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Semiconductor Sector

Expect a banner year in 2010

Good 1Q10 results. Consistent with our view expressed in
our sector report dated 9 Apr, both semiconductor companies
under our coverage had recently turned in strong quarterly
results, driven by healthy sales momentum and recovery in
economic conditions. For Avi-Tech Electronics, earnings were
as expected as growth in its Burn-In Services and Board
Manufacturing segments more than offset the slower pick-up
in Engineering Services segment. For Micro-Mechanics,
earnings surpassed our expectation as the group benefited
from sustained activity in its semiconductor tooling segment
and recovery in Custom Machining & Assembly segment, as
well as from better operational efficiency. We view this
positively as the results may mean that the companies have
already started to turn the corner and are now on path to
earnings recovery.

More affirmative outlook. Indeed, both Avi-Tech and Micro-
Mechanics, we note, have become markedly positive on their
outlook for 2010, saying that they have been seeing a healthy
level of customer orders and are expecting to further progress
in their core segments in the coming quarters. While they
anticipate volatility in demand patterns, forex rates and
operating expenses going forward, both companies are
confident of weathering the uncertain economic climate and
capture any sales opportunities that arise.

Chip sales to experience remarkable growth. Our checks
on the recent 2010 global semiconductor revenue growth
forecasts by various market watchers also showed that they
expect the industry to achieve a remarkable growth this year.
While research firms had offered widely different views on the
industry growth rate in past two quarters, we observe that
recent forecasts by a number of them converged around the
31% level. This growth rate is stronger than their previous
forecasts and our growth assumptions for both companies
under coverage. As such, we see upside potential to our
earnings forecasts on these companies, should they perform
in line with industry expectations. In addition, we note that
Singapore's total fab capacity is likely to increase 6.8% in
2010, based on projections by SEMI. This should help to
bolster demand for services provided by both Avi-Tech and
Micro-Mechanics.

Maintain OVERWEIGHT. We are maintaining our
OVERWEIGHT view on the semiconductor industry. We also
keep our BUY ratings on Avi-Tech (S$0.24 fair value) and Micro-
Mechanics (S$0.57 fair value), as we see them as strong
beneficiaries of the industry upswing. We believe the current
market weakness is an opportune time to accumulate the
stocks. Both companies are in strong net-cash positions and
offer attractive FY11F yields of 8-9%.

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Annual growth rate in global semiconductor revenue
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC (ljnvestment 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
to 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 fglven 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 ogect/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.
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