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© Structural negatives remain 155
E The company is competing with fabless customers directly by working with lgg 1
T system makers. This should trigger market share loss in fabless customers in the 80 |
Re) long term. We expect the company to experience gross margin erosion and an 55 4. AN e
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3Q08 above our expectations; severe outlook for 4Q08 TWSE (Rebased)
Sales grew 24% QoQ in 3Q08, in line with our estimate and at the high end of the .
guided 15-25%. GM stayed flat at 43.3% in 3Q08 (higher than our estimate of Zf):gmj”cew _};2 _3?’,”; 1625”;
42.5%) due to NTD depreciation of 3% QoQ (1-2ppt positive impact). EPS came in | Twse 229 35.8 29.9
at NT$0.65, above our estimate (NT$0.57) but below consensus of NT$0.73.
Management guided sales to decline in 4Q08 but to be higher than the level of
2Q08 (0-24% QoQ decline in 4Q08) on the weakening macro picture, for GM to | Market cap (TWDm) 12,971
slightly improve in 4Q08 due to NTD depreciation, and for a better product mix. Market cap (USDm) 389
Shares outstanding (m) 328.6
More earnings downside risks in 2009 Major shareholders UMC (17%)
Management indicated that Faraday will focus more on system makers. We | fre float (%) 76
. . . . . vg daily value traded (USDm) 16.1
believe the company, as an IC design service provider, should lose market share in
fabless customers as it tries to gain share at system makers (40-45% of sales) at
the expense of these fabless customers (45-50% of sales). We expect GM to | ROE (%) 12.4
continue to trend down to 42.9% in 2009 and 42.3% in 2010 from 44.4% in 2008 | Net debt/equity (%) -22.6
due to the worsening product mix and uncompetitive design capability. Book value/share (TWD) 17.07
Price/book (x) 21
Maintain TP at NT$27; unfavorable risk/reward Net interest cover (x) -
Our TP is based on 12.8x US GAAP 2009E EPS, which is in line with the 2003-07 | Qgerating profit margin (%) 13.0

trough. We believe this is justified by its 2009E-10E earnings CAGR of 4%, which
is lower than the 2003-07 CAGR of 48%. We believe growth deceleration may
lead the stock to trade close to the historical trough. Upside risks include faster
share gain in system makers and technology migration.

Year End Dec 31 2006A 2007A 2008E 2009E 2010E
Sales (TWDm) 5,543.6 5,091.9 5,048.2 5,306.0 6,079.0
EBITDA (TWDm) 1,560.2 1,525.6 813.4 1,032.8 1,192.3
Reported NPAT (TWDm) 1,475.4 1,697.4 751.2 756.9 805.5
Reported EPS FD(TWD) 4.12 4.74 2.10 2.11 2.25
DB EPS FD(TWD) 2.09 2.59 2.10 2.11 2.25
DB EPS growth (%) -13.3 23.9 -19.2 0.8 6.4
PER (x) 24.8 39.7 17.3 171 16.1
EV/EBITDA (x) 8.9 20.0 15.9 12.6 10.9
DPS (net) (TWD) 3.30 3.50 1.50 1.55 1.65
Yield (net) (%) 6.4 3.4 4.1 4.3 4.6

Source: Deutsche Bank estimates, company data

" DB EPS is fully diluted and excludes non-recurring items
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses the
year end close

Deutsche Bank AG/Hong Kong

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local
exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. Deutsche
Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single
factor in making their investment decision. Independent, third-party research (IR) on certain companies covered by DBSI's research
is available to customers of DBSI in the United States at no cost. Customers can access IR at http://gm.db.com or by calling 1-877-
208-6300. DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN APPENDIX 1.
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Price (24 Oct 08) TWD 36.20
Target price TWD 27.00
52-week Range TWD 32.80 - 106.00
Market Cap (m) TWDm 12,971

USDm 389

Company Profile

Faraday Technology Corp is the largest IC design service
provider in Asia It service offerings include IP licensing, ASIC
design and subsequent manufacturing turnkey service. lts IP
portfolio extends from functional IP (e.g. USB 2.0) to system
platforms (e.g. PDA). Faraday's IP modular reuse business
model positions the company in the next wave of value chain
disintegration.
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Fiscal year end 31-Dec 2005 2006 2007 2008E 2009E 2010E
Financial Summary

DB EPS (TWD) 242 2.09 2.59 2.10 2.1 2.25
Reported EPS (TWD) 4.02 4.12 4.74 2.10 2.1 2.25
DPS (TWD) 3.30 3.30 3.50 1.50 1.55 1.65
BVPS (TWD) 19.5 251 21.8 171 17.6 18.9
Weighted average shares (m) 239 268 297 329 340 340
Average market cap (TWDm) 12,167 13,927 30,575 12,971 12,971 12,971
Enterprise value (TWDm) 12,167 13,927 30,575 12,971 12,971 12,971
Valuation Metrics

P/E (DB) (x) 211 248 39.7 17.3 171 16.1
P/E (Reported) (x) 12.7 12.6 21.8 17.3 171 16.1
P/BV (x) 2.73 3.07 3.32 212 2.06 1.92
FCF Yield (%) 10.4 9.4 4.7 74 7.4 7.8
Dividend Yield (%) 6.5 6.4 34 4.1 4.3 4.6
EV/Sales (x) 21 25 6.0 26 24 21
EV/EBITDA (x) 75 8.9 20.0 15.9 12.6 10.9
EV/EBIT (x) 8.8 10.7 244 19.7 19.1 16.5
Income Statement (TWDm)

Sales revenue 5,745 5,544 5,092 5,048 5,306 6,079
Gross profit 2,734 2,803 2,889 2,398 2,632 2,979
EBITDA 1,617 1,560 1,526 813 1,033 1,192
Depreciation 238 258 274 156 355 407
Amortisation 0 0 0 0 0 0
EBIT 1,378 1,302 1,251 657 678 786
Net interest income(expense) 24 17 28 26 37 40
Associates/affiliates 0 0 0 0 0 0
Exceptionals/extraordinaries 0 0 0 0 0 0
Other pre-tax income/(expense) 17 159 417 75 49 -13
Profit before tax 1,420 1,478 1,696 758 764 813
Income tax expense -21 2 -2 6 7 8
Minorities 0 0 0 0 0 0
Other post-tax income/(expense) 0 0 0 0 0 0
Net profit 1,441 1,475 1,697 751 757 805
DB adjustments (including dilution) -576 =725 -768 0 0 0
DB Net profit 866 750 930 751 757 805
Cash Flow (TWDm)

Cash flow from operations 1,860 1,286 1,551 978 1,006 1,095
Net Capex -594 22 -99 -96 -95 -130
Free cash flow 1,265 1,308 1,452 882 911 965
Equity raised/(bought back) 0 0 0 0 0 0
Dividends paid -865 -933 -1,155 -1,191 -511 -528
Net inc/(dec) in borrowings 160 -164 0 0 0 0
Other investing/financing cash flows -200 -928 -172 -82 -16 -16
Net cash flow 360 =717 125 -391 385 421
Change in working capital 348 -195 -57 264 -37 -102
Balance Sheet (TWDm)

Cash and other liquid assets 2,252 1,535 1,660 1,269 1,654 2,075
Tangible fixed assets 1,105 987 1,001 842 582 306
Goodwill/intangible assets 0 0 0 0 0 0
Associates/investments 1,018 3,403 2,851 2,709 2,725 2,741
Other assets 2,000 2,158 2,368 2,259 2,566 2,995
Total assets 6,374 8,084 7,879 7,079 7,527 8,117
Interest bearing debt 164 0 0 0 0 0
Other liabilities 1,563 1,339 1,408 1,471 1,549 1,684
Total liabilities 1,728 1,339 1,408 1,471 1,549 1,684
Shareholders' equity 4,646 6,745 6,471 5,608 5,978 6,433
Minorities 0 0 0 0 0 0
Total shareholders' equity 4,646 6,745 6,471 5,608 5,978 6,433
Net debt -2,087 -1,535 -1,660 -1,269 -1,654 -2,075
Key Company Metrics

Sales growth (%) 13.9 -3.5 -8.1 -0.9 5.1 14.6
DB EPS growth (%) 1.2 -13.3 239 -19.2 0.8 6.4
EBITDA Margin (%) 28.1 28.1 30.0 16.1 19.5 19.6
EBIT Margin (%) 24.0 235 246 13.0 12.8 12.9
Payout ratio (%) 54.7 60.0 61.2 65.6 69.7 69.7
ROE (%) 327 25.9 257 124 13.1 13.0
Capex/sales (%) 10.7 3.3 1.9 1.9 1.8 2.1
Capex/depreciation (x) 2.6 0.7 0.4 0.6 0.3 0.3
Net debt/equity (%) -44.9 -22.8 -25.7 -22.6 -27.7 -32.3
Net interest cover (x) nm nm nm nm nm nm

Source: Company data, Deutsche Bank estimates
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Figure 2: TP sensitivity analysis for Faraday

Figure 1: Faraday’s forward PE band - US GAAP
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Figure 3: Earnings model for Faraday — US GAAP

(NT$mn;%) 1Q08 2Q08 3Q08 4Q08E 2008E 1Q09E 2Q09E 3Q09E 4Q09E 2009E
Net Sales 1,152 1,188 1,473 1,235 5,048 1,096 1,200 1,450 1,560 5,306
Gross Profit 549 516 638 539 2,242 469 508 625 676 2,278
Operating profit 17 158 215 182 672 140 148 187 203 678
PBT 215 142 231 173 760 157 166 211 228 762
PAT 214 142 230 168 754 156 166 210 223 755
EPS (NT$) 0.60 0.40 0.64 0.47 2.10 0.44 0.46 0.59 0.62 2.1
Margin (%)

Gross Margin 47.7% 43.4% 43.3% 43.6% 44.4% 42.8% 42.3% 43.1% 43.3% 42.9%
Operating margin 10.2% 13.3% 14.6% 14.7% 13.3% 12.8% 12.3% 12.9% 13.0% 12.8%
Net Margin 18.6% 12.0% 15.6% 13.6% 14.9% 14.2% 13.8% 14.5% 14.3% 14.2%
Growth (%)

Sales YoY 0% 3% 5% -11% -1% 5% 1% 2% 26% 5%
PAT YoY -32% -30% 14% -19% -19% -27% 17% -9% 33% 0%
Sales QoQ -17% 3% 24% -16% -11% 9% 21% 8%

PAT QoQ 3% -34% 62% -27% 7% 6% 26% 6%

Source: Deutsche Bank estimates
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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price* Disclosure
Faraday 3035.TW 37.50 (TWD) 23 Oct 08 6

*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States. See

“Important Disclosures Required by Non-US Regulators” and Explanatory Notes.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law.

Important Disclosures Required by Non-U.S. Regulators

Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes.
6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Michael Chou

Page 4 Deutsche Bank AG/Hong Kong



25 October 2008  Semiconductor & Semiconductor Equipment Faraday Deutsche Bank

Historical recommendations and target price: Faraday (3035.TW)

(as of 10/24/2008)

80.00 Previous Recommendations
160.00 - Strong Buy
Buy
40.00 4 Market Perform
Underperform
) 3 Not Rated
_8 ©0.00 2 Suspended Rating
a 10.00 - Current Recommendations
>
x 1 5 Buy
5 80.00 | 4 6 Hold
(&)
> 7 Sell
B 6000 PRVl 8 Not Rated
,/\r"J b\—f M Suspended Rating
4000 1 *New Recommendation Structure
20,00 as of September 9, 2002
0.00 . . . . . . .
Oct 06 Jan 07 Apr 07 Jul 07 Oct 07 Jan 08 Apr 08 Jul 08
Date
1 13/12/2006: Downgrade to Sell, Target Price Change TWD50.00 5 24/4/2008: Downgrade to Sell, TWD50.00
2. 16/4/2007: Sell, Target Price Change TWD58.00 6.  3/8/2008: Sell, Target Price Change TWD39.00
3. 26/10/2007: Sell, Target Price Change TWD70.00 7. 8/8/2008: Sell, Target Price Change TWD38.00
4. 21/2/2008: Upgrade to Hold, Target Price Change TWD50.00 8 25/9/2008: Sell, Target Price Change TWD27.00
Equity rating key Equity rating dispersion and banking relationships
Buy: Based on a current 12- month view of total share- o
holder return (TSR = percentage change in share price 400 58%
from current price to projected target price plus pro-
jected dividend yield ) , we recommend that investors 300 -
buy the stock. 200 26%
Sell: Based on a current 12-month view of total share- ] . 17%
holder return, we recommend that investors sell the 100 A 15% 19% 8%
stock °
Hold: We take a neutral view on the stock 12-months 0
out and, based on this time horizon, do not recommend Buy Hold Sell
either a Buy or Sell.
Notes:

1. Newly issued research recommendations and target @ Companies Covered [l Cos. w/ Banking Relationship

prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period

Asia-Pacific Universe
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank’). The information herein is believed to be reliable and has been obtained from public sources
believed to be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may (1) engage in securities transactions in a manner inconsistent with this research report, (2) with respect to securities covered by this report, sell to or buy from customers on a principal basis, and (3) consider
this report in deciding to trade on a proprietary basis.

Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without
notice. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate. Prices and availability of financial instruments are subject to change without notice. This report is provided for informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial
instruments or to participate in any particular trading strategy.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a result of price fluctuations and
other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future
results.
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