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Market cap NT$m 13,023
30-day avg turnover NT$m 287.2
Market cap uUssm 390
Number shares on issue m 120.6

Investment fundamentals
Year end 31 Dec 2007A 2008E 2009E 2010E

Total revenue m 3,845.3 4,789.7 5,431.4 5,998.1
Reported profit m 1,163.6 925.2 981.0 1,070.0
Profitbonusexp m 1,163.6 925.2 981.0 1,070.0
Bon exp/rep prof % 0.0 0.0 0.0 0.0
Adjusted profit m 965.2 9252 981.0 1,070.0

EPS rep NT$ 12.03 7.67 8.14 8.87
EPS rep growth % 584 -36.2 6.0 9.1
EPS bonus exp NT$ 12.03 7.67 8.14 8.87
EPS bonus growth % 584  -36.2 6.0 9.1
PE rep X 9.0 14.1 13.3 12.2
PE bonus exp X 9.0 14.1 13.3 12.2

Total DPS NT$ 3.95 4.50 5.31 6.19
Total div yield % 3.7 4.2 4.9 5.7
ROA % 33.0 18.6 16.1 16.6
ROE % 38.1 22.9 19.6 19.6
EV/EBITDA X 52 8.1 7.6 6.7
Net debt/equity %  -61.9 -79.1 -77.5 -79.2
Price/book X 3.2 2.7 25 2.3
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Ralink Technology

One more cut

Event

» Ralink announced its 3Q08 results and 4Q08 guidance today, and both
disappointed at the gross/operating level. We maintain our UP rating and cut
our TP from NT$100 to NT$82, based on 10x 2009E EPS (from 12x). We
believe the PER will further de-rate on a softer outlook.

Impact

= Macquarie vs consensus. Our conservative call is based on soft retail
demand for WiFi equipment and severe price erosion of 802.11n ICs. All
networking manufacturers’ 4Q08 outlook supports our view. Overnight
Atheros’s (ATHR, US$16.13, NR) sales guidance of a 0-5% QoQ decline also
provided an early warning of Ralink’s softening sales outlook. Our negative
view remains intact because both demand and pricing are not improving.

= Margin pressure to continue. The new product cycle for Ralink has been
ended, and the GM for low-end 1x1 and 1x2 11n IC is already lower than that
for 11g ICs. Given that all its competitors are promoting a low-cost SoC solution
for 1x1/1x2 11n ICs and that competitors such as Atheros still have a higher GM
(49-50% for 4Q08), the price pressure seems to be intensifying. Ralink is using
the 90nm process for all new ICs, but competitors are also moving to the
higher-end (Atheros at 90nm, Broadcom at 65nm) to be cost competitive. This
is in addition to the fact that all of them have wider product lines than Ralink,
such as GbE ICs for bundle sales, which are positive for their ASP.

= More headwinds for shipments outlook. The retail and broadband markets
still account for 65%+ of Ralink’s revenue, and these two segments seem to
have more downside, especially the former. This is supported by the
presentations of all networking makers and Atheros. For other applications,
Ralink still gained only one netbook order and limited NB exposure.

= 3Q08 EPS of NT$2.15 were 6% above our forecast, due largely to an NT$48m
(EPS of NT$0.4) forex gain. Sales of NT$1.28bn (+5% QoQ and +25% YoY)
and the GM of 37.7% were both below expectations. 4Q08 guidance of a 0-5%
QoQ sales decline and a 38-40% GM is also below our estimate and the
consensus (sales up by 5%+ QoQ and GM to be 39-40% or above).

Earnings revision

= Our 2008E EPS is broadly unchanged, but we cut our 2009/10E by 8% and
11%, respectively.

Price catalyst

= 12-month price target: NT$82.00 based on a PER methodology.

= Catalyst: Deteriorating sales and GM trend and softening demand.

Action and recommendation

= The stock price was relatively resilient recently, we believe, due to Street
expectations for its sales and GM recovery. However, we suspect the
disappointing sales and GM outlook will prompt a further sell-off. We maintain
an Underperform and will review our rating when we see more-significant
market-share gains and/or a stabilisation in Ralink’s margin trend.

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 Ralink's PER - bonus expensed
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Fig 2 Ralink's sales breakdown Fig 3 Ralink's blended ASP
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Fig 4 GM comparison of Atheros and Ralink Fig5 Ralink's OP margins
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Fig 6 Macquarie's earnings revision for Ralink

2008E 2009E 2010E

Current Previous var. Current  Previous var. Current  Previous var.
Sales NT$m 4,790 4,969 -4 5,431 5,923 -8 5,998 6,799 -12
GP NT$m 1,956 2,055 -5 2,094 2,321 -10 2,295 2,634 -13
OP profit NT$m 935 1,001 -7 1,000 1,081 -7 1,129 1,266 -11
Net profit NT$m 925 941 -2 981 1,061 -8 1,070 1,201 -11
EPS NT$ 7.67 7.81 -2 8.14 8.80 -8 8.87 9.96 -11
GM % 40.8 41.4 -0.5 38.6 39.2 -0.6 38.3 38.7 -0.5
OP margin % 19.5 20.1 -0.6 18.4 18.2 0.2 18.8 18.6 0.2
Net margin % 19.3 18.9 0.4 18.1 17.9 0.1 17.8 17.7 0.2

Source: Macquarie Research, October 2008

Fig 7 MACQ's P&L model for Ralink
1Q08A 2Q08A 3Q08A 4QOS8E 1QO9E 2QO9E 3QO9E 4QO9E 2007A 2008E 2009E  2010E

Forex 31.50 30.50 31.70 33.00 33.00 33.00 33.00 33.00 32.85 31.68 33.00 33.00
PRE BONUS EXP. 1Q08A 2Q08A 3QO08A 4QO08F 1QO09F 2Q09F 3QO09F 4QO09F 2007A 2008F 2009F 2010F
Net sales NT$m 1,063 1,218 1,280 1,229 1,100 1,306 1,545 1,480 3,845 4,790 5,431 5,998
COGS NT$m 565 716 798 754 676 802 949 910 2,123 2,833 3,337 3,703
Gross profit NT$m 498 502 482 474 424 505 596 570 1,722 1,956 2,094 2,295
OP expense NT$m 170 154 198 190 173 189 204 201 640 713 767 810
Op income NT$m 328 348 284 284 251 315 392 369 1,082 1,244 1,327 1,486
Net non-op income NT$m -82 18 66 15 14 15 16 15 86 16 60 67
Pretax income NT$m 246 367 349 299 265 330 408 383 1,168 1,260 1,387 1,552
Tax expenses NT$m -7 21 3 9 13 26 20 19 4 27 79 126
Net income NT$m 252 345 346 290 252 304 388 364 1,164 1,234 1,308 1,427
EPS NT$ 2.09 2.87 2.87 2.40 2.09 2.52 3.22 3.02 12.03 10.23 10.85 11.83
Profit margins

Gross margin % 46.8 41.2 37.7 38.6 38.5 38.6 38.6 38.5 44.8 40.8 38.6 38.3
Op margin % 30.8 28.6 22.2 23.1 22.8 241 254 24.9 28.1 26.0 24.4 24.8
Net margin % 23.7 28.4 27.0 23.6 22.9 23.2 25.1 24.6 30.3 25.8 24.1 23.8
YoY

Sales % 41.9 30.0 24.6 8.5 35 7.2 20.7 20.5 38.7 24.6 134 104
Op profit % 75.8 495 -12.1 -16.4 -23.4 -9.5 38.2 29.8 71.4 15.0 6.7 12.0
Net profit % 22.3 33.9 8.3 -23.7 -0.1 -12.1 12.1 25.7 69.2 6.0 6.0 9.1
QoQ

Sales % -6.1 14.6 5.0 -4.0 -10.5 18.7 18.2 -4.2

Op profit % -3.5 6.3 -18.6 0.1 -11.5 254 24.4 -6.0

Net profit % -33.6 36.9 0.1 -16.2 -13.0 20.4 27.7 -6.1

BONUS EXP. 1Q08A 2Q08A 3Q08A 4QO08F 1QO09F 2QO09F 3QO09F 4QO09F 2007A 2008F 2009F 2010F
Net sales NT$m 1,063 1,218 1,280 1,229 1,100 1,306 1,545 1,480 3,845 4,790 5,431 5,998
COGS NT$m 565 716 798 754 676 802 949 910 2,123 2,833 3,337 3,703
Gross profit NT$m 498 502 482 474 424 505 596 570 1,722 1,956 2,094 2,295
OP expense NT$m 198 276 285 263 236 265 301 292 839 1,021 1,094 1,166
Op income NT$m 300 227 197 212 188 239 295 278 883 935 1,000 1,129
Net non-op income NT$m -82 18 66 15 14 15 16 15 86 16 60 67
Pretax income NT$m 218 245 263 226 202 254 311 292 969 952 1,060 1,196
Tax expenses NT$m -7 21 3 9 13 26 20 19 4 27 79 126
Net income NT$m 225 224 259 217 189 228 201 273 965 925 981 1,070
EPS NT$ 1.86 1.86 2.15 1.80 1.57 1.89 241 2.27 9.98 7.67 8.14 8.87
Profit margins

Gross margin % 46.8 41.2 37.7 38.6 38.5 38.6 38.6 38.5 44.8 40.8 38.6 38.3
Op margin % 28.2 18.6 15.4 17.2 17.1 18.3 19.1 18.8 23.0 19.5 18.4 18.8
Net margin % 21.1 18.4 20.3 17.7 17.2 17.4 18.8 18.5 25.1 19.3 18.1 17.8
YoY

Sales % 41.9 30.0 24.6 8.5 3.5 7.2 20.7 20.5 38.7 24.6 13.4 10.4
Op profit % 98.5 19.8 -26.5 -23.0 -37.3 5.6 49.7 31.2 78.2 5.9 6.9 12.9
Net profit % 31.3 4.5 -2.0 -31.0 -15.8 18 12.1 25.7 74.8 -4.1 6.0 9.1
QoQ

Sales % -6.1 14.6 5.0 -4.0 -10.5 18.7 18.2 -4.2

Op profit % 9.2 -24.5 -13.0 7.3 -11.1 27.1 234 -5.9

Net profit % -28.7 -0.4 16.0 -16.2 -13.0 204 27.7 -6.1

Source: Company data, Macquarie Research, October 2008
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Ralink Technology (3534 TT, Underperform, Target price: NT$82.00)

Quarterly Results 2Q/08A 3Q/08E 4Q/08E 1Q/09E Profit & Loss 2007A  2008E 2009E  2010E
Revenue m 1,218 1,280 1,229 1,100 Revenue m 3,845 4,790 5,431 5,998
Gross Profit m 502 482 474 424 Gross Profit m 1,722 1,956 2,094 2,295
Operating Expenses m -276 -285 -263 -236 Operating Expenses m -640 -1,021 -1,094 -1,166
Operating Income m 227 197 212 188 Operating Income m 1,082 935 1,000 1,129
Net Non-operating income m 18 66 15 14 Net Non-operating income m 86 16 60 67
Pre-Tax Income m 245 263 226 202 Pre-Tax Income m 1,168 952 1,060 1,196
Tax Expense m -21 -3 -9 -13 Tax Expense m -4 -27 -79 -126
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 224 259 217 189 Reported Earnings m 1,164 925 981 1,070
Reported Earnings (bonus exp) m 224 259 217 189 Reported Earnings (bonus exp) m 1,164 925 981 1,070
Bonus exp / Reported Earnings % Bonus exp / Reported Earnings %
Adjusted Earnings m 224 259 217 189 Adjusted Earnings m 965 925 981 1,070
EBITDA m 269 242 254 226 EBITDA m 1,184 1,101 1,189 1,338
EPS (rep) NT$ 1.86 2.15 1.80 1.57 EPS (rep) NT$ 12.03 7.67 8.14 8.87
EPS pcp growth (rep) % -30.4 -34.8 -54.1 -15.8 EPS growth (rep) % 58.4 -36.2 6.0 9.1
EPS (rep bonus exp) NT$ 1.86 2.15 1.80 1.57 EPS (rep bonus exp) NT$ 12.03 7.67 8.14 8.87
EPS pcp growth (rep bonus exp) % -30.4 -34.8 -54.1 -15.8 EPS growth (rep bonus exp) % 58.4 -36.2 6.0 9.1
EPS (ad)) NT$ 1.86 2.15 1.80 1.57 EPS (adj) NT$ 9.98 7.67 8.14 8.87
EPS pcp growth (adj) % -16.1 -21.4 -44.7 -15.8 EPS growth (adj) % 63.7 -23.1 6.0 9.1
Revenue pcp growth % 30.0 24.6 8.5 35 PE (rep) X 9.0 141 13.3 12.2
Operating Income pcp growth % -2.8 -38.9 -37.7 -37.3 PE (rep bonus adj) X 9.0 14.1 13.3 12.2
Reported Earnings pcp growth % -13.3 -18.8 -42.8 -15.8 PE (adj) X 10.8 141 13.3 12.2
Gross Profit Margin % 41.2 37.7 38.6 385 Total DPS NT$ 3.95 4.50 531 6.19
Operating Income Margin % 18.6 15.4 17.2 17.1 Total Div Yield % 37 4.2 4.9 5.7
Reported Earnings Margin % 184 20.3 17.7 17.2 Weighted Average Shares m 96.8 120.6 120.6 120.6
EBITDA Margin % 22.1 18.9 20.7 20.6 Period End Shares m 96.8 120.6 120.6 120.6
Profit and Loss Ratios 2007A 2008E 2009E 2010E Cashflow Analysis 2007A  2008E  2009E  2010E
Revenue Growth % 38.7 24.6 13.4 10.4 Reported Earnings m 1,164 925 981 1,070
Gross Profit Growth % 53.2 13.6 7.1 9.6 Depreciation & Amortisation m 102 166 189 209
Operating Income Growth % 71.4 -13.5 6.9 12.9 Chgs in Working Cap m -478 119 -211 -42
Reported Earnings Growth % 69.2 -20.5 6.0 9.1 Other m 199 245 238 279
EBITDA Growth % 72.7 -7.0 7.9 12.5 Operating Cashflow m 988 1,455 1,197 1,516
Acquisitions m 0 26 19 21
Gross Profit Margin % 44.8 40.8 38.6 38.3 Capex m -44 -16 -10 -11
Operating Income Margin % 28.1 19.5 18.4 18.8 Asset Sales m 0 -12 0 0
Reported Earnings Margin % 30.3 19.3 18.1 17.8 Other m -188 -278 -218 -228
EBITDA Margin % 30.8 23.0 21.9 223 Investing Cashflow m -232 -279 -209 -219
Dividend (Ordinary) m -266 -500 -542 -640
Payout Ratio % 39.6 58.6 65.2 69.8 Equity Raised m 585 1,214 0 0
EV/EBITDA X 5.2 8.1 7.6 6.7 Debt Movements m -0 0 0 0
EV/EBIT X 5.6 9.5 9.0 8.0 Other m -3 -121 -183 -228
Financing Cashflow m 317 593 -726 -868
Balance Sheet Ratios
ROE % 38.1 229 19.6 19.6 Net Chg in Cash/Debt m 1,072 1,769 262 430
ROA % 33.0 18.6 16.1 16.6
ROIC % 129.8 727 92.4 85.8 Free Cashflow m 943 1,439 1,187 1,505
Net Debt/Equity % -61.9 -79.1 -77.5 -79.2 FCF per Share NT$ 9.75 11.94 9.84 12.48
Interest Cover X nmf nmf nmf nmf P/FCF X 111 9.0 11.0 8.7
Price/Book X 3.2 2.7 25 2.3
Book Value per Share NT$ 33.9 39.8 43.4 47.0
Balance Sheet 2007A  2008E  2009E  2010E
Cash m 2,029 3,797 4,060 4,490
Receivables m 1,106 820 988 1,020
Inventories m 473 618 746 774
Investments m 0 0 0 0
Fixed Assets m 65 80 90 101
Intangibles m 96 100 100 100
Other Assets m 384 494 536 581
Total Assets m 4,153 5,909 6,519 7,065
Payables m 428 406 490 509
Short Term Debt m 0 0 0 0
Long Term Debt m 0 0 0 0
Provisions m 0 0 0 0
Other Liabilities m 446 704 791 889
Total Liabilities m 874 1,111 1,282 1,398
Total S/H Equity m 3,278 4,798 5,237 5,667
Total Liab & S/H Funds m 4,153 5,909 6,519 7,065

All figures in NT$ unless noted.
Source: Macquarie Research, October 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

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

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.

Low — stock should be expected to move up or
down at least 15-25% in a year.
* Applicable to Australian/NZ stocks only

Recommendation proportions — For quarter ending 30 September 2008

AU/NZ Asia RSA USA
Outperform 43.17% 61.57% 63.08% 53.60%
Neutral 41.37%  16.43% 30.77%  37.60%
Underperform 15.47%  22.00% 6.15% 8.80%

CA EUR
71.54%  43.00%
24.61%  48.00%
3.85% 9.00%

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

*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed
stocks are modelled under IFRS (International
Financial Reporting Standards).
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