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3008 TT Underperform  Event
Stock price as of 26 Nov 08 NT$ 220.00 - La(r)gan re\,{lsgq down its 4Q08 sales guidance from “flat QoQ” to “down 15—
12-month target NT$ 190.00 25% QoQ”, citing the weaker-than-expected end market demand.
Upside/downside % -13.6
Valuation NTS 19500 Impact
- DCF (WACC 10.0%) = Order flows slowing down sharply in 2H of November: We do not feel
GICS sector consumer durables & apparel surprised to see Largan cut guidance. On 17 November, Largan’s captive
Market cap NT$m 28,629 account Nokia (NOK1V FH, €10.95, UP, TP: €10.50) already issued a
ﬁ,lo;ka g;’lg turnover B‘gim 53885'; warning on the slowing global handset demand ahead. However, we are
Number shares on issue m 130.1 shocked by the degree of the revision. Largan just reported record monthly
sales in October. The revised guidance implies Largan’s monthly sales will

Investment fundamentals decline by around 25-30% MoM for both November and December.
Year end 31 Dec 2007A 2008E 2009E 2010E According to Largan, order flows from some clients retreated rapidly or even
Totalrevenue  m 58824 7,537.0 7,013.0 8,275.0 stalled, starting from the 2H of November without earlier notification.
B bomie o M 2'as6 9040 59995 2vaes = Nokiaand Sony Ericsson likely to be culprits, in our view. Largan does
Bon exp/rep prof % 285 0.0 0.0 0.0 not comment on which clients are holding back orders, but only says that
Adjusted profit — m 2,569.9 3,040.5 2,3995 2,735.2 smartphone projects are doing better than feature phone projects. Our checks
EPS rep NT$ 2098 2441 19.08 21.75 with other industry sources indicated that the major order cuts are likely

0, - - . . . . . .
Egg L%%S;oxg NT{; 13%3 ziiﬁ 1310-2 2;47'2 coming from Nokia and Sony Erlcsson, espeuglly for their hlgher-enq phones.
EPS bonus growth % -37.2 628 -21.8  14.0 4Q08 order flows from Apple (iPhone) are seeing a 25-30% sequential

PE rep X 10.5 9.0 115 10.1

= e % Az 90 115 101 decline, which is in line with our expectation. Order flows from RIM (RIMM US,

US$41.5, NR) and HTC (2498 TT, NT$315, OP, TP: NT$503) remain strong.
Total DPS NT$ 996 1219 1050 11.96

Total divyield % 45 5.5 4.8 5.4 = Largan will gain more order allocations from Nokia...We believe Largan’s
gain share via Nokia order allocations will continue in 2009, thanks to its better

ROA % 282 284 208 215 ) ) - >
ROE % 281 302 211 218 time-to-volume production capability and lower cost structure against its
EV/EBITDA X 6.7 6.0 6.6 5.8 : At H

Netdebtlequiy % 315 -38.1 -435  -45.7 Japangsg peers. Parnpularly, the recent appreciation in Japanese Yen and the
Price/book X 3.0 2.5 2.3 2.1 depreciation in NT$ will further enhance Largan’s cost advantage.

= ...but the problem now is Nokia itself. However, Guy Peddy our European
telecom analyst holds a negative view in Nokia and expects Nokia will
continue to lose market share in 2009. Nokia’s high-end devices are not as

1056.00 attractive as those from Apple (AAPL US, US$90.80, NR), RIM and HTC,

960.00

86400 while its low-end devices are facing challenge from low-cost Chinese vendors.
768.00

w0  Earnings revision

576.00

480.00 = We revised down our 2008/2009/2010 EPS forecasts by 7%, 28% and 29%,

384.00

3008 TT rel Taiex performance, & rec
history
* Rel Taiex [LHS] ® 3008 [RHS] # 12 Month Price Target [RHS]
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w0 208,00 respectively.
192.00 .
m‘:‘;‘.,‘l_l L w . Price catalyst
unﬂer.lanluﬁ JUl06  JanO7  Jul07  Jan08  JuloB e = 12-month price target: NT$19000 based on a PER methodology.
S : Datast , M ie R h, N b . . .. .
zgggrgc(iuf%Sfe;ﬁi%T$a§rﬂzzg?,mZ§arc ovember . Catalyst: Nokia mlght exert more pricing pressure on component vendors in

upcoming quarters.
Action and recommendation

= We downgrade Largan from Neutral to Underperform, as we believe Largan

Analyst will further de-rate, with its margin and ROE declining sharply in 2009. Also,
Chialin Lu, CFA its key account might continue to lose share. We revise down our target price
886 2 2734 7526 chialin.lu@macquarie.com from NT$320 (12x 2009E EPS) to NT$190 (10x 2009E EPS).

Kylie Huang

886 2 2734 7528 kylie.huang@macquarie.com

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 4QO08 earnings revision

(NT$ m) 4QO08E (new) 4QO8E (old) % of diff, 3Q08 QoQ 4Q07 YoY

Sales 1781 2306 -22.8% 2159 -17.5% 1893 -5.9%

Gross profit 915 1230 -25.6% 1179 -22.4%) 1067 -14.3%

Operating profit 724 981 -26.3% 925 -21.7%) 967 -25.2%

Non-Op incomes -13 -11 15.6% 209 -106.1%) -2 630.9%

Pretax profit 711 970 -26.7%) 1134 -37.3%) 965 -26.3%

Net income 602 843 -28.6% 1133 -46.9% 863 -30.3%

EPS (NT$) 4.83 6.77 -28.6% 9.09 -46.9%) 7.05 -31.5%

Key ratios

Gross margin 51.4% 53.4% 54.6% 56.4%

Op. margin 40.6% 42.6% 42.8% 51.1%

Pre-tax margin 39.9% 42.1% 52.5% 51.0%

Source: Company data, Macquarie Research, November 2008

Fig 2 Full-year earnings revision

P/L Revision 2007 2008F 2009F Change (%)

(NT$ mn) Actual Old New Oold New 2008F 2009F

Net sales 5,882 8,062 7,537 8,933 7,013 -6.5 -215

Gross profits 3,278 4,337 4,022 4,654 3,481 -7.3 -25.2

Op. expenses 361 887 829 983 870 -6.5 -11.5

Op. profit 2,917 3,451 3,193 3,671 2,611 -7.5 -28.9

Non-op gain/loss 85 78 76 -17 -3 -2.2 -81.4

Pretax profits 3,002 3,529 3,269 3,654 2,608 -7.3 -28.6

Net profit 2,570 3,282 3,040 3,362 2,399 -7.3 -28.6

EPS 21.0 26.3 24.4 26.7 19.1

Key ratio (%)

Sale growth -19.9 37.1 28.1 10.8 -13.0

Gross margin 55.7 53.8 53.4 52.1 49.6

Net margin 43.7 40.7 40.3 37.6 34.2

Source: Company data, Macquarie Research, November 2008
Fig 3 Valuation comparison table

Price (Ic) MACQ Mkt cap EPS (Ic) PER (x) EPS growth (%)

Company Ticker 21/10/08 Rating (US$m) 2007 2008E 2009E 2007 2008E  2009E 2007 2008E 2009E
Local peers
Largan 3008 TT 220 N 860 21.0 24.4 19.1 10.5 9.0 11.5 -32.3 16.3 -21.8
Merry 2439 TT 238 OP 114 5.7 45 4.0 4.2 5.3 5.9 18.2 -20.4 -10.6
Silitech 3311 TT 4555 N 234 7.8 6.9 6.0 5.8 6.6 7.5 19.6 -12.2 -12.2
Ichia 2402 TT 6.63 UP 67 11 1.2 2.0 6.0 5.5 3.4 -61.2 104 63.3
ChengUei 2392 TT 3165 UP 416 5.1 4.6 5.8 6.2 6.9 5.5 -12.1 -10.8 26.7
Catcher 2474 TT 515 N 927 12.2 7.8 8.1 4.2 6.6 6.4 6.6 -35.7 3.4
Foxconn Tech 2354 TT 64 UP 1,630 10.9 8.2 7.9 5.9 7.8 8.2 42.1 -24.6 -4.3
Average - - - 6.1 6.8 6.9 -2.7 -11.0 6.4
Global peers
AAC Acoustic 2018 HK 25 OP 396 0.4 0.7 0.7 5.7 3.8 3.4 -3.6 49.9 12.7
BYD Elec. 0285 HK 21 NR 610 0.6 0.5 0.7 3.6 3.9 3.2 55.3 -8.3 21.3
KH Vatec 060720 KS 12600 N 68 -452 3,418 2,155 na 3.7 5.8 na na -37.0
Intops 049070 KS 12700 NR 74 4,608 4,445 4,996 2.8 2.9 25 -3.9 -3.5 12.4
Hi-P HIP SG 0.275 OP 162 6.7 7.6 9.8 0.0 0.0 0.0 4.1 135 28.4
Balda BAD GR 0.21 NR 15 -15 -0.1 0.1 na na 1.8 na na na
Average - - - 3.0 2.8 2.8 13.0 12.9 7.5
Source: Bloomberg, Macquarie Research, November 2008
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Fig 4 Valuation comparison table

ROE(%) BVPS (Ic) PBR (x) EV/EBIT DA (x)

Company Ticker 2007 2008E  2009E 2007 2008E  2009E 2007 2008E 2009E 2007 2008E 2009E
Local peers

Largan 3008 TT 28.1 30.2 211 74.0 87.2 94.1 3.0 25 21 7.0 5.6 4.7
Merry 2439 TT 20.9 15.8 13.7 28.7 28.9 29.9 0.8 0.8 0.8 2.2 2.9 3.0
Silitech 3311 TT 34.0 26.0 21.1 25.4 27.6 29.7 1.8 1.6 15 3.0 3.7 3.5
Ichia 2402 TT 5.7 6.1 9.2 19.2 20.9 22.0 0.3 0.3 0.3 2.3 1.3 0.6
ChengUei 2392 TT 13.1 10.4 11.8 415 47.1 50.9 0.8 0.7 0.6 2.8 25 2.2
Catcher 2474 TT 31.7 17.3 15.3 435 49.5 56.0 12 1.0 0.9 3.2 4.2 3.8
Foxconn Tech 2354 TT 24.4 12.1 11.5 59.1 65.4 71.1 11 1.0 0.9 5.3 5.1 5.1
Average 22.6 16.8 14.8 - - - 1.3 11 1.0 3.7 3.6 3.3
Global peers

AAC Acoustic 2018 HK 234 27.6 24.3 2.1 2.7 3.4 1.2 0.9 0.7 2.8 11 0.2
BYD Elec. 0285 HK na 20.3 18.5 na 2.9 3.4 na 0.7 0.6 1.3 1.9 1.3
KH Vatec 060720 KS -4.6 34.6 16.8 8,419 11,752 13,952 15 11 0.9 8.6 2.7 2.6
Intops 049070 KS 21.1 17.9 17.4 23,771 27,549 31,336 0.5 0.5 0.4 11 24 25
Hi-P HIP SG 14.1 14.1 16.0 0.5 0.6 0.7 0.5 0.5 0.4 2.1 17 1.0
Balda BAD GR -48.4 -3.6 2.6 2.7 2.4 25 0.1 0.1 0.1 3.8 5.9 5.4
Average 11 18.5 15.9 - - - 0.8 0.6 0.5 3.3 2.6 2.2

Source: Bloomberg, Macquarie Research, November 2008

Fig 5 PER band — Annual
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Fig6 P/BV Band - Annual
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Largan Precision (3008 TT, Underperform, Target price: NT$190.00)

Quarterly Results 3Q/08A  4Q/08E 1Q/09E  2QJ/09E Profit & Loss 2007A 2008E 2009E 2010E
Revenue m 2,159 1,781 1,592 1,640 Revenue m 5,882 7,537 7,013 8,275
Gross Profit m 1,179 915 796 808 Gross Profit m 3,278 4,022 3,481 3,973
Operating Expenses m -255 -191 -200 -204 Operating Expenses m -361 -829 -870 -993
Operating Income m 925 724 596 604 Operating Income m 2,917 3,193 2,611 2,980
Net Non-operating income m 209 -13 -1 -1 Net Non-operating income m 85 76 -3 -7
Pre-Tax Income m 1,134 711 595 603 Pre-Tax Income m 3,002 3,269 2,608 2,973
Tax Expense m -1 -109 -39 -72 Tax Expense m -432 -229 -209 -238
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Minority Interests m 0 0 0 0 Minority Interests m 0 0 0 0
Reported Earnings m 1,133 602 556 530 Reported Earnings m 2,570 3,040 2,399 2,735
Reported Earnings (bonus exp) m 1,133 602 556 530 Reported Earnings (bonus exp) m 1,837 3,040 2,399 2,735
Bonus exp / Reported Earnings % 0.0 0.0 0.0 0.0 Bonus exp / Reported Earnings % 28.5 0.0 0.0 0.0
Adjusted Earnings m 1,133 602 556 530 Adjusted Earnings m 2,570 3,040 2,399 2,735
EBITDA m 1,114 913 842 850 EBITDA m 3,468 3,952 3,599 4,114
EPS (rep) NT$ 9.09 4.83 4.42 4.22 EPS (rep) NT$ 20.98 24.41 19.08 21.75
EPS pcp growth (rep) % 69.8 -31.5 -5.6 -27.2 EPS growth (rep) % -32.3 16.3 -21.8 14.0
EPS (rep bonus exp) NT$ 9.09 4.83 4.42 4.22 EPS (rep bonus exp) NT$ 14.99 24.41 19.08 21.75
EPS pcp growth (rep bonus exp) % 137.6 -4.1 -5.6 -27.2 EPS growth (rep bonus exp) % -37.2 62.8 -21.8 14.0
EPS (ad)) NT$ 9.09 4.83 4.42 4.22 EPS (adj) NT$ 20.98 24.41 19.08 21.75
EPS pcp growth (adj) % 69.8 -31.5 -5.6 -27.2 EPS growth (adj) % -32.3 16.3 -21.8 14.0
Revenue pcp growth % 54.2 -5.9 -7.0 -12.9 PE (rep) X 10.5 9.0 115 10.1
Operating Income pcp growth % 38.4 -25.2 -19.3 -25.2 PE (rep bonus adj) X 14.7 9.0 11.5 10.1
Reported Earnings pcp growth % 72.7 -30.3 -4.7 -26.6 PE (adj) X 10.5 9.0 115 10.1
Gross Profit Margin % 54.6 51.4 50.0 49.3 Total DPS NT$ 9.96 12.19 10.50 11.96
Operating Income Margin % 42.8 40.6 374 36.8 Total Div Yield % 4.5 55 4.8 5.4
Reported Earnings Margin % 52.5 33.8 34.9 32.3 Weighted Average Shares m 1225 124.6 125.7 125.7
EBITDA Margin % 51.6 51.3 52.9 51.8 Period End Shares m 123.7 125.7 125.7 125.7
Profit and Loss Ratios 2007A 2008E 2009E 2010E Cashflow Analysis 2007A  2008E  2009E  2010E
Revenue Growth % -19.9 28.1 -7.0 18.0 Reported Earnings m 2,570 3,040 2,399 2,735
Gross Profit Growth % -27.9 22.7 -13.5 14.1 Depreciation & Amortisation m 551 759 988 1,135
Operating Income Growth % -29.1 9.5 -18.2 141 Chgs in Working Cap m 0 -32 116 -366
Reported Earnings Growth % -33.9 18.3 -21.1 14.0 Other m -10 -21 -7 -8
EBITDA Growth % -25.0 13.9 -8.9 14.3 Operating Cashflow m 3,111 3,747 3,496 3,496
Acquisitions m 10 -10 -10 -10
Gross Profit Margin % 55.7 53.4 49.6 48.0 Capex m -551 -1,239 -990 -1,260
Operating Income Margin % 49.6 42.4 37.2 36.0 Asset Sales m 0 0 0 0
Reported Earnings Margin % 437 40.3 34.2 33.1 Other m -0 23 -2 -2
EBITDA Margin % 59.0 52.4 51.3 49.7 Investing Cashflow m -541  -1,225  -1,002  -1,272
Dividend (Ordinary) m -1,383 -1,232 -1,534 -1,320
Payout Ratio % 475 50.0 55.0 55.0 Equity Raised m -1,187 -0 0 0
EV/EBITDA X 6.7 6.0 6.6 5.8 Debt Movements m 0 -234 2 197
EV/EBIT X 8.0 7.4 9.1 8.0 Other m 0 0 0 0
Financing Cashflow m -2,570 -1,466 -1,532 -1,123
Balance Sheet Ratios
ROE % 28.1 30.2 211 21.8 Net Chg in Cash/Debt m 0 1,055 961 1,102
ROA % 28.2 28.4 20.8 215
ROIC % 39.8 47.3 35.4 41.0 Free Cashflow m 2,560 2,508 2,506 2,236
Net Debt/Equity % -31.5 -38.1 -43.5 -45.7 FCF per Share NT$ 20.90 20.13 19.93 17.79
Interest Cover X nmf nmf nmf nmf P/FCF X 10.5 10.9 11.0 12.4
Price/Book X 3.0 25 2.3 2.1
Book Value per Share NT$ 74.0 87.2 94.1 105.3
Balance Sheet 2007A  2008E  2009E  2010E
Cash m 3,145 4,200 5,162 6,264
Receivables m 2,076 2,065 1,921 2,267
Inventories m 663 879 883 1,076
Investments m 207 237 254 272
Fixed Assets m 3,982 4,462 4,464 4,589
Intangibles m 22 0 0 0
Other Assets m 237 298 278 317
Total Assets m 10,331 12,141 12,963 14,785
Payables m 252 433 435 530
Short Term Debt m 263 20 20 217
Long Term Debt m 0 0 0 0
Provisions m 0 0 0 0
Other Liabilities m 661 725 680 794
Total Liabilities m 1,177 1,179 1,135 1,542
Total S/H Equity m 9,154 10,963 11,828 13,243
Total Liab & S/H Funds m 10,331 12,141 12,963 14,785
All figures in NT$ unless noted.
Source: Macquarie Research, November 2008
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Important disclosures:

Recommendation definitions
Macquarie - Australia/New Zealand

Outperform — return >5% in excess of benchmark return

(>2.5% in excess for listed property trusts)

Neutral — return within 5% of benchmark return (within 2.5%

for listed property trusts)

Underperform — return >5% below benchmark return (>2.5%

below for listed property trusts)

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%
Macquarie First South - South Africa
Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%
Macquarie — Canada

Volatility index definition*

This is calculated from the volatility of historic
price movements.

Very high—highest risk — Stock should be
expected to move up or down 60-100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors
should be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30—40% in a year.

Low—medium — stock should be expected to
move up or down at least 25-30% in a year.

Financial definitions

All "Adjusted"” data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals,
property revals, appraisal value uplift, preference
dividends & minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit
laverage total assets

ROE = adjusted net profit / average shareholders
funds

Gross cashflow = adjusted net profit +
depreciation

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return

Underperform — return >5% below benchmark return
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

*equivalent fully paid ordinary weighted average
Low — stock should be expected to move up or number of shares
down at least 15-25% in a year.
* Applicable to Australian/NZ stocks only All Reported numbers for Australian/NZ listed
stocks are modelled under IFRS (International

Financial Reporting Standards).

Recommendation proportions — For quarter ending 30 September 2008

AUINZ 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%

Analyst Certification: The views expressed in this research accurately reflect the personal views of the analyst(s) about the subject securities or
issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or
views in this research. The analyst principally responsible for the preparation of this research receives compensation based on overall revenues of
Macquarie Group Ltd ABN 94 122 169 279 (AFSL No. 318062 )(MGL) and its related entities (the Macquarie Group) and has taken reasonable care to
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