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Quick Comment — Conclusion: On superior business
model, Inotera is the only DRAM maker in Taiwan with
positive cash margin in downturn. Cash is king. Cost of
capital is no longer cheap in Taiwan. But Taiwan still
has a laborious talented human capital. Production cost

difference is what attracts technology partners to Taiwan.

As all DRAM makers are cutting wafers production to
reduce cash loss; the best time for Inotera to transition
from trench to stacked in a downturn. Capacity loss
leads to less losses overall. We expect ~30% Y/Y bits
growth for Inotera in 2009. Inotera should benefit from
next DRAM upcycle in 2010 with good cost structure on
more certain stacked technology roadmap.

What's New: Inotera reported in line 3Q08 LPS
NT$1.21 (net loss NT$4.1 bn) on GM (-23%), OM
(-24%), EBITDA margin 43%. Value Added Data:
3Q08 DRAM bit growth 28% Q/Q (wafers increased 3%
Q/Q), DRAM ASP declined 12% Q/Q (Revenue/wafer
increased 6% Q/Q), bit cost declined 22% Q/Q (wafer
cost declined 2% Q/Q). 1 gigabit on 70 nm accounts for
95-97% of output at 80%+ yield. Guidance: 10% Q/Q
bits growth for 4Q08; 60% Y/Y bits growth for 2008.
Inotera will cut 20% of production output in 4Q08 that will
impact 1Q09 shipments. Inotera will cut 2008 capex to
NT$21 bn, down 64% Y/Y. 2008 depreciation NT$28
bn; 2009 depreciation NT$30-32 bn. Operational
Insights: 1. Qimonda procurement will phase out by
July 2008. We expect fast conversion to Micron stacked
technology in 1HO09 on input for majority of output by
4Q09. 2. Meiya’s clean room will complete in
November 2008. Post Micron’s closing on acquiring
Inotera stake from Qimonda in late November, we
expect Meiya to merge into Inotera. Meiya facility will
help to de-bottleneck/re-balance Inotera stacked
technology migration in our view.

Implications: 1. Stacked transition plan — Inotera will
take a cost-effective approach on 68 nm stacked
transition. We estimate 70 nm Qimonda trench
transition to 68 nm Micron stacked technology will
increase gross die/wafer by ~45% on ~10% wafer cost
increase. Majority of equipment will retrofit from trench
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to stacked except the obsolescence of deep trench etching
machines (i.e. Tokyo Eectron). We think Inotera will phase in
50 nm in 4Q09/1Q10 for 2010 transition as Immersion machine
costs ~$US50 mn for 7-8K wafers/mth capacity (still evaluating
Nikon vs ASML).

2. DDR Il accounts for ~10% of Inotera capacity. Trench
technology requires three metal layers for DDR Il that will
negatively impact fab output if DDR Il accounts for more than
10-15% of total capacity. Further DDR IIl output increase will
rely on 68 nm stacked technology output in 2H09.

MORGAN STANLEY RESEARCH

October 22, 2008
Inotera Memories, Inc.

Exhibit 1
3Q08: Actual Results vs Morgan Stanley Estimates
3Q08 3Q08
(NT$mn) Actual MS Variance QlQ YIY
Total Revenue 10,786 10,786 0% 11% -15%
Cost of goods sold 13,287 13,067 2% 3% 15%
Depreciation 6,751 6,790 -1% 0% 20%
Gross Profit (2,501) (2,281) nm nm nm
Operating Expense 136 205 -34% -36% -28%
R&D 51 108 -53% -59% -45%
SG&A 85 97 -12% -3% -12%
Operating Profit (2,637) (2,486) nm nm nm
Non Operating Income (Loss)
(1,525) (1,380) nm nm nm
Pre-Tax Profit (4,162) (3,866) nm nm nm
Net Profit (4,051) (3,866) nm nm nm
EPS (1.21) (1.16) nm nm nm
Shares (mn) 3,338 3,338 0% 0% 1%
Gross Margin -23.2% -21.1% -200 bps 1030 bps -3220 bps
Operating Margin -24.4% -23.0% -140 bps 1120 bps -3200 bps
Net Margin -37.6% -35.8% -170 bps -390 bps -4100 bps
12" Wafers Shipment (K) 358 369 3% 3% 5%
Total Die Shipments (512 mb eqv mn)
436 450 3% 30% 52%
Avg Wafer Price ($USD) 972 943 3% 6% -14%
Avg Wafer Price/Chip (512 mb eqv)
0.84 0.81 3% -16% -41%
Inventories 4,769 4,690 2% 3% -17%
FX (NT/$) 31.0 31.0 0% 2% -6%

Source: Company data, Morgan Stanley Research

Company Description

Inotera is uniquely positioned in Taiwan as a pure foundry
manufacturer of memory wafer. It was established in 2003 as a
joint venture between Infineon and Nanya Technology, and
achieved profitability in 2004. It currently manufactures primarily
DDR Il DRAM products, which are the most advanced DRAM
products on the market.

Taiwan DRAM
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Exhibit 2
Inotera Memories: Quarterly Income Statement — Reported Basis with Employee Bonus Expense

(NT$mn)  1Q07  2Q07  3Q07  4Q07 1Q08  2Q08  3Q08 4QOSE 1QO9E 2Q09E 3QO09E 4QO9E 2007  2008E  2009E 2010E

Net Sales 12,270 10,845 12,690 10,059 8,802 9,699 10,786 9,847 11,430 11,024 12,007 13,411 45,865 39,134 47,872 59,416
COGS 7,772 10,213 11,541 12,297 12,272 12,948 13,287 13,133 13,138 13,029 12,943 12,879 41,822 51,641 51,989 51,079
Gross Profits 4,498 632 1,149  (2,237) (3,470) (3,249) (2,501) (3,287) (1,708) (2,005) (936) 532 4,042 (12,507) (4,117) 8,336
Operating Expense 176 237 190 276 375 211 136 177 263 215 234 255 878 900 967 1,346
SG&A 97 102 97 96 87 87 85 98 126 105 114 121 391 358 465 635
R&D 79 135 93 180 288 124 51 79 137 110 120 134 487 542 502 712
Operating Income 4,322 396 959  (2,513) (3,846) (3,460) (2,637) (3,464) (1,970) (2,220) (1,170) 277 3,164  (13,407) (5,084) 6,990
Total Non-Op. Income/(Loss) (118) (103) (491) (1,383) (255) 231 (1,525) (420) (285) 419 516 615  (2,095) (1,970) 1,266 1,237
Net Interest a77) (293) (445) (487) (460) (454) (475) (454) (445) (443) (434) (422) (1,402) (1,843) (1,743) (1,675)
Investment Income/(Loss) - - - - - - - - - - - - - - - -
Other Non Ops 59 190 (46) (896) 205 685  (1,050) 34 160 862 950 1,037 (693) (127) 3,009 2,912
Pre-tax Income 4,204 293 469  (3,896) (4,101) (3,229) (4,162) (3,885) (2,255) (1,801) (654) 892 1,069 (15,376) (3,818) 8,227
Income Tax (Expense)/Credit 329 (5) 26 (232) 81 36 (111) - - - - - 117 6 - 823
Net Income 3,875 298 443  (3,664) (4,182) (3,265) (4,051) (3,885) (2,255) (1,801) (654) 892 951  (15,382) (3,818) 7,404
Reported EPS 117 0.09 0.13 (1.10) (1.25) (0.98) (1.21) (1.16) (0.68) (0.54) (0.20) 0.27 0.29 (4.61) (1.14) 2.22
Weighted Avg Shares 3,298 3,298 3,318 3,338 3,338 3,338 3,338 3,338 3,338 3,338 3,338 3,338 3,313 3,338 3,338 3,338
EBITDA 8,175 5,434 6,593 3,555 2,565 3,310 4,133 3,800 5,472 5,399 6,634 8,275 23,758 13,808 25,780 37,788
Margins(%)
Gross Margin 36.7% 5.8% 9.1% -22.2% -39.4% -33.5% -23.2% -33.4% -39.4% -39.4% -39.4% -39.4% 8.8% -32.0% -8.6% 14.0%
Operating Expense 1.4% 2.2% 1.5% 2.7% 4.3% 2.2% 1.3% 1.8% 4.3% 4.3% 4.3% 4.3% 1.9% 2.3% 2.0% 2.3%
SG&A 0.8% 0.9% 0.8% 0.9% 1.0% 0.9% 0.8% 1.0% 1.0% 1.0% 1.0% 1.0% 0.9% 0.9% 1.0% 1.1%
R&D 0.6% 1.2% 0.7% 1.8% 3.3% 1.3% 0.5% 0.8% 3.3% 3.3% 3.3% 3.3% 1.1% 1.4% 1.0% 1.2%
Operating Margin 35.2% 3.6% 7.6% -25.0% -43.7% -357% -24.4% -352% -43.7% -43.7% -43.7% -43.7% 6.9% -34.3% -10.6% 11.8%
Tax Rate 7.8% -1.8% 5.5% 6.0% -2.0% -1.1% 2.7% 0.0% -2.0% -2.0% -2.0% -2.0%  11.0% 0.0% 0.0% 10.0%
Net Margin 31.6% 2.7% 35% -36.4% -47.5% -33.7% -37.6% -39.5% -47.5% -47.5% -47.5% -47.5% 2.1% -39.3% -8.0% 12.5%
EBITDA Margin 66.6% 50.1% 52.0% 353% 29.1% 34.1% 383% 38.6% 29.1% 29.1% 29.1% 29.1% 51.8% 35.3%  53.9% 63.6%
QoQ %
Net revenues 5% -12% 17% -21% -12% 10% 11% -9%
Gross profit -14% -86% 82% nm nm nm nm nm
Operating income -16% -91% 143% nm nm nm nm nm
Net income -21% -92% 49% nm nm nm nm nm
YoY %
Sales 44% 4% 25% -14% -28% -11% -15% -2% -28% -28% -28% -28% 12% -15% 22% 24%
Gross profit 53% -85% -71% nm nm nm nm nm nm nm nm nm -75% nm nm nm
Operating income 55% -90% -75% nm nm nm nm nm nm nm nm nm -80% nm nm nm
Net income 59% -93% -90% nm nm nm nm nm nm nm nm nm -94% nm nm nm
Reported EPS 31% -93% -90% nm nm nm nm nm nm nm nm nm -94% nm nm nm

Source: Company data, Morgan Stanley Research. E=Morgan Stanley Research estimates
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.
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Authority (the DFSA), and is directed at wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are
satisfied meets the regulatory criteria to be a client.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
QFCRA

As requued by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying
solely to this information stated here may not bring about outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to
such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.

Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over
MSCI's index compilation decisions.

Morgan Stanley Research, or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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Industry Coverage:Taiwan DRAM

Company (Ticker) Rating (as of) Price (10/22/2008)

Frank A.Y. Wang

Inotera Memories, Inc. (3474.TW) 0O-V (06/26/2006) NT$9.24
Nanya Technology Corp. U-V (07/17/2008) NT$6.83
(2408.TW)

Powerchip (5346.TWO) U-V (07/17/2008) NT$4.61
Winbond Electronics (2344.TW) E-V (11/24/2005) NT$3.59

Stock Ratings are subject to change. Please see latest research for each company.
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