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Considerations: @ Total accruals reached their highest level in at least the
last five years, as cash-flow trends diverged from reported net income.

© Inventory levels have spiked, which is in contrast with revenue-growth
trends. Inventory also appears out of line relative to historical trends and in
peer comparisons. € Receivables also grew significantly relative to
revenue and peer comparisons. @ Trends in a number of other accounts,
including a drawdown in backlog and relatively low cash taxes paid,
increase our earnings quality concerns.

Company Description

Decline in Cash Flows

Q Drives Build in Accruals

ASM International N.V. (ASMI) designs, manufactures, and sells equipment
and services for the production of semiconductor devices, or integrated
circuits. The company engages in the wafer processing and assembly and
packaging market segments. The Front-End segment performs processes on
200 millimeters or 300 millimeters diameter slices of silicon wafers. The
Back-End segment, which covers assembly and packaging, assembles and
connects one or more dies in a single package, to form a semiconductor device
that will perform calculations, store data, or interface with its environment.

During Q3 2011, quarterly net income rose 93.7% YOY to €138.8 million (up
22.19% excluding a €51.3 million gain on the purchase of Surface Mount
Technology during the third quarter), while cash from operations fell 42.5%
YOY to €54.8 million and free cash flow fell 46.7% YOY to €33.5 million.

On a TTM basis, net income rose 92.8% YOY to €357.7 million (up 65.1% YOY
excluding the gain on purchase), while cash from operations rose 14.1% YOY to
€249.2 million and free cash flow fell 5.5% YOY to €140.0 million.

As a result of the divergence between reported net income and cash-flow
trends, total accruals rose to 15.5% of average total assets, compared to just
4.1% in the year-ago period.

Total accruals are at the highest level in at least the last five years at 15.5%,

compared to the next highest level of 9.3% set a quarter earlier and a five-year
average of -1.4%.

(See table, Cash-Flow Trends and Accruals — Five-Quarter Average, next page)
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Spike in Inventory

Table 1. Cash-Flow Trends and Accruals — Five-Quarter Average
(€ in millions)

09/30/11  06/30/11 03/31/11 12/31/10  09/30/10

Table 2. Cash-Flow Trends and Accruals — Five-Year Average
(€ in millions)

12/31/10  12/31/09 12/31/08 12/31/07  12/31/06

= For the quarter ended 09/30/11, inventory grew 88.9% YOY to €407.6 million,
compared to quarterly revenue growth of 7.7% YOY to €376.1 million.

o Inventory to three-month revenue increased by 4,659 bps YOY to
108.4%. This was well above the five-year average of 90.09% and near the
top of the five-year range of 61.8%-111.1%.

o Three-month (TTM) days sales in inventory rose 48.2% (11.8%) YOY to
151 (122) days. This compared to the five-year average of 132 (135) days.

o Inventory to forward three-month revenue increased from 61.3% a year
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ago t0 120.9% in the most recent period.

= Inventory to three-month revenue grew faster than that of any of the 10 peers
listed in Table 4, below, and increased 3,275 basis points faster than the peer
average of 1,385. Additionally, inventory to three-month revenue was the
second highest of the peer group on an absolute basis.

=  Although inventory reserve is only provided on an annual basis, the most
recent disclosure indicates that as of 12/31/10 the allowance declined 129% YOY to
€41.3 million despite inventory increasing 71.3% YOY over the same period.

Table 3. Five-Quarter Inventory Trends

09/30/11  06/30/11  03/31/11  12/31/10  09/30/10

Table 4. Peer Inventory Trends

Inv./3M Inv./TTM DSl
Inv./3M Revenue Inv./TTM Revenue Change
Ticker Revenue Change YOY Revenue Change YOY DSl YOY
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Growth in Receivables ™ For the quarter ended 09/30/11, accounts receivable increased 34.8% YOY to
é €324.0 million, compared to revenue growth of 7.7% YOY.

o Receivables to three-month revenue grew 1,731 bps YOY to 86.1%.
l Despite YOY growth, the ratio of receivables to three-month revenue is
still in line with the five-year average of 86.8%.

o Three-month (TTM) DSO rose 27.4% (1.19%) YOY to 81 (68) days.

= Receivables to three-month revenue grew faster at ASM (1,731 basis points) than
at all but two of 10 peers and increased 1,228 basis points faster than the peer
average of 502 basis points. Additionally, only three of the 10 peers have a higher
AR-to-three-month revenue ratio on an absolute basis.

= Asof12/31/10, 21.5% of total receivables were considered past due (compared to
23.1% a year earlier), as total past-due receivables increased 51.8% YOY to €58.2
million.

= ASM's allowance for doubtful accounts, which is only disclosed on an annual
basis, grew 3.7% YOY to €9.3 million (or 3.3% of total receivables) during
FY2010, while total AR (past-due AR) grew 63.7% (51.8%). As a result, we
believe the firm may have been underaccrued for bad debts at 12/31/10.

Table 5. Five-Quarter Receivable Trends
(€ in millions)

09/30/11  06/30/11  03/31/11  12/31/10  09/30/10
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Table 6. Peer Receivable Trends

AR/3M AR/TTM DSO
AR/3M Revenue AR/TTM Revenue Change
Ticker Revenue Change YOY Revenue Change YOY DSO YOY

[ Additional Earnings Quality = Backlog fell 32.5% YOY to €396.5 million as new orders fell 28.3% YOY to
Concerns €312.7 million and recognized revenue rose 7.7% YOY to €376.1 million. As a
result, backlog to three-month revenue fell 6,274 basis points YOY to 105.4%.
This compared to five-year range of 73.7% to 168.2% (average of 102.7%)).

»  Three-month capital expenditures fell 34.19% YOY after increasing 1,520.5% a
year earlier. As a result, the ratio of three-month capital expenditures to
depreciation fell from 423.4% a year ago, but it is still at 224.6%. Ona TTM
basis, capital expenditures increased 52.0% YOY to €109.0 million after
increasing 511.9% a year ago. As a result, TTM capital expenditures to
depreciation increased from 248.5% a year ago to 284.5%. Over time, we would
expect capital expenditures to depreciation to average out to roughly 100%.

= (Cash taxes have significantly lagged the provision for taxes for four out of the

last five quarters. On a three-month (TTM) basis, cash taxes equaled 31.3%
(48.5%) of the provision for taxes reported on the income statement.

(See table, Miscellaneous Earnings Quality Trends, next page)

Page 5 of 7

GRADIENT




—y—tra
[ER4]
Table 7. Miscellaneous Earnings Quality Trends
(€ in millions)

09/30/11 06/30/11 03/31/11 12/31/10 09/30/10
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Snapshot ENXTAM: ASM

Purpose: Gradient International Snapshots leverage proprietary signals that our analysts use to determine Earnings Quality and or Equity
Incentive metrics of interest. Following a brief review of the earnings quality signals generated by our proprietary screens leveraging a variety of
proprietary and other publicly available data, ratings of Positive, Neutral or Negative are assigned to summarize our perspective of noteworthy
Earnings Quality and Equity Incentive metrics.

Disclaimer: Gradient International is the property of Sabrient Holdings, LLC, d/b/a Gradient Analytics (“GRADIENT"). Unauthorized
reproduction or redistribution of this document in full or in part is strictly prohibited by law and a violation of the Copyright Act. Information
contained herein may not be reproduced in whole or in part, including photocopying of printed copy or e-mail forwarding, without the express
written consent of GRADIENT. You must contact Gradient Analytics, Inc., for authorization to reprint or reproduce any part of this document. The
information, opinions and analysis contained herein are provided “AS IS” based on sources believed to be reliable, but no warranty or representation
of any kind, expressed or implied, is made as to their accuracy, completeness, correctness, or otherwise. This report is for information purposes only
and should not be used as the basis for any investment decision. GRADIENT disclaims liability for damages of any sort (including lost profits) arising
out of the use of or inability to use this report. Other than annual fees from subscribers to its Earnings Quality Analytics/Equity Incentive
Analytics/Gradient International services, Gradient does not receive, directly or indirectly, any consideration for publishing this report. Gradient has
not received any consideration, either directly or indirectly, from the issuer analyzed herein. GRADIENT is not an investment advisor and this report
is not investment advice. This information is neither a solicitation to buy nor an offer to sell securities. This information is neither a solicitation to buy
nor an offer to sell securities. Information contained herein reflects our judgment at the time of original publication, may include minor elements of
prior screening results published to clients, and is subject to change without notice. Gradient does not have a long or short position in securities
mentioned. Safe Harbor Statement: Statements contained in this document, including those pertaining to estimates and related plans other than
statements of historical fact, are forward-looking statements subject to a number of uncertainties that could cause actual results to differ materially
from statements made. {2011.01} © Copyright Sabrient Holdings, LLC 2011
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