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Company Information

Applied Materials is the world’s largest nanomanufacturing equipment supplier. Its products include equipment and software for the fabrication of semiconductor chips, flat panel displays, solar photovoltaic cells, flexible electronics and energy efficient glass. Applied Materials competes in nearly every segment in the market, and has a 15% market share in the nearly $43 billion market. It produces at a high enough volume to keep smaller companies out of the market, but considering that it competes in many areas of the market, it faces a large number of competitors. 
Recent Company Development

Applied Materials has been working towards streamlining their operations to lower its cost structure, and has also benefited from the rising popularity of flat-panel displays. In fiscal 2006, the company acquired Applied Films to help pave its way into the emerging solar equipment market. Solar panels and chips require similar manufacturing techniques, allowing Applied Materials to use its core technology expertise.

Last Friday (Nov. 9), the company announced that it had completed the acquisition of certain assets of Edwards Vacuum, Inc.’s Kachina semiconductor equipment parts cleaning and refurbishing business. This acquisition strengthens Applied’s position as the leading service provider to the semiconductor industry. The news of this acquisition led to an increase in trade volume and stock value on Friday.

Industry Information

The chip equipment industry is deeply cyclical, and firms must contend with big swings in business conditions over time. Applied is a leader in the industry, but there are many other competitors who produce on a smaller scale and are more specialized. The industry must maintain technological innovation to keep up with the latest trends in chip manufacturing.
Security Information

Ticker Symbol: AMAT

Exchange: Nasdaq

52-Week Range: 17.33 – 23.00

10-Day Average Trading Volume: 26,214,200

Beta: 1.12

Financial Information

Earnings per Share: 1.21

Price/Earnings: 15.13

Price/Sales: 2.82

Dividend Rate: .22

Current Yield: 1.2%

Company Analysis

Earnings Growth: 31.1%




5 Year Ave. Net Margin: 10.5

Return on Equity: 21.65

Return on Investment: 20.25

Analyst Information

Morningstar gives Applied three stars and a fair value estimate at $20, with a sell at 25.10 and a buy at 15.40. Both Citigroup and JP Morgan upgraded their opinions to buy and overweight, respectively. 

Evaluation

Applied Materials is the leader in its industry, and is able to produce on a large enough scale to beat out competitors and remain as the top supplier of chip manufacturing equipment. It is likely to sustain its ability to compete with companies who specialize in more focused parts of the industry through its very large $1 billion dollar research and development budget. However, in order for Applied to grow it must continue to enter new markets and compete with well-established companies, which it has in the past been unsuccessful at doing. In particular, its move to enter into solar-chip manufacturing equipment may hurt the company due uncertainties concerning the success of the future of the industry and to recent political policy developments. Congress may drop the 30% tax-credit on solar systems from the new energy bill that is sustaining the current growth in solar-panel systems. 

Applied is currently our smallest holding at $2,875 (156 shares). Taking into consideration the amount of stock we hold and its performance, it is not doing much to strengthen or grow WIC’s portfolio. 

