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Stock price as of 24 Nov 08 NT$ ggs " We reduce our target price for pplyethylene (PE) prpducer USlIto NT$7 from

12-month target NT$ 7.00 NT$12 after reducing our valuation of its long-term investment portfolio and

\l;'PIS'd;?/dOW“S'de N1‘_’{§ 'glz-g reducing our earnings outlook. We believe the demand outlook has worsened.

_aDgi m\cc 8.2%) : In combination with this, we believe new Middle East PE capacity next year
will be a significant challenge for USI. We maintain our Underperform rating.

GICS sector materials

Market cap NT$m 6912  Impact

30-day avg turnover NT$m 29.0

Market cap _ uss$m 207 = Macquarie vs consensus. We believe consensus EPS estimates are too

Lty Sl G [Baus m G high for USI. We are 6% below consensus for FYOSE and 66% below for

Investment fundamentals FYO09E. We do not believe a useful consensus exists for FY10E.

Year end 31 Dec 2007A 2008E 2009E 2010E = Under pressure on two fronts. We believe USI will be squeezed in FYO9E
Totalrevenue  m 11014 12061 7.231 7174 by a cpmbln.atlon. of very yveak demand conditions a.nd.substar!tlal new PE
EBIT m 1131 1322 132 99 capacity arrivals in the Middle East. The new PE units in the Middle East
EBIT Growth % 2250 169 -90.0 -24.6 : : - :

Reported profit ~ m 1463 1272 233 273 generally receive their ethylene from crackers using inexpensive ethane.
Adjusted profit m 1,463 1,272 233 273

= Declining investment portfolio. USI is to some extent a holding company for

EPS e NT$ 202 175 032 038 stakes in other petrochemical and non-petrochemical companies. The main
EPSrep growth % 1472 -13.1 -81.7 171 . . . . . . .
EPS bonus growth %  147.2  -13.1 -81.7  17.1 factor behind the reduction in our target price is the reflection of declining
EE jEa oxp X 3-3 gi g-g ;g-g market values within the company’s investment portfolio. We believe its

' ! ' ' petrochemical-related investments will continue to come under pressure from
Total DPS NT$ 150 132 026 030 soft conditions in the industry.

Total div yield % 16.7 14.7 29 34
ROA % 71 8.2 0s 0 = Steep decline in monthly sales. USI's monthly sales numbers have
ROE % 125  10.6 2.1 2.5 weakened considerably. The company posted October sales of NT$651m,

R & = 22 95 o down 10% MoM and 42% YoY. The figure represented a 43% decline relative
Price/book X 0.5 0.6 0.6 0.6 to July’s level.
1304 TT rel Taiex performance, & rec Earnings revision
history } ] = After reviewing recent results and incorporating a more cautious outlook
® Rel Taiex [LHS] ® 1304 [RHS] + 12 Month Price Target [RHS] ) .
130 26.00 toward global economic conditions, we edge up our FYO8E EPS by 7% but
= e reduce our FYO9E by 36% and our FY10E by 11%.
20.00
100 H
- 1600 Price catalyst
14.00
:: B, . f200 = 12-month price target: NT$7.00 based on a Sum of Parts methodology.
ﬁI: + 2;[: = Catalyst: Further steep YoY declines in monthly sales numbers.
" — 1 me«  Action and recommendation

Mayl'-Dﬁ Jan‘-ﬂﬁ Sep‘-ﬂﬁ Ma;‘l-tl? Jan‘-ﬂa Seﬁ-Da
ggggcglI?%t:rs;:i“mgamzzgi ;zz;famhv November * We maintain our Underperform rating for USI. Although its P/BV multiple has
declined to 0.6x for FYO8E, this is still above its 2001 trough level of 0.4x. We
believe the pressures in this downturn will be greater than in 2001 and look for
further downward pressure on the share price.

Analyst

Scott Weaver _ Please refer to the important disclosures and analyst certification on inside back cover of
886 2 2734 7512 scott.weaver@macquarie.com  this document, or on our website www.macquarie.com.au/research/disclosures.



Macquarie Research Equities - Flyer usil

Bracing for a difficult FY09

We reduce our target price for USI to NT$7 from NT$12, primarily due to a decline in our valuation of
its investment portfolio. We have also reduced our earnings outlook, as we believe the demand
stress on PE and other petrochemicals will be greater than we previously projected. Added to this will

be significant stress from new PE capacity in the Middle East next year. We believe 2009 will be a
more challenging year than the previous petrochemical sector downturn in the early part of this
decade. We maintain our Underperform rating on USI.

Figure 1 provides our sum-of-the-parts-based target price calculation for USI. USI has a variety of
investments, and lower market values for these investments were a major factor behind our target
price reduction. We reduce our valuation of USI's investment portfolio to NT$5.3/sh from NT$9.6/sh.
We also lowered our core business valuation to NT$2.3/sh from NT$4.1/sh after factoring in reduced

operating projections.

Fig 1 USI per-share valuation

Pre-  Target px
Stake Shrpx Targetpx adjustment calc
Item (%) (NT$) (NT$) (NT$) (NT$) Comments
NPV of core business FCF 2.29 2.29 Based on DCF approach
Long-term investments 6.61 5.33
Taita Chemical (1309 TT, NR) 36.4 453 NA 0.61 0.49 Market value with 20% holding co discount
Asia Polymer (1308 TT, NR) 31.9 12.4 NA 1.42 1.14 Market value with 20% holding co discount
China General Plastics (1305 TT, NR) 23.9 5.76 NA 0.81 0.65 Market value with 20% holding co discount
CTCI (9933 TT, OP) 25 23.9 27.0 0.50 0.46 At target price with 20% holding co discount
AUO (2409 TT, OP) 0.1 194 40.0 0.23 0.38 At target price with 20% holding co discount
Acme Electronics (8121 TT, NR) 28.1 9.95 NA 0.41 0.37 Market value with 10% holding co discount
Vanguard Int'l (5347 TT, UP) 1.3 6.06 6.0 0.18 0.15 At target price with 20% holding co discount
Swanlake Traders (unlisted) 100.0 NA NA 0.97 0.97 Value at 1.0x BV
Other investments NA NA NA 1.47 0.74  Value at 0.5x FYO8E book value
Adjusted asset value 8.90 7.62
Net debt 0.67 0.67 FYO8E book value
Per share equity value 9.57 8.29
At 20% downcycle discount NA 6.63
Target price (NT$) NA 7.00

Source: Macquarie Research, November 2008

USI's P/BV has declined to 0.6x for FYO8E. However, we believe a very difficult operating
environment will push this lower over the next 12 months. The stock’s trough P/BV multiple in the
2001 downturn was 0.4x. At our target price, the stock would be trading at 0.5x FYO9E P/BV. USI's
historical P/BV trend is provided in Figure 2.

Fig 2 USI's historical P/BV trend
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USI (1304 TT, Underperform, Target price: NT$7.00)
Quarterly Results 3Q/08A  4Q/08E 1Q/09E  2QJ/09E Profit & Loss 2007A 2008E 2009E 2010E
Revenue m 2,717 1,987 1,446 1,808 Revenue m 11,914 12,061 7,231 7,174
Gross Profit m 388 181 93 116 Gross Profit m 1,628 1,829 464 458
Operating Expenses m -108 -118 -67 -83 Operating Expenses m -497 -507 -333 -359
Operating Income m 280 63 26 33 Operating Income m 1,131 1,322 132 99
Net Non-operating income m 0 -54 27 34 Net Non-operating income m 469 281 136 218
Pre-Tax Income m 280 9 53 67 Pre-Tax Income m 1,600 1,603 267 317
Tax Expense m -74 -2 -7 -9 Tax Expense m -137 -331 -35 -45
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Minority Interests m 0 0 0 0 Minority Interests m 0 0 0 0
Reported Earnings m 206 7 47 58 Reported Earnings m 1,463 1,272 233 273
Reported Earnings (bonus exp) m 206 7 47 58 Reported Earnings (bonus exp) m 1,463 1,272 233 273
Bonus exp / Reported Earnings % Bonus exp / Reported Earnings %
Adjusted Earnings m 206 7 47 58 Adjusted Earnings m 1,463 1,272 233 273
EBITDA m 308 82 49 61 EBITDA m 1,237 1,434 246 211
EPS (rep) NT$ 0.28 0.01 0.06 0.08 EPS (rep) NT$ 2.02 1.75 0.32 0.38
EPS pcp growth (rep) % -61.1 -98.0 -91.0 -89.3 EPS growth (rep) % 147.2 -13.1 -81.7 17.1
EPS (rep bonus exp) NT$ 0.28 0.01 0.06 0.08 EPS (rep bonus exp) NT$ 2.02 1.75 0.32 0.38
EPS pcp growth (rep bonus exp) % -61.1 -98.0 -91.0 -89.3 EPS growth (rep bonus exp) % 147.2 -13.1 -81.7 17.1
EPS (adj) NT$ 0.28 0.01 0.06 0.08 EPS (adj) NT$ 2.02 1.75 0.32 0.38
EPS pcp growth (adj) % -61.1 -98.0 -91.0 -89.3 EPS growth (adj) % 147.2 -13.1 -81.7 171
Revenue pcp growth % -11.5 -42.0 -59.8 -52.0 PE (rep) X 4.4 5.1 27.9 23.8
Operating Income pcp growth % -17.6 -81.0 -94.2 -93.7 PE (rep bonus adj) X 4.4 5.1 27.9 23.8
Reported Earnings pcp growth % -61.1 -98.0 -91.0 -89.3 PE (adj) X 4.4 5.1 27.9 23.8
Gross Profit Margin % 14.3 9.1 6.4 6.4 Total DPS NT$ 1.50 1.32 0.26 0.30
Operating Income Margin % 10.3 3.2 1.8 1.8 Total Div Yield % 16.7 14.7 2.9 3.4
Reported Earnings Margin % 7.6 0.4 3.2 3.2 Weighted Average Shares m 725.0 725.0 725.0 725.0
EBITDA Margin % 11.3 4.1 3.4 34 Period End Shares m 725.0 725.0 725.0 725.0
Profit and Loss Ratios 2007A 2008E 2009E 2010E Cashflow Analysis 2007A  2008E  2009E  2010E
Revenue Growth % 354 1.2 -40.0 -0.8 Reported Earnings m 1,463 1,272 233 273
Gross Profit Growth % 109.4 12.3 -74.6 -1.4 Depreciation & Amortisation m 106 112 114 111
Operating Income Growth % 225.0 16.9 -90.0 -24.6 Chgs in Working Cap m 410 -36 512 43
Reported Earnings Growth % 1455 -13.1 -81.7 17.1 Other m -305 -329 0 -126
EBITDA Growth % 167.6 15.9 -82.9 -14.2 Operating Cashflow m 1,674 1,019 859 301
Acquisitions m -32 0 0 0
Gross Profit Margin % 13.7 15.2 6.4 6.4 Capex m -116 -140 -140 -140
Operating Income Margin % 9.5 11.0 1.8 1.4 Asset Sales m 0 0 0 0
Reported Earnings Margin % 12.3 10.5 3.2 3.8 Other m -157 0 0 0
EBITDA Margin % 104 11.9 34 2.9 Investing Cashflow m -305 -140 -140 -140
Dividend (Ordinary) m -539  -1,088 -954 -186
Payout Ratio % 74.3 75.0 80.0 80.0 Equity Raised m 0 0 0 0
EV/EBITDA X 3.3 2.8 15.1 135 Debt Movements m -358 -691 0 0
EV/EBIT X 35 3.0 22.2 18.7 Other m -4 0 0 0
Financing Cashflow m -901 -1,779 -954 -186
Balance Sheet Ratios
ROE % 125 10.6 2.1 25 Net Chg in Cash/Debt m 468 -899 -235 -25
ROA % 7.1 8.2 0.9 0.7
ROIC % 9.5 8.9 1.0 0.8 Free Cashflow m 1,558 879 719 161
Net Debt/Equity % -5.6 -4.2 -2.3 -2.1 FCF per Share NT$ 2.15 121 0.99 0.22
Interest Cover X nmf nmf nmf nmf P/FCF X 4.2 7.4 9.0 40.3
Price/Book X 0.5 0.6 0.6 0.6
Book Value per Share NT$ 17.2 15.8 14.9 15.0
Balance Sheet 2007A  2008E  2009E  2010E
Cash m 2,735 1,836 1,601 1,576
Receivables m 801 859 515 511
Inventories m 1,444 1,234 816 810
Investments m 1,471 1,471 1,471 1,471
Fixed Assets m 1,147 1,177 1,205 1,236
Intangibles m 0 0 0 0
Other Assets m 9,430 8,574 8,590 8,752
Total Assets m 17,028 15,151 14,197 14,355
Payables m 1,062 841 556 552
Short Term Debt m 391 100 100 100
Long Term Debt m 1,650 1,250 1,250 1,250
Provisions m 44 44 44 44
Other Liabilities m 1,378 1,428 1,480 1,535
Total Liabilities m 4,525 3,663 3,431 3,481
Total S/H Equity m 12,503 11,488 10,767 10,874
Total Liab & S/H Funds m 17,028 15,151 14,197 14,355
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

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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