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Semiconductor Sector
Underweight

No clear signs of sustainable recovery yet

Market rally on improvement in businesses... The Philadelphia
Semiconductor Index had shot up 36.8% since March 2009 amid early
optimism of a market recovery. In stark contrast to the negative outlook
given just towards the end of 2008, major semicon companies, including
foundries like TSMC and UMC, are now citing improvements in orders and
better utilization rates. Areport released over the weekend by Semiconductor
Industry Association (SIA) had also suggested that the semicon demand
has stabilized somewhat, with global sales up 3.3% MoM in March vs.
7.6% MoM decline in February.

...notwithstanding the losses seen in 1Q09. Under our coverage,
Chartered Semiconductor and Micro-Mechanics (MMH) had similarly cited
demand pickup during the period, partly buoyed by introduction of new
products and/or inventory re-stocking. However, as with many companies,
the improved orders were not enough to bring them bring back to profitability.
As such, both Chartered (UMC and SMIC alike) and MMH registered
significant losses in 1Q09. For Chartered, it was hit by lower revenue, high
fixed costs and lower utilization rates. As for MMH, it was mainly dragged
down by low business volumes, high fixed costs at its Custom Machining
& Assembly (CMA) plant in US, and to a lesser extent, price pressure.
We believe we may see downside earnings surprise for Avi-Tech Electronics
(due to report soon) as well.

Maintain UNDERWEIGHT - no clear signs of sustainable recovery. In
the near term, we also note that there is scant evidence that points to a
sustainable recovery in semicon demand. Nearly all sectors in the
electronics industry (key markets for semicon industry) were poised to
report dismal performances in 2009, as consumers cut spending in face of
the global recession. Moreover, it is likely to continue to be mired by great
uncertainty and limited visibility while the crisis plays out. As it is, industry
watcher Gartner has recently projected the Asia-Pacific chip market to fall
22.7% to US$115.2b and global semicon revenue to fall 24.1% to US$194.5b
in 2009. Until we see clearer signs of a firming up in the semicon demand,
backed by leading indicators and economic data, we maintain our
UNDERWEIGHT rating for the semicon industry. Additionally, we keep our
HOLD rating on Avi-Tech (Fair Value: $S$0.11) and MMH (FV: $$0.19), and
SELL rating on Chartered (FV: S$0.08 before share consolidation), as the
latter may not be able to return to profitability in FY10 and its re-financing

Kevin Tan issues continue to be a concern.
(65) 6531 9809
e-mail: KevinTan@ocbc-research.com Price Rating Fair value Valuation
(S$) (S$)
Avi-Tech Electronics 0.105 HOLD 0.11 6x FY10F EPS
Chartered Semicon 0.165 SELL 0.08 0.4x FYO9F NTA
Micro-Mechanics 0.21 HOLD 0.19 0.8x FY10F NTA

Please refer to the important disclosures at the back of this document.
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Exhibit 1: FTSE Tech Index outperforming STI most of time in 2009
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Exhibit 2: Philadelphia Semicon Index rallied on hopes of recovery
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SGX RESEARCH INCENTIVE SCHEME

OCBC Investment Research Pte Ltd (OIR) produced this report under the SGX Research Incentive Scheme.
OIR is compensated S$7,500 per annum for each company covered under the Scheme.In this report, only
Avi-Tech Electronics and Micro Mechanics are covered under this scheme

SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above securities.

RATINGS AND RECOMMENDATIONS:

OCBC dln vestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained'in this report is subject to change without notice. We have not given any consideration
fo and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before mak/ng a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

Co.Reg.no.: 198301152E For OCBC Investment Research Pte Ltd

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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