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Introduction

This Semiconductor Inventory Market Tracker presents an extensive inventory data set culled from
companies worldwide and overlays analysis and insight from iSuppli.

Data sets are built from proprietary iSuppli analysis, as well as public SEC filings and company
presentations.

Insights are gleaned from talking to players at each node in the supply chain, as well as from interviewing
iSuppli experts covering semiconductors, PCs, TVs, handsets, and more.

Stakeholders finding our thought leadership useful include C-level management and market intelligence
directors, as well as sales, marketing, and procurement teams.

2009 — Win Now Or Else

Performance in 2009 will set in motion the winners and losers of 2010. Firms losing share in the next year
will find it difficult to regain their former strength. Inventory is a key performance indicator, since its
optimization can achieve advantages in pricing, utilization, sales, and—ultimately—profits.

Overall Market Perspective — What Does The Data Tell Us?

Q4 2008 revenue was down 21% sequentially from Q3 2008, for a broad set of semiconductor and
electronics suppliers.

Q1 2009 guidance indicates revenue will be down 19% sequentially from Q4 2008, for this set of
suppliers.

Our Q1 09 semiconductor revenue forecast calls for a 15% sequential decline.

iSuppli’s full year 2009 semiconductor forecast is for revenue down 21% from 2008. This conclusion is the
result of our “bottom up” methodology, which integrates the models of experts covering 28 separate
applications.

The Big Picture on Inventory
The semiconductor supply chain made a good effort to manage inventory in early 2009.

Semiconductor inventory levels shrunk by 6% in Q4 2008 and by an estimated 4% in Q1 2009;
inventory of PCs and handsets shrunk even more.

Nonetheless, this effort wasn’'t good enough. Days of Inventory (DOI) increased notably as revenue
declined faster than inventory.

Against this backdrop, utilization has been cut to the extent viable, and firms are actively resizing
their supply for a new reality of demand (no more home equity paper gains being spent on real
goods).

With utilization already low and DOI high, some are feeling the need to resort to price reductions—
which can prove to be a dangerous path that doesn’t easily unwind.

Excess inventory is a danger that still lurks.

Looking ahead to Q2, iSuppli expects a wave of ASP reductions at both the component and system
level.

Product redesigns—necessary to meet new lower price points at retail—will result in notable share
shifts.
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Key Inventory Findings and Implications

Semiconductor inventory at all semi suppliers worldwide amounts to $29B. Although inventory values
have shrunk, Days of Inventory (DOI) have grown to levels not surpassed since the supply-side-driven
industry debacle of 2001.

iSuppli expects analog inventory to rise above 100 days—well above the overall semi industry
average of 80 days. As a result, we expect notable market share shifts, in part due to inventory’s effect
on ASPs, utilization, and profits.

PC OEMs lowered absolute inventory levels by 8% in Q4 2008, with another 6% reduction estimated in
Q1 2009.

Handset OEMs lowered absolute inventory levels by 16% in Q4 2008, with another 7% reduction
estimated in Q1 2009. As a result, iSuppli expects DOI to remain relatively flat.

The pending battle of the titans—Intel and Qualcomm—will add a new wrinkle to PC and handset
inventory. iSuppli is hearing that Intel will be announcing more 3G technology licensing “soon.” iSuppli
notes that Intel has already partnered with LG to launch a MID device (announced in Barcelona
February 2009). To this end, smart phones reflect a large, new market for Intel's x86—a market now
dominated by ARM.

Why didn’t Intel succeed in handsets before? Intel was playing the “me too” game, possessing only
computing power but not the needed ecosystem and architecture for success in handsets. Intel has now
evolved toward smart phones—and smart phones, MIDS, and netbooks have evolved toward Intel.
Plans are now materializing for Intel to better position Atom and netbooks as legitimate launching pads
for MIDs and smart phones.

“Flying Blind” is turning into “Stabilizing Demand.” In January 2009, management throughout the
supply chain noted they were “flying blind” when it came to production levels. By late March 2009, the
tone and content of iSuppli's conversations with them reveal that demand is “stabilizing”—albeit at
modest rates.

It takes low pricing to move inventory at retail. PCs and TVs are moving at retail, but only at pricing
too low to be sustainable.

Redesigns are necessary to meet the new, lower consumer price points. OEMs have pressured
suppliers on price, but that alone isn’t enough. Redesigns are required, which will change the landscape.

iSuppli’s research indicates the $43B analog market will shrink by more than 20% in 2009, slightly
more than worldwide semiconductors in general. Checks validate our assumption that market-share
battles in Analog are looming.
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Semiconductor Supplier Inventory Assessment

Figure 1: Inventory Value for All Semiconductor Suppliers Worldwide
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Big picture: Semiconductor inventory at all semi suppliers worldwide amounts to $29B.

Days of Inventory (DOI) grew to levels not surpassed since the supply-side-driven industry debacle of
2001.

For Q4 2008, semiconductor revenue declined 19% and total manufacturer inventory value fell 6%, both on
a sequential basis. As a result, DOl increased to 75 days.

For Q1 2009, iSuppli forecasts semiconductor revenue to decline 15% and total manufacturer inventory
value to fall 4%, both sequentially. As a result, DOI is expected to increase from 75 days to 80 days—
making inventory management a key facet of a firm’s relative competitiveness.
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PC Group Inventory Assessment

Figure 2: Inventory Value for PC OEM Group
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Big picture: The PC group yielded $230B in PC revenue in 2008. PC OEMs did a good job of lowering
absolute inventory levels, reducing them by 8% in Q4, with another 6% reduction estimated in Q1 2009.

Big picture: PC inventory at all OEMs worldwide is forecasted at $8.4B.

For Q4 2008, PC revenue declined 11% and total manufacturer inventory value fell 8%, both on a
sequential basis. As a result, DOI remained flat at 21 days.

For Q1 2009, iSuppli forecasts PC revenue to decline 10% and total manufacturer inventory value to fall
6%, both sequentially. As a result, DOI is expected to remain essentially flat at 21 days, like in Q4 2008.

The emergence of the netbook category impacts PC inventory decisions. Analysis has led iSuppli to
conclude that sales of low-priced netbooks are 40% cannibalistic to more powerful notebooks, and 60%
incremental. This is based on cross-functional analysis of the morphing of the handset and netbook
markets, as well as an examination of business models, technologies, and consumer behavior.

PC inventory is becoming more sensitive to wireless service providers. iSuppli is hearing that
netbook promotions, like certain smart-phone promotions, will likely include some offers of $200 subsidies
to test the elasticity of demand. However, our data analysis reveals that the bulk of netbook subsidies will
need to be below $100 in order to yield adequate profits to operators.

Top netbook ODM Asustek plans 15% price reductions from already slim margins to flush the $1.3B in
excess inventory that the company needs to work off in the next few months, including 600,000 notebooks,
850,000 netbooks, and 2.5 million motherboards, as well as $150M worth of monitors.
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Supplier channel checks reveal that PC OEMs believe they need lower system pricing to move product in
the next year. Consequently, there are numerous conversations throughout the supply chain as to “how to
get there from here.” Pricing pressure on vendors is the key overtone, but vendors find it difficult to offer
pricing concessions without volume commitments. Ultimately, most recognize that the redesign and
reduction of components/features will be required as well to meet new, lower consumer price points.

Retail channel checks of netbook offers reveal that elasticity of demand is being tested by ATT (United
States.), Reliance (India), and Orange and Vodafone (Europe).

Hardware cost models help add insights to our inventory data sets. Ultimately, PC analysis reveals that
shrinking margins on the horizon are in store for all entities in the supply chain. The bill of materials (BOM)
on netbooks is $250 on units selling at retail for $350.

iSuppli’s renowned teardown practice maintains current pricing on a wide variety of components, lever-
aging that database and expertise to determine the detailed BOM for handsets, PCs, TVs, and more. The
insights are used by procurement specialists around the world, and by sales, marketing, and corporate
strategy teams.
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Handset Group

Figure 3: Inventory Value for Handset OEM Group
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Big picture: Handset OEMs yielded $147B in handset revenue in 2008. Handset OEMs lowered absolute
inventory levels by 16% in Q4 2008, with another 7% reduction expected in Q1 2009.

Big picture: Handset inventory at all OEMs worldwide is forecasted at $6.5B. iSuppli estimates that just
over 1.14 billion handsets will be sold in 2009, down 10% from 2008. This shrinking demand, coupled with
reductions in targets for inventory safety stock, are leading to notably lower utilizations and a heightened
sensitivity toward management of inventory.

For Q4 2008, handset revenue declined 10% and total OEM inventory value fell 16%, both on a sequential
basis. As a result, DOI shrunk slightly to 29 days.

For Q1 2009, iSuppli forecasts handset revenue to decline 14% and total manufacturer inventory value to
fall 7%, both sequentially. As a result, DOI is expected at 30 days.

2009 will be a defining year for handset OEMs, as successes in design, technology, strategy, operations,
and vendor negotiations are all levers that will define a firm’s ability to compete in 2010. To this end,
Inventory management is a key indicator of the maturity of internal controls, and will directly impact ASPs
and profits.

Wireless service providers appear in a relatively strong position relative to handset OEMs. Providers are
closer to the customer, are in control of subsidy levels, and are the decision maker as to which models they
market as their flagship phones. These chosen models will still yield healthy profits, but overall, less of the

©2009 iSuppli Corporation. All Worldwide Rights Reserved. Confidential. Patents Pending | 1700 E. Walnut Avenue EI Segundo CA 90245 | Telephone: + 1.310.524.4007 | Email: Page 7



iSuppli

Win Now Or Else: Inventory Insights and Data for 10 Key Electronic Supply Chain Nodes

pool of newly designed handset will sell enough to qualify as successes on an IRR basis. With high-volume
models coming fewer and farther apart, OEM profitability and share shifts will become even more variable
than in the past.

High end: Smart-phone yearly sales are approaching 200 million units. Importantly, in 2009, iSuppli
projects the smart-phone segment will grow 11%, while overall handset units shrink 11%.

Middle: Handset OEMs are finding it too risky to independently decide to produce large runs of
specific models. Carrier volume commitments are even more critical than in the past.

Low end: This commoditized segment yields limited profits for those in the supply chain.
Representative of this, handset ASPs at EMS firms making lower end phones are 50% of ASPs at
OEMs.

Summary

At iSuppli, our value lies in our extensive data sets, “digging in the weeds” —so to speak—to overlay
insights on the data, and in collaborating with a pool of some 100 internal analysts. Specifically, our 360-
degree views of key trends typically incorporate input from subject experts in PC, EMS, storage, wireless
carriers, handset OEMs, and semiconductors.

The_iSuppl Inventory Service is extensive, offering quarterly Market Trackers and bi-monthly_Inventory
Insiders.

For more information about inventory, contact iSuppli today.

info@isuppli.com | +1.310.524.4007 | twitter.com/iSuppli
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Intellectual Property Notice

All information and intellectual property contained herein is the sole property of iSuppli Corporation.

About iSuppli Corporation

iSuppli Corporation is the global leader in technology value chain research and advisory services. iSuppli
delivers vital information on the status of the entire electronics value chain - from diodes to displays and from
application markets to emerging markets. iSuppli's Market Intelligence Services are designed to help industry
participants improve the cost and performance of their supply chains by delivering the research, analysis, and

tools that facilitate strategic and operational

www.isuppli.com.

Application & Equipment Markets
Automotive Research

Broadband & The Digitally-Connected
Communications

Compute Platforms

Consumer Platforms

Solid State Drives & Hard Disk Drives
Wireless Communications

Semiconductor Application Market Forecasts
Silicon Application Market Forecasts

Photovoltaics
Raw Materials
Cell and Module Production
Systems

Semiconductors
Analog and Interface
Display Electronics
DRAM
Data Flash Memory (NAND)
Mobile and Emerging Memory
Inventory Tracker
MEMS
Power Management Components
Semiconductor Design & IP
Semiconductor Design Activity
Semiconductor Market Shares
Semiconductor Spend Analysis

Display Systems
Desktop Computer Monitors
Specialty Monitors
Plasma Displays
Projection Displays
Signage & Professional Displays
Television

decision-making. More information is available at

Display Devices

Emerging Display Technologies & Strategies
Small/Medium Displays
Liquid Crystal Displays - Large TFT-LCDs

Manufacturing, Costs and Materials

EMS & ODM

Electronic Manufacturing Capacity

Global OEM Manufacturing and Design
Analysis

Semiconductor Manufacturing and Supply
Component Supply Outlook

Component Price Tracking

Compute Systems Cost Model

Flat Panel Display Manufacturing Cost
Models

IC Price Evaluator
Mobile Handset Cost Model
Teardown Analysis

Growth Markets

China
India

Performance Research Services

Performance Benchmarking for OEMs
Performance Benchmarking for
Semiconductor Suppliers

Advanced Learning Center

For more information about iSuppli Market Intelligence Practices and Services,

contact iSuppli at 310.524.4007 or isu

licorp@isuppli.com.
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iSuppli North America

United States

Global Headquarters
1700 East Walnut Avenue
Suite 600

El Segundo, CA 90245
Phone : 310.524.4000
Fax : 310.524.4050

Public Relations:
Jon Cassell
408.654.1714
jcassell@isuppli.com

John Ward
310.524.4013
jward@isuppli.com

Irene Liu

(iSuppli China)
86.755.83643.145
iliu@isuppli.com

Sales & Products:
310.524.4007
info@isuppli.com

California - Santa Clara
2901 Tasman Drive, Suite 201
Santa Clara, CA 95054
Phone : 408.654.1700

Arizona

7345 East Acoma Drive,
Suite 300A

Scottsdale, AZ 85260
Phone: 480.922.4400

Minnesota

5720 Smetana Drive
Suite 218

Minnetonka, MN 55343
United States

Phone: 952.935.0400

iSuppli Asia

China

Hong Kong

Room 706A ,7/F, Hollywood Plaza
610 Nathan Road, Kowloon

Hong Kong

Contact: Jason Ma

Email: jma@isuppli.com

Phone : +852.2834.7833

Shanghai

Room 2506, BaoAn Tower
Dongfang Road 800
Shanghai, P.R. China 200122
Contact: Kevin Wang

Email: kwang@isuppli.com
Phone: +86 21-5831-7955

Shenzhen

Room 1805, Block A, World Trade Plaza
9 Fuhong Road, Futian District
Shenzhen, P.R. China 518033

Contact: Horse Liu

Email: hliu@isuppli.com

Phone : +86.755.8364.3182

Japan

Tokyo

BUREX Kyobashi, 2-7-14 Kyobashi
Chuo-ku, Tokyo 104-0031, Japan
Contact: Mayuko Kataoka

Email: sales.info@isuppli.co.jp
Phone:+ 81.0.3.3562.1580

Kyoto

Kyoto Research Park Building
4-3F 1 Awata-cho

Chudoji Shimogyo-ku

Kyoto 600-8815

Contact: Junzo (Jim) Masuda
Email: jmasuda@isuppli.com

Phone : +81.075.315.8930

www.iSuppli.co.jp

Korea

Seoul

2003 Suseo-Hyundai-Venturebil
713 Suseo-dong, Kangnam-gu
Seoul, Korea 135-884

Contact: J.H. Son

Email: json@isuppli.com
Phone: 82.2.2040.6111

Taiwan

Taiwan

Room 618, 6 Floor,

No. 1 Industry E. 2nd Road
Science Park

Hsin-Chu, Taiwan

ROC

Contact: Mavis Wang
Email: mwang@isuppli.com
Phone: +886.3.578.3538

iSuppli Europe

EMEA Headquarters
iSuppli Corporation

Atrium Court, The Ring
Berkshire, RG12 1BW
United Kingdom

Phone : +44.1344.397.149

Sales & Products:
Sajinder Pal

email: spal@isuppli.com
Phone : +44.1344.393.391

France

7 Avenue des Erables

95220 Herblay

France

Contact: Jacques Noirbient
Email: jnoirbient@isuppli.com
Phone: +33.13.450.7754

Germany

Spiegelstrasse 2

81241 Munich

Germany

Contact: Manfred Thiel
Email: mthiel@isuppli.com
Phone: +49.87.0992.858.61

Israel

3 Hayozma Street

Kfar-Saba 44422

Israel

Contact: Shuka Zernovizky

Email: szernovizky@isuppli.com
Phone: +972 (9) 766.6170 ext.103
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Copyright and Intellectual Property Notice

Copyright © 2000 - 2009 iSuppli Corporation. All Worldwide Rights Reserved. Confidential - Patents Pending. All
information and intellectual property contained herein is the sole property of iSuppli Corporation. All content
contained herein, including but not limited to, artwork, data, designs, graphic content, illustrations, images,
photographs, or text, is protected by United States copyright law and may not be modified, copied, reproduced,
republished, uploaded, posted, transmitted, publicly displayed, used to prepare derivative works, or distributed in
any way.

The copyright in all original material provided in this document is held by iSuppli Corporation. None of the material
contained in this document may be reproduced, distributed, republished, downloaded, displayed, posted,
transmitted or copied in any form or by any means, without the prior written permission of iSuppli Corporation. Any
unauthorized use of any material contained in this document may violate domestic and/or international copyright
laws, trademark laws, the laws of privacy and publicity, and communications regulations and statutes.

All trademarks service marks, logos, slogans, domain names and trade names (collectively "Marks") are the
properties of their respective owners. iSuppli Corporation disclaims any proprietary interest in Marks other than its
own.

Disclaimer of Warranty and Limitation of Liability

The information contained herein is believed to be reliable. iSuppli Corporation and its subsidiaries and affiliates
does not guarantee the accuracy, validity, timelessness, completeness or suitability of any information or data
made available within this document. iSuppli Corporation disclaims all warranties, express or implied, including,
but not limited to, warranties of title, non-infringement, merchantability or fithess for a particular purpose. iSuppli
Corporation and its subsidiaries and affiliates will not be liable for any damages or injuries arising out of use of any
such information or data, including without limitation, damages relating to any error, omission, or inadequacies of
the information contained herein or for the interpretation thereof.
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