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2401 TT Underperform 
 
Stock price as of 29 Oct 08 NT$ 13.05 
12-month target NT$ 10.00 
Upside/downside % -23.4 
Valuation NT$ 10.00 
 - Price To Book 
 
GICS sector         semiconductors & semiconductor 

equipment 
Market cap NT$m 7,807 
30-day avg turnover NT$m 60.2 
Market cap US$m 233 
Number shares on issue m 598.2 
  

Investment fundamentals 
Year end 31 Dec  2007A 2008E 2009E 2010E 
 
Total revenue  m 9,214.1 6,187.9 5,264.5 5,262.3 
Reported profit  m 2,061.5 283.6 211.4 233.7 
Profit bonus exp  m 1,465.5 283.6 211.4 233.7 
Bon exp/rep prof  % 28.9 0.0 0.0 0.0 
Adjusted profit  m 1,465.5 283.6 211.4 233.7 
 
EPS rep NT$ 3.56 0.47 0.35 0.39 
EPS rep growth %  -18.1 -86.7 -25.5 10.6 
EPS bonus exp NT$  2.53 0.47 0.35 0.39 
EPS bonus growth %  -21.9 -81.2 -25.5 10.6 
PE rep x  3.7 27.5 36.9 33.4 
PE bonus exp x  5.2 27.5 36.9 33.4 
 
Total DPS NT$  2.13 0.37 0.27 0.30 
Total div yield %  16.3 2.8 2.1 2.3 
 
ROA % 8.9 2.6 -0.1 -0.4 
ROE % 9.7 2.4 1.9 2.1 
EV/EBITDA x 3.2 23.3 21.3 19.0 
Net debt/equity % -1.4 -1.4 -3.1 -4.7 
Price/book x 0.6 0.7 0.7 0.7 
  

2401 TT rel Taiex performance, & rec 
history 

 
Source: Datastream, Macquarie Research, October 2008 
(all figures in NT$ unless noted) 
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Operating loss in 4Q08? 
Event 
 Sunplus reported its 3Q08 result today. While the result was largely in line 

with our expectation, the core business is deteriorating and it has yet to see a 
turnaround in its subsidiaries. To reflect the delay of the subsidiaries’ 
turnaround, we aggressively cut our earnings forecast for Sunplus and reduce 
our TP to NT$10 (from NT$15.2) based on 0.5x 2009F P/BV. Underperform 
maintained.  

Impact 
 Macquarie vs consensus. Sunplus’s core business DVD ICs are matured 

and competition is intensifying, while its TV ICs ramp-up remains slow. The 
two major loss-making subsidiaries Sunplus mM and Sunext still seem far 
from turnaround. Our negative view on Sunplus over the past year is already 
well-shared by the street; however, the current macro headwinds worsen 
Sunplus’s outlook. We further cut our numbers to the street-low level. 

 Sunplus mM and Sunext are still suffering. Sunplus mM focuses on 3G 
handset ICs and incurs about US$10m loss per quarter. We are doubtful 
whether Sunplus mM can be successful in the handset market, a money-
burning industry, especially after we see that Freescale and TI both dropped 
the baseband business. The market consolidation trend is negative for smaller 
players such as Sunplus mM. For Sunext, despite its superior technology for 
Blu-ray (BD), the delay of adoption of BD due to cost issues is a negative. The 
subsidiaries’ loss may continue to be huge for Sunplus (Fig 1). 

 We expect Sunplus to be barely breakeven from this point. Third quarter 
net profit of NT$179m (+25x QoQ but -64% YoY) was due largely to its 
US$8m royalty income from Silicon Image, which has only US$2.5m left. 
Sunplus would have been making a loss at the operating level without the 
royalty income as the 33% product GM is not sufficient to cover its high 
OPEX. We believe Sunplus could have an operating loss as early as 4Q08. 
For 2009, our slightly profitable forecast is made by assuming recognition of a 
US$25m royalty income from Broadcom (from the previous Sunext Design 
case). Otherwise, we believe Sunplus is likely to report a net loss unless there 
is an unexpected ramp-up of its DTV ICs or a rapid recovery by any of its 
loss-making subsidiaries, which we do not expect to happen anytime soon. 

Earnings revision 
 We cut our 08-10F EPS largely by 34%, 77%, and 78%, respectively (Fig 2).  

Price catalyst 
 12-month price target: NT$10.00 based on a Price to Book methodology. 

 Catalyst:  Deteriorating core business and continued subsidiaries’ loss. 

Action and recommendation 
 Our new TP of NT$10 is based on 0.5x 2009F P/BV. Our previous ROE-

g/COE-g fair value appraisal is not suitable for Sunplus given its marginal 
profit. This is the first time that Sunplus trades at below book (Fig 3), but the 
deteriorating profit outlook makes us believe it is a valuation trap now and will 
only continue to de-rate. 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 Sunplus's key subsidiaries and 3Q08 P&L for Sunplus 
 Current holdings (%) 2Q08 P&L (NT$m) 3Q08 P&L (NT$m)

Giantplus 21 34 23
Orise Tech 56 27 73
Generalplus 64 43 73
Sunext 88 -124 -80
Sunplus mMobile / Sunplus mMedia 93 -356 -292
Sunplus IT 85 20 10
Source: Company data, Macquarie Research, October 2008 

 

Fig 2 MACQ's earnings revision for Sunplus 
  2008  2009  2010 

  New Old Var. (%) New Old Var. (%)  New Old Var. (%)

Sales NT$m 6,188 7,443 -16.9 5,265 7,755 -32.1  5,262 8,093 -35.0
Gross profit NT$m 2,475 2,777 -10.9 1,977 2,586 -23.5  1,956 2,732 -28.4
OP profit NT$m 380 468 -18.9 -12 153 -107.8  -46 167 -127.7
Net profit NT$m 284 430 -34.0 211 899 -76.5  234 1,054 -77.8
EPS NT$ 0.47 0.72 -34.0 0.35 1.50 -76.5  0.39 1.76 -77.8
     
GM % 40.0 37.3 2.7 37.6 33.3 4.2  37.2 33.8 3.4
OP margin % 6.1 6.3 -0.2 -0.2 2.0 -2.2  -0.9 2.1 -2.9
Net margin % 4.6 5.8 -1.2 4.0 11.6 -7.6  4.4 13.0 -8.6
Source: Macquarie Research, October 2008 

 

Fig 3 Sunplus's P/BV 
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Fig 4 MACQ's P&L model for Sunplus 
  1Q08A 2Q08A 3Q08F 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 32.85 31.68 33.00 33.00
PRE BONUS EXP.  1Q08A 2Q08A 3Q08F 4Q08F 1Q09F 2Q09F 3Q09F 4Q09F FY07A FY08F FY09F FY10F
Net sales NT$m 1,652 1,781 1,534 1,221 1,136 1,261 1,482 1,384 9,214 6,188 5,265 5,262
COGS NT$m 1,051 1,095 814 753 705 787 923 872 5,302 3,713 3,287 3,306
Gross profit NT$m 601 686 720 468 432 474 559 512 3,912 2,475 1,977 1,956
OP expense NT$m 565 543 440 476 449 477 507 504 2,306 2,024 1,937 1,944
Op income NT$m 36 144 279 -8 -17 -3 52 8 1,606 451 41 12
Net non-op income NT$m 48 -129 -15 48 36 53 84 79 690 -48 253 312
Pretax income NT$m 84 15 264 40 19 50 137 87 2,296 403 294 325
Tax expenses NT$m 13 8 24 4 2 5 14 9 235 48 29 32
Net income NT$m 71 7 241 36 17 45 123 79 2,062 355 264 292
EPS NT$ 0.12 0.01 0.40 0.06 0.03 0.08 0.21 0.13 3.56 0.59 0.44 0.49
     
Profit margins     
Gross margin % 36.4 38.5 46.9 38.3 38.0 37.6 37.7 37.0 42.5 40.0 37.6 37.2
Op margin % 2.2 8.1 18.2 -0.7 -1.5 -0.2 3.5 0.6 17.4 7.3 0.8 0.2
Net margin % 4.3 0.4 15.7 2.9 1.5 3.6 8.3 5.7 22.4 5.7 5.0 5.6
     
YoY     
Sales % -41.1 -21.2 -26.1 -41.2 -31.2 -29.2 -3.3 13.3 -46.0 -32.8 -14.9 0.0
Op profit % -95.7 -63.0 20.9 -105.3 -147.9 -101.9 -81.2 -199.8 -26.2 -71.9 -90.9 -70.3
Net profit % -89.2 -98.7 -65.5 -78.8 -75.8 555.8 -48.8 119.1 -30.7 -82.8 -25.5 10.6
     
QoQ     
Sales % -20.4 7.8 -13.9 -20.4 -7.0 11.0 17.5 -6.6  
Op profit % -77.5 300.4 94.4 -103.0 104.7 -84.0 -2006.0 -84.0  
Net profit % -57.8 -90.3 3389.1 -85.1 -51.9 161.9 172.5 -36.2  
BONUS EXP.  1Q08A 2Q08A 3Q08F 4Q08F 1Q09F 2Q09F 3Q09F 4Q09F FY07A FY08F FY09F FY10F
Net sales NT$m 1,652 1,781 1,534 1,221 1,136 1,261 1,482 1,384 9,214 6,188 5,265 5,262
COGS NT$m 1,051 1,095 814 753 705 787 923 872 5,302 3,713 3,287 3,306
Gross profit NT$m 601 686 720 468 432 474 559 512 3,912 2,475 1,977 1,956
OP expense NT$m 565 543 502 486 452 486 532 520 2,902 2,095 1,989 2,003
Op income NT$m 36 144 218 -18 -21 -12 28 -7 1,010 380 -12 -46
Net non-op income NT$m 48 -129 -15 48 36 53 84 79 690 -48 253 312
Pretax income NT$m 84 15 203 31 16 41 112 72 1,700 332 241 266
Tax expenses NT$m -13 -8 -24 -4 -2 -5 -14 -9 -235 -48 -29 -32
Net income NT$m 71 7 179 27 14 36 99 63 1,465 284 211 234
EPS NT$ 0.12 0.01 0.30 0.04 0.02 0.06 0.16 0.11 2.53 0.47 0.35 0.39
     
Profit margins     
Gross margin % 36.4 38.5 46.9 38.3 38.0 37.6 37.7 37.0 42.5 40.0 37.6 37.2
Op margin % 2.2 8.1 14.2 -1.4 -1.8 -0.9 1.9 -0.5 11.0 6.1 -0.2 -0.9
Net margin % 4.3 0.4 11.7 2.2 1.2 2.9 6.6 4.5 15.9 4.6 4.0 4.4
     
YoY     
Sales % -41.1 -21.2 -26.1 -41.2 -31.2 -29.2 -3.3 13.3 -46.0 -32.8 -14.9 0.0
Op profit % -94.4 -38.4 631.4 -115.9 -157.5 -108.2 -87.3 -58.3 -28.8 -62.4 -103.2 285.5
Net profit % -84.8 -98.2 -63.9 -77.8 -80.6 424.7 -44.9 135.7 -33.9 -80.6 -25.5 10.6
     
QoQ     
Sales % -20.4 7.8 -13.9 -20.4 -7.0 11.0 17.5 -6.6  
Op profit % -67.6 300.4 51.5 -108.1 17.3 -42.9 -335.4 -126.4  
Net profit % -40.7 -90.3 2493.9 -85.1 -48.2 161.9 172.5 -36.2  
Source: Company data, Macquarie Research, July 2008 
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Sunplus Technology (2401 TT, Underperform, Target price: NT$10.00)
Quarterly Results  2Q/08A 3Q/08E 4Q/08E 1Q/09E  Profit & Loss  2007A 2008E 2009E 2010E

       
Revenue m 1,781 1,534 1,221 1,136 Revenue m 9,214 6,188 5,265 5,262
Gross Profit m 686 720 468 432 Gross Profit m 3,908 2,474 1,977 1,956
Operating Expenses m -543 -502 -486 -452 Operating Expenses m -2,306 -2,095 -1,989 -2,003
Operating Income m 143 217 -18 -21 Operating Income m 1,602 379 -12 -46
Net Non-operating income m -128 -15 48 36 Net Non-operating income m 694 -47 253 312
Pre-Tax Income m 15 203 31 16 Pre-Tax Income m 2,296 332 241 266
Tax Expense m -8 -24 -4 -2 Tax Expense m -235 -48 -29 -32
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 7 179 27 14 Reported Earnings m 2,062 284 211 234
Reported Earnings (bonus exp) m 7 179 27 14 Reported Earnings (bonus exp) m 1,465 284 211 234
Bonus exp / Reported Earnings % 0.0 0.0 0.0 0.0 Bonus exp / Reported Earnings % 28.9 0.0 0.0 0.0
Adjusted Earnings m 7 179 27 14 Adjusted Earnings m 1,465 284 211 234
EBITDA m 316 393 141 138 EBITDA m 2,423 1,108 662 643

       
EPS (rep) NT$ 0.01 0.30 0.04 0.02 EPS (rep) NT$ 3.56 0.47 0.35 0.39
EPS pcp growth (rep) % -98.8 -75.1 -84.7 -80.6 EPS growth (rep) % -18.1 -86.7 -25.5 10.6
EPS (rep bonus exp) NT$ 0.01 0.30 0.04 0.02 EPS (rep bonus exp) NT$ 2.53 0.47 0.35 0.39
EPS pcp growth (rep bonus exp) % -98.3 -65.0 -78.5 -80.6 EPS growth (rep bonus exp) % -21.9 -81.2 -25.5 10.6
EPS (adj) NT$ 0.01 0.30 0.04 0.02 EPS (adj) NT$ 2.53 0.47 0.35 0.39
EPS pcp growth (adj) % -98.3 -65.0 -78.5 -80.6 EPS growth (adj) % -29.8 -81.2 -25.5 10.6

       
Revenue pcp growth % -21.2 -26.1 -41.2 -31.2 PE (rep) x 3.7 27.5 36.9 33.4
Operating Income pcp growth % -62.6 -5.4 nmf nmf PE (rep bonus adj) x 5.2 27.5 36.9 33.4
Reported Earnings pcp growth % -98.7 -74.3 -84.2 -80.6 PE (adj) x 5.2 27.5 36.9 33.4

       
Gross Profit Margin % 38.5 46.9 38.3 38.0 Total DPS NT$ 2.13 0.37 0.27 0.30
Operating Income Margin % 8.1 14.2 -1.4 -1.8 Total Div Yield % 16.3 2.8 2.1 2.3
Reported Earnings Margin % 0.4 11.7 2.2 1.2 Weighted Average Shares m 579.7 598.2 598.2 598.2
EBITDA Margin % 17.7 25.7 11.6 12.2 Period End Shares m 579.7 598.2 598.2 598.2

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

       
Revenue Growth % -46.0 -32.8 -14.9 -0.0 Reported Earnings m 2,062 284 211 234
Gross Profit Growth % -31.7 -36.7 -20.1 -1.1 Depreciation & Amortisation m 820 729 674 689
Operating Income Growth % -26.0 -76.4 nmf -285.5 Chgs in Working Cap m 97 618 -41 92
Reported Earnings Growth % -23.7 -86.2 -25.5 10.6 Other m -428 137 -810 -470
EBITDA Growth % -19.0 -54.3 -40.3 -2.9 Operating Cashflow m 2,551 1,768 34 545

    Acquisitions m 2,246 370 542 -29
Gross Profit Margin % 42.4 40.0 37.6 37.2 Capex m -174 -271 -91 -95
Operating Income Margin % 17.4 6.1 -0.2 -0.9 Asset Sales m 6 1 0 0
Reported Earnings Margin % 22.4 4.6 4.0 4.4 Other m -452 -227 0 0
EBITDA Margin % 26.3 17.9 12.6 12.2 Investing Cashflow m 1,625 -126 451 -124

    Dividend (Ordinary) m -2,048 -1,392 -213 -159
Payout Ratio % 84.3 77.4 77.4 77.4 Equity Raised m 0 0 0 0
EV/EBITDA x 3.2 23.3 21.3 19.0 Debt Movements m 223 -218 1 1
EV/EBIT x 5.2 -17.2 -21.6 -23.3 Other m -5,064 -273 -84 -65

    Financing Cashflow m -6,890 -1,882 -296 -222
Balance Sheet Ratios       
ROE % 9.7 2.4 1.9 2.1 Net Chg in Cash/Debt m -2,713 -240 189 198
ROA % 8.9 2.6 -0.1 -0.4    
ROIC % 10.1 2.5 -0.1 -0.4 Free Cashflow m 2,377 1,498 -57 449
Net Debt/Equity % -1.4 -1.4 -3.1 -4.7 FCF per Share NT$ 4.10 2.50 -0.10 0.75
Interest Cover x nmf nmf nmf nmf P/FCF x 3.2 5.2 -137.2 17.4
Price/Book x 0.6 0.7 0.7 0.7    
Book Value per Share NT$ 22.2 18.7 18.8 19.2    

       
    Balance Sheet  2007A 2008E 2009E 2010E
       
    Cash m 681 441 630 828
    Receivables m 1,679 1,128 1,204 1,116
    Inventories m 1,104 778 758 700
    Investments m 638 880 596 873
    Fixed Assets m 940 979 1,018 1,060
    Intangibles m 842 609 561 518
    Other Assets m 9,784 8,283 8,148 8,035
    Total Assets m 15,668 13,099 12,917 13,129
    Payables m 955 696 711 656
    Short Term Debt m 500 282 283 284
    Long Term Debt m 0 0 0 0
    Provisions m 0 0 0 0
    Other Liabilities m 1,330 914 670 681
    Total Liabilities m 2,785 1,892 1,664 1,621
    Total S/H Equity m 12,883 11,206 11,252 11,508
    Total Liab & S/H Funds m 15,668 13,099 12,917 13,129
       

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%   
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is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of 
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks 
inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the 
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