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Semiconductor Industry Analysis and Insight June 11, 2013

Rally in May Amid a Fragile Economy

Normal Semiconductor Seasonality after Cyclical Trough: No Rebound?

The good news is that the semiconductor industry is now recovering after its recent cyclical downturn. The caveat is
the shallowness of the magnitude of the recovery that appears to be occurring within historical seasonal norms amid
a fragile economy and mine field of potential political risks. And the bad news is that share prices across the sector
raced ahead on overly bullish growth expectations last month, in my opinion. This environment has increased my
bearishness at the macro level, although a mix-master of business conditions within the sector continues to offer
attractive investment opportunities—albeit on a very selective basis. Stock-picking remains the play.

Flattish April: April has been an uninspiring month in recent years, and this year was no exception. Semiconductor
industry statistics for world-wide sales released by the Semiconductor Industry Association (SIA) last week
reflected a three-month rolling average gain of +0.6% compared to average growth of +1.4% over the last 23 years
with a high of +7.6%, a low of -4.7%, and declines eight times across those two decades including five of the last
eight years. Asia-Pacific was the only region posting a gain at +2.0% followed by declines from Europe and the
Americas both at -0.6%, and Japan down by -2.9%.

Next month’s release of May data usually mimics the uninspiring April, albeit shaded to the upside. May has
averaged a gain of +1.4% with a high of +6.5%, a low of -7.5%, and has declined only five times in the last 23 years
including only once in the last 11.

Average 20 Growth: 2Q is typically a growth period as consumer market seasonal strength offsets the PC market
trough: it has averaged a gain of +3.8% with a high of +20.0%, a low of -19.9%, and has declined only five times in
the last 23 years, although three of those declines occurred over the last eight years. Tokeneke Universe guidance
from 1Q earnings calls for a near-average gain of +4.3% with a range of +1.4% to +7.2%. The good news is that the
chip industry is growing after its recent downturn. Unfortunately, it begs the question: where is the rebound?

Forecast Softens: Last week the SIA/WSTS also quietly released its half-yearly spring forecast dropping expected
world-wide industry revenue growth for 2013 to +2.1% from +4.5% last fall. 2014 was edged down to +5.1% from
+5.2% and 2015 was introduced at +3.8%. Outperforming sectors this year include Asia-Pacific at +5.7%, Europe
at +5.3%, sensors at +4.5% and memories at +5.9%. Underperformers include Japan at -13.8%, discretes at -5.2%,
and microprocessors at -2.9%. Market researchers continue to forecast mid-single-digit sales growth for the chip
industry this year with strength expected from smartphones, tablets and automotive markets while PCs remain weak.

Semiconductor Industry Sales Growth Forecasts

Source 2013 Prior Fcst
SIA/WSTS 2.1% 4.5%
IDC 4.9% 6.2%
Gartner 4.5%
Databeans 7.0%
IC Insights 5.0% 6.0%

Big Rally in May: Semiconductor sector stocks rallied nicely and outperformed broader equity markets during
May, much to my surprise and not necessarily consistent with any noticeable economic or business gains. The
Philadelphia Semiconductor Index Option (SOX) gained +5.5% last month, the average stock in the Tokeneke
Universe did even better with growth of +8.7%, and a solid 78 out of 101 of those issues posted gains compared to
increases from the NASDAQ, S&P500 and DOW of +3.8%, +2.1%, and +1.9%, respectively. Year-to-date the
advantage improved for the SOX which is now up by +22.0% compared to those same three indices with gains of
+14.5%, +14.3% and +15.3%, respectively. However, this SOX advantage is not quite as pronounced across my
Universe where the average stock is up by +16.9% so far this year with 74 out of 101 posting gains.

April Divergence: 1 don’t feel guilty missing May’s rally because financial market conditions have made me
increasingly uncomfortable since the end of March. Take the April divergence, for example, where the SOX gained
+1.8% but the average stock in my Universe declined by -1.9% and only 37 out of 101 of those issues posted gains.
Why the inconsistency? Aside from the semiconductor capital equipment issues that make up nine of the 30 equities
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behind the SOX index, it is more heavily weighted to highly liquid large cap issues that offer dividends compared to
my Universe. Only about one-quarter of the Tokeneke Universe offers dividends, while about half of the SOX do.
Liquidity and dividends appear more favored to investors than technology and/or the chip sector, in my opinion.

May QTD (2Q) YTD Indices
Winners (78/101) Losers Winners (62/101) Losers Winners (74/101) Losers May QTD YTD
GIG 85.4%| IKAN -17.2% GIG 69.5%( IKAN -32.5% SPWR 243.6%| CRUS -37.0% SOX 5.5% 7.3% 22.0%
SPWR 42.1%| ACTS -12.2% SPWR 67.3%| NLST -21.8% HIMX 200.0%| SQNS -33.3% SMH 3.3% 7.8% 18.4%
MSPD 41.9%| SPRD -11.0% AMD 56.9%| STEC -19.9% MU 84.2%| MSPD -30.6% NASDAQ 3.8% 5.8% 14.5%
AMD 41.8%| GSIT -10.3% INFN 50.4%| CRUS -19.8% INFN 81.2%| PSMI -29.3% S&P500 2.1% 3.9% 14.3%
INVN 38.2%| QLGC -10.2% MEMS 50.0%| QLGC -16.0% ACTS 80.5%| STEC -28.2% DOW 1.9% 3.7% 15.3%
average stock +8.7% SOX +5.5% average stock +6.5% SOX +7.3% average stock +16.9% SOX +22.0%

Pick Stocks: Overall semiconductor industry growth is fairly subdued, but growth is occurring and may even be
slightly improving at the margin—albeit within the range of historical seasonal norms. In addition, the
semiconductor industry does not seem to be getting any kind of meaningful boost from overall macroeconomic
conditions that I would describe as ‘fragile.’

The subdued growth of the chip industry is really the net effect of a mix-master collection of strengths and
weaknesses. PCs are weak and entering a seasonal trough, but DRAMs are strong. Smartphones and tablets are
strong, but the market is heavily concentrated and not all chip suppliers are benefiting. Consumer markets are
entering seasonal strength, but end-markets for video games, TVs, camera and toys are subdued. Wireless
infrastructure markets promise strength pending the LTE roll-out, but actual purchase orders are elusive.

So how does an equity investor entertain the semiconductor sector in this kind of environment? Short answer: pick
stocks. Specifically, stocks with both favorable business and share price valuation fundamentals. Consideration of
‘investor expectations’ is especially critical after last month’s rally amid a business environment of subdued growth.
Many equity valuations appear to have raced ahead on overly bullish investor expectations of growth, in my opinion.

Skew the Odds Heavily in Your Favor: Semiconductor industry business conditions are growing and improving at
a very modest pace amid a diverse collection of end-market strengths and weaknesses. While the risk-reward trade-
off has shifted unfavorably over the last month following the rally across the sector, attractive investment
opportunities continue to exist as noted in my latest Chip Investment Ideas publication, in my opinion. I recommend
to carefully pick stocks with pronounced attractive fundamental valuations to mitigate potential downside risk—but
only so much as discomfort will allow for your particular situation.

—Dan K. Scovel
Semiconductor Analyst
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April 2013 Semiconductor Growth

April 2013 Semiconductor Revenue

Source: WSTS and Tokeneke Research LLC
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Weekly Philadelphia Semiconductor Index Option (SOX) vs. S&P 500

1,300
1,100
900
@
2
<
>
% 700
’ {‘J
) Lk M
i ) U Mt A
500 / ! \\ JVIP VW\ M SN \\({MVMVML\A] n
ah N b
" b M L\ Lo
300 i il AAV\/‘ i . \/
/ /! g
/"I \'L\ww\‘”\/’, i w\/"’\{[
P
100 t
S80S o 7 SRR R 7 D D S R Sk S R SRR R TR R IR ) © PP EE QOO S Vo
QQ 0& QQQQ o QQQBBQB QY Q% Q" 97, Q7 Q° Q7 Q7 QQQQQB QQ QQ NSNS PPN \ \\\\\ \
S DS ICRSRSRSUCOIC NN \\\5\\5\\\\\\\5,&\\W\%\ SRy Q\Q\g\%\%\\\\\\g\b\bg\ 5\5\&\»,\\\'\,\\'»\
\ N NN . AUAY 3 5 v
5\ L;\y,\w\,\ﬁ\h \’S)(j\’\,\q, \5\«,\%\\\@\\@"\,\\,‘}\5\&@\&\,\9\07ﬂ;b\/\\'v\"\\ \“'«\\WW\'\'O'W\W{\'Q”q\ \”'\W WWWWWW\\&\»«\\W\W\ &«\0 \\\\/\\\\\\\\\\l\\\\\\\\\/\\\\\\\\\\\\\\\\\\\\\\\\\
Source: Tokeneke Research LLC —— 80X S&P500 *S&P 500 normalized to the SOX|

www.tokenekeresearch.com Page 4 Copyright © 2013 Tokeneke Research LLC




Tokeneke Research LLC

June Monthly June 11, 2013

Daily 2-Gigabit DDR3 DRAM Market Prices
256-Megabitx 8 DDR3 1333/1066MHz

Source: DRAMeXchange. COM and Tokeneke Research LLC
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Tokeneke Research LLc Company Overview

Semiconductor Industry Analysis and Insight

The Company

Tokeneke Research is an independent research firm specializing in semiconductor industry business issues, providing
fundamental research focused on US equities across all market capitalizations within the sector to investors. The company
was founded in 2005 and is based in Connecticut.

The Offering

o Monthly Newsletter: A summarized review of noteworthy industry business developments, sales statistics, and sector
equity market performance, as well as a near-term and annual outlook for sector business fundamentals and share prices.
This report typically includes two pages of text and a handful of recurring charts and tables. It is intended for relatively
broad-based distribution.

e Industry Reports: Publications offering insight and perspective to industry-wide, multi-year forecast updates; periodic
sub-sector product type and end-market reviews; fundamental and valuation perspectives on sector equity relationships;
and industry introductory overview. These are more detailed reports with varying shelf-lives, and are intended for
narrow distribution to interested clients.

e Company Reports: Fundamental equity research including earnings estimates and customized valuation analysis.

o Consulting: Special projects of limited or extended duration, as well as periodic access of varying frequency.

Publications are distributed via email in .pdf format, unless otherwise requested. Client confidentiality and customized
research exclusivity accommodated. Rates vary with the nature, duration, and terms of offerings.

My Background

I have an electrical engineering background, nearly 12 years of semiconductor industry experience, and was on Wall Street
for nearly eight years where I was selected as the Best On The Street semiconductor analyst for 2002 by The Wall Street
Journal, and third-rated Best of the Best across all sectors.

I obtained my undergraduate BS degree in electrical engineering from the University of Washington, and my MBA from
Santa Clara University. My industry experience consists of nearly 12 years in various technical sales and marketing roles at
four different semiconductor firms located in Silicon Valley beginning with Advanced Micro Devices in 1984, followed by
two small start-up companies, and ending at Cirrus Logic where I supported the firm’s Japanese market development. I
joined Fahnestock & Co. as a senior semiconductor analyst in 1996 and was recruited by Needham & Co. in April 2000.

My formal coverage list as a sell-side analyst included the following equities: AMD, ALSC, ALTR, ARTI, ATML, CUBE,
CY, ESST, GNSS, INTC, ISSI, LSI, MOSY, MU, OIIM, OVTI, RMTR, SIII, SMSC, STEC, SVTG, TDFX, TSRA, TXN,
and ZRAN.

—Dan K. Scovel
Semiconductor Analyst

Tokeneke Research LLc
Rowayton, CT 06853
dscovel@tokenekeresearch.com
www.tokenekeresearch.com
203-554-4621

Copyright © 2013 Tokeneke Research LLC. All rights reserved. This report is for information purposes only and does not constitute a solicitation or an offer to buy
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and product names mentioned in this report may be trademarks or registered trademarks of their respective holders and are used for identification purposes only.
Reproduction or distribution of this report, even for internal distribution, is strictly prohibited unless specifically authorized by Tokeneke Research LLC.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


