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Market cap NT$m 24,134 
30-day avg turnover NT$m 217.9 
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Investment fundamentals 
Year end 31 Dec  2007A 2008E 2009E 2010E 
 
Total revenue  m 15,709 17,409 17,949 19,272 
Reported profit  m 1,877 1,385 2,002 2,185 
Profit bonus exp  m 981 1,385 2,002 2,185 
Bon exp/rep prof  % 47.7 0.0 0.0 0.0 
Adjusted profit  m 981 1,385 2,002 2,185 
 
EPS rep NT$ 4.07 2.96 4.27 4.66 
EPS rep growth %  -30.3 -27.3 44.5 9.2 
EPS bonus exp NT$  2.13 2.96 4.27 4.66 
EPS bonus growth %  -34.2 39.1 44.5 9.2 
PE rep x  12.7 17.4 12.1 11.0 
PE bonus exp x  24.2 17.4 12.1 11.0 
 
Total DPS NT$  2.84 2.38 3.44 3.72 
Total div yield %  5.5 4.6 6.7 7.2 
 
ROA % 16.3 12.2 11.9 12.1 
ROE % 5.3 8.6 12.3 13.0 
EV/EBITDA x 4.5 33.2 6.7 6.1 
Net debt/equity % -31.5 -27.1 -31.0 -31.2 
Price/book x 1.4 1.5 1.4 1.4 
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Be realistic 
Event 
 We maintain our Underperform rating on Realtek and cut our TP to NT$42 

(from NT$50), still based on the ROE-g/COE-g fair value appraisal. We 
believe the soft 4Q08 and 2009 outlook will be a negative catalyst for the 
stock price. 

Impact 
 Macquarie vs consensus. We were ahead of the street in being negative on 

Realtek’s stock price due to the lack of growth drivers. While the stock price 
recently was resilient vs the market, we suspect the company’s soft 
4Q08/2009 outlook will add fuel to the factors that are causing the stock price 
to plummet. 

 Lacklustre demand outlook. Realtek mentioned that there is no reason to 
be optimistic for 2009 given all end demand now looks sluggish, in line with 
our current macroeconomic view. Realtek has extraordinarily high global 
market shares in all of its major applications (70% for 10/100MB Ethernet, 
40% for GbE, 70% for audio codec and 30% for LCD monitor controller) and 
we believe has limited room for market-share gains to offset across-the-board 
soft demand. The only product that we believe has sufficient potential to gain 
market share is WiFi 11n ICs, but the contribution to Realtek remains low 
(around 10%) and competition is intensifying. Other new products, such as 
GbE switch ICs and UWB, are all pending if not failed due to low market 
acceptance. 

 Don’t be misled by the numbers. We cut our 2009/10 numbers for Realtek 
aggressively due to a more conservative forecast on end demand. Our 45% 
2009 EPS YoY growth estimate is distorted by a low base for 2008 because 
Realtek paid US$24.7m in royalty income to 3Com in 2Q08. In fact, we 
believe Realtek’s OP and net profit will be flattish, if royalty expense is 
excluded, if not decline in 2009, as we still see no catalyst for the business. 

 3Q08 EPS of NT$1.13 (net profit of NT$530m, -22% YoY) was 7% below our 
forecast. Sales of NT$4.8bn (+3% QoQ and -3% YoY) were in line and GM of 
41.4% was 1ppt better, but the non-op loss increased due to a larger 
investment loss (which also offset the NT$100m forex gain). 4Q08 sales 
guidance of a more than 20% QoQ decline was severely below the 10–20% 
QoQ decline consensus, and a flat GM outlook is barely about in line. 

Earnings revision 
 We cut our 2008-10E EPS by 8%, 10% and 6%, respectively (Fig 6). 

Price catalyst 
 12-month price target: NT$42.00 based on a ROE-g/COE-g methodology. 

 Catalyst: Disappointing business outlook and earnings cuts by the street. 

Action and recommendation 
 We suggest selling the stock. We believe the recent resilient performance will 

end soon, as the company’s disappointing outlook and earnings cuts by the 
street could be negative catalysts for the stock price. We suspect the stock 
price will test the ROE-g/COE-g fair value (NT$42) again if not break. 
Maintain Underperform. 

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 Realtek's PER – bonus expensed 
 

Fig 2 Realtek's P/BV 
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Red line refers to the stock price.   
Source: TEJ, Macquarie Research, October 2008  Source: Company data, Macquarie Research, October 2008 

 

Fig 3 Realtek's quarterly sales momentum 
 

Fig 4 Realtek's sales breakdown 
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Fig 5 MACQ's ROE-g/COE-g fair value appraisal for Realtek 
Beta 1.0 
Risk free rate (%) 5.0 
Market risk premium (%) 5.0 
Cost of equity / discount rate 9.9 
Average ROE 08-10 (%) 11.3 
Perpetuity growth rate (%) 2.0 
ROE-g 9.3 
COE-g 7.9 
Ratio 1.2 
FY09F BVPS 35.6 
Fair value 42.2 
Source: Macquarie Research, October 2008 
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Fig 6 MACQ's earnings revision for Realtek 
  2008  2009  2010 

  Current Previous Var. Current Previous Var.  Current Previous Var.

Net sales NT$m 17,409 18,129 -4.0 17,949 19,745 -9.1  19,272 21,096 -8.6
Gross profit NT$m 7,280 7,491 -2.8 7,464 8,207 -9.1  8,030 8,795 -8.7
Op income NT$m 2,457 2,583 -4.9 2,378 2,635 -9.8  2,547 2,761 -7.7
Net income NT$m 1,385 1,512 -8.4 2,002 2,214 -9.6  2,185 2,331 -6.2
EPS (NT$) NT$ 2.96 3.23 -8.4 4.27 4.72 -9.6  4.66 4.97 -6.2
     
Gross margin % 41.8 41.3 0.5 41.6 41.6 0.0  41.7 41.7 -0.0
Op margin % 14.1 14.2 -0.1 13.2 13.3 -0.1  13.2 13.1 0.1
Net margin % 8.0 8.3 -0.4 11.2 11.2 -0.1  11.3 11.0 0.3
Source: Macquarie Research, October 2008 

 

Fig 7 MACQ's P&L model for Realtek 
  1Q08A 2Q08A 3Q08A 4Q08F 1Q09F 2Q09F 3Q09F 4Q09F FY07A FY08F FY09F FY10F

Forex  31.50 30.50 31.70 33.00 33.00 33.00 33.00 33.00 32.74 31.61 33.00 33.00
PRE BONUS EXP.  1Q08A 2Q08A 3Q08A 4Q08F 1Q09F 2Q09F 3Q09F 4Q09F FY07A FY08F FY09F FY10F
Net sales NT$m 4,200 4,674 4,790 3,745 3,588 4,209 5,135 5,017 15,709 17,409 17,949 19,272
COGS NT$m 2,400 2,731 2,807 2,191 2,135 2,462 2,978 2,910 8,299 10,128 10,485 11,241
Gross profit NT$m 1,800 1,943 1,983 1,554 1,453 1,747 2,157 2,107 7,410 7,280 7,464 8,030
OP expense NT$m 948 1,215 1,206 992 980 1,094 1,166 1,179 3,844 4,361 4,418 4,755
Op income NT$m 852 729 777 562 474 652 991 928 3,566 2,919 3,045 3,276
Net non-op income NT$m -31 -865 -81 -38 -49 -53 -60 -49 -1,597 -1,015 -211 -144
Pretax income NT$m 821 -136 696 524 425 599 931 880 1,969 1,905 2,834 3,132
Tax expenses NT$m 17 8 13 20 19 64 42 40 92 58 164 218
Net income NT$m 804 -144 683 504 405 535 889 840 1,877 1,847 2,669 2,914
EPS NT$ 1.71 -0.31 1.46 1.08 0.87 1.14 1.90 1.79 4.07 3.94 5.70 6.22
     
Profit margins     
Gross margin % 42.9 41.6 41.4 41.5 40.5 41.5 42.0 42.0 47.2 41.8 41.6 41.7
Op margin % 20.3 15.6 16.2 15.0 13.2 15.5 19.3 18.5 22.7 16.8 17.0 17.0
Net margin % 19.1 -         3.1 14.3 13.5 11.3 12.7 17.3 16.7 11.9 10.6 14.9 15.1
     
YoY     
Sales % 29.5 22.9 -3.2 0.8 -14.6 -10.0 7.2 34.0 26.4 10.8 3.1 7.4
Op profit % 22.4 -17.6 -40.8 -16.4 -44.4 -10.5 27.6 65.2 28.0 -18.1 4.3 7.6
Net profit % 17.0 -116.6 -47.2 -152.0 -49.5 -472.0 30.1 66.7 -30.8 -1.6 44.5 9.2
     
QoQ     
Sales % 13.1 11.3 2.5 -21.8 -4.2 17.3 22.0 -2.3  
Op profit % 26.7 -14.4 6.6 -27.7 -15.7 37.7 51.9 -6.3  
Net profit % -183.0 -117.9 -575.0 -26.2 -19.5 32.0 66.2 -5.5  
BONUS EXPENSED.  1Q08A 2Q08A 3Q08A 4Q08F 1Q09F 2Q09F 3Q09F 4Q09F FY07A FY08F FY09F FY10F
Net sales NT$m 4,200 4,674 4,790 3,745 3,588 4,209 5,135 5,017 15,709 17,409 17,949 19,272
COGS NT$m 2,400 2,731 2,807 2,191 2,135 2,462 2,978 2,910 8,299 10,128 10,485 11,241
Gross profit NT$m 1,800 1,943 1,983 1,554 1,453 1,747 2,157 2,107 7,410 7,280 7,464 8,030
OP expense NT$m 1,175 1,184 1,359 1,105 1,081 1,228 1,388 1,389 4,740 4,823 5,086 5,483
Op income NT$m 625 760 624 449 372 519 769 718 2,670 2,457 2,378 2,547
Net non-op income NT$m -31 -865 -81 -38 -49 -53 -60 -49 -1,597 -1,015 -211 -144
Pretax income NT$m 594 -105 543 411 323 465 709 670 1,073 1,443 2,167 2,403
Tax expenses NT$m -17 -8 -13 -20 -19 -64 -42 -40 -92 -58 -164 -218
Net income NT$m 577 -113 530 391 304 401 667 630 981 1,385 2,002 2,185
EPS NT$ 1.23 -0.24 1.13 0.83 0.65 0.86 1.42 1.34 2.13 2.96 4.27 4.66
     
Profit margins     
Gross margin % 42.9 41.6 41.4 41.5 40.5 41.5 42.0 42.0 47.2 41.8 41.6 41.7
Op margin % 14.9 16.2 13.0 12.0 10.4 12.3 15.0 14.3 17.0 14.1 13.2 13.2
Net margin % 13.7 -         2.4 11.1 10.4 8.5 9.5 13.0 12.6 6.2 8.0 11.2 11.3
     
YoY     
Sales % 29.5 22.9 -3.2 0.8 -14.6 -10.0 7.2 34.0 26.4 10.8 3.1 7.4
Op profit % 69.9 60.8 -10.4 -60.4 -40.4 -31.7 23.2 60.0 69.4 -8.0 -3.2 7.1
Net profit % 60.6 -125.0 -21.5 -177.3 -47.3 -454.8 25.7 61.1 -34.7 41.2 44.5 9.2
     
QoQ     
Sales % 13.1 11.3 2.5 -21.8 -4.2 17.3 22.0 -2.3  
Op profit % -44.9 21.5 -17.9 -28.1 -17.1 39.3 48.2 -6.6  
Net profit % -213.9 -119.6 -568.9 -26.2 -22.3 32.0 66.2 -5.5  
Source: Company data, Macquarie Research, October 2008 
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Realtek Semiconductor (2379 TT, Underperform, Target price: NT$42.00)
Quarterly Results  3Q/08A 4Q/08E 1Q/09E 2Q/09E  Profit & Loss  2007A 2008E 2009E 2010E

       
Revenue m 4,790 3,745 3,588 4,209 Revenue m 15,709 17,409 17,949 19,272
Gross Profit m 1,983 1,554 1,453 1,747 Gross Profit m 7,410 7,280 7,464 8,030
Operating Expenses m -1,359 -1,105 -1,081 -1,228 Operating Expenses m -3,844 -4,823 -5,086 -5,483
Operating Income m 624 449 372 519 Operating Income m 3,566 2,457 2,378 2,547
Net Non-operating income m -81 -38 -49 -53 Net Non-operating income m -1,597 -1,015 -211 -144
Pre-Tax Income m 543 411 323 465 Pre-Tax Income m 1,969 1,443 2,167 2,403
Tax Expense m -13 -20 -19 -64 Tax Expense m -92 -58 -164 -218
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 530 391 304 401 Reported Earnings m 1,877 1,385 2,002 2,185
Reported Earnings (bonus exp) m 530 391 304 401 Reported Earnings (bonus exp) m 981 1,385 2,002 2,185
Bonus exp / Reported Earnings % 0.0 0.0 0.0 0.0 Bonus exp / Reported Earnings % 47.7 0.0 0.0 0.0
Adjusted Earnings m 530 391 304 401 Adjusted Earnings m 981 1,385 2,002 2,185
EBITDA m 864 599 534 700 EBITDA m 4,343 3,315 3,116 3,344

       
EPS (rep) NT$ 1.13 0.83 0.65 0.86 EPS (rep) NT$ 4.07 2.96 4.27 4.66
EPS pcp growth (rep) % -59.6 nmf -47.3 nmf EPS growth (rep) % -30.3 -27.3 44.5 9.2
EPS (rep bonus exp) NT$ 1.13 0.83 0.65 0.86 EPS (rep bonus exp) NT$ 2.13 2.96 4.27 4.66
EPS pcp growth (rep bonus exp) % -22.7 nmf -47.3 nmf EPS growth (rep bonus exp) % -34.2 39.1 44.5 9.2
EPS (adj) NT$ 1.13 0.83 0.65 0.86 EPS (adj) NT$ 2.13 2.96 4.27 4.66
EPS pcp growth (adj) % -22.7 nmf -47.3 nmf EPS growth (adj) % -34.2 39.1 44.5 9.2

       
Revenue pcp growth % -3.2 0.8 -14.6 -10.0 PE (rep) x 12.7 17.4 12.1 11.0
Operating Income pcp growth % -52.5 -33.2 -40.4 -31.7 PE (rep bonus adj) x 24.2 17.4 12.1 11.0
Reported Earnings pcp growth % -59.0 nmf -47.3 nmf PE (adj) x 24.2 17.4 12.1 11.0

       
Gross Profit Margin % 41.4 41.5 40.5 41.5 Total DPS NT$ 2.84 2.38 3.44 3.72
Operating Income Margin % 13.0 12.0 10.4 12.3 Total Div Yield % 5.5 4.6 6.7 7.2
Reported Earnings Margin % 11.1 10.4 8.5 9.5 Weighted Average Shares m 461.6 468.6 468.6 468.6
EBITDA Margin % 18.0 16.0 14.9 16.6 Period End Shares m 461.6 468.6 468.6 468.6

       
Profit and Loss Ratios  2007A 2008E 2009E 2010E Cashflow Analysis  2007A 2008E 2009E 2010E

       
Revenue Growth % 26.4 10.8 3.1 7.4 Reported Earnings m 1,877 1,385 2,002 2,185
Gross Profit Growth % 26.4 -1.7 2.5 7.6 Depreciation & Amortisation m 777 858 738 797
Operating Income Growth % 28.0 -31.1 -3.2 7.1 Chgs in Working Cap m 4,580 -434 -549 177
Reported Earnings Growth % -30.8 -26.2 44.5 9.2 Other m -2,454 1,650 496 -612
EBITDA Growth % 20.4 -23.7 -6.0 7.3 Operating Cashflow m 4,780 3,459 2,687 2,547

    Acquisitions m -641 -1,697 -202 -210
Gross Profit Margin % 47.2 41.8 41.6 41.7 Capex m -661 -903 -116 -120
Operating Income Margin % 22.7 14.1 13.2 13.2 Asset Sales m 3 0 1 1
Reported Earnings Margin % 11.9 8.0 11.2 11.3 Other m -192 -227 -110 -119
EBITDA Margin % 27.6 19.0 17.4 17.4 Investing Cashflow m -1,491 -2,826 -427 -449

    Dividend (Ordinary) m -5,644 -1,358 -1,114 -1,610
Payout Ratio % 133.6 80.4 80.4 79.9 Equity Raised m 0 0 0 0
EV/EBITDA x 4.5 33.2 6.7 6.1 Debt Movements m 0 0 0 0
EV/EBIT x 5.5 -60.7 9.2 8.3 Other m -88 -197 -244 -393

    Financing Cashflow m -5,732 -1,555 -1,358 -2,003
Balance Sheet Ratios       
ROE % 5.3 8.6 12.3 13.0 Net Chg in Cash/Debt m -2,443 -922 902 96
ROA % 16.3 12.2 11.9 12.1    
ROIC % 26.3 20.8 19.1 20.1 Free Cashflow m 4,118 2,556 2,572 2,427
Net Debt/Equity % -31.5 -27.1 -31.0 -31.2 FCF per Share NT$ 8.92 5.45 5.49 5.18
Interest Cover x nmf nmf nmf nmf P/FCF x 5.8 9.4 9.4 9.9
Price/Book x 1.4 1.5 1.4 1.4    
Book Value per Share NT$ 35.8 33.7 35.6 36.1    

       
    Balance Sheet  2007A 2008E 2009E 2010E
       
    Cash m 5,204 4,281 5,183 5,279
    Receivables m 2,090 3,053 3,545 3,257
    Inventories m 1,481 2,024 1,914 1,759
    Investments m 1,943 727 741 755
    Fixed Assets m 2,363 2,846 2,962 3,082
    Intangibles m 0 0 0 0
    Other Assets m 7,953 6,266 6,571 6,893
    Total Assets m 21,033 19,198 20,916 21,025
    Payables m 1,754 2,088 2,771 2,546
    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 2,761 1,311 1,439 1,582
    Total Liabilities m 4,515 3,398 4,210 4,129
    Total S/H Equity m 16,518 15,800 16,706 16,896
    Total Liab & S/H Funds m 21,033 19,198 20,916 21,025
       

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 

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 
/average 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). 
 

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%   
  

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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Disclaimers:  Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets 
North America Ltd;  Macquarie Capital (USA) Inc; Macquarie Capital Securities Ltd; Macquarie Capital Securities (Singapore) Pte Ltd; Macquarie Securities 
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MGL.  MBL does not guarantee or otherwise provide assurance in respect of the obligations of any of the above mentioned entities.  MGL provides a 
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way. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any 
transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader. Before 
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