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TXN 2Q Preview: Meet/Exceed, But Bulls May Be Disappointed

Texas Instruments (TXN, $37.26 -0.34, Hold/Not Compelling, Target $35)

Limited Upside: TXN is scheduled to announce 2Q earnings after the close today and I believe the company is
likely to meet or slightly exceed investor expectations for the quarter. However, I am concerned that guidance may
not exceed consensus expectations, thereby limiting any potential upside to share prices in the near term—especially
after the 20% rally so far this year, including nearly 7% so far this month. Specifically, I fear that bullish
expectations have already dragged EPS estimates to levels reflecting unrealistically high gross margins that that
company will be stressed to achieve over the next quarter and year—and unlikely to exceed at this point. Note that
my EPS is running below consensus over the next few quarters. However, I am much more comfortable with Street
revenue expectations that are largely consistent with my own. While I could very well revise both my revenue and
EPS upward following the announcement, I would be surprised if my revised EPS estimates were to exceed current
consensus expectations.

Management narrowed guidance—but retained its mid-point—during its previously scheduled mid-quarter update
on June 10 that called for revenue of $2.99B to $3.11B, or +5.7% sequentially with a range of +3.6% to +7.8%, and
EPS of $0.39-$0.43. At that time it noted seasonal growth was unfolding consistent with previous expectations with
strength from industrial, automotive and communication markets offsetting weakness from consumer, PC and legacy
wireless. My revenue and EPS estimates, consensus and range are detailed in the tables below. The shares are
currently trading just above my 12-month target price of $35 and I do not consider upside potential more likely than
downside risk at the current price level. Nevertheless, I also think the annual dividend yield of 3.0% as could limit
the potential for downside risk. I continue to recommend the shares as Hold/Not Compelling.

EPS (33+ estimates) 2Q13 2013 2014 Revenue 2Q13 2013 2014

Tokeneke $0.41 $1.61 $2.01 Tokeneke $3,109 $12,167 $12,883
Consensus $0.41 $1.71 $2.11 Consensus $3,060 $12,220 $12,880
Highest Estimate $0.49 $1.91 $2.53 Highest Estimate $3,100 $12,580 $14,210
Lowest Estimate $0.39 $1.49 $1.70 Lowest Estimate $3,040 $11,660 $12,160
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