This report has been downloaded from the KSU Student Managed Investment Fund. LLC archives, and was prepared by student analysts; and any opinions contained
herein are solely the opinions of those analysts. Information contained herein, including but not limited to research, valuations, calculations, estimates and any other

material or sources, is believed to be reliable, however its accuracy and completeness is not warranted or guaranteed, and past performance is not indicative of future
results. These mat



33,000 installed applied semiconductor, display and solar manufacturing systems worldwide. Under the AGS
segment, AMAT offers certificate services, fabrication consulting, parts programs, sub fabrication equipment,
legacy equipment, and automation software.

Display and Adjacent Markets: 11.4% of Revenue

The Display and Adjacent Market segment is comprised of products for manufacturing liquid crystal displays
(LCDs), organic light-emitting diodes (OLEDs), and other display technologies for TVs, personal computers,
tablets, smartphones, and other consumer-oriented devices. While similarities exist between the technologies
utilized in semiconductor and display fabrication, the most significant differences are in the size and
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Weaknesses
e Large Exposure to Demand for Semiconductors: As stated previously, 64% of Applied Materials’
revenues come from their Silicon Systems Segment, which essentially means that 64% of their
revenue will move in line with the performance of the Semiconductor sub-industry. Even though this



Competitors

Last Price MKT Cap P/E PEG ROIC

AMAT 28.27 30.56B 20.84 1.08 19.48

ASML 102.63 44,498 17.78 201 14.96

LRCX 95.24 15,518 14.65 1.38 20.77

KLAC 74.68 11.67B 24.80 312 16.41

—EF;CS) V%IH ECE oPM —QESEESL;';“ EVA Spread

AMAT 18.84% 1.92B 21.13% 3.57% 418

ASML 17.24% 1.24B 4.81% -0.39% -2.45

LRCX 25.63% 121B 19.35% 3.70% 0.10

KLAC 55.38% 701.41M 33.20%




Growth Analysis

As depicted above, AMAT has been decently
outperforming both the S&P 500 and its peers in
the Semiconductor Manufacturing Equipment
Services and Component. However, after a huge
dip in 2015 (attributed to the cancellation of the
merger with Tokyo Electron due to antitrust
regulations), Applied Materials has broken out of
its usual channel and gone up 56% so far in 2016.
AMAT has a PEG of 1.12, so its current price can
be justified by the earnings growth it has realized. The real question is; why on earth did things suddenly
change for AMAT in 2016?

The real question is, why on earth did things suddenly
change for AMAT in 2016? As shown on the graph to
the left, Applied Materials has experienced an influx of
new orders, which has contributed to growth in
revenue for the company since year-end of 2015. The
order totals are mostly driven by large orders for
foundry, flash memory and display systems in the
regions of China and South Korea.

Semiconductor Systems

AMAT’s Semiconductor Systems segment, which

comprises 64% of Applied Materials’ revenue is

definitely the company’s most important segment.
However, its biggest asset is also its biggest liability because the segment moves in-line with the
Semiconductor industry. The industry has been on the decline, but is expected to improve in 2017.

The main driver of the global Semiconductor

industry (market forecasts shown on the right) is

growth in electronics production. The global

consumer electronics market is predicted to expand

ata4.0% CAGR during the period from 2014 to

2022. Semiconductors are crucial for companies that

are setting up their infrastructure to compete in the

Internet of Things space. Corporate IT spending is

expected to reach 2.7 Trillion in 2020, growing at a

CAGR of 3.3% (2016-2020). As technology continues

to advance, the use of smart grids, smart cities, and

smart manufacturing will become increasing

common. Everything is becoming “smart” and cloud

integrated now that we have moved further into the “Internet of Things”, which will continue to drive the
demand for semiconductors considering that integrated semiconductor devices are integral parts of any piece
of technology. The growth of internet-connected devices is st-






screens is seen to be the next stage of all screens and the go to technology for VR headsets and phones. This is
the only type of display that will work with VR technology (“the virtual reality market is expected to grow
from USD 1.37 Billion in 2015 to USD 33.90 Billion by 2022, at a CAGR of 57.8% between 2016 and 2022").
OLED screens are lightweight, thin, flexible, energy efficient, and deliver high resolution, giving smartphones
the much-needed innovation. It has been confirmed that Apple is going to start manufacturing phones with
OLED screens, and it has decided to have Samsung manufacturer the screens. The iPhone 8 models with 5.5-
and 5.8-inch screens will use organic light-emitting diode (OLED) displays.



Investment Thesis

For the following reasons, | issue a BUY recommendation for Applied Materials:

Applied Materials is ramping down its languishing Solar Equipment business to focus on more
profitable aspects of the company. This redirection of focus will further increase margins and
optimize the profitability of their operations.

AMAT provides machinery to the largest semiconductor manufacturers that will be at the forefront of
improvement in the semiconductor market.

The transition to more technology oriented products and services continues to shift, as evidenced by
manufacturers’ switch from 7nn nodes to 10nn nodes and memory manufacturers make the
transition to 3D NAND technology. Applied Materials is well-positioned to take advantage of this
shift.

Due to more smartphone innovations in OLED displays and computing chips, AMAT’s sales are
expected to increase.



