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Silicom Ltd. (SILC)

Emerging Data Center & Enterprise Technologies

Neutral

In-Line 1Q08 Results But Limited Near-Term Visibility Adds Risk to
Story; Downgrading to Neutral

Key Metrics

Investment Conclusion

Despite in-line 1Q08 results, we are downgrading SILC shares to Neu-
tral from Buy given the prevailing headwinds that its core customers are
experiencing and the related impact to the company’s bypass card and
adapter sales. While Silicom expects to see continued growth in these
business segments, visibility continues to remain weak, which can result
in back-end loaded quarters (—50% of sales in month 3—our estimate).
We are encouraged by the company’s movement into adjacent markets
to help diversify its business, but until there is improved visibility with
some of its largest customers, we are moving towards a more cautious
stance.

Summary

Price: $10.09
Rating: Neutral
52-Week Range: $9.28-28.24
Cash (M): $35.1
Debt (M): $0.0
Debt/Capital: 0%
Book Value/Share: $6.19
Market Data

Market Cap (M): $68.6
Enterprise Value (M): $33.5
Shares Out. (M): 6.8
Float (M): 4.5
10-Day Avg. Vol. (M): 0.062

Institutional Ownership: 15.7%

Stock Performance
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Valuation (FYO8E)

EV/Sales: 1.1x
P/E: 12.5x

Company Description

sVisibility remains the issue, in our view. While Silicom remains a
key supplier to the WAN and appliance markets, we believe the lack of
visibility with its core customers, such as Riverbed (RVBD $13.89, NR)
and Cisco (CSCO $25.35, NR), coupled with a challenging economic
environment, adds additional risk to the stock. As a result, we are
downgrading to Neutral from Buy and lowering our estimates.

eIn-line 1Q08 results. Silicom reported in-line 1Q08 results of $7.7M
in sales and $0.26 in EPS, in-line with our estimates (management
does not provide quarterly or annual guidance). Gross margins were
better-than-expected at 42.3% vs. our estimate of 39%, driven by a
higher mix of fiber products during the quarter, which was outside of
management’s expected range of 35-40%. Subsequently, we are mod-
eling GM’s to return to an approximate 37-38% range going forward.

eOperating expenses trending higher. The company reported opex
of approximately $1.8M vs. our estimate of $1.3M and $1.3M in 4Q07,
with the increase partly due to foreign exchange fluctuations (—$100K
in 1Q08), stock option expenses and $250K in additional employee
expenses. Silicom expects opex to trend between $1.7-1.8M per quar-
ter for the remainder of the year.

eValuation. SILC shares trade at 1.1x CY08 EV/S and 12.5x CY08 PE
vs. the peer group of component suppliers at 1.6x and 14.0x, respec-
tively. We continue to view Silicom as a company with unique technol-
ogy for its core markets, but believe the shares will continue to trade
at a discount to the group until investors can become more confident
in the direction of quarterly operating results.

MCF Estimates

Incorporated in Israel in 1987,
Silicom Ltd. currently designs,
manufacturers and markets con-
nectivity solutions for a broad
range of servers and network
appliances. The company’s prod-
uct line is composed of bypass
and non-bypass high performance
multi-port gigabit Ethernet (GBE)
network adapters based on either
Intel or Broadcom-based chip-
sets. Prior to providing network
adapters, the company produced
integrated circuits and broadband
Ethernet cards for PCs.

FYO7A FYO8E FYO9E
Sales (M) Prev Prev
1Q $6.0 $7.7 $7.7A
2Q 6.6 8.1 6.7
3Q 6.6 9.2 7.5
4Q 7.5 104 8.4
FY (Apr) $26.8 $35.4 $30.2 $45.3 $36.2
EV/S 1.3x 1.1x 0.9x
EPS
1Q $0.22 $0.26  $0.26A
2Q 0.25 0.28 0.15
3Q 0.25 0.31 0.18
4Q 0.27 0.36 0.22
FY (Apr) $1.00 $1.20 $0.81 $1.40 $0.92
P/E 10.2x 12.5x 11.0x
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System Component Vendors

Adaptec, Inc” ADPT NR | $ 286[$% 346 | $  (0.05) $ (0.04)] $ 179 $ 133 $ 137 | -26% - - 2.6x 2.5x
Brocade Comm. BRCD NR $ 7.24 | $ 2257 | $ 061 $ 0.68|$% 1,237 $ 1,423 $ 1,572 15%| 11.9x 10.6x 1.6x 1.4x
Emulex Corp ELX NR $ 1340 | $ 820 | $ 1.22 $ 139 | $ 494 $ 525 $ 575 6%| 11.0x 9.6x 1.6x 1.4x
Mellanox Tech. MLNX NR $ 1529 | $ 323 | $ 098 $ 1.28| $ 84 $ 113 $ 144 34%| 15.6x 11.9x 2.9x 2.2x
Qlogic Corp# QLGC NR $ 1669 |$ 1,864 | $ 1.06 $ 1.11|$ 585 $ 618 $ 655 6%)| 15.7x 15.0x 3.0x 2.8x
Silicom Ltd. SILC [Neutral| $ 10.13 | $ 34 | $ 081 $ 092]| $ 27 $ 30 $ 36 13%| 12.5x 11.0x 1.1x 0.9x
Super Micro® SMCI NR $ 737 | $ 177 | $ 0.69 N/A | $ 472 $ 603 N/A 28%| 10.7x N/A 0.3x N/A
Voltaire Ltd. VOLT NR $ 5.06 | $ 45 | $ 021 $ 0.40]| $ 53 $ 78 $ 100 46%| 24.1x 12.7x 0.6x 0.5x
Xyratex Ltd. XRTX NR $ 2039 % 538 | $ 1.32 $ 193 | $ 932 $ 1,051 $ 1,204 13%)| 15.4x 10.6x 0.5x 0.4X|
Median 14.0x  11.0x 1.6x 1.4x

Source: Company financial statements, MCF Estimates and Thomson Financial, ~Trailing 4 Quarters FCF - MCF estimates and Revere Data, Pricing may reflect after hours
trading, * - Estimates represent approx. calendar year
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herrimian Curhan Ford Corparation ratings for SILC CSILICOM LT
Clozing Price Apr 25, 005 $13.43
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Legend: B Imwestars.com
B=Buy, H=Nezutral, T=Priza T argat
E Initiated!Resumed Neutral & Upgrade

- Analyst Change: Feb 02 2002, Mar 14 2002
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IMPORTANT DISCLOSURES

This research has been prepared by Merriman Curhan Ford & Co, a wholly owned subsidiary of MCF Corporation. Some companies
Merriman Curhan Ford & Co. follows are emerging growth companies whose securities typically involve a higher degree of risk and
more volatility than the securities of more established companies.

The securities discussed in Merriman Curhan Ford & Co. research reports may be unsuitable for some investors depending on their
specific investment objectives, financial status, risk profile, or particular needs. Investors should consider this report as only a single
factor in making their investment decisions and should not rely solely on this report in evaluating whether or not to buy or sell the se-
curities of the subject company.

Regulation Analyst Certification (“Reg. AC”)

All of the views expressed in this research report accurately reflect the research analyst's personal views about any and all of the sub-
ject securities or issuers. No part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by the research analyst in the subject company of this research report. Research analysts are
not directly compensated for specific revenue generated by the firm’s investment banking transactions/activities.

General Disclosures

MCF & Co. expects to receive or intends to seek compensation for investment banking services for all of the companies in its re-
search universe in the next three months. Investors should assume that MCF & Co. is soliciting or will solicit investment banking or
other business relationships from the companies covered in this report in the next three months.

Security prices in this report may either reflect the previous day’s closing price or an intraday price, depending on the time of distribution.
Specific Disclosures

- MCF & Co. has not received compensation for investment banking services within the last 12 months, and does not expect to receive or
intend to seek compensation for investment banking services in the next three months, from Silicom, Limited.

- Within the last 12 months MCF & Co. has not managed or co-managed a public offering for Silicom, Limited.

- MCF & Co. makes a market in SILC and as such buys and sells from customers on a principal basis.

- Neither Alex Kurtz nor a member of his household owns shares of SILC.

- Neither MCF & Co. nor its officers, principals, employees, or owners own options, rights, or warrants to purchase SILC.
- No MCF & Co. employee serves on the board of directors of Silicom, Limited.

- Neither Alex Kurtz nor a member of his household serves on the board of directors of Silicom, Limited.

- Neither MCF & Co. nor its affiliates beneficially owns 1% or more of an equity security of Silicom, Limited.

Key to Investment Rankings (expected total share price return inclusive of dividend reinvestment, if applicable)

Percent of companies under research
coverage from which MCF & Co. received
Ratin Percent of No. of Descriotion compensation for investment banking
9 Universe Stocks P services provided in the previous 12 months
or expects to receive or intends to seek in the
next three months
Buy 72% 129 MCF & Co. expects the stop!( pricelto appreciate_:llo% or more 12%
over the next 12 months. Initiate or increase position.
Neutral 26% 46 MCF & Cq bgheves Fhe stock price is fairly valued at current 1%
levels. Maintain position or take no action.
Sell 2% 4 MCF & Co. expects the stock price to depreciate over the next 0%
12 months. Sell or decrease position.

MCF & Co. archives and reviews outgoing and incoming email. Such may be produced at the request of regulators. Sender accepts
no liability for any errors or omissions arising as a result of transmission. Use by other than intended recipients is prohibited.

The information contained herein is based on information obtained from sources believed to be reliable but is neither all-inclusive nor
guaranteed by Merriman Curhan Ford & Co. No independent verification has been made as to the accuracy or completeness of the
information. Opinions, if any, reflect our judgment at the time the report is first published and are subject to change without no-
tice. Merriman Curhan Ford & Co. does not undertake to advise you of changes in its opinion or information.

Member FINRA / SIPC. Copyright © 2008. All rights reserved. Additional information supporting the statements in this report is avail-
able upon request.
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