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Impressive 3Q09 Guidance Boosts Chip Sector Shares
But Valuations Assume 4Q Follow-Through

Summary: 3Q guidance during 2Q earnings secason has been much better than expected: it has rallied share prices
across the semiconductor sector and caused me to temper the decline in my industry sales forecast for this year.
Nevertheless, 1 think it remains a stock-pickers market for short-term traders amid a valuation mine-field that could
easily correct if 4Q turns out to be something less than the currently expected seasonal strength.

Solid Stats: Semiconductor industry statistics for June were released earlier this week, and worldwide sales grew
by +3.7% sequentially on a three-month rolling average basis. This is down from the prior month’s original +5.4%,
but still quite respectable compared to the average for June since 1990 of +0.3% with a high of +5.3%, a low of -
9.2%, and nine of the last 19 years posting negative growth. The Japanese lead the way once again with growth of
+8.2%, followed by the Americas with

+4.8% and Asia-Pacific at +2.8%. Europe Semiconductor Industry Worldwide Revenues
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2Q Strength: The bulk of reported 2Q growth was expected, although incremental upside appeared. According to
industry statistics, 2Q sequential growth of +17% was the best ever reported since 1990, topping the previous record
of +16.0% posted 4Q99. 2Q has averaged +3.0% with a high of +15.2% and a low of -19.9%. Revised guidance
across the Tokeneke Universe after 20 preannouncements (15 of those positive) called for weighted growth of
+8.3% to +12.8%, and I expected the high-end of that range could be breeched—although the +18.1% from the bulk
of firms across my Universe as of this writing is at least a couple hundred basis points to the upside.

Impressive 3Q Guidance: The big surprise during 2Q ecarnings announcements, in my opinion, has been the
magnitude of expected 3Q growth—especially amid what appears to be persistent conservatism by management
given booking and backlog strength going into the period. As of this writing, my Universe is guiding for weighted
growth of +3.4% to +11.0%, casily putting it on track to exceed the 3Q statistical average of +6.0%, and even

potentially the high of +13.8% (the low was -11.7%). 1 have definitely Chip Industry Revenue Growth Forecasts
grown more bullish after three weeks of earnings announcements )
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The Philadelphia Semiconductor Index option (SOX) rallied by 14.7% during July, triggered by Intel’s pacing
announcement that was then supported over the next couple of weeks by most companies across the sector.  The
tables below indicate winners and losers so far this year through the end of July.

July YTD Indices
Winners (95/112) Losers Winners (95/112) Losers Jul YTD
LOGC 57.8%| INFN -25.8% STEC 700.2%| SIMG -41.7% SOX 14.7% 42.2%
TSEM 55.3%| IXYS -23.8% RFMD 566.7%| RMTR -35.3% SMH 16.3% 41.7%
STEC 47.0%| EZCH -21.8% ENTR 530.0%| INFN -24.4% NAS 7.8%)| 25.5%
ENTR 40.0%| ENTN -14.7% TSEM 321.4%| MOSY -22.9% S&P500 7.4%| 9.3%
RFMD 38.3% TUNE -12.0% MTLK 280.0%| ADPT. -19.4% DOW 8.6% 4.5%
average stock +11.9% SOX +14.7% average stock +79.0% SOX +42.2%
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Valuation Gymnastics: The recent rally has turned the chip sector into a mine field for investors, in my opinion.
At first blush there appears to be abundant opportunity across the space: a solid 80% of the equities in my Universe
are trading below their historical average trailing price-sales ratio, and this only varies by minus 400 basis points
when calculated against current fiscal year sales and plus 400 basis point against next fiscal year sales. However,
this is clearly a broad-brush-stroke view: I use published consensus estimates for those revenues; some of those
issues don’t have published estimates; and those estimates are currently in turmoil amid the earnings season frenzy.
If anything, I would guess my 80% number could push 90% if the newly raised estimates based on robust 3Q
guidance trickled through and were compared against the next fiscal year for valuation purposes.

On the other hand, I am unusually burdened in the current environment with the four models I am currently running.
In a normal business environment I take my best shot at constructing an earnings model at least six quarters into the
future, and then apply historical and/or comparable fundamental valuation metrics against that model to generate a
12-month price target and recommendation. I will tweak the numbers high or low depending on my confidence, but
I try to make a point of letting the numbers lead me to a conclusion. Unfortunately, the current business
environment lends itself more appropriately to a scenario analysis of multiple earnings models given
macroeconomic uncertainty. Therefore, I am generating an carnings model based on perceived optimism or
pessimism, and then I am balancing that bias against lean or more traditional valuation criteria in order to boost my
confidence for the output of the whole exercise. In the limit, I am currently much more comfortable dealing with
trading range recommendations than simple Buy, Holds, or Sells with price targets.

Take TXN for example: I have a very conservative revenue model due to distrust of the current economy (I am on
the low-side of the Street), but my earnings are on the higher side due to my confidence that management will
accomplish targeted cost savings. The potential for revenue upside increases my confidence (read, bullishness). 1
have a trading range recommendation between technical support of $14 and fundamental valuation in the 12-month
timeframe of $26 based on 2010 estimates, resulting in a luke-warm Buy recommendation with the shares at $24.60.

On the other hand, I followed management’s lead after INTC announced 2Q earnings and my financial model
optimistically assumes an immediate return to historical seasonal quarterly trends. In this case I have a rich model
and tempered valuation (as well as a lack of bullishness). My trading range recommendation between technical
support around $12 and fundamental valuation of $21 results in a solid Hold recommendation with the shares at
$19.32—despite potential incremental valuation upside due to discomfort with my earnings model.

Finally, in NSM’s case I have a trading range recommendation between technical support around $9.50 and
fundamental valuation of $15. T consider my earnings model achievable, but valuation is stretched thin: my Hold
recommendation is pretty darn weak and bordering on a Sell with the shares at $15.21.

This is a really long way of saying that I think we are currently in a stock-pickers market for short-term traders.

4Q, Unhinged: All eyes are now focused on the profile of a recovery—and the 4Q outlook will be the primary
fundamental factor driving share prices across the sector over the next couple of months, in my opinion. So, what’s
going to happen during 4Q? The honest answer is, ‘I don’t know—and neither does anybody else.” We’ll all find
out soon enough in the coming weeks.

I think 4Q could be a bust: the economy is weak and channel inventories are being restocked and filled for a
seasonal 4Q up-tick. If 4Q guidance during 3Q carnings season in October doesn’t reflect growth of +3% to +5%
(the statistical average is +3.7% since 1990 if we exclude last year’s record -24.2%), then base financial models will
be revised downward and shares will correct—probably not to the lows of carly-March, but certainly a meaningful
retreat in that direction.

How could I be wrong? Two ways: First, if a true macroeconomic recovery conveniently commences during
favorable seasonality (unlikely, in my opinion); and second, the tyranny of small numbers renders outsized seasonal
percentage growth off a low base of business activity amid economic stabilization (not unlikely, in my opinion).
However, if I am wrong due to the second reason, then I get another chance to be right 1Q as slack seasonality
aggravates an embryonic recovery.

3Q guidance has clearly made me more bullish, but my bearishness persists amid valuations and the economy.

—Dan K. Scovel
Semiconductor Analyst
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Weekly Philadelphia Semiconductor Index Option (SOX) vs. S&P 500
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Daily 1-Gigabit DDR2 DRAM Spot Market Prices
128-Megabit x 8 DDR2 667/800MHz
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Daily 16-Gigabit MLC NAND Spot Market Prices
2-Gigabit x 8 MLC
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Philadelphia Semiconductor Index Option (SOX)

Daily Close, Trailing 12-months
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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.

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

o 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. 1
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
203-604-0183 phone
203-554-4621 cell
dscovel@tokenekeresearch.com
www.tfokenekeresearch.com
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