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HannStar

3Q08 net loss of NT$3.2bn

Event

= HannStar posted a 3Q08 net loss of NT$3.2bn (vs net income of NT$2.4bn in
2Q08), or a loss per share (LPS) of NT$0.58. The results were below
expectations.

Impact

= 3Q08 operating margin dropped to -9.0% from +17.2% in 2Q08. The margin
decline was more than that of larger peers. Monitor panel prices dropped the
most vs other applications, and HannStar has high exposure to this segment.
Sales were NT$15bn (-26% QoQ, -36% YoY). Large panel unit shipments
declined to 4.8m (-3% QoQ, -9% YoY), with the large panel blended ASP
down to US$96 (-26% QoQ, -34% YoY) from US$130 in 2Q08.

= Inventory was still in good shape in 3Q08, rising slightly to 24 from 20 days in
2Q08. The utilisation rate was near 100% in 3Q08, according to management.
HannStar is targeting to maintain its inventory level at less than 25 days.

= On the non-operating front, HannStar had an inventory provision of NT$500m in
non-operating taxes to cope with the adoption of new accounting rules starting
in 1Q09. There was an additional provision for the valuation of deferred income
tax assets of NT$1.4bn at the tax level. Both of these are non-cash.

= For 4Q08, HannStar expects its large panel unit shipments to decline by 25—
30% QoQ from a reduction in utilisation rates and the migration to more
small/medium panels. Blended ASPs may decline by 10-15% QoQ. We
estimate a LPS of NT$0.72, with the operating margin falling to -36%. Panel
prices are falling to cash COGS for panel production. This should mark that a
cycle bottom in the TFT-LCD industry is near.

= Capex is frozen for 2009 and after, as it has been for the past few years.
Earnings revision

= We cut our 2008/09E EPS from NT$0.85/1.25 to LPS of NT$0.41/0.50, using
lower ASPs. We also reduce our 2010E EPS by 68%.

Price catalyst
= 12-month price target: NT$7.00 based on a Price to Book methodology.

= Catalyst: The demand response to lower retail prices for LCD products will be
a key factor for panel price stability and the direction of the TFT-LCD cycle.
We expect HannStar to return to profitability in 2H09.

Action and recommendation

= We maintain an Outperform rating, but lower our target price from NT$13.3 to
NT$7.0 based on a 2009E P/BV of 0.7x. Our previous target price was based
on 1.0x our preceding 2008 book value estimate. We lower our target multiple
to reflect low demand visibility. HannStar should weather the current downturn
well because it has one of the strongest balance sheets in the industry, with a
net cash position. Management believes the stock is undervalued and is
currently undertaking the second share buyback of this year.

Please refer to the important disclosures and analyst certification on inside back cover of
this document, or on our website www.macquarie.com.au/research/disclosures.
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Fig 1 Operating margin comparison

Fig 2 EBITDA margin comparison
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Fig 3 Key comparisons
AUO CMO LGD SEC CPT HannStar
Stock code 2409 TT 3009 TT 034220 KS 005930 KS 2475 TT 6116 TT
Currency NT$ NT$ Won Won NT$ NT$
Stock price 22.8 12.8 19,550 463,500 3.2 5.4
Target price 40.0 20.4 25,000 370,000 4.2 7.0
Rating Outperform Outperform Neutral Neutral Outperform Outperform
P/BV (x)
2008 0.7 0.4 0.7 1.3 0.4 0.5
2009 0.6 0.4 0.7 1.3 0.4 0.5
ROE (%)
2008 12 5 22 10 -12 -4
2009 9 4 10 7 -15 -5
Blended ASP
3Q08 (US$/panel) 137 143 992(US$/sq m) n/a 93 96
% ch QoQ -18 -11 -22 n/a -29 -26
4Q08 outlook (% ch QoQ) Down by 12-15% TV down 11-12%. Down 5-10% TV relatively n/a Down by 10-15%
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Share prices as of 28 October 2008. Sales mix for SEC based on area. Product mix for CPT based on large panel shipments.
Source: Macquarie Research, Company data, October 2008
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Fig 4 Income statement, reported, quarterly

Year end 31 Dec (NT$m) 1Q08A 2Q08A 3Q08A 4Q08E 1QO09E 2Q09E 3Q09E 4Q09E
Large panel shipments (units, 000) 4,621 4,913 4,751 3,400 3,600 4,400 5,000 5,200
% ch YoY/QoQ -6 6 -3 -28 6 22 14 4
Large panel blended ASP (US$) 132 137 102 90 92 98 106 114
% ch YoY/QoQ -7 3 -26 -11 2 7 8 8
Net sales 19,251 20,425 15,055 10,098 11,261 14,661 18,020 20,155
Gross profit 3,928 4,434 -436 -2,600 -2,110 -506 1,820 4,118
Operating expenses 971 930 925 971 874 918 1,010 1,161
Operating income 2,958 3,505 -1,361 -3,571 -2,985 -1,423 810 2,957
Net non-operating income -21 -287 -397 -110 -600 -100 -100 -100
Pre-tax income 2,937 3,218 -1,758 -3,681 -3,585 -1,523 710 2,857
Income tax (credit) 579 865 1,452 0 0 305 142 571
Extraordinary items 0 0 0 0 0 0 0 0
Minority interest 0 0 0 0 0 0 0 0
Net income 2,358 2,353 -3,210 -3,681 -3,585 -1,828 568 2,286
Shares, wgt avg, adj (m) 5,468 5,474 5,518 5,127 5,127 5,127 5,127 5,127
EPS, adj (NT$) 0.43 0.43 -0.58 -0.72 -0.70 -0.36 0.11 0.45
% ch QoQ
Sales 6 -26 -33 12 30 23 12
Gross profit 13 nmf nmf nmf nmf nmf 126
Operating income 18 nmf nmf nmf nmf nmf 265
Net income 0 nmf nmf nmf nmf nmf 302
EBITDA 10 -79 nmf nmf nmf 190 63
EPS 0 nmf nmf nmf nmf nmf 302
Margins (%)
Gross 204 21.7 -2.9 -25.7 -18.7 -3.4 10.1 20.4
Operating 15.4 17.2 -9.0 -35.4 -26.5 -9.7 4.5 14.7
Net 12.2 11.5 -21.3 -36.5 -31.8 -12.5 3.2 11.3
EBITDA 29.2 30.1 8.6 -9.6 -3.4 8.0 18.9 27.6

As per ROC GAAP reporting, financials from and including 2008 include bonus expenses.
Source: Macquarie Research, TEJ, Company data, October 2008

29 October 2008 3



Macquarie Research Equities - Flyer

HannStar

Fig5 Income statement, reported, annual

Year end 31 Dec (NT$m) 2003A 2004A 2005A 2006A 2007A 2008E 2009E 2010E
Large panel shipments (units, 000) 5,691 11,528 14,266 19,308 17,685 18,200 18,400
% ch YoY/QoQ 103 24 35 -8 3 1
Large panel blended ASP (US$) 204 168 140 134 116 104 95
% ch YoY/QoQ -17 -17 -4 -13 -11 -8
Net sales 32,952 38,758 62,370 64,816 77,895 64,829 64,097 57,776
Gross profit 4,550 6,001 -4,055 -858 13,880 5,327 3,322 7,460
Operating expenses 3,596 3,375 3,081 3,819 3,189 3,797 3,963 4,406
Operating income 954 2,626 -7,137 -4,677 10,691 1,530 -640 3,053
Net non-operating income -102 -125 -2,506 -200 -1,661 -815 -900 -400
Pre-tax income 852 2,500 -9,642 -4,877 9,030 716 -1,540 2,653
Income tax (credit) 0 0 0 0 92 2,896 1,018 911
Extraordinary items 0 0 0 9 5,442 0 0 0
Minority interest 0 0 0 0 0 0 0 0
Net income 852 2,500 -9,642 -4,867 14,379 -2,180 -2,558 1,743
Shares, wgt avg, adj (m) 3,245 4,569 5,364 5,388 5,156 5,397 5,127 5,127
EPS, adj (NT$) 0.26 0.55 -1.80 -0.90 2.79 -0.40 -0.50 0.34
% ch YoY
Sales 9 18 61 4 20 -17 -1 -10
Gross profit 26 32 nmf nmf nmf -62 -38 125
Operating income 2 175 nmf nmf nmf -86 nmf nmf
Net income -4 193 nmf nmf nmf nmf nmf nmf
EBITDA 5 25 -38 42 186 -46 -19 38
EPS -26 108 nmf nmf nmf nmf nmf nmf
Margins (%)
Gross 13.8 15.5 -6.5 -1.3 17.8 8.2 5.2 12.9
Operating 2.9 6.8 -11.4 -7.2 13.7 24 -1.0 5.3
Net 2.6 6.5 -15.5 -7.5 185 -3.4 -4.0 3.0
EBITDA 21.6 23.0 8.9 12.2 29.0 18.7 15.2 233
As per ROC GAAP reporting, financials from and including 2008 include bonus expenses, while financials before 2008 exclude bonus expenses.
Source: Macquarie Research, TEJ, Company data, October 2008
29 October 2008 4
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Fig 6 Income statement, bonus adjusted

Year end 31 Dec (NT$m) 2003A 2004A 2005A 2006A 2007A 2008E 2009E 2010E
Net sales 32,952 38,758 62,370 64,816 77,895 64,829 64,097 57,776
Gross profit 4,550 6,001 -4,055 -858 13,880 5,327 3,322 7,460
Operating expenses 3,596 3,799 3,155 3,807 4,428 3,797 3,963 4,406

Non-bonus expenses 3,596 3,375 3,081 3,819 3,189 3,797 3,963 4,213

Bonus at market value 0 424 73 -12 1,239 0 0 194
Operating income 954 2,202 -7,210 -4,665 9,452 1,530 -640 3,053
Net non-operating income -102 -125 -2,506 -200 -1,661 -815 -900 -400
Pre-tax income 852 2,076 -9,715 -4,864 7,791 716 -1,540 2,653
Income tax (credit) 0 0 0 0 92 2,896 1,018 911
Extraordinary items 0 0 0 9 5,442 0 0 0
Minority interest 0 0 0 0 0 0 0 0
Net income 852 2,076 -9,715 -4,855 13,140 -2,180 -2,558 1,743
Shares, wgt avg, adj (m) 3,245 4,569 5,364 5,388 5,156 5,397 5,127 5,127
EPS (NT$) 0.26 0.45 -1.81 -0.90 2.55 -0.40 -0.50 0.34
Net income before bonus 852 2,500 -9,642 -4,867 14,379 -2,180 -2,558 1,936

Bonus at market value as % of

Net income before bonus 0 17 -1 0 9 0 0 10
Net income 0 20 -1 0 9 0 0 11
Pre-tax income before bonus 0 17 -1 0 14 0 0 7
Pre-tax income 0 20 -1 0 16 0 0 7
Operating income before bonus 0 16 -1 0 12 0 0 6
Operating income 0 19 -1 0 13 0 0 6
Gross profit 0 7 -2 1 9 0 0 3
Sales 0 1 0 0 2 0 0 0
% ch YoY
Sales 9 18 61 4 20 -17 -1 -10
Gross profit 26 32 nmf nmf nmf -62 -38 125
Operating expenses 35 6 -17 21 16 -14 4 11
Operating income 2 131 nmf nmf nmf -84 nmf nmf
Net income -4 144 nmf nmf nmf nmf nmf nmf
EBITDA 5 19 -36 45 170 -43 -19 38
EPS -26 73 nmf nmf nmf nmf nmf nmf
Margins (%)
Gross 13.8 15.5 -6.5 -1.3 17.8 8.2 5.2 12.9
Operating 2.9 5.7 -11.6 -7.2 12.1 2.4 -1.0 5.3
Net 2.6 5.4 -15.6 -7.5 16.9 -3.4 -4.0 3.0
EBITDA 21.6 21.9 8.8 12.2 27.4 18.7 15.2 23.3
Returns (%)
ROE 2.2 4.1 -16.8 -8.8 22.0 -3.6 -5.0 3.4
ROIC 2.6 3.4 -10.3 -5.2 20.0 -2.6 -4.0 5.2
ROCE 2.1 3.0 -10.2 -5.0 11.5 1.8 -1.6 5.2
ROA 1.8 2.4 -7.7 -3.8 8.7 14 -1.1 3.7

For income statement data, financials from and including 2008 are reported, while financials before 2008 are pro forma. For return ratios, all data are
pro forma.

Source: Macquarie Research, TEJ, Company data, October 2008
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HannStar Display Corp (6116 TT, Outperform, Target price: NT$7.00)
Quarterly Results 1Q/08A  2Q/08A  3Q/08A  4Q/08E Profit & Loss 2007A  2008E  2009E  2010E
Revenue m 19,251 20,425 15,055 10,098 Revenue m 77,895 64,829 64,097 57,776
Gross Profit m 3,928 4,434 -436 -2,600 Gross Profit m 13,880 5,327 3,322 7,460
Operating Expenses m -971 -930 -925 -971 Operating Expenses m -3,189 -3,797 -3,963 -4,406
Operating Income m 2,958 3,505 -1,361 -3,571 Operating Income m 10,691 1,530 -640 3,053
Net Non-operating income m -21 -287 -397 -110 Net Non-operating income m -1,661 -815 -900 -400
Pre-Tax Income m 2,937 3,218 -1,758 -3,681 Pre-Tax Income m 9,030 716 -1,540 2,653
Tax Expense m -579 -865 -1,452 0 Tax Expense m 92 -2,896 -1,018 -911
Exceptionals m 0 0 0 0 Exceptionals m -5,442 0 0 0
Minority Interests m 0 0 0 0 Minority Interests m 0 0 0 0
Reported Earnings m 2,358 2,353 -3,210 -3,681 Reported Earnings m 14,379 -2,180 -2,558 1,743
Reported Earnings (bonus exp) m 2,358 2,353 -3,210 -3,681 Reported Earnings (bonus exp) m 13,140 -2,180 -2,558 1,743
Bonus exp / Reported Earnings % 0.0 0.0 0.0 0.0 Bonus exp / Reported Earnings % 8.6 0.0 0.0 0.0
Adjusted Earnings m 2,358 2,353 -3,210 -3,681 Adjusted Earnings m 14,379 -2,180 -2,558 1,743
EBITDA m 5,613 6,155 1,297 -971 EBITDA m 22,564 12,094 9,760 13,453
EPS (rep) NT$ 0.43 0.46 -0.58 -0.72 EPS (rep) NT$ 2.79 -0.41 -0.50 0.34
EPS pcp growth (rep) % nmf 72.7 nmf nmf EPS growth (rep) % nmf nmf -21.3 nmf
EPS (rep bonus exp) NT$ 0.43 0.46 -0.58 -0.72 EPS (rep bonus exp) NT$ 2.55 -0.41 -0.50 0.34
EPS pcp growth (rep bonus exp) % nmf 89.0 nmf nmf EPS growth (rep bonus exp) % nmf nmf -21.3 nmf
Revenue pcp growth % 20.1 -3.4 -23.1 -52.3 PE (rep) X 1.9 nmf nmf 15.7
Operating Income pcp growth % nmf 126.5 nmf nmf PE (rep bonus adj) X 2.1 nmf nmf 15.7
Reported Earnings pcp growth % nmf 63.2 nmf nmf PE (adj) X 1.8 nmf nmf 15.7
Gross Profit Margin % 20.4 21.7 -2.9 -25.7 Total DPS NT$ 0.70 0.00 0.00 0.10
Operating Income Margin % 15.4 17.2 -9.0 -35.4 Total Div Yield % 13.0 0.0 0.0 1.9
Reported Earnings Margin % 12.2 11.5 -21.3 -36.5 Weighted Average Shares m 5,156 5,301 5,127 5,127
EBITDA Margin % 29.2 30.1 8.6 -9.6 Period End Shares m 5,388 5,127 5,127 5,127
Profit and Loss Ratios 2007A 2008E 2009E 2010E Cashflow Analysis 2007A  2008E  2009E  2010E
Revenue Growth % 20.2 -16.8 -1.1 -9.9 Reported Earnings m 14,379 -2,180 -2,558 1,743
Gross Profit Growth % nmf -61.6 -37.6 1245 Depreciation & Amortisation m 11,873 10,564 10,400 10,400
Operating Income Growth % nmf -85.7 nmf nmf Chgs in Working Cap m -6,670 5,767 -4,932 -86
Reported Earnings Growth % nmf nmf -17.3 nmf Other m -10,873 -3,862 0 0
EBITDA Growth % 186.4 -46.4 -19.3 37.8 Operating Cashflow m 8,709 10,288 2,910 12,057
Acquisitions m 0 0 0 0
Gross Profit Margin % 17.8 8.2 5.2 12.9 Capex m -3,460 -2,510 -2,000 -2,000
Operating Income Margin % 13.7 2.4 -1.0 5.3 Asset Sales m 5,431 3,533 0 0
Reported Earnings Margin % 18.5 -3.4 -4.0 3.0 Other m 94 443 0 0
EBITDA Margin % 29.0 18.7 15.2 23.3 Investing Cashflow m 2,065 1,466  -2,000 -2,000
Dividend (Ordinary) m 0 -4,138 0 0
Payout Ratio % 24.0 nmf nmf 29.4 Equity Raised m 0 419 0 0
EV/EBITDA X 1.3 2.3 2.9 2.1 Debt Movements m -8,223 -728 0 0
EV/EBIT X 2.9 19.1 -44.2 9.3 Other m 1,718 -3,645 0 0
Financing Cashflow m -6,506  -8,092 0 0
Balance Sheet Ratios
ROE % 23.6 -3.5 -4.8 3.3 Net Chg in Cash/Debt m 4,269 3,662 910 10,057
ROA % 10.8 1.6 -0.7 35
ROIC % 15.2 -6.5 -2.0 4.0 Free Cashflow m 5,249 7,778 910 10,057
Net Debt/Equity % 5.3 -1.4 -3.2 -21.8 FCF per Share NT$ 1.02 147 0.18 1.96
Interest Cover X 17.3 4.9 -2.0 9.5 P/FCF X 53 3.6 30.2 2.7
Price/Book X 0.4 0.5 0.5 0.5
Book Value per Share NT$ 12.7 10.6 10.2 10.5
Balance Sheet 2007A  2008E  2009E  2010E
Cash m 8,880 12,542 13,451 23,508
Receivables m 21,803 10,881 19,821 17,463
Inventories m 3,632 4,233 3,564 2,866
Investments m 6,782 6,893 6,893 6,893
Fixed Assets m 50,534 42,941 34,541 26,141
Intangibles m 0 0 0 0
Other Assets m 11,805 10,490 10,490 10,490
Total Assets m 103,435 87,979 88,760 87,362
Payables m 20,931 20,328 23,667 20,526
Short Term Debt m 4,298 4,298 4,298 4,298
Long Term Debt m 8,194 7,466 7,466 7,466
Provisions m 0 0 0 0
Other Liabilities m 1,415 1,284 1,284 1,284
Total Liabilities m 34,838 33,376 36,715 33,574
Total S/H Equity m 68,597 54,603 52,045 53,787
Total Liab & S/H Funds m 103,435 87,979 88,760 87,362

Al figures in NT$ unless noted.

Source: Macquarie Research, TEJ, Company data, October 2008
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Important disclosures:

Recommendation definitions Volatility index definition* Financial definitions

Macquarie - Australia/New Zealand This is calculated from the volatility of historical All "Adjusted" data items have had the following
Outperform — return >5% in excess of benchmark return price movements. adjustments made:

(>2.5% in excess for listed property trusts) Added back: goodwill amortisation, provision for
Neutral — return within 5% of benchmark return (within Very high—highest risk — Stock should be catastrophe reserves, IFRS derivatives & hedging,
2.5% for listed property trusts) expected to move up or down 60-100% in a year —  IFRS impairments & IFRS interest expense
Underperform — return >5% below benchmark return investors should be aware this stock is highly Excluded: non recurring items, asset revals, property
(>2.5% below for listed property trusts) speculative. revals, appraisal value uplift, preference dividends &

Macquarie — Asia/Europe minority interests

Outperform — expected return >+10%
Neutral — expected return from -10% to +10%

High — stock should be expected to move up or
down at least 40-60% in a year — investors should EPS = adjusted net profit / efpowa*

Underperform — expected return <-10% be aware this stock could be speculative. ROA = adjusted ebit / average total assets _

L . ROA Banks/Insurance = adjusted net profit /average
Macquarie First South - South Africa Medium — stock should be expected to move up or  total assets
Outperform — expected return >+10% down at least 30-40% in a year. ROE = adjusted net profit / average shareholders funds
Neutral — expected return from -10% to +10% Gross cashflow = adjusted net profit + depreciation
Underperform — expected return <-10% Low-medium — stock should be expected to move  *equivalent fully paid ordinary weighted average
Macquarie - Canada up or down at least 25-30% in a year. number of shares
Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return Low — stock should be expected to move up or All Reported numbers for Australian/NZ listed stocks
Underperform — return >5% below benchmark return down at least 15-25% in a year. are modelled under IFRS (International Financial

* Applicable to Australian/NZ/Canada stocks only Reporting Standards).

Macquarie - USA

Outperform (Buy) — return >5% in excess of benchmark
return

Neutral (Hold) — return within 5% of benchmark return
Underperform (Sell)— return >5% below benchmark
return

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 30 September 2008

AU/NZ Asia RSA USA CA EUR
Outperform 43.17% 61.57% 63.08% 53.60% 71.54% 43.00%
Neutral 41.37%  16.43% 30.77% 37.60% 24.61%  48.00%
Underperform 15.47%  22.00% 6.15% 8.80% 3.85% 9.00%
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