations.

On May 12, 2008, an earthquake of a magnitude of 8.0 on the Richter scale hit the Sichuan Province, which is located adjacent to Chongging.
Businesses and production operations in the affected areas of Sichuan Province were shut down temporarily due to safety concerns. There can be
no assurance that we may not be directly or indirectly affected by similar natural disasters in the future.

We rely on third party intellectual property for certain key aspects of our operations, which subjects us to the payment of license fees and
potential disruption or delays in the production of our products.

While we continue to develop and pursue patent protection for our own technologies, we expect to continue to rely on third party license
arrangements for certain key aspects of our operations. For instance, we license from third party hydrochlorination process technology and
equipment for our polysilicon production. See Item 4. Information on the Company B. Business Overview Intellectual Property for details of the
contractual arrangements. The fees associated with such licenses could adversely affect our financial condition and operating results. If for any
reason we are unable to license necessary technology on acceptable terms or at all, it may become necessary for us to develop alternative

technology internally, which could be costly and delay or disrupt our production and therefore have a material adverse effect on our business and
operating results.
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Failure to protect our intellectual property rights may undermine our competitive position, and litigation to protect our intellectual property
rights may be costly.

We rely primarily on trade secrets and other contractual restrictions to protect our intellectual property. Contractual arrangements, such as the
confidentiality and non-competition agreements and terms between us and our research and development personnel, afford only limited
protection and the actions we may take to protect our trade secrets and other intellectual property may not be adequate. In addition, we currently
hold fourteen patents and have sixteen pending patent applications in China covering various aspects of the polysilicon, wafer and module
manufacturing process. However, we cannot assure you that our patent applications will be eventually issued with sufficiently broad coverage to
protect our technology and products. Failure to protect our intellectual property and proprietary rights may undermine our competitive position.
Third parties may infringe or misappropriate our proprietary technologies or other intellectual property and proprietary rights and use them to
compete against us, which could have a material adverse effect on our business, financial condition or operating results.

Policing unauthorized use of proprietary technology can be difficult and expensive. In particular, the laws and enforcement procedures of China
and certain other countries are uncertain or do not protect intellectual property rights to the same extent as the laws and enforcement procedures

of the United States do. See  Risks Relating to Doing Business in China Uncertainties in the interpretation and enforcement of Chinese laws and
regulations could limit the legal protection available to you and us. We may need to resort to court proceedings to enforce our intellectual
property rights in the future. Litigation relating to our intellectual property might result in substantial costs and diversion of resources and
management attention away from our business. An adverse determination in any such litigation will impair our intellectual property and
proprietary rights and may harm our business, prospects and reputation.

We may be exposed to infringement or misappropriation claims by third parties, which, if determined adversely to us, could cause us to pay
significant damage awards.

Although we are currently strengthening our research and development capability, to date, substantially all of the intellectual property used in
our production process was developed by third parties. Our success will be jeopardized if we cannot use and develop our technology and
know-how without infringing the intellectual property rights of third parties. The validity and scope of claims relating to photovoltaic technology
patents involve complex scientific, legal and factual questions and analysis and, therefore, may be highly uncertain. We may be subject to
litigation involving claims of patent infringement or violation of other intellectual property rights of third parties. The defense and prosecution of
intellectual property suits, patent opposition proceedings, and related legal and administrative proceedings can be both costly and
time-consuming and may significantly divert the efforts and resources of our technical and management personnel. An adverse determination in
any such litigation or proceedings to which we may become a party could subject us to significant liability to third parties, require us to seek
licenses from third parties, to pay ongoing royalties, or to redesign our manufacturing process or our products or subject us to injunctions
prohibiting the manufacture and sale of our products or the use of our technologies. Protracted litigation could also result in our customers or
potential customers deferring or limiting their purchase or use of our products until resolution of such litigation.

We may not be able to continue to receive the same level of support from Daqo Group, which may have a material adverse effect on our
business and results of operations.

Since our inception, we have substantially benefited from financial support from Daqo Group, one of the largest electrical equipment
manufacturers in China. As of December 31, 2011, we had outstanding payables to and amount due from Daqo Group and its subsidiaries in the
amount of $3.2 million and $9.9 million, respectively. In addition, Daqo Group has granted us a permanent and royalty-free license to use the
Daqo brand, which is a well recognized brand in the electrical industry in China. We have benefited from the strong brand recognition of Daqo
in our business development efforts, as evidenced by our ability to secure major customers based in China within a short period after we
commenced commercial production of polysilicon. Daqo Group has agreed in writing not to engage in the business of manufacturing, marketing
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or distributing polysilicon or any other solar power products anywhere in the world or compete in any manner with our businesses without our
consent for an indefinite term. Daqo Group has committed to provide any necessary financial support to us, as may be required, evidenced by a
signed letter of support. However, we cannot assure you that we will continue to receive the same level of support, or any support at all, from
Dagqo Group in the future. If Daqo Group ceases to support us, our business, results of operations and prospects may be materially and adversely
affected. In addition, any negative publicity associated with Daqo Group will likely have an adverse impact on our reputation, which could
materially and adversely affect our business. In the event of any disagreements with Daqo Group, we may have to resort to legal proceedings in
China to enforce our rights, which could be costly, time consuming and involve uncertain outcome.
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Our business depends substantially on the continuing efforts of our executive officers and key employees, and our business may be severely
disrupted if we lose their services.

Our future success depends substantially on the continued services of our executive officers and key employees, especially Mr. Guangfu Xu, our
chairman, and Dr. Gongda Yao, our chief executive officer. If one or more of our executive officers or key employees were unable or unwilling

to continue in their present positions, we might not be able to replace them easily, in a timely manner, or at all. Our business may be severely
disrupted, our financial conditions and results of operations may be materially and adversely affected and we may incur additional expenses to
recruit, train and retain personnel. If any of our executive officers or key employees join a competitor or form a competing company, we may

lose customers, suppliers, know-how and key professionals and staff members. Each of our executive officers and key employees has entered

into an employment agreement with us, which contains non-competition provisions. However, if any dispute arises between our executive

officers and us, these agreements may not be enforceable in China, where these executive officers reside, in light of uncertainties with China s

legal system. See  Risks Relating to Doing Business in China Uncertainties in the interpretation and enforcement of Chinese laws and regulations
could limit the legal protection available to you and us.

Certain of our principal shareholders have substantial influence over our company and their interests may not be aligned with the interests
of our other shareholders.

As of the date of this annual report, three of our directors, Messrs. Guangfu Xu, Xiang Xu and Fei Ge, beneficially own an aggregate of 37.61%
of our outstanding share capital. These three shareholders are also directors of Daqo Group or Daqo Group s material subsidiaries. As a result of
their high level of shareholding, these shareholders have substantial influence over our business, including decisions regarding mergers,
consolidations and the sale of all or substantially all of our assets, election of directors and other significant corporate actions. These
shareholders may take actions that are not in the best interest of us or our other shareholders. This concentration of ownership may discourage,
delay or prevent a change in control of our company, which could deprive our other shareholders of an opportunity to receive a premium for
their shares as part of a sale of our company and might reduce the price of our ADSs. These actions may be taken even if they are opposed by
our other shareholders. These shareholders interests as beneficial owners of Daqo Group and Daqo New Material may not always be aligned
with their interests as our shareholders. Should any conflict of interest arise, these shareholders may take actions not in the best interest of us and
our other shareholders.

If we are unable to attract, train and retain qualified personnel, our business may be materially and adversely affected.

Our future success depends, to a significant extent, on our ability to attract, train and retain qualified personnel, particularly technical personnel
with expertise in the photovoltaic industry. Since our industry is characterized by high demand and intense competition for talent, there can be
no assurance that we will be able to attract or retain qualified technical staff or other highly skilled employees that we will need to achieve our
strategic objectives. As we are still a relatively young company and our business has grown rapidly, our ability to train and integrate new
employees into our operations may not meet the growing demands of our business. If we are unable to attract and retain qualified personnel, our
business may be materially and adversely affected.

Compliance with environmental regulations can be expensive, and non-compliance with these regulations may result in adverse publicity
and potentially significant monetary damages and fines.

As our manufacturing processes generate waste water and gas and other industrial wastes, we are required to comply with all applicable
regulations regarding protection of the environment. We are in compliance with present environmental protection requirements and have all the
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necessary environmental permits to conduct our business in all material respects. However, if more stringent regulations are adopted in the
future, the cost of compliance with these new regulations could be substantial. If we fail to comply with present or future environmental
regulations, we may be required to pay substantial fines, suspend production or cease operations, which in turn would have a material adverse
effect on our financial condition and results of operations.
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The discontinuation of any of the preferential tax treatments or the financial incentives and grants currently available to us in China could
adversely affect our overall results of operations.

Various Chinese governmental authorities have provided tax incentives to our subsidiaries in China. These incentives include income tax
exemption or reduced enterprise income tax rates. For example, under the PRC Enterprise Income Tax Law, or the EIT Law, which became
effective on January 1, 2008, the statutory enterprise income tax rate is 25%. However, our Chinese subsidiary Chongqing Daqo, as a
foreign-invested enterprise established in the central and western regions of China, was entitled to a preferential enterprise income tax rate of
15% through 2010. In December 2009, Chongging Daqo was qualified as a Chongqing Municipality High and New Technology Enterprise. This
will entitle it to a preferential enterprise income tax rate of 15% for three years from the grant date of the certificate and can be renewed for
additional three-year terms upon Chongqing Daqo s application and the government s approval. If there are significant changes in the business
operations, manufacturing technologies or other criteria that cause the enterprise to no longer meet the criteria as a high and new technology
enterprise, such status will be terminated from the year of such change. We cannot assure you that Chongqing Daqo will continue to qualify as a
high and new technology enterprise in future periods. In addition, Chongqing Daqo has received various financial incentives and grants from the
local government since its inception. For example, it received government grants in the amount of $2.9 million and $11.0 million in 2010 and
2011, respectively. Any increase in the enterprise income tax rate applicable to our Chinese subsidiaries or discontinuation or reduction of any of
the preferential tax treatments or financial incentives currently enjoyed by our subsidiaries in China could adversely affect our business,
operating results and financial condition.

The dividends we receive from our Chinese subsidiaries and our global income may be subject to Chinese tax under the EIT Law, which
would have a material adverse effect on our results of operations; our foreign ADS holders will be subject to a Chinese withholding tax upon
the dividends payable by us, if we are classified as a Chinese resident enterprise.

Under the Chinese enterprise income tax laws and regulations, dividends, interests, rent, royalties and gains on transfers of property payable by a
foreign-invested enterprise in China to its foreign investor who is a non-resident enterprise will be subject to a 10% withholding tax, unless such
non-resident enterprise s jurisdiction of incorporation has a tax treaty with China that provides for a reduced rate of withholding tax. The Cayman
Islands, where Daqo Cayman is incorporated, does not have such a tax treaty with China.

Under the EIT Law, an enterprise established outside China with its de facto management body within China is considered a resident enterprise
in China and will be subject to the Chinese enterprise income tax at the rate of 25% on its worldwide income. In April 2009, the Chinese State
Administration of Taxation issued a new circular to clarify criteria for determining the resident enterprise status of foreign companies which are
controlled by enterprises incorporated in China. Pursuant to the circular, to determine whether a company formed outside of mainland China and
controlled by an enterprise incorporated in China should be treated as a Chinese resident enterprise, the tax authority will review factors such as
the routine operation of the organizational body that effectively manages the enterprise s production and business operations, locations of
personnel holding decision-making power, location of finance and accounting functions and properties of the enterprise, and more than half of

the directors or senior management personnel residing in China. Substantially all of our management members are based in China. However, it
remains unclear how PRC tax authority will treat an overseas company controlled by PRC natural persons rather than PRC enterprises like our
case. If the Chinese tax authorities subsequently determine that Daqo Cayman should be classified as a resident enterprise, then our worldwide
income will be subject to Chinese income tax, which may have a material adverse effect on our financial condition and results of operations.
Notwithstanding the foregoing provision, the EIT Law also provides that, if a resident enterprise directly invests in another resident enterprise,

the dividends received by the investing resident enterprise from the invested enterprise are exempted from income tax, subject to certain
conditions. Therefore, if Daqo Cayman is classified as resident enterprise under the EIT Law, the dividends received from our Chinese
subsidiaries may be exempted from withholding tax.

Moreover, under the EIT Law, foreign ADS holders will be subject to a 10% withholding tax upon dividends payable by us if Daqo Cayman is
classified as resident enterprise under the EIT Law. Any such tax may reduce the returns on your investment in our ADSs.
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We rely on a lease agreement with Dago New Material for material property, plant and equipment necessary for our production, and if Daqo
New Material fails to perform, or terminates the lease agreement for any reason, our business could be disrupted.

Chongqing Daqo leases certain property, plant and equipment from Dago New Material for its polysilicon production under a lease agreement
effective from July 1, 2008, which was subsequently amended. When the initial term expires on December 31, 2013, Chongqing Daqo has an
option to renew the lease agreement on the same conditions for additional terms. If Daqo New Material fails to perform or terminates the lease
agreement for any reason, including, for example, due to its breach of the agreement or the unavailability of any required governmental
approvals, or if it refuses to extend or renew the lease agreement when the agreement expires, and we cannot find an immediately available
alternative source for leasing similar property, plant and equipment, then our ability to carry on our operations will be impaired. If Daqo New
Material fails to perform its obligations, we may need to initiate legal procedures in courts to enforce the agreement. Such procedures can be
lengthy and the result may not be favorable to us.
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We have limited insurance coverage. In particular, we do not have any product liability insurance or business interruption insurance.

As the insurance industry in China is still in an early stage of development, the product liability insurance and business interruption insurance
available in China offer limited coverage compared to that offered in many other countries. We do not have any product liability insurance or
business interruption insurance. Any business disruption or natural disaster could result in substantial costs and a diversion of resources, which
would have a material adverse effect on our business and results of operations.

As with other photovoltaic product manufacturers, we are exposed to risks associated with product liability claims if the use of our photovoltaic
products results in injury. Since our polysilicon products are made into electricity generating devices, it is possible that users could be injured or
killed by devices that use our products as a result of product malfunctions, defects, improper installation or other causes. We only began
commercial shipment of our photovoltaic products in July 2008 and, because of our limited operating history, we cannot predict whether product
liability claims will be brought against us in the future or the effect of any resulting negative publicity on our business. The successful assertion
of product liability claims against us could result in potentially significant monetary damages and require us to make significant payments.
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We have granted, and may continue to grant, stock options and other share-based compensation in the future, which may materially impact
our future results of operations.

We adopted our 2009 share incentive plan in August 2009 that permits the grant of stock options, restricted shares and restricted share units to
employees, directors and consultants of our company. Under the 2009 share incentive plan, we may issue options to purchase up to 15,000,000
ordinary shares. As of the date of this annual report, options to purchase 7,695,000 ordinary shares have been granted under this plan. In
addition, we modified the exercise prices for certain outstanding options in January 2012 in order to provide additional incentives to our
employees and directors. As a result of these option grants, option repricings and potential future grants under the plan, we have incurred, and
will incur in future periods, significant share-based compensation expenses. We account for compensation costs for all stock options using a
fair-value based method and recognize expenses in our consolidated statement of income in accordance with the relevant rules in accordance
with U.S. GAAP, which may have a material adverse effect on our net income. Moreover, the additional expenses associated with share-based
compensation may reduce the attractiveness of such incentive plan to us. However, if we limit the scope of our share incentive plan, we may not
be able to attract or retain key personnel who are expected to be compensated by incentive shares or options.

Risks Relating to Doing Business in China

Changes in China s economic, political or social conditions or government policies could have a material adverse effect on our business and
operations.

Substantially all of our assets are located in and substantially all of our revenues are currently sourced from China. Accordingly, our business,
financial condition, results of operations and prospects may be influenced to a significant degree by political, economic and social conditions in
China generally and by continued economic growth in China as a whole.

The Chinese economy differs from the economies of most developed countries in many respects, including the level of government involvement,
level of development, growth rate, control of foreign exchange and allocation of resources. Although the Chinese government has implemented
measures since the late 1970s emphasizing the utilization of market forces for economic reform, the reduction of state ownership of productive
assets and the establishment of improved corporate governance in business enterprises, a substantial portion of productive assets in China is still
owned by the Chinese government. In addition, the Chinese government continues to play a significant role in regulating industry development
by imposing industrial policies. The Chinese government also exercises significant control over the Chinese economic growth through the
allocation of resources, controlling payment of foreign currency-denominated obligations, setting monetary policy and providing preferential
treatment to particular industries or companies.

While the Chinese economy has experienced a significant growth over the past decades, growth has been uneven, both geographically and
among various sectors of the economy. The Chinese government has implemented various measures to encourage economic growth and guide
the allocation of resources. Some of these measures benefit the overall Chinese economy, but may also have a negative effect on us. For
example, our operating results and financial condition may be adversely affected by government control over capital investments or changes in
tax regulations that are applicable to us, and by government policies or guidance aimed at curtailing the perceived over-capacity of certain
industry sectors, such as steel, concrete, polysilicon and wind power equipment. See Item 4. Information on the Company B. Business
Overview Regulation Renewable Energy Law and Other Government Directives. The Chinese government has implemented certain measures,
including interest rate increases, to control the pace of economic growth. These measures may cause decreased economic activity in China,
which could in turn reduce the demand for our services and materially and adversely affect our operating results and financial condition.
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A severe and prolonged global economic recession and the corresponding slowdown in the Chinese economy may adversely affect our
business, results of operations and financial condition.

Recent global market and economic conditions have been unprecedented and challenging with recession in most major economies. Continued
concerns about the systemic impact of a potentially long-term and widespread recession, energy costs, geopolitical issues, and the availability
and cost of credit have contributed to increased market volatility and diminished expectations for economic growth around the world. The
difficult economic outlook has negatively affected business and consumer confidence and contributed to volatility of unprecedented levels. The
Chinese economy also faces challenges. The stimulus plans and other measures implemented by the Chinese government may not work
effectively or quickly enough to maintain economic growth in China or avert a severe economic downturn. In addition, concerns regarding the
recent downgrade of the U.S. sovereign credit rating and the sovereign debt crisis in Europe may further aggravate the negative outlook of the
economic conditions in the U.S., Europe and throughout the world, including China.
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Since we derive most of our revenues from customers in China, any prolonged slowdown in the Chinese economy may have a negative impact
on our business, results of operations and financial condition in a number of ways. For example, our customers may reduce or delay spending
with us, while we may have difficulty expanding our customer base fast enough, or at all, to offset the impact of decreased spending by our
existing customers. In addition, to the extent we offer credit to any customer and such customer experiences financial difficulties due to the
economic slowdown, we could have difficulty collecting payment from such customer.

Uncertainties in the interpretation and enforcement of Chinese laws and regulations could limit the legal protection available to you and us.

The Chinese legal system is a civil law system based on written statutes. Unlike common law systems, it is a system in which legal decisions
have limited value as precedents. In the late 1970s, the Chinese government began to promulgate a comprehensive system of laws and
regulations governing economic matters in general. The overall effect of legislation over the past three decades has significantly increased the
protections afforded to various forms of foreign or private-sector investment in China. Our Chinese operating subsidiaries, Chongqing Daqo and
Nanjing Daqo, are foreign-invested enterprises and are subject to laws and regulations applicable to foreign-invested enterprises as well as
various Chinese laws and regulations generally applicable to companies in China. Our business is also subject to various industry policy, safety
and environmental laws and regulations that affect our operations and production facility expansion plans, including those related to investment,
project construction, building, zoning, fire prevention and work safety. These laws and regulations are still evolving, and their interpretation and
enforcement involve uncertainties. In addition, due to the inconsistent nature of regulatory enforcements in China, local Chinese governmental
authorities have significant discretion in interpreting and implementing rules and regulations, and there is no assurance that the central
government authorities will always agree with the interpretations and implementations of the local governmental authorities. Currently, all
governmental approvals relating to our operations and production capacity expansion plans have been issued by the relevant competent local
government authorities. However, if a central government agency requires us to obtain its approval and if we fail to obtain such approval in a
timely manner, or at all, we may be subject to the imposition of fines against us, or the suspension or cessation of our production capacity
expansion plans. In addition, under the measures jointly issued by the National Development and Reform Commission, or NDRC, and nine other
governmental agencies in September 2009, we will need to seek pre-approval from NDRC if we plan to further expand our production capacity
beyond Phase 2. As the detailed guidelines for approval criteria or timeline under these measures have yet to be promulgated, we cannot assure
you that we will obtain the required NDRC approval in time or at all if we plan to further expand our production capacity beyond Phase 2. See

Item 4. Information on the Company B. Business Overview Regulation Renewable Energy Law and Other Government Directives. It may be more
difficult to evaluate the outcome of any regulatory or legal proceedings and the level of legal protection we enjoy than in more developed legal
systems. These uncertainties may impede our ability to continue our operations or planned capacity expansions, which, as a result, could
materially and adversely affect our business and operations.

Chinese regulations relating to offshore investment activities by Chinese residents may increase the administrative burden we face and may
subject our Chinese resident beneficial owners or employees to personal liabilities, limit our subsidiaries ability to increase its registered
capital or distribute profits to us, limit our ability to inject capital into our Chinese subsidiaries, or may otherwise expose us to liability under
Chinese law.

SAFE has promulgated regulations that require Chinese residents and Chinese corporate entities to register with local branches of SAFE in
connection with their direct or indirect offshore investment activities. These regulations may apply to our shareholders who are Chinese
residents and may apply to any offshore acquisitions that we make in the future.

In October 2005, SAFE issued a regulation entitled Circular on Issues Concerning Foreign Exchange Regulation of Corporate Financing and
Roundtrip Investments by Chinese Residents through Offshore Special Purpose Companies, or SAFE Circular No. 75. SAFE Circular No. 75
requires Chinese residents to register with the local SAFE branch before establishing or controlling any company outside of China for the
purpose of capital financing with assets or equities of Chinese companies, referred to in the notice as an offshore special purpose company. In
addition, any Chinese resident who is a direct or indirect shareholder of an offshore company is required to update his registration with the
relevant SAFE branches, with respect to that offshore company, any material change involving increase or decrease of capital, transfer or swap
of shares, merger, division, equity or debt investment or creation of any security interest. Moreover, the Chinese subsidiaries of that offshore
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company are required to coordinate and supervise the filing of SAFE registrations by the offshore company s shareholders who are Chinese
residents in a timely manner. If a Chinese shareholder with a direct or indirect stake in an offshore parent company fails to make the required
SAFE registration, the Chinese subsidiaries of such offshore parent company may be prohibited from making distributions of profit to the
offshore parent and from paying the offshore parent proceeds from any reduction in capital, share transfer or liquidation in respect of the
Chinese subsidiaries, and the offshore parent company may also be prohibited from injecting additional capital into its Chinese subsidiaries.
Furthermore, failure to comply with the various SAFE registration requirements described above may result in liability for the Chinese
shareholders and the Chinese subsidiaries under Chinese law for foreign exchange registration evasion.
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We have, up to the present, completed the SAFE Circular No. 75 registration for all current beneficial shareholders of our company who are
Chinese residents. However, we may not be fully informed of the identities of the beneficial owners of our company in the future and we cannot
assure you that all of our Chinese resident beneficial owners will comply with the SAFE regulations. The failure of our beneficial owners who
are Chinese residents to make any required registrations may subject us to fines and legal sanctions, and prevent us from being able to make
distributions or pay dividends, as a result of which our business operations and our ability to distribute profits to you could be materially and
adversely affected.

Participants of our share incentive plan who are PRC individuals are required to register with SAFE, and the failure to so comply could
subject us and such participants to penalties.

In February 2012, the SAFE promulgated the Notice on the Administration of Foreign Exchange Matters for Domestic Individuals Participating
in the Stock Incentive Plans of Overseas Listed Companies, or the Stock Option Notice. According to the Stock Option Notice, a PRC domestic
qualified agent or the PRC subsidiary of such overseas listed company must file an application with the SAFE or its local counterpart on behalf
of PRC resident individuals who participate in stock incentive plans of overseas publicly-listed companies to obtain approval for an annual
allowance with respect to the purchase of foreign exchange in connection with the stock holding or share option exercises. Our company is an

overseas publicly-listed company, and therefore, we and participants of our share incentive plan who are PRC individuals are subject to these
regulations.

As the Stock Option Notice is still relatively new, it is unclear how it will be interpreted and implemented by the relevant government
authorities. We plan to submit an application with the SAFE or its local counterpart to register our share incentive plan. If our application is
unsuccessful or our option plan participants who are PRC individuals fail to work with us to complete the registration, we or such persons may
be subject to fines and legal sanctions. Any failure to comply with such regulations may subject us and the relevant participants of our share
incentive to fines and legal sanctions and prevent us from being able to grant share incentive to our personnel, as a result of which our business
operations may be adversely affected.

Chinese regulation of direct investment and loans by offshore holding companies to Chinese entities may delay or limit us from making
additional capital contributions or loans to our Chinese subsidiaries.

Any capital contributions or loans that we, as an offshore entity, make to our Chinese subsidiaries, are subject to Chinese regulations. For
example, for each of our Chinese subsidiary, the aggregate amount of our loans to the Chinese subsidiary cannot exceed the difference between
the amount of its total investment and its registered capital as approved by the foreign investment regulatory authorities under relevant Chinese
laws, and the loans must be registered with the local branch of the SAFE. For each foreign invested enterprise, such as Chongqing Daqo and
Nanjing Daqo, when the Chinese foreign investment regulatory authorities approve the establishment of such foreign invested enterprise, the
authorities approve the amounts of such enterprise s registered capital, which represent the investors capital commitment in equity, and the
amounts of its total investment, which represent the sum of its registered capital plus the amounts of its permitted loans. After the establishment
of the foreign invested enterprise, the investors can seek regulatory approval to increase its registered capital and the total investment amounts,
and upon approval, there will be increases in both amounts. There is a specific statutory guideline relating to the ratio of a foreign invested
enterprise s registered capital amount over total investment amount, and all foreign investment regulatory authorities in China must follow the
ratio guideline when exercising their approval authority. However, there is no uniform statutory guideline applicable to all regulatory authorities
regarding whether to approve the establishment of a new foreign invested enterprise or to approve any increase in the registered capital and total
investment of an existing foreign invested enterprise. In practice, authorities consider factors such as overall governmental policies relating to
the specific industry and demands in a particular industry and the approval usually takes one to three months depending on the locations of the
foreign invested enterprises. The approved total investment amounts of Chongqing Daqo, Nanjing Daqo and Xinjiang Daqo are $286.0 million,
$48.9 million and $298.0 million, respectively. The registered capital of Chongging Daqo is $96.0 million, of which $69.6 million was
contributed by Dago Cayman as the sole investor. The registered capitals of Nanjing Daqo and Xinjiang Daqo are $20.0 million and $100.0
million, respectively, all of which were contributed by Daqo Cayman as the sole investor in both Nanjing Daqo and Xinjiang Daqo. As a result,
the maximum permissible amounts that Chongging Daqo, Nanjing Daqo and Xinjiang Daqo may borrow from Daqo Cayman are $190.0 million,
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$28.9 million and $198.0 million, respectively. We may not make loans to Chongging Daqo, Nanjing Daqo and Xinjiang Daqo in excess of the
maximum amounts permissible unless we obtain government approval to increase their total investment amounts. In addition, any increases of
our capital contributions to our Chinese subsidiaries beyond the previously authorized amount must be approved by the MOFCOM and the
National Development and Reform Commission or their respective local counterparts. We cannot assure you that we will be able to obtain these
approvals on a timely basis, or at all. If we fail to obtain such approvals, our ability to make equity contributions or provide loans to our Chinese
subsidiaries or to fund their operations may be negatively affected, which could adversely affect our Chinese subsidiaries liquidity and their
ability to fund their working capital and expansion projects and meet their obligations and commitments.

21

Table of Contents 43



Edgar Filing: DAQO NEW ENERGY CORP. - Form 20-F

Table of Conten

We rely principally on dividends and other distributions on equity paid by our wholly owned operating subsidiaries to fund any cash and
financing requirements we may have, and any limitation on the ability of our operating subsidiaries to pay dividends to us could have a
material adverse effect on our ability to borrow money or pay dividends.

As a holding company, we rely principally on dividends and other distributions on equity paid by our Chinese subsidiaries for our cash
requirements, including funds necessary to service any debt we may incur. If our Chinese subsidiaries incur debt on their own behalf in the
future, the instruments governing the debt may restrict their ability to pay dividends or make other distributions to us. Furthermore, relevant
Chinese laws and regulations permit payments of dividends by Chinese subsidiaries only out of their retained earnings, if any, determined in
accordance with Chinese accounting standards and regulations. Under Chinese laws and regulations, each of our Chinese subsidiaries is required
to set aside a portion of its net income each year to fund a statutory surplus reserve until such reserve reaches 50% of its registered capital. This
reserve is not distributable as dividends. As a result, our Chinese subsidiaries are restricted in their ability to transfer a portion of their net assets
to us in the form of dividends, loans or advances. Limitation on the ability of our Chinese subsidiaries to pay dividends to us could materially
and adversely limit our ability to borrow money outside of China or pay dividends to holders of our ADSs. Also see  Risks Relating to Our
Business The dividends we receive from our Chinese subsidiaries and our global income may be subject to Chinese tax under the EIT Law,
which would have a material adverse effect on our results of operations; our foreign ADS holders will be subject to a Chinese withholding tax
upon the dividends payable by us, if we are classified as a Chinese resident enterprise.

Fluctuations in exchange rates could result in foreign currency exchange losses.

The conversion of Renminbi into foreign currencies, including U.S. dollars, is based on rates set by the People s Bank of China. The PRC
government allowed the Renminbi to appreciate by more than 20% against the U.S. dollar between July 2005 and July 2008. Between July 2008
and June 2010, this appreciation halted and the exchange rate between the Renminbi and the U.S. dollar remained within a narrow band. Since
June 2010, the PRC government has allowed the Renminbi to appreciate slowly against the U.S. dollar again. It is difficult to predict how market
forces or PRC or U.S. government policy may impact the exchange rate between the Renminbi and the U.S. dollar in the future. As a
consequence, the Renminbi has fluctuated sharply since July 2008 against other freely traded currencies, in tandem with the U.S. dollar. For
example, the Renminbi appreciated approximately 27% against the Euro between July 2008 and November 2008. In June 2010, the PRC
government announced that it would increase Renminbi exchange rate flexibility. However, it remains unclear how this policy will be
implemented. There remains significant international pressure on the Chinese government to adopt a substantial liberalization of its currency
policy, which could result in a further and more significant appreciation in the value of the Renminbi against the U.S. dollar. Significant
revaluation of the Renminbi may have a material adverse effect on your investment. In addition, appreciation of the Renminbi against the U.S.
dollar would increase our production costs. Conversely, if we decide to convert our Renminbi into U.S. dollars for the purpose of making
payments for dividends on our ordinary shares or ADSs or for other business purposes, appreciation of the U.S. dollar against the Renminbi
would have a negative effect on the U.S. dollar amount available to us.

Our auditor, like other independent registered public accounting firms operating in China, is not permitted to be subject to inspection by
PCAOB, and as such, investors may be deprived of the benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual reports filed with the SEC, as an auditor of
companies that are traded publicly in the United States and a firm registered with PCAOB is required by the laws of the United States to undergo
regular inspections by PCAOB to assess its compliance with the laws of the United States and professional standards. Because our auditor is
located in China, a jurisdiction where PCAOB is currently unable to conduct inspections without the approval of the PRC authorities, our
auditor, like other independent registered public accounting firms operating in China, is currently not inspected by PCAOB.
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Inspections of other firms that PCAOB has conducted outside of China have identified deficiencies in those firms audit procedures and quality
control procedures, which may be addressed as part of the inspection process to improve future audit quality. The inability of PCAOB to conduct
inspections of independent registered public accounting firms operating in China makes it more difficult to evaluate the effectiveness of our
auditor s audit procedures or quality control procedures. As a result, investors may be deprived of the benefits of PCAOB inspections.
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Restrictions on currency exchange under Chinese laws may limit our ability to convert cash derived from our operating activities into
foreign currencies and may materially and adversely affect the value of your investment.

Substantially all of our revenues and operating expenses are denominated in Renminbi. Under the relevant foreign exchange restrictions in
China, conversion of the Renminbi is permitted, without the need for SAFE approval, for current account transactions, which includes dividends,
trade, and service-related foreign exchange transactions. Conversion of the Renminbi for capital account transactions, which includes foreign
direct investment and loans, is still subject to significant limitations and requires approvals from and registration with SAFE and other Chinese
regulatory authorities. We cannot assure you that SAFE or other Chinese governmental authorities will not further limit, or eliminate, our ability
to purchase foreign currencies in the future. Any existing and future restrictions on currency exchange in China may limit our ability to convert
cash derived from our operating activities into foreign currencies to fund expenditures denominated in foreign currencies. If the foreign
exchange restrictions in China prevent us from obtaining U.S. dollars or other foreign currencies as required, we may not be able to pay
dividends in U.S. dollars or other foreign currencies to our shareholders, including holders of our ADSs. Furthermore, foreign exchange control
in respect of the capital account transactions could affect our Chinese subsidiaries ability to obtain foreign exchange or conversion into RMB
through debt or equity financing, including by means of loans or capital contributions from us.

We face risks related to health epidemics and other outbreaks.

Our business could be adversely affected by the effects of swine flu, avian flu, Severe Acute Respiratory Syndrome, or SARS or other epidemics
or outbreaks. China reported a number of cases of SARS in April 2004. In 2006, 2007 and 2008, there were reports on the occurrences of avian
flu in various parts of China, including a few confirmed human cases and deaths. In April 2009, an outbreak of swine flu occurred in Mexico and
the United States and human cases of swine flu were discovered in China and Hong Kong. Any prolonged occurrence or recurrence of swine flu,
avian flu, SARS or other adverse public health developments in China or any of the major markets in which we do business may have a material
adverse effect on our business and operations. These could include our ability to deliver our products within or outside of China, as well as
temporary closure of our manufacturing facilities, or our customers facilities, leading to delayed or cancelled orders. Any severe travel or
shipment restrictions and closures would severely disrupt our operations and adversely affect our business and results of operations.

Risks Relating to Our ADSs

The trading prices of our ADSs have been and may continue to be volatile, which could result in substantial losses to investors.

The closing trading prices of our ADSs ranged from $1.43 to $14.74 in 2011 and are likely to remain volatile in the future and could fluctuate
widely due to factors beyond our control. This may happen because of broad market and industry factors, like the performance and fluctuation of
the market prices of other companies with business operations located mainly in China that have listed their securities in the United States. A
number of China-based companies, including many solar energy companies, have listed their securities on U.S. stock exchanges. The securities
of some of these companies have experienced significant volatility, including price declines in connection with their initial public offerings. The
trading performances of these Chinese companies securities after their offerings may affect the attitudes of investors toward Chinese companies
listed in the United States in general and consequently may impact the trading performance of our ADSs, regardless of our actual operating
performance.

In addition to market and industry factors, the price and trading volume for our ADSs may be highly volatile for factors specific to our own
operations, including the following:
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variations in our revenues, earnings and cash flow;

announcements of our new investments, acquisitions, strategic partnerships, or joint ventures;

announcements of new products and expansions by us or our competitors;

fluctuations in market prices of or demand for our products;

changes in financial estimates by securities analysts;

additions or departures of key personnel; and

potential litigation or regulatory investigations.
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Any of these factors may result in large and sudden changes in the volume and price at which our ADSs will trade. We cannot assure you that
these factors will not occur in the future.

The sale or availability for sale of substantial amounts of our ADSs could adversely affect their market price.

Sales of substantial amounts of our ADSs in the public market or the perception that these sales could occur, could adversely affect the market
price of our ADSs and could materially impair our ability to raise capital through equity offerings in the future. Our ADSs are freely tradable
without restriction or further registration under the U.S. Securities Act of 1933, as amended, or the Securities Act, subject to the restrictions in
Rule 144 and Rule 701 under the Securities Act and the applicable lock-up agreements. In addition, market sales of securities held by our
significant shareholders or any other shareholder or the availability of these securities for future sale may adversely affect the market price of our
ADSs.

Our Third Amended and Restated Memorandum and Articles of Association contain anti-takeover provisions that could have a material
adverse effect on the rights of holders of our ordinary shares and ADSs.

Our Third Amended and Restated Memorandum and Articles of Association contain provisions to limit the ability of others to acquire control of
our company or cause us to engage in change-of-control transactions. These provisions could have the effect of depriving our shareholders of an
opportunity to sell their shares at a premium over prevailing market prices by discouraging third parties from seeking to obtain control of our
company in a tender offer or similar transaction.

You may face difficulties in protecting your interests, and your ability to protect your rights through U.S. courts may be limited, because we
are incorporated under Cayman Islands law.

We are an exempted company incorporated under the laws of the Cayman Islands. Our corporate affairs are governed by our memorandum and
articles of association, as amended from time to time, the Companies Law of the Cayman Islands (2011 Revision) and the common law of the
Cayman Islands. The rights of shareholders to take actions against the directors, actions by minority shareholders and the fiduciary
responsibilities of our directors to us under Cayman Islands law are to a large extent governed by the common law of the Cayman Islands. The
common law of the Cayman Islands is derived in part from comparatively limited judicial precedent in the Cayman Islands as well as from the
common law of England, the decisions of whose courts are of persuasive authority, but are not binding, on a court in the Cayman Islands. The
rights of our shareholders and the fiduciary responsibilities of our directors under Cayman Islands law are not as clearly established as they
would be under statutes or judicial precedent in some jurisdictions in the United States. In particular, the Cayman Islands has a less developed
body of securities laws than the United States. Some U.S. states, such as Delaware, have more fully developed and judicially interpreted bodies
of corporate law than the Cayman Islands. In addition, Cayman Islands companies may not have standing to initiate a shareholder derivative
action in a federal court of the United States.

The Cayman Islands courts are also unlikely:

to recognize or enforce against us judgments of courts of the United States based on certain civil liability provisions of U.S.

securities laws; and
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to impose liabilities against us, in original actions brought in the Cayman Islands, based on certain civil liability provisions of U.S.
securities laws that are penal in nature.

There is no statutory recognition in the Cayman Islands of judgments obtained in the United States, although the courts of the Cayman Islands
will in certain circumstances recognize and enforce a non-penal judgment of a foreign court of competent jurisdiction without retrial on the
merits.

As aresult of all of the above, public shareholders may have more difficulty in protecting their interests in the face of actions taken by
management, members of the board of directors or controlling shareholders than they would as public shareholders of a company incorporated in
the United States.
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Certain judgments obtained against us by our shareholders may not be enforceable.

We are a Cayman Islands company and all of our assets are located outside of the United States. Substantially all of our current operations are
conducted in the China. In addition, a majority of our current directors and officers are nationals and residents of countries other than the United
States. Substantially all of the assets of these persons are located outside the United States. As a result, it may be difficult or impossible for you
to bring an action against us or against these individuals in the United States in the event that you believe that your rights have been infringed
under the United States federal securities laws or otherwise. Even if you are successful in bringing an action of this kind, the laws of the Cayman
Islands and of China may render you unable to enforce a judgment against our assets or the assets of our directors and officers.

The voting rights of holders of ADSs are limited by the terms of the deposit agreement, and you may not be able to exercise your right to vote
your ordinary shares.

As a holder of our ADSs, you will only be able to exercise the voting rights with respect to the underlying ordinary shares in accordance with the
provisions of the deposit agreement. Under the deposit agreement, you must vote by giving voting instructions to the depositary. Upon receipt of
your voting instructions, the depositary will vote the underlying ordinary shares in accordance with these instructions. You will not be able to
directly exercise your right to vote with respect to the underlying shares unless you withdraw the shares. Under our Third Amended and Restated
Memorandum and Articles of Association, the minimum notice period required for convening a general meeting is seven days. When a general
meeting is convened, you may not receive sufficient advance notice to withdraw the shares underlying your ADSs to allow you to vote with
respect to any specific matter. If we ask for your instructions, the depositary will notify you of the upcoming vote and will arrange to deliver our
voting materials to you. We cannot assure you that you will receive the voting materials in time to ensure that you can instruct the depositary to
vote your shares. In addition, the depositary and its agents are not responsible for failing to carry out voting instructions or for their manner of
carrying out your voting instructions. This means that you may not be able to exercise your right to vote and you may have no legal remedy if
the shares underlying your ADSs are not voted as you requested.

The depositary for our ADSs will give us a discretionary proxy to vote our ordinary shares underlying your ADSs if you do not vote at
shareholders meetings, except in limited circumstances, which could adversely affect your interests.

Under the deposit agreement for the ADSs, if you do not vote, the depositary will give us a discretionary proxy to vote our ordinary shares
underlying your ADSs at shareholders meetings unless:

we have failed to timely provide the depositary with notice of meeting and related voting materials;

we have instructed the depositary that we do not wish a discretionary proxy to be given;

we have informed the depositary that there is substantial opposition as to a matter to be voted on at the meeting;

a matter to be voted on at the meeting would have a material adverse impact on shareholders; or

the voting at the meeting is to be made by a show of hands.
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The effect of this discretionary proxy is that if you do not vote at shareholders meetings, you cannot prevent our ordinary shares underlying your
ADSs from being voted, except under the circumstances described above. This may make it more difficult for shareholders to influence the
management of our company. Holders of our ordinary shares are not subject to this discretionary proxy.

You may not receive dividends or other distributions on our ordinary shares and you may not receive any value for them, if it is illegal or
impractical to make them available to you.

The depositary of our ADSs has agreed to pay to you the cash dividends or other distributions it or the custodian receives on ordinary shares
underlying our ADSs, after deducting its fees and expenses. You will receive these distributions in proportion to the number of ordinary shares
your ADSs represent. However, the depositary is not responsible if it decides that it is unlawful or impractical to make a distribution available to
any holders of ADSs. For example, it would be unlawful to make a distribution to a holder of ADSs if it consists of securities that require
registration under the Securities Act but that are not properly registered or distributed under an applicable exemption from registration. The
depositary may also determine that it is not feasible to distribute certain property through the mail. Additionally, the value of certain
distributions may be less than the cost of mailing them. In these cases, the depositary may determine not to distribute such property. We have no
obligation to register under U.S. securities laws any ADSs, ordinary shares, rights or other securities received through such distributions. We
also have no obligation to take any other action to permit the distribution of ADSs, ordinary shares, rights or anything else to holders of ADSs.
This means that you may not receive distributions we make on our ordinary shares or any value for them if it is illegal or impractical for us to
make them available to you. These restrictions may cause a material decline in the value of our ADSs.
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You may not be able to participate in rights offerings and may experience dilution of your holdings.

We may, from time to time, distribute rights to our shareholders, including rights to acquire securities. Under the deposit agreement, the
depositary will not distribute rights to holders of ADSs unless the distribution and sale of rights and the securities to which these rights relate are
either exempt from registration under the Securities Act with respect to all holders of ADSs, or are registered under the provisions of the
Securities Act. The depositary may, but is not required to, attempt to sell these undistributed rights to third parities, and may allow the rights to
lapse. We may be unable to establish an exemption from registration under the Securities Act, and we are under no obligation to file a
registration statement with respect to these rights or underlying securities or to endeavor to have a registration statement declared effective.
Accordingly, holders of ADSs may be unable to participate in our rights offerings and may experience dilution of their holdings as a result.

You may be subject to limitations on transfer of your ADSs.

Your ADSs are transferable on the books of the depositary. However, the depositary may close its books at any time or from time to time when
it deems expedient in connection with the performance of its duties. The depositary may close its books from time to time for a number of
reasons, including in connection with corporate events such as a rights offering, during which time the depositary needs to maintain an exact
number of ADS holders on its books for a specified period. The depositary may also close its books in emergencies, and on weekends and public
holidays. The depositary may refuse to deliver, transfer or register transfers of our ADSs generally when our share register or the books of the
depositary are closed, or at any time if we or the depositary thinks it is advisable to do so because of any requirement of law or of any
government or governmental body, or under any provision of the deposit agreement, or for any other reason.

The Company may be classified as a passive foreign investment company or PFIC, for U.S. federal income tax purposes, which could subject
U.S. investors in our ADSs or ordinary shares to adverse tax consequences.

A non-United States corporation, such as our company, will be classified as a passive foreign investment company (ora PFIC ), for United States
federal income tax purposes, for any taxable year if either (i) 75% or more of its gross income consists of certain types of passive income or
(i1) 50% or more of the value of its assets (determined on the basis of a quarterly average) produce or are held for the production of passive
income. Based on the price of our ADSs and ordinary shares and the composition of our income and assets, we do not believe that we were a
PFIC, for United States federal income tax purposes, for the taxable year ended December 31, 2011. Although we do not currently expect that
our assets or activities will change in a manner that would cause us to become a PFIC for our current taxable year or the foreseeable future, there
can be no assurance our business plans will not change in a manner that will affect our PFIC status. In addition, because the value of our assets
for purposes of the PFIC test will generally be determined by reference to the market price of our ADSs and ordinary shares, fluctuations in the
market price of our ADSs and ordinary shares may increase the risk of us becoming a PFIC. Because there are uncertainties in the application of
the relevant rules and PFIC status is a fact-intensive determination made on an annual basis, no assurance can be given that we are not or will
not become classified as a PFIC.

If we were to be classified as a PFIC in any taxable year, a U.S. Holder (as defined in Item 10. Additional Information E. Taxation Material
United States Federal Income Tax Considerations ) may incur significantly increased United States income tax on gain recognized on the sale or
other disposition of the ADSs or ordinary shares and on the receipt of distributions on the ADSs or ordinary shares to the extent such gain or
distribution is treated as an excess distribution under the United States federal income tax rules. Further, if we are classified as a PFIC for any
year during which a U.S. Holder holds our ADSs or ordinary shares, we generally will continue to be treated as a PFIC for all succeeding years
during which such U.S. Holder holds our ADSs or ordinary shares. See Item 10. Additional Information E. Taxation Material United States
Federal Income Tax Considerations Passive Foreign Investment Company Considerations.
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ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

Our company was incorporated in Cayman Islands as Mega Stand International Limited in November 2007. We changed our corporate name to
Daqo New Energy Corp. in August 2009.

In January 2008, we established Chongqing Dago New Energy Co., Ltd., or Chongqing Daqo, as our wholly owned operating subsidiary in
China. Through Chongqing Daqo, we focus primarily on the manufacture and sale of polysilicon and have recently expanded into the wafer
manufacturing. In addition to Chongqing Daqo, we established Nanjing Daqo New Energy Co., Ltd., or Nanjing Daqo, in December 2007 in
China, through which we conduct our module manufacturing business. In January 2009, we established our wholly owned subsidiary Daqo Solar
Energy North America, or Daqo North America, in California to promote our products in North America. In April 2011, we established a wholly
owned subsidiary, Daqo New Energy Holdings (Canada) Ltd., or Daqo Canada, to expand our operations in Canada. In February 2011, to
expand our polysilicon manufacture capacities, we established another wholly owned subsidiary in China Xinjiang Daqo New Energy Co., Ltd.,
or Xinjiang Daqo.

Daqo Group established Daqo New Material on November 16, 2006 in China. Although all of Daqo Group s equity interest holders also
beneficially own shares of Daqo Cayman, Daqo Group does not have any shareholding in our company. As of the date of this annual report,
holders of equity interests in Daqo Group in aggregate beneficially own 58.01% of the outstanding ordinary shares of our company. Daqo New
Material s activities included acquiring land use rights and constructing certain production infrastructure prior to the incorporation of our
company and Chongging Daqo. Subsequent to the establishment of Chongging Daqo, in July 2008, Chongqing Daqo entered into a lease
agreement with Daqo New Material, which was amended and restated in August 2009 with retrospective effect from January 1, 2009, to rent
Daqo New Material s land, production infrastructure, machinery and equipment for its polysilicon production of Phase 1a. Under the amended
and restated lease agreement, the lease period is from January 1, 2009 to December 31, 2013, with a monthly lease payment at a fixed amount.
One month before the expiry of the lease period, Chongqing Daqo has the option to renew the lease on the same terms and conditions for an
additional five-year period. Furthermore, the amended and restated lease agreement provides that Chongqing Daqo has the option to purchase, or
to designate any person to purchase, the leased assets at the then fair value at any time during the lease period or within one year following the
lease period, if permitted by the PRC laws and regulations. Under current PRC laws and regulations, Chongqing Daqo needs to obtain
governmental approval in China to proceed with the purchase, and given the application requirements we do not think it is currently practical for
us to obtain such approval. If Daqo New Material desires to transfer the ownership of the leased assets to a third party, Chongqing Daqo has the
right of first refusal to acquire the leased assets under the same conditions, and if the leased assets are transferred to a third party, the lease
agreement will remain effective and enforceable against the new owner until its expiry. Under Financial Accounting Standards Board
Accounting Standards Codification 810-10-15, Variable Interest Entities, we are deemed to be Daqo New Material s primary beneficiary for
accounting purposes and Daqo New Material as a variable interest entity has been consolidated starting from July 1, 2008. Therefore, we have
consolidated the financial results of Daqo New Material into our financial statements since July 1, 2008. As of December 31, 2011, Daqo

Group s equity interest in Dago New Material amounted to $140.8 million, which was consolidated and reflected as a noncontrolling interest in
the balance sheet of our company pursuant to U.S. GAAP. Even though we do not directly or indirectly hold any equity interests in Daqo New
Material, under U.S. GAAP, Daqo New Material has been deemed to be our predecessor business from November 16, 2006 through June 30,
2008.

On November 9, 2009, Chongging Daqo signed a supplemental lease agreement with Daqo New Material to lease the production facilities of
Phase 1b from November 9, 2009 until December 31, 2013 at a fixed amount. The other terms of the supplemental lease agreement are the same
as those of the amended and restated lease agreement of Phase 1a.

Under a non-competition agreement with us, Daqo Group has agreed not to engage in the business of manufacturing, marketing or distributing
polysilicon or any other solar power products anywhere in the world or compete in any manner with our businesses without our consent for an
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indefinite term. Such related party transactions are subject to our audit committee s review and approval. Under the non-competition agreement,
we, through Dago Cayman and Chongqing Daqo, are entitled to seek temporary restraining orders, injunctions or other equitable relief, in
addition to monetary remedies specified in the agreement, if Daqo Group breaches its non-competition obligations. With the approval of our
audit committee, we gave our consent to Daqo Group to enter the photovoltaic cell manufacturing business in China. Daqo Group incorporated
the wholly owned subsidiary, Zhenjiang Daqo Solar, which started commercial production of photovoltaic cell in May 2011.

On October 7, 2010, we listed our ADSs, each representing five ordinary shares of Daqo New Energy Corp., on the New York Stock Exchange
under the symbol DQ in connection with an initial public offering. We issued a total of 9,200,000 ADSs at $9.50 per ADS in connection with
our initial public offering.
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In February 2011, we incorporated a wholly owned subsidiary, Xinjiang Daqo, in Shihezi Economic Development Area in Xinjiang
Autonomous Region, China, to build our Phase 2 polysilicon production facilities. Commercial production at these facilities is expected to
commence in the fourth quarter of 2012.

In April 2011, we incorporated a wholly owned subsidiary, Daqo New Energy Holdings (Canada) Ltd., or Daqo Canada, to expand our
operations in North America. Through Daqo Canada, we set up a joint venture with JNE Solar Inc., a party unrelated to us prior to this
transaction, in Hamilton, Ontario. This joint venture was terminated in April 2012. Currently, Daqo Canada does not have any material
operation, assets or liabilities.

Our principal executive offices are located at 666 Longdu Avenue, Wanzhou, Chongqing 404000, The People s Republic of China, and our
telephone number at that location is (86-23) 6486-6666. Our registered office in the Cayman Islands is located at International Corporation
Services Ltd., P.O. Box 472, 2nd Floor Harbor Place, Grand Cayman KY1-1106, Cayman Islands. Our agent for service of process in the United
States is Law Debenture Corporate Services Inc.

See Item 5. Operating and Financial Review and Prospects B. Liquidity and Capital Resources Capital Expenditures for a discussion of our
capital expenditures.

B. Business Overview

Photovoltaics is one of the proven and most rapidly growing renewable energy sources in the world. Energy from the sun is converted into
electricity primarily through the photovoltaic effect and, to a lesser extent, through concentrated solar thermal technologies.

We are a leading polysilicon manufacturer based in China. We have expanded to the downstream photovoltaic manufacturing businesses to
establish facilities for wafer and module manufacturing. Our current wafer and module manufacturing annual capacities are, 125MW and
100MW, respectively. The following diagram illustrates the value chain for the manufacture of crystalline-silicon based photovoltaic products:

We manufacture and sell high-quality polysilicon to photovoltaic product manufacturers, who further process our polysilicon into ingots, wafers,
cells and modules for solar power solutions. We improve our production efficiency and increase our output through technological improvements,
adoption of process innovation and refinement as well as equipment enhancement. As a result of these initiatives, we plan to increase our annual
production capacity to 7,300 MT of polysilicon by the end of 2012 from 4,300 MT in 2011 by adding a Phase 2 production line and improving
our production efficiency. The actual production volume may exceed the production capacity due to operational improvements we may
implement at our facilities in response to market conditions.

Our current operations are based in Chongqing, which is in the western area of China where the cost of doing business is generally lower than
the coastal areas in China. Because of our strategic location, we experience advantages in electricity, raw material and labor costs over our
competitors that are based in developed countries or in the coastal areas of China. We utilize the chemical vapor deposition process, or the
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modified Siemens process, to produce polysilicon, and have fully implemented the closed loop system to produce high-quality polysilicon
cost-effectively. Compared to the open loop system that many of our China-based competitors use, our closed loop system uses raw materials
more efficiently, requires less electricity and causes less pollution.

In March 2011, we commenced the construction of our Phase 2 polysilicon facilities in Shihezi, Xinjiang Uyghur Autonomous Region. We plan
to begin commercial production at the Xinjiang Phase 2 facilities in the fourth quarter of 2012, where the initial annual capacity will be 3,000
MT when the facilities are fully ramped up.

We impose rigorous quality control standards at various stages of our manufacturing process. We systematically test raw materials from our
suppliers and test our inputs at each stage of our manufacturing process to ensure that they meet all technical specifications. With our strict
quality control measures in our manufacturing and facility construction processes, we are able to produce high-quality polysilicon consistently at
our existing Phase 1 facilities in Chongqing. In 2011, approximately 97% of our polysilicon met the solar grade quality standard, approximately
87% of our polysilicon met the highest specification of the solar grade quality standard and approximately 80% of our polysilicon met the
electronic grade quality standard in China.
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We achieved substantial growth since we commenced commercial production of polysilicon in July 2008. We produced 1,523 MT, 3,771 MT
and 4,524 MT of polysilicon and sold 1,498 and 3,650 MT and 3,947 MT in 2009, 2010 and 2011, respectively. We generated revenues of
$111.2 million, $242.7 million and $255.8 million and achieved net income attributable to Daqo New Energy Corp. shareholders of $30.8
million, $68.6 million and $33.3 million in 2009, 2010 and 2011, respectively.

We currently sell polysilicon to China-based photovoltaic product manufacturers. The majority of our sales, are made under framework
contracts. We also sell a significant portion of our polysilicon on a spot pricing basis. As of December 31, 2011, our major photovoltaic product
customers included operating entities of Hanwha SolarOne, Solargiga, Tianwei New Energy and Yingli Green Energy.

We commenced commercial production of wafers using our own polysilicon in July 2011. As of December 31, 2011, our annual wafer
production capacity is 125MW. In May 2010, we commenced commercial production of modules. As of December 31, 2011, our annual module
production capacity reached 100MW. We sell our modules to photovoltaic system integrators and distributors in China and overseas, leveraging
our well-recognized Daqo brand. We assemble modules at our own facilities with cells we source through direct purchases and tolling
arrangements. The operation of our downstream photovoltaic product manufacturing businesses involves risks and uncertainties, such as higher
cost, lack of experience, financing, construction and operational uncertainties, potential competition and regulatory risks. See Item 3. Key
Information D. Risk Factors Risks Relating to Our Business for details.

Our Products

We manufacture and sell high-purity polysilicon to photovoltaic product manufactures, who further process the polysilicon into ingots, wafers,
cells and modules for solar power solutions. We offer ready-to-use polysilicon, packaged to meet crucible stacking, pulling, and solidification
needs. In addition, we also offer high-quality wafers and modules through our downstream photovoltaic product manufacturing businesses.

In 2010, we sold a small amount of wafers through tolling arrangements with third party wafer manufacturers, pursuant to which we supplied
polysilicon to them in exchange for wafers. We commenced commercial production of multi-crystalline wafers in July 2011 at our Phase 1a
wafer production facilities, which have a current production capacity of 125 MW. To meet the currently prevailing market demands, we focus on
producing multi-crystalline wafers with dimension of 156 millimeters x 156 millimeters and thickness of 200 microns.

We commenced commercial production of mono-crystalline and multi-crystalline modules at our Nanjing module production facilities in May
2010, and shipped modules to Europe in July 2010. We source cells for module production through tolling or purchasing arrangements with
third party cell manufacturers and assemble the finished cells to modules at our own facilities. We plan to sell our modules to photovoltaic
system integrators and distributors in China and internationally, leveraging our well-recognized Daqo brand. Our modules meet international
standards for electrical, quality and safety requirements and have been certified by TUV Rheinland LGA Products GmbH, Underwriters
Laboratories Inc., MCS (UK), CQC (China), PV Cycle (European), CE (China), CEC (Australia) and CEC (California, U.S.). We currently
manufacture three major types of modules:

Current at maximum

Dimension and specification Maximum power power Operating voltage
(mm x mm) (watts) (Amp) (volts)
125%125 mono-crystalline 165-190 5.0 36
156x156 multi-crystalline 200-240 7.5 30
156x156 multi-crystalline 170-210 7.4 27
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Manufacturing Process

Polysilicon

Modified Siemens Process

Three main technologies are used in polysilicon production: the Siemens process, the fluidized bed reactor process and the newly developed
upgraded metallurgical grade silicon process. In addition to the three main technologies, Tokuyama has developed a manufacturing polysilicon
technology called the vapor-to-liquid deposition process. The Siemens process is an existing and well proven process technology predominantly
used in high purity silicon feedstock production in the solar industry. The other three new technologies, the fluidized bed reactor process, the
upgrading metallurgical grade silicon process and the vapor-to-liquid deposition, have the potential for lower cost production but are relatively
new and less proven.
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We use the modified Siemens process to produce polysilicon. We have been licensed by Poly Engineering, an industry recognized polysilicon
production technology consulting firm based in Europe, with the exclusive rights in China, Taiwan, Hong Kong and Macau to utilize a modified
Siemens process to produce polysilicon in our facilities. We further developed our manufacturing process by applying the modified Siemens
process licensed from Poly Engineering.

The modified Siemens process includes three distinct steps: (1) TCS production; (2) distillation; and (3) deposition. In addition, we recover and
recycle exhaust gas throughout the process in our closed loop manufacturing system. The diagram below describes our general manufacturing
process:

TCS production. The first step of the manufacturing process is to produce TCS from two widely available industrial raw materials: MG-Si and
liquid chlorine. We generate TCS in-house through our integrated manufacturing process. TCS production includes two steps: hydrogen chloride
synthesis, or HCI synthesis, and TCS synthesis. At the HCI synthesis step, liquid chlorine from a chlorine tank is vaporized to chlorine gas and
sent to the HCI synthesis furnace, where it reacts with hydrogen to generate HCI. At the TCS synthesis step that follows, MG-Si powder is then
sent to a TCS furnace and reacted with HCI gas. The temperature in the TCS synthesis furnace is maintained at 280 320°C to facilitate the TCS
reaction.

Distillation. Distillation is a method of separating mixtures based on differences in their boiling points. Raw TCS is purified through distillation
to produce high purity TCS feedstock. The difference in boiling points of TCS and impurities such as boron, phosphorous, and metal halides
allow for purification of TCS. It is critical to remove these impurities in this process to eliminate the possible causes of low performance in solar
cells. In the distillation process, all by-product chemicals from vent gases are separated and further purified before being sent back to our
production areas.

Deposition. The purified TCS from the distillation process is vaporized, mixed with hydrogen gas, and then fed into the deposition reactor. The
mixed gas passes over heated silicon slim rods inside the deposition reactor. In the reactor, multiple pair slim rods are heated up to
approximately 1,100°C and high purity silicon is deposited on the rods surface. The constant feeding of TCS and hydrogen gas allows for
continuous silicon deposition until 150 200mm in diameter is achieved. At this point the deposition cycle is completed and the ultra pure silicon
is harvested.
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Closed loop manufacturing system

We have implemented the modified Siemens process in a completely closed loop system. The closed loop system is an advanced polysilicon
manufacturing process widely used by leading international polysilicon manufacturers. We believe we are one of the few China-based
polysilicon manufacturers that have fully implemented the closed loop system in the polysilicon production process. Compared to the open loop
system, the closed loop system uses raw materials more efficiently, requires less electricity and produces less pollution. Manufacturing
polysilicon generates an exhaust gas primarily consisting of hydrogen, HCI, and chlorosilanes. Using the vent gas recovery system, which
combines condensers, distillation towers, adsorption beds and compressors, we are able to separate the exhaust stream from our manufacturing
process into individual components that can be reused after further purification. For instance, a by-product of the deposition step is TET, which
is a toxic chemical. Through a separate hydrogenation process, we convert TET to TCS, so that we eliminate the costs related to TET disposal
and reduce operational risks of TET treatment. Mixed chlorosilanes are recovered as a liquid stream suitable for separation where we can
directly reuse TCS. Anhydrous HCl is recovered with high purity, suitable for use in TCS production. Recovered hydrogen typically contains
contaminants of fewer than 10 parts per million and is recycled to the deposition reactors. Recycling significantly reduces costs related to waste
disposal and the amount of raw materials we need to purchase for production.

Although the closed loop system has lower manufacturing costs than the open loop system, manufacturing facilities based on the open loop
system can be built within a shorter period time with less initial capital investment for equipment. Most of polysilicon manufacturing facilities in
China were traditionally built based on the open loop system. However, as the polysilicon market may face downward pricing pressure from
time to time, we believe that an increasing number of China-based manufacturers are converting their open loop system to the closed loop
system and some of them have completed such conversion. The full implementation of the closed loop system by other polysilicon
manufacturers has diminished our competitive advantages provided by this system. Nevertheless, on August 24, 2011, Chongqing Daqo entered
into a Technology License and Transfer Agreement with GTAT Corporation, a Delaware company, under which, GTAT granted us a license to
use its Hydrochlorination TCS Production Technology and Chlorosilane Recovery/Waste Neutralization Technology which will help expand our
manufacturing capacity and significantly reduce electricity consumption to reduce our production cost to reach a more competitive level.

To achieve high efficiency in our manufacturing process, we have also installed a distribution control system and a thermal energy recycling
mechanism. The distribution control system enables tight quality control, reduces process related variations, and improves productivity. Our
thermal energy recycling system allocates heat generated from our deposition reactors and hydrogenation reactors to many other production
areas, such as distillation facilities for TCS purification and our refrigeration station to support a large number of condensers.

Wafers

We conducted our wafer business through tolling arrangements with third party wafer manufacturers in 2009 and 2010. In July 2011, we
commenced commercial production of multi-crystalline silicon wafers at our Phase 1a wafer production facilities, which have a current
production capacity of 125 MW. Our in-house wafer production is cost competitive due to relatively lower cost of power and labor and our
access to high quality polysilicon feedstock and the integration of our polysilicon and wafer productions at facilities adjacent to each other. We
believe that our in-house wafer production will help lower our costs and improve quality consistency compared to outsourcing to third party
wafer manufacturers through tolling arrangements.

The manufacturing process of wafers typically consists of two major steps: ingot preparation and wafering. Multi-crystalline ingots are prepared
by directional solidification in a casting furnace. Silicon ingots will then be shaped to the required sizes and sliced to wafers by wire saws.
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We produce mono-crystalline and multi-crystalline modules using all third-party solar cells. To assemble photovoltaic modules, we interconnect
multiple photovoltaic cells by soldering and stringing cells into a desired electrical configuration. Cells with similar electrical characteristics are
matched during module assembly process to minimize efficiency losses. The interconnected cells are laid out, sandwiched with two layers of
polymer, then laminated in a vacuum and cured by heating. The laminated module piece will then be assembled with aluminum frame and
connected to a junction box and sent for final testing.
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In July 2010, we commenced commercial sales of our solar modules. As of March 31, 2012, we had an annualized solar module production
capacity of approximately 100 MW. Our modules have been certified in various European countries and the U.S.

Manufacturing Capacity

The following table sets forth our major installed approximate annual production capacity objectives as of the dates indicated and includes the
expected date of initial commercial operation and fully ramped-up production of each expansion phase:

Approximate
Annual Commercial Fully
Production Production Ramped-up
Capacity Construction Period Commencement Production
Polysilicon:
Phase 1a facilitiesV 1,500MT June 2007 May 2008 July 2008 March 2009
Phase 1b facilities" 1,800MT May 2008 May 2009 December 2009 January 2010
Capacity enhancement of
Phase 1 facilities"” 1,000MT December 2010 December 2010 December 2010
Phase 2 facilities® 3,000MT Second Quarter 2011 Fourth Quarter First Quarter 2013
20120
Third Quarter 2012
Phase 3 facilities” 3000MT First Quarter 2013 Fourth Quarter First Quarter 2014
2013
Third Quarter 2013?
Wafer:@®
Phase 1a facilities 125MW July 2010 February 2011 July 2011 November 2011
Phase 1b facilities 125MW February 2011 September 2011  Pending®’ Pending®’
Module:®
Phase 1 facilities 100MW September 2009 April 2010 May 2010 Third

Quarter 2011

Notes: (1) The facilities are located in Chongqing.
(2) The facilities are located in Xinjiang.
(3) Time schedules are estimated based on our current plans.
(4) All equipment has been purchased. The current plan is to commence production when the wafer market improves. It usually takes 1 to 2 months to
complete the installation and related testing.
(5) The facilities are located in Nanjing.

We achieved annual polysilicon production capacity of 3,300 MT in January 2010 and we increased our production capacity to 4,300 MT by the
end of 2010 through capital enhancement projects. Our annual polysilicon production capacity remained at 4,300 MT in 2011. We expect to
further ramp up our production capacity to 7,300 MT by the end of 2012.

Our capacity expansion plan is preliminary and subject to risks and uncertainties that may be out of our control. See Item 3. Key Information D.
Risk Factors Risks Relating to Our Business Our future success depends substantially on our ability to significantly expand our polysilicon
production capacity and output, which exposes us to a number of risks and uncertainties and Item 3. Key Information D. Risk Factors Risks
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Relating to Our Business If we are unable to manage our expansion effectively, our business and financial results may be adversely affected.

Materials and Inputs Used in Production

Polysilicon

Raw materials required for our polysilicon manufacturing process primarily include metallurgical grade silicon, which is silicon of 95% to 99%
purity, and liquid chlorine, two widely available industrial raw materials used in our in-house production of TCS, electricity and other utilities,
and other significant inputs for production, such as argon gas, caustic soda and graphite parts.

The costs of electricity are significant in the production of polysilicon. The electricity costs in Chongqing are much lower than those in coastal
areas in China and those in developed countries due to Chongqing s abundant hydroelectric resources. We also use other utilities, such as steam,
water and natural gas, for our manufacturing process. Steam supply is important to the production of polysilicon. We historically relied upon a
local supplier as the sole source of steam for our production but, since June 2009, we have produced steam in-house to partially satisfy our steam
requirements.
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Wafers

Wafer manufacturing uses solar grade polysilicon as the primary raw material and consumables such as crucibles, wires and slurry. We intend to
utilize our in-house solar grade polysilicon for wafer production. Our high quality polysilicon is a crucial factor that will enable us to provide
high quality silicon wafers to customers.

Modules

Raw materials required for the module manufacturing process primarily include high efficiency mono-crystalline and multi-crystalline
photovoltaic cells, ethylene-vinyl acetate, tempered glasses, back films, aluminum frames and junction boxes. We intend to continue to utilize
tolling arrangements with third party cell manufacturers to exchange our polysilicon for cells to be further assembled into modules.

Equipment

The major polysilicon production equipment includes hydroelectrolysis devices, hydrochlorination synthesis furnaces, TCS synthesis furnaces,
distillation towers, polysilicon deposition reactors, hydrogenation reactors, exhaust gas recovery units and distribution control systems. The
major wafer production equipment includes crystal growing furnaces, crucible coating machines, squarers, wire saws, wet benches and testing
tools. The major module production equipment includes automatic laminating machines, auto framing machines, automatic glue injection
machines and testing tools.

We have close relationships with several of the world s leading equipment manufacturers and work closely with selected equipment
manufacturers to develop and build our production lines. In addition, we developed technical specifications for the design of our power supply
systems and reactors and have engaged manufacturers to construct the equipment in accordance with our specifications. Our engineers work
closely with our equipment suppliers to design our production facilities. Furthermore, to lower costs, we have purchased and will continue to
purchase equipment that can be appropriately designed and manufactured by China-based suppliers. Our technical team is responsible for
overseeing the installation of our manufacturing lines to optimize the interaction between the various individual components of the entire
production process. They work together with our equipment suppliers technical teams on site at the time of installation.

Quality Assurance

We apply our quality control system at each stage of our manufacturing process, from raw materials procurement to production and delivery, in
order to ensure a consistent quality of our products. We systematically inspect raw materials from our suppliers, such as MG-Si, liquid chlorine
and various consumables for our polysilicon business and photovoltaic cells for our module business. We also test our inputs in each stage of our
production process to ensure the inputs meet all technical specifications.

We sample each lot of polysilicon harvested from the deposition reactors and keep the samples for product quality tracking purpose. We also set
up a product tracking system to trace back all shipped products to the samples we keep and to our database, which contains detailed information
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of each shipment. We received the ISO 9001:2000 certification for our quality assurance system for production of polysilicon, which we believe
demonstrates our technological capabilities and inspires customer confidence. In addition, in 2009, Chongqing Science and Technology
Commission issued a three-year certificate to recognize our polysilicon as a high and new technology product and included our polysilicon in its
2009 list of key new products.

For our wafer production, we inspect all critical incoming materials, such as feedstock silicon, crucible, slurry and wire to ensure they meet our
wafer production requirement. Through manufacturing process, technical parameters such as minority lifetime, resistivity, geometry dimension,
surface appearance will be checked at various point of workstation as part of in-process quality control. As final product, each wafer is sent to an
automatic inspection machine to be inspected against our product technical specifications.

We inspect and test the quality of photovoltaic cells sourced from third party cell manufacturers, which are raw materials for our module
production. Cells that fail to pass our initial inspection are returned to the suppliers. After cells are assembled into modules, we conduct a quality
check prior to packaging. Our modules meet international standards for electrical, quality and safety requirements and have been certified by
TUV Rheinland LGA Products GmbH, Underwriters Laboratories Inc., MCS (UK), CQC (China), PV Cycle (European), CE (China), CEC
(Australia) and CEC (California, U.S.). We provide our customers with a 5 to 12-year limited product warranty against defective materials and
workmanship and a 25-year limited power output warranty against loss in power for our modules.
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In order to facilitate our production of photovoltaic products and ensure the quality of the finished product, we conduct analysis for raw
materials, in-process products and finished products and monitor the environmental impact and safety through out the production process.

Customers and Sales

We currently sell polysilicon and wafers to China-based photovoltaic product manufacturers and modules to photovoltaic system integrators in
Europe. Our polysilicon and wafer customers are mainly China-based photovoltaic companies. Our major customers include operating entities of
Hanwha SolarOne, Solargiga, Tianwei New Energy and Yingli Green Energy. We sell a substantial portion of our photovoltaic products to a
limited number of customers. Our top three customers in aggregate accounted for 53.6%, 35.1% and 35.2% of our total revenues in 2009, 2010
and 2011, respectively.

The majority of our polysilicon sales are made under framework contracts. The framework contracts typically provide binding terms for the
sales volumes of our polysilicon. The pricing terms are typically agreed upon between us and our customers based on the prevailing market
prices when specific sales orders are made. We also sell a significant portion of our polysilicon products to various China-based customers on a
spot pricing basis. We currently sell all of our wafer and module products on a spot pricing basis.

We have established nationwide marketing capability through our sales team in China. Each member of our sales team is dedicated to a
particular region. Our sales team attends domestic and international industrial conferences and trade fairs and organizes advertising and public
relations events. Our sales and marketing team works closely with both our research and development team and our production team to
coordinate our ongoing supply and demand planning. In addition, to develop our module business internationally, we have recently established a
dedicated sales team focused on international sales. Members of this team attend international industrial conferences and trade fairs and pay
on-site visits to our potential module customers outside of China.

Research and Development

We believe that the continual development of our technology will be vital to maintaining our long-term competitiveness. Therefore, we intend to
significantly increase our investment of management and financial resources in research and development.

We believe that we have one of the leading research and development teams among photovoltaic product manufacturers in China. Our research
and development team consists of 54 experienced researchers and engineers. Our senior management team spearheads our research and
development efforts and sets strategic directions for the advancement of our products and production processes, focusing on efforts to improve
product quality, reduce manufacturing costs and broaden our product markets. As a result of these efforts, we were able to increase our name
plate capacity from 3,300 MT to 4,300 MT. In 2011, we completed 34 research and technology or process improvement projects to enhance our
polysilicon, wafer and module manufacturing processes, and filed 9 patents to State Intellectual Property Office of the People s Republic of
China.

Intellectual Property
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Our intellectual property is an essential element of our business. We rely on patents, copyrights, trademarks, trade secrets and other intellectual
property laws, as well as non-competition and confidentiality agreements with our employees, business partners and others, to protect our
intellectual property rights.

As of the date of this annual report, we hold fourteen patents and have additional sixteen pending patent applications covering different aspects
of the polysilicon manufacturing process. We also rely heavily on a combination of proprietary process engineering, trade secrets and employee
contractual protections to establish and protect our intellectual property, as we believe that many crucial elements of our production processes
involve proprietary know-how, technology or data that are not covered by patents or patent applications, including technical processes,
equipment designs, algorithms and procedures. We have taken security measures to protect these elements. All of our research and development
personnel have entered into confidentiality and proprietary information agreements with us. These agreements address intellectual property
protection issues and require our employees to assign to us all of the inventions, designs and technologies that they develop when primarily
utilizing our resources or when performing their duties during their employment.
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While we continue to develop and pursue patent protection for our own technologies, we expect to continue implementing third party license
arrangements on certain key aspects of our operation. Pursuant to a technology license and engineering service agreement between Chongqing
Daqo and Poly Engineering dated June 15, 2008, as amended in June 2010, Poly Engineering granted a license to Chongqing Daqo with the
exclusive rights to utilize certain know-how related to a modified Siemens process to produce polysilicon in Chongqing Daqo s facilities. The
license is perpetual and irrevocable. The license is exclusive within China, Taiwan, Hong Kong and Macau until December 31, 2011. Poly
Engineering and its affiliates are prohibited from directly or indirectly soliciting, entertaining offers from or negotiating with any other parties
related to the licensed know-how in China, Taiwan, Hong Kong and Macau during the exclusive period. Pursuant to the agreement, Chongqing
Dagqo agreed to pay Poly Engineering a fixed amount of fee in 2008 and the amount equal to a percentage its polysilicon revenues in 2009, 2010
and 2011 for the exclusive right and services fees. All amounts due to Poly Engineering by the end of 2011 have been fully paid. Chongqing

Daqo and Poly Engineering also entered into a technical services contract dated June 30, 2008, pursuant to which Poly Engineering agreed to
provide certain technical supports to Chongqing Daqo. See also Item 7. Major Shareholders and Related Party Transaction Transactions with
Daqo Group Transactions relating to Poly Engineering for historical agreements among Daqo Group, Daqo New Material and Poly Engineering.
For the risks associated with our reliance on certain third-party technologies, see Item 3. Key Information D. Risk Factors Risks Relating to Our
Business We rely on third party intellectual property for certain key aspects of our operation, which subjects us to the payment of license fees and
potential disruption or delays in the production of our products. On August 24, 2011, Chongqing Daqo entered into a Technology License and
Transfer Agreement with GTAT Corporation, a Delaware company, under which, GTAT granted us a license to use its Hydrochlorination TCS
Production Technology and Chlorosilane Recovery/Waste Neutralization Technology for our current polysilicon production and future

polysilicon production expansions.

Most of our equipment supply contracts with international suppliers include an indemnification provision under which the supplier undertakes to
indemnify us against actions, claims, demands, costs, charges, and expenses arising from or incurred by reason of any infringement or alleged
infringement of patent, copyright, trade mark or trade name by the use of the equipment provided by the supplier. However, it is unclear whether
we will be entitled to such indemnification in the event that we use the equipment supplied by such supplier in conjunction with other equipment
not supplied by such supplier. In addition, many of our equipment supply contracts with China-based suppliers do not provide any intellectual
property indemnification provisions. See Item 3. Key Information D. Risk Factors Risks Relating to Our Business We may be exposed to
infringement or misappropriation claims by third parties, which, if determined adversely to us, could cause us to pay significant damage awards.

Competition

We face competition in China and in the international market in which we have sales.

The photovoltaic market is dominated by a few major manufacturers with a large number of small manufacturers competing for the remaining
small portion of the market. We face competition mainly from top manufacturers who have succeeded in establishing a strong brand name with
solar companies. For our polysilicon and wafer businesses, our major international competitors include Hemlock, Wacker, OCI, REC, MEMC,
M.Setek, Green Energy Technology, and Sino-American Silicon, and our China-based competitors include GCL-Poly, China Silicon
Corporation, Sichuan Xinguang Silicon Science and Technology, LDK Solar, ReneSola, JinkoSolar and Comtec Solar Systems. In addition,
many solar cell and module manufacturers have or have announced the intention of establishing polysilicon production or affiliate relationships
with manufacturers of polysilicon, including some of our customers and potential customers. We compete with these in-house capabilities,
which could limit our ability to expand our sales. Furthermore, the demand for our polysilicon may be adversely affected by alternative
technologies in cell manufacturing. The vast majority of silicon-based photovoltaic cell manufacturers currently use chunk or granular
polysilicon. However, alternative technologies are being developed in cell manufacturing. For example, one such technology, thin-film cell
production, uses little to no silicon in the production of solar cells. We believe that the solar cells made using thin-film technologies tend to have
lower energy conversion efficiency than silicon-based solar cells, even though the cost to manufacture thin-film solar cells is lower than that to
manufacture silicon-based cells. Based on our management s industry knowledge, we do not believe that the energy conversion efficiency rates
of thin-film cells are likely to reach those of silicon-based cells in the near future. However, if it does happen, thin-film solar cell development
and production may expand significantly, which may restrict the market for silicon-based solar cells and decrease the demand for our
polysilicon.
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In the module manufacturing business, we face competition from local and international module manufacturers that are substantially larger than
us, including solar energy divisions of large conglomerates such as BP Solar and Sharp Corporation, photovoltaic module manufacturers such as
SunPower, Suntech Power, Hanwha SolarOne and Canadian Solar and integrated photovoltaic product manufacturers such as Yingli Green
Energy, SolarWorld and Trina Solar.
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We believe that the key competitive factors in the market for photovoltaic products include:

product quality;

price and cost competitiveness;

manufacturing technologies and efficiency;

manufacturing reliability;

economies of scale; and

reputation.

We believe we differentiate ourselves from our competitors and capture market share in the polysilicon markets through our product quality,
price and cost competitiveness, and manufacturing technologies and efficiency.

Regulation

This section sets forth a summary of the most significant regulations or requirements that affect our business activities in China.

Renewable Energy Law and Other Government Directives

China enacted the Renewable Energy Law in February 2005 and amended the law in December 2009. The amended Renewable Energy Law sets
forth the national policy to encourage and support the development and use of solar and other renewable energy and its use for on-grid
generation. The law also sets forth the national policy to encourage the installation and use of solar technologies in water-heating systems,
heating and cooling systems, power generation systems and other energy utilization systems. In addition, the law provides financial incentives,
such as national funding, preferential loans and tax preferences for the development of renewable energy projects.

In January 2006, the National Development and Reform Commission issued two implementing rules relating to the Renewable Energy Law that,
among other things, provide general policies regarding the pricing of on-grid power generated by solar and other renewable energy.

In May 2006, the Ministry of Finance issued measures providing that the Chinese government shall provide certain government subsidies and
financial incentives to support the development of the renewable energy industry, including the solar energy industry.
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In August 2006, the Ministry of Construction and the Ministry of Finance also issued guidelines which sought to expand the use of solar energy
in residential buildings.

In July 2009, the Ministry of Finance, the Ministry of Science and Technology and the National Energy Bureau jointly issued measures that
provide for government subsidies to support the photovoltaic industry.

In September 2009, the NDRC and nine other governmental agencies jointly issued measures aimed at curtailing the perceived over-capacity in
certain industry sectors, such as steel, concrete, polysilicon and wind power equipment. Pending the promulgation of more specific regulations,
the measures require new projects after the date of the new measures in any of the deemed over-capacity industries to obtain approval from
NDRC. The measures also provide that the Chinese government shall support polysilicon manufacturers with large manufacturing capacities and
advanced technologies. As a result, any entity which plans to establish a polysilicon manufacturing facility or to expand its current
manufacturing facility in China after the measures were issued must seek pre-approval from NDRC. On January 24, 2011, NDRC issued
detailed regulations for the approval of new polysilicon construction projects. These new criteria include the following:

a.  Capital requirement: the company s own capital must be no less than 30% of the new polysilicon plant investment;

b.  Production scale: solar polysilicon plants must have an annual capacity greater than 3,000 MT; and

c.  Other criteria: other criteria apply to the size of the land used, electricity consumption, and recycling rates.
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Environmental and Safety Regulations

We use, generate and discharge toxic, volatile or otherwise hazardous chemicals and wastes in our research and development and manufacturing
activities. China enacted the Environmental Protection Law effective December 1989. In addition to the Environmental Protection Law, we are
subject to a variety of specific laws and regulations in China related to the storage, use and disposal of hazardous materials, including laws and
regulations governing water pollution, air pollution, solid waste pollution, noise pollution, hazardous chemicals, pollutant discharge fees and
environmental impact appraisals. We are also subject to laws and regulations governing worker safety, work safety permits and occupational
disease prevention. Our operation is subject to regulation and periodic monitoring by local environmental protection and work safety authorities.

Foreign Currency Exchange

Foreign currency exchange in China is primarily governed by two sets of regulations issued in 1996.

Under the Foreign Exchange Administration Rules, the Renminbi is freely convertible for routine current account items, including distribution of
dividends, payment of interest, and trade and service-related foreign exchange transactions. However, conversion of Renminbi for most capital
account items, such as direct investment, overseas loan, securities investment and repatriation of investment, is still subject to the approval of
SAFE.

Under the Regulations of Settlement, Sale and Payment of Foreign Exchange, foreign invested enterprises may only buy, sell and remit foreign
currencies at authorized banks and must comply with certain procedural requirements, such as providing valid commercial documents and, in the
case of capital account item transactions, obtaining approval from the SAFE. Foreign invested enterprises are also subject to limitations on
capital investments outside of China, which include requirements to obtain approvals from the Ministry of Commerce, the National
Development and Reform Commission and SAFE.

SAFE Circular No. 75

SAFE Circular No. 75, which became effective as of November 1, 2005, requires Chinese residents, including both legal persons and natural
persons, to register with their local SAFE branch before establishing or acquiring control of any company outside of China with assets or equity
interests in Chinese companies for the purpose of capital financing. Such a company outside of China is referred to as an offshore special
purpose company. Chinese residents must also file amendments to their registrations if their offshore companies experience capital variation,
such as changes in share capital, share transfers, mergers and acquisitions, long-term equity or debt investments or creation of any security
interest over any assets located in China or any other material change in share capital. Failure to comply with the registration procedures may
result in restrictions being imposed on the foreign exchange activities of the relevant Chinese entity. See Item 3. Key Information D. Risk
Factors Risks Relating to Doing Business in China Chinese regulations relating to offshore investment activities by Chinese residents may
increase the administrative burden we face and may subject our Chinese resident beneficial owners or employees to personal liabilities, limit our
subsidiaries ability to increase its registered capital or distribute profits to us, limit our ability to inject capital into our Chinese subsidiaries, or
may otherwise expose us to liability under Chinese law.

Regulations on Employee Stock Options Plans
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In February 2012, the SAFE promulgated the Notice on the Administration of Foreign Exchange Matters for Domestic Individuals Participating
in the Stock Incentive Plans of Overseas Listed Companies, or the Stock Option Notice. According to the Stock Option Notice, a PRC domestic
qualified agent or the PRC subsidiary of such overseas listed company must file an application with the SAFE or its local counterpart on behalf
of PRC resident individuals who participate in stock incentive plans of overseas publicly-listed companies to obtain approval for an annual
allowance with respect to the purchase of foreign exchange in connection with the stock holding or share option exercises. Our company is an
overseas publicly-listed company, and therefore, we and participants of our share incentive plan who are PRC individuals are subject to these
regulations. As the Stock Option Notice is still relatively new, it is unclear how it will be interpreted and implemented by the relevant
government authorities. We plan to submit an application with the SAFE or its local counterpart to register our share incentive plan.
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C. Organizational Structure

The following diagram illustrates our corporate structure, including our principal subsidiaries and variable interest entity, as of the date of this
annual report.

Notes: (1) Individual owners of Daqo Group beneficially hold equity interests in Daqo Cayman through seven personal holding companies incorporated in the
British Virgin Islands. See Principal Shareholders.
(2) Indicates the respective shareholding percentage of the shareholders in Daqo Cayman.
(3) Indicates jurisdiction of incorporation.
(4) Indicates companies within the listing group.
(5) Represents a variable interest entity.

D. Property, Plants and Equipment

We are headquartered in Wanzhou, Chongging, China, where we own several buildings with an aggregate of approximately 82,239 square
meters of office and manufacturing space as of December 31, 2011. We have been granted land use rights to approximately 512,240 square
meters of land on which our plants or offices are situated, and such land use rights are usually valid for a period of fifty years starting from the
date of grant from the local government. In addition, we lease approximately 130 and 380 square meters of office space in California and
Shanghai, respectively.

We believe that our existing facilities, together with our facilities under construction, are adequate for our current and foreseeable requirements.

See Item 5. Operating and Financial Review and Prospects B. Liquidity and Capital Resources Capital Expenditures for a discussion of our
capital expenditures.

Environmental and Safety Matters

Our manufacturing processes generate noise, waste water, gaseous wastes and other industrial wastes. We believe we are in compliance with all
present national and local environmental protection requirements in all material respects and have all the necessary environmental permits to
conduct our business in China. We process all our waste water and waste gas through various treatments so that they meet the respective national
discharge standard. In addition, most of our solid waste can be reused and does not contain poisonous materials. We have established a pollution
control system and installed various types of anti-pollution equipment in our facilities to reduce, treat, and where feasible, recycle the wastes
generated in our manufacturing process.
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We are required to undergo the acceptance inspections of environmental protection and work safety and obtain approval with relevant
governmental authorities before our manufacturing lines commence full production. Our production facilities are subject to various pollution
control regulations with respect to noise and air pollution and the disposal of waste and other hazardous materials. We have obtained a pollutant

discharge permit, a work safety permit for storage and use of hazardous chemicals and permit for the registration of use of atmospheric pressure
containers for the pressure containers we have installed.
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Insurance

We maintain various insurance policies to safeguard against risks and unexpected events. We purchased property insurance and project

construction insurance policies covering our inventory, equipment, vehicles, facilities, buildings and buildings under construction. These

insurance policies cover losses due to fire, explosion and a wide range of human accidents. We also provide social security insurance including
pension insurance, unemployment insurance, work related injury insurance and medical insurance for our employees. We do not maintain

business interruption insurance or general third-party liability insurance. We also do not have product liability insurance or key-man life

insurance. See Item 3. Key Information D. Risk Factors Risks Relating to Our Business we have limited insurance coverage. In particular, we do
not have any product liability insurance or business interruption insurance. We consider our insurance coverage to be in line with that of other
manufacturing companies of similar size in China.

ITEM 4a. UNRESOLVED STAFF COMMENTS

None.

ITEMS. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with the historical
consolidated financial statements of our company for the years ended December 31, 2009, 2010 and 2011 and related notes included elsewhere
in this annual report on Form 20-F. This discussion contains forward-looking statements that involve risks, uncertainties and assumptions. Our
actual results and the timing of selected events could differ materially from those anticipated in these forward-looking statements as a result of
various factors, including those set forth under Risk Factors and elsewhere in this annual report.

A. Operating Results

Overview

We are a leading polysilicon manufacturer based in China with an annual production capacity of 4,300 MT as of the date of this annual report.
We believe we are one of the largest polysilicon manufacturers in China. We have expanded to the downstream photovoltaic manufacturing
businesses to establish facilities for wafer and module manufacturing. Our current wafer and module manufacturing annual capacities are,
125MW and 100MW, respectively.

We strive to improve our polysilicon production efficiency and to increase our output through technological improvements, adoption of process
innovation and refinement, as well as equipment enhancement. As a result of these initiatives, we produced 3,771 MT and 4,524 MT of
polysilicon in 2010 and 2011, respectively. We plan to increase our annual production capacity to 7,300 MT by the end of 2012 through adding
a Phase 2 production line and improving our production efficiency.
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We currently sell polysilicon to China-based photovoltaic product manufacturers. The majority of our sales are made under framework contracts.
We also sell a significant portion of our polysilicon on a spot pricing basis. As of December 31, 2011, our major photovoltaic product customers
included operating entities of Hanwha SolarOne, Solargiga, Tianwei New Energy and Yingli Green Energy.

We have expanded to the downstream photovoltaic manufacturing businesses to establish facilities for wafer and module manufacturing. Our
Phase 1a wafer manufacturing facilities in Chongqing commenced commercial production with 125MW capacity in July 2011. We use our own
polysilicon to produce wafers. We sell module products to photovoltaic system integrators and distributors in China and internationally,
leveraging our well-recognized Daqo brand. We expect this downstream market to grow rapidly. We source cells for our module production
through direct purchases and tolling arrangements, and we assemble modules at our own facilities. As of the date of this annual report, we had
an annual module production capacity of 100MW at our facilities in Nanjing. We commenced commercial production of modules in May 2010
and shipment to Europe in July 2010.

We have achieved substantial growth since we commenced commercial production of polysilicon in July 2008. We produced 1,523 MT, 3,771
MT and 4,524 MT of polysilicon and sold 1,498 MT, 3,650 MT and 3,947 MT of polysilicon in 2009, 2010 and 2011, respectively. We
generated revenues of $111.2 million, $242.7 million and $255.8 million and achieved net income attributable to Dago New Energy Corp.
shareholders of $30.8 million, $68.6 million and $33.3 million in 2009, 2010 and 2011, respectively.
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Key Factors Affecting Our Results of Operations

The following are key factors that affect our financial condition and results of operations and are important for understanding our business:

demand for photovoltaic products, including government incentives to promote the usage of solar energy;

product prices;

our product mix;

our production capacity and utilization; and

our production costs.

Demand for photovoltaic products

Our business and revenue growth are, in part, dependent on the demand for photovoltaic products. The photovoltaic industry remains at a
relatively early stage of development and it is uncertain whether solar energy will be widely adopted. Although demand for photovoltaic
products has grown significantly over the past decade, the global economic slowdown and turmoil in the global financial markets especially the
European debt crisis that unfolded in 2010 and continued in 2011, coupled with rapid declines in petroleum and natural gas prices, have made
solar energy less cost competitive and less attractive as an alternative source of energy.

Demand for photovoltaic products is driven, in part, by government incentives that make the economic cost of solar power competitive with the
cost of traditional and other forms of energy. We believe that the near-term growth of the market for solar energy applications depends in large
part on the availability and size of government subsidies and economic incentives. Reduction in or elimination of government subsidies and
economic incentives may hinder the growth of this market or result in lower sales prices for solar energy products, which could cause our
revenues to decline.

Product prices

The sales prices of our photovoltaic products are volatile and cannot always be predicted with certainty. Our sales prices declined from
mid-2008 to the middle of 2010 due to industry-wide excess supply but stabilized in the third quarter of 2010 and increased marginally in the
fourth quarter of 2010 due to end market demand. In 2011 our sales prices declined rapidly in the fourth quarter primarily due to excess supply
in the market. The decline in the polysilicon market price resulted in an approximately 18% decrease in our average selling price of polysilicon
from 2009 to 2010 and a further 7% decrease from 2010 to 2011. As a result, our revenues from sales of polysilicon increased moderately from
$106.2 million in 2009 to $218.9 million in 2011 despite the significant growth in sales volume to customers from 1,498 MT in 2009 to 3,947
MT in 2011. Our gross margin increased from 37.7% in 2009 to 43.8% in 2010 and decreased to 33.7% in 2011. We may continue to face
downward price pressure as the global sales prices for photovoltaic products continue to fluctuate over time. We expect that our future financial
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results will also be affected by prices of our wafers and modules.

Product mix

The proportion of our revenues that are generated from the sales of other photovoltaic products, also referred to as product mix, affect our
revenues and profitability. In 2009, we generated other revenues from sales of cells that we processed through tolling arrangements with third
party cell manufacturers and, in 2010, we also generated revenues from sales of modules and wafers. We processed wafers through tolling
arrangements with third party wafer manufacturers. In 2011, we generated revenues from sales of wafers and modules we produced in our
facilities. For the year ended December 31, 2011, the revenues we generated from the sales of polysilicon, wafer and module accounts for
85.5%, 3.1% and 11.4% of our total revenue, respectively. We expect that the absolute dollar amounts of our revenues generated from sales of
wafer and module will increase, while our overall profit margin will decrease due to the lower profit margins of wafer and module products as
compared to polysilicon. We plan to utilize our in-house produced polysilicon and wafers for our module products and sell modules directly to
customers.
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Our production capacity and utilization

We plan to significantly increase our production capacity and utilization to meet the long-term growth in demand for photovoltaic products that
we anticipate and to improve our economies of scale. For our polysilicon business, we ramped up our Phase 1a facilities to their full annual
capacity of 1,500 MT in early 2009 and ramped up production at the Phase 1b facilities to their full annual capacity of 1,800 MT in January
2010. We expanded the aggregate capacity of our Phase 1a and Phase 1b facilities to 4,300 MT through a capital enhancement project in 2011
and expect to increase our total annual production capacity to 7,300 MT by the end of 2012. For our wafer business, the Phase 1a wafer
manufacturing facilities in Chongqing commenced commercial production in July 2011 and reached the current capacity of 125 MW in
November 2011. For our module business, we expanded our production capacity from 50 MW as of June 30, 2010 to 100 MW as of

December 31, 2011. We believe that this expansion has been helping us improve economies of scale in production by reducing the unit cost of
our products and our equipment costs while significantly increasing our capital expenditures and depreciation expenses.

Our production costs

Our polysilicon production costs consist primarily of the costs of electricity and other utilities, raw materials, labor and depreciation. As
electricity is the largest component of our polysilicon production costs, we anticipate our production costs to fluctuate from quarter to quarter
correlating with the different seasonal electricity rates that the local power grid charges. Daqo Chongqing uses electricity generated from the
hydropower station in Chongqing which generates electricity mostly during times of high precipitation, primarily in the second and third
quarters of each year. As a result, the electricity costs of Daqo Chongqing are generally lower in the second and third quarters and higher in the
first and fourth quarters, which in turn affects our cost of revenues for these periods. Our wafer production costs consist primarily of the costs of
polysilicon, other raw materials, labor and depreciation. Our module production costs consist primarily of costs of photovoltaic cells, other raw
materials, tolling fees charged by cell manufacturers, labor and depreciation. We will seek to implement additional measures to reduce our
production costs through technology, process and equipment improvement. Effective cost-reduction measures will have a direct impact on our
financial condition and results of operations. If we fail to continue to reduce our production costs, our profitability and competitiveness will be
adversely affected.

Components of Results of Operations

Revenues

In 2009 and 2010, we generated substantially all of our revenues from the sale of polysilicon. Other revenues in 2009 included revenues from
the sales of cells that we processed through tolling arrangements. In 2010, we generated other revenues from the sales of modules and wafers. In
2011, the revenues generated from sales of wafers and modules accounted for 3.1% and 11.4% of our total revenues, respectively. We expect
revenues from module sales to account for an increasing portion of our total revenues in the future. Sales prices of modules are higher than those
of polysilicon and wafers, and we plan to utilize our in-house produced polysilicon and wafers for our module products and sell modules directly
to customers.

We commenced polysilicon production in July 2008. We produced 1,523 MT, 3,771 MT and 4,524 MT of polysilicon and sold 1,498 MT, 3,650
MT and 3,947 MT of polysilicon in 2009, 2010 and 2011, respectively. We used approximately 16 MT, 20.5 MT and 54.9 MT of polysilicon to
process cells through our tolling arrangements in 2009, 2010 and 2011, respectively. Our polysilicon selling prices are directly affected by
global supply and demand conditions. Due to the global oversupply of polysilicon since late 2008 and the resulting pricing pressure, the average
selling price of our polysilicon decreased by 18% in 2010 as compared to that in 2009 while the average selling price of our polysilicon
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decreased by 7% in 2011 as compared to that in 2010. The price drop was most significant in the fourth quarter of 2011, when the average
selling price of our polysilicon decreased 44% as compared to that in the third quarter of 2011. The decrease of the polysilicon market price in
turn adversely affected our revenues in 2009, 2010 and 2011.

We generated revenues of $111.2 million, $242.7 million and $255.8 million and achieved net income attributable to our shareholders of $30.8
million, $68.6 million and $33.3 million in 2009, 2010 and 2011, respectively. Our revenues in 2009 included $106.2 million generated from
sales of polysilicon and $5.0 million from sales of photovoltaic cells processed from our polysilicon through tolling arrangements. Our revenues
in 2010 include $217.9 million generated from sales of polysilicon, $10.8 million from sales of wafers processed from our polysilicon through
tolling arrangements and $14.0 million generated from sales of modules. In 2011, our revenues include $218.9 million generated from sales of
polysilicon, $29.1 million from sales of modules and $7.8 million generated from sales of wafers processed from our polysilicon through tolling
arrangements.

We have entered into framework agreements with some of our customers. These contracts typically contain binding terms related to the sales
volumes of our photovoltaic products during the contract period. The pricing terms are typically agreed upon between us and our customers
based on the prevailing market prices when specific sales orders are placed. Such pricing determination method has caused, and is expected to
continue to cause, fluctuations in our revenues and results of operations. We also sold a significant portion of products at spot market prices.
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In 2009, our top three customers, Yingli Green Energy, ReneSola and Solargiga, accounted for approximately 28%, 13% and 12% of our total
revenues, respectively, and the three customers in aggregate accounted for approximately 54% of our total revenues. In 2010, our top three
customers, Yingli Group, Solargiga and Solarfun, accounted for approximately 13.9%, 12.5% and 8.7% of our total revenues, respectively, and
the three customers in aggregate accounted for approximately 35.1% of our total revenues. During 2011, our top three customers, Tianwei New
Energy, Hanwha SolarOne and Yingli group, accounted for approximately 13.0%, 11.2% and 11.0% of our total revenues, respectively, and the
three customers in aggregate accounted for approximately 35.2% of our total revenues.

Cost of revenues

Our cost of revenues primarily consists of:

depreciation of property, plant and equipment;

electricity and other utilities, such as steam, water and natural gas;

raw materials, including metallurgical grade silicon, liquid chlorine, nitrogen, calcium oxide and hydrogen;

direct labor, including salaries and benefits for personnel directly involved in production activities; and

processing fees paid to wafer and cell manufacturers pursuant to tolling arrangements.

Due to our capacity expansion, depreciation in absolute terms has increased significantly and we expect this trend to continue as we further
expand our polysilicon production capacity. We also expect that our total cost of revenues will increase as we increase our sales volume.

Operating expenses/income

Our operating expenses include selling, general and administrative expenses and research and development expenses, which are partially offset
by other operating income as described below.

Selling, general and administrative expenses

Our selling, general and administrative expenses consist primarily of salaries and benefits for our administrative, finance and sales personnel,
packaging and shipping costs, sales-related travel and entertainment expenses, other travel and corporate expenses, depreciation of equipment
used for administrative purposes and professional expenses. All costs in connection with start-up activities, including costs incurred prior to
commencement of production and corporate formation costs of Daqo Cayman, were expensed as incurred. We expect that the amount of our
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selling, general and administrative expenses will increase as we expand our polysilicon production capacity, increase our sales efforts, hire
additional personnel, and incur professional expenses to support our operations as a listed company in the United States.

Research and development expenses

Our research and development expenses consist primarily of costs of raw materials used in research and development activities, salaries and
employee benefits for research and development personnel, and equipment costs relating to the design, development, testing and enhancement of
our production process. We expect our research and development expenses to increase significantly in the future as we continue to hire
additional research and development personnel and focus on improvement of process technologies for our products, and expand our polysilicon
manufacturing business

42

Table of Contents 84



Edgar Filing: DAQO NEW ENERGY CORP. - Form 20-F

Table of Conten

Other operating income

Our other operating income reflects government subsidies that we receive from time to time, including financial incentives from Chongqing
local government. We record government subsidies as other operating income when we receive them. The amount and timing of subsidies
cannot be predicted with certainty.

Fixed asset impairment loss

We recognized a $38.5 million impairment loss for the long-lived assets of our wafer and modules business in 201 1. The impairment loss of
long-lived assets of wafer and modules was to reflect the assets lower than expected profit-generating ability due to a sharp decline in the spot
market price of wafer and modules.

Interest income and expense

Our interest income represents interest on our cash balances. Our interest expenses relate primarily to our short-term and long-term borrowings
from banks, less capitalized interest expenses to the extent they relate to our capital expenditures.

Taxation

Cayman Islands tax

We are an exempted company incorporated in the Cayman Islands and are not subject to tax in this jurisdiction.

PRC tax

Our Chinese subsidiaries are foreign invested enterprises in China. Under the EIT Law, which became effective on January 1, 2008, the Chinese
enterprise income tax rate is 25%. However, qualified enterprises located in central or western China may enjoy preferential tax rate under a
series of national policies adopted to encourage investment in central and western China.

Under the EIT Law, an enterprise established outside of China with its de facto management bodies within China may be considered a resident
enterprise for Chinese tax purposes and be subject to the enterprise income tax at the rate of 25% on its global income. The implementation rules
of the EIT Law provide that the term de facto management bodies refers to management bodies which have material management and control
over all aspects of the business, including production, operations, personnel, finance, and assets. It is unclear whether Chinese tax authorities
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would determine that, notwithstanding our status as the Cayman Islands holding company of our operating business in China, we should be
classified as a resident enterprise. Currently, substantially all of our income is already China-source income subject to Chinese taxes. However, a
portion of the net proceeds received from our initial public offering were deposited into interest bearing bank accounts.

Chongging Daqo, our wholly owned Chinese subsidiary and a foreign-invested enterprise established in the central and western region in China,

is entitled to a preferential income tax rate of 15% from the date of its establishment to December 31, 2010. As of the date of this annual report,

the Chinese government has not announced if they will renew this special reduced rate of 15%. In December 2009, Chongqing Daqo was

qualified as a Chongqing Municipality High and New Technology Enterprise, subject to the government s grant of a formal certificate. This will
entitle it to a preferential income tax rate of 15% for three years from the grant date of the certificate and can be renewed for additional

three-year terms upon Chongqing Daqo s application and the government s approval.

Dago New Material, our consolidated variable interest entity and a domestic Chinese enterprise, was subject to an income tax rate of 33% for the
period from November 16, 2006 to December 31, 2007 and 25% from January 1, 2008 onward.

Nanjing Daqo, our wholly owned Chinese subsidiary and a foreign invested enterprise, is subject to an income tax rate of 25%.

Under the EIT Law and implementation regulations issued by the State Council of China, dividends, interests, rent, royalties and gains on
transfers of property payable by a foreign-invested enterprise in China to its foreign investor who is a non-resident enterprise will be subject to a
10% withholding tax, unless such non-resident enterprise s jurisdiction of incorporation has a tax treaty with China that provides for a reduced
rate of withholding tax. The Cayman Islands, where Daqo Cayman is incorporated, does not have such a tax treaty with China. However, we
intend to reinvest all of Chongqing Daqo s undistributed earnings into our capacity expansion and do not plan to distribute any of the earnings as
dividends in the foreseeable future and, accordingly, we have not set aside provision for Chinese dividend withholding tax. If we do distribute
these earnings in the form of dividends, we will be subject to the withholding tax at a rate of 10%.
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Pursuant to the Interim Regulations on Value Added Tax and their implementation rules, all entities and individuals that are engaged in the sale
of goods, the provision of repairs and replacement services or the importation of goods in China are generally required to pay value-added tax,
or VAT, at a rate of 17% of the gross sales proceeds received, less any deductible VAT already paid or borne by the taxpayer. Furthermore,
when exporting goods, the exporter is entitled to VAT refund, which amount will be a portion of or all of the VAT that it has already paid or
borne. For our sale of polysilicon products to China-based purchasers, we are subject to the 17% VAT without any VAT refunds for such sales.

Pursuant to the Provisional Regulation of China on VAT, and its implementing rules, all entities and individuals that are engaged in the sale of
goods, the provision of repairs and replacement services and the importation of goods in China are generally required to pay value-added tax of
17% of the gross sales proceeds received, less any deductible VAT already paid or borne by the taxpayer. Furthermore, when exporting goods,
the exporter is entitled VAT refund, which amount will be a portion of or all of the VAT it has already paid or borne.

Critical Accounting Policies

We prepare our consolidated financial statements in accordance with U.S. GAAP, which requires us to make judgments, estimates and
assumptions that affect (1) the reported amounts of assets and liabilities, (2) disclosure of contingent assets and liabilities at the end of each
reporting period, and (3) the reported amounts of revenues and expenses during each reporting period. We continually evaluate these estimates
and assumptions based on historical experience, knowledge and assessment of current business and other conditions, and expectations regarding
the future based on available information and reasonable assumptions, which together form a basis for making judgments about matters not
readily apparent from other sources. Since the use of estimates is an integral component of the financial reporting process, actual results could
differ from those estimates. Some of our accounting policies require higher degrees of judgment than others in their application. When reviewing
our financial statements, you should consider (1) our selection of critical accounting policies, (2) the judgment and other uncertainties affecting
the application of such policies, and (3) the sensitivity of reported results to changes in conditions and assumptions. We consider the policies
discussed below to be critical to an understanding of our financial statements as their application places the most significant demands on the
judgment of our management.

Revenue recognition

We generate revenues primarily from the sale of polysilicon, wafer and module and recognize revenues when all of the following conditions are
met: persuasive evidence of an arrangement exists, the sales price is fixed and determinable, delivery of the products has occurred, title and risk
of loss have transferred to customers and collectability of receivable is reasonably assured. Our polysilicon sales agreements with our customers
typically do not contain product warranties except for return and replacement of defective products within a period ranging from 3 to 30 days
from delivery. In addition, our agreements do not contain post-shipment obligations or any other return or credit provisions.

A majority of our sales contracts provide that title and risk of loss related to the products are transferred to our customers upon receipt. We may
extend credit terms to our customers after assessing a number of factors to determine their credit worthiness.

Allowance for doubtful accounts

We conduct credit reviews for customers to whom we extend credit terms. We estimate the amount of accounts receivable that may not be
collected based on the aging of our accounts receivable and specific evidence relating to the financial condition of our customers that may affect
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their ability to pay their balances.

Depreciation

Our long-lived assets mainly include property, plant and equipment. We depreciate our property, plant and equipment on a straight-line basis
over the estimated useful lives of the assets, taking into account the assets estimated residual values. We estimate the useful lives and residual
values at the time we acquire the assets based on our management s knowledge on the useful lives of similar assets and replacement costs of
similar assets having been used for the same useful lives in the market, and taking into account anticipated technological or other changes. On
this basis, we have estimated the useful lives of our buildings and plants to be 20 years, our machinery and equipment to be 10 years, our
furniture and office equipment to be 3 to 5 years and our motor vehicles to be 6 years. We review the estimated useful life and residual value for
each of our long-lived assets on a regular basis. If technological changes occur more rapidly than anticipated, we may shorten the useful lives or
lower the residual value assigned to these assets, which will result in the recognition of increased depreciation and amortization expense in
future periods.
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Impairment of long-lived assets

We evaluate our long-lived assets and finite-lived intangible assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset group may not be recoverable. When these events occur, we measure impairment by comparing the carrying amount
of the asset group to future undiscounted net cash flows expected to result from the use of the assets and their eventual disposition. If the sum of
the expected undiscounted cash flows is less than the carrying amount of the assets, we would recognize an impairment loss equal to the excess
of the carrying amount over the fair value of the assets. Fair value is based upon discounted cash flows of the assets at the rate deemed
reasonable for the type of asset and prevailing market conditions, appraisals and, if appropriate, current estimated net sales proceeds from
pending offers. Future cash flow estimates are, by their nature, subjective and actual results may differ materially from our estimates. If our
ongoing estimates of future cash flows are not met, we may have to record additional impairment charges in the future accounting periods. Our
estimates of cash flows are based on the current regulatory, social and economic climates where we conduct our operations as well as recent
operating information and budgets for our business. These estimates could be negatively impacted by changes in laws and regulations, economic
downturns, or other events affecting our business. We determined that the significant decrease in average selling prices we experienced in the
fourth quarter of 2011 has impact on our evaluation of certain long-lived assets for impairment. Based on this assessment, we recognized a $38.5
million impairment loss for the long-lived assets of our wafer and modules business in 2011. The impairment loss of long-lived assets of wafer
and modules, determined by utilizing a discounted cash flow method, was to reflect the assets lower than expected profit-generating ability due
to a sharp decline in the spot market price of wafer and modules.

Product warranties

We provide a limited warranty to the original purchasers of our solar modules for periods of 5 to 12-year regarding defects in materials and
workmanship, and 25 years regarding minimum power output. We accrue warranty costs when recognizing revenue and recognize such costs as
a component of cost of sales. Warranty costs primarily consist of replacement costs for parts and materials and labor costs for maintenance
personnel. Due to our limited solar module manufacturing history, we have not yet had any warranty claims. Based on our best estimates of both
future costs and the probability of incurring warranty claims, we currently accrue for product warranties at 1% of solar module sales. We derive
our estimates from a number of factors, including (1) an assessment of competitors accrual and claim history and (2) results from academic
research, including industry standard accelerated testing and other assumptions that we believe to be reasonable under the circumstances. We
acknowledge that such estimates are subjective and we will continue to analyze the performance of our products compared to our competitors
and academic research results to determine whether the accrual is adequate. To the extent that actual warranty costs differ from our estimates, or
our expectations of future costs change, we will prospectively revise our accrual rate and/or the accrual balance. Such adjustments could have a
material effect on our consolidated results of operations. For example, an increase or decrease of 0.1% accrual rate (i.e., to 1.1% or 0.9%) would
have resulted in a corresponding increas