
                                                     
 
 

 

 
 

November 25, 2008 

Gemtek Technology  
Annual Analyst Meeting 
Takeaway – Not Pessimistic  
 

Quick Comment: We attended Gemtek’s annual 
analyst meeting today.  Our investment thesis on 
Gemtek remains intact for its ongoing diversification into 
telco segment (40%~50%) that enables it to offset retail 
space slowdown in 2009E. (Refer to our update dated 
Nov. 20, 2008 “Better Positioning Amid the Downturn”.)  
While near-term share price volatility is likely to remain 
high, along with the macro turmoil, we continue to rank 
Gemtek as our preferred name in Taiwan networking 
space.  We believe Gemtek will weather the downturn 
on better positioning and healthy balance sheet plus, its 
wireless broadband integrated product offerings should 
allow Gemtek to catch the upcoming triple play trend in 
long run. Current valuations of 7/8x of ‘08/09E or 1x P/B 
for ‘09E. We retain our OW rating.  

What we like? 1) 2009 revenue guidance should be at 
least flattish YoY thanks to steady telco grade order 
strength albeit retail segment likely remains sluggish;  
2) Favorable product mix shift likely leads Gemtek to 
better sustain margin and momentum during the down 
cycle, which targets AP/router for 20%~25%, IAD/IP 
STB 25%~30%, WiMAX 15%~20% and Wi-Fi client 
25%~30%; 3) Wireless SiP module small volume 
shipment already with meaningful contribution in 2010E, 
which should ride on increasing popularity of portable 
internet device, i.e. MID, Netbook and mobile handset; 
and 4) Sound balance sheet should help Gemtek obtain 
greater order allocations from tier-one OEMs, who aim 
to minimize potential supplier risk.      

What we don’t like? 1) 4Q revenue guidance lowered 
to 10% QoQ, mainly due to greater order reduction at 
AP/router for retail/SOHO channels vs. our prior 
estimate of 5% QoQ dip (but likely offset by lower tax 
rate in 4Q); 2) WiMAX CPE slightly shy of previous 
target (~15%) to account for 11% of total sales in ‘08 
given delayed field try/commercial run of mobile WiMAX 
service in developed countries; and 3) WLAN client 
order flows might not recover until 3Q09, implying retail 
segment remains the business drag in 1H09E as we 
have factored in our 2009E earnings estimate.  

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be 
associated persons of the member and may not be subject to NASD/NYSE restrictions on 
communications with a subject company, public appearances and trading securities held by a 
research analyst account. 
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Stock Rating 
Overweight 

Industry View 
In-Line Key Ratios and Statistics 

Reuters: 4906.TW  Bloomberg: 4906 TT 
Taiwan Networking Equipment 

Price target NT$41.50
Shr price, close (Nov 25, 2008) NT$33.50
Mkt cap, curr (mn) US$236
52-Week Range NT$75.40-29.00
Sh out, basic, curr (mn) 241.2
EV, curr (mn) NT$5,588
Net debt/cap (12/08e) (%) (27.9)
ROE (12/08e) (%) 16.0
S'hldr eqty (12/08e) (mn) NT$8,404
 
Fiscal Year ending 12/07 12/08e 12/09e 12/10e

ModelWare EPS (NT$) 2.82 4.78 4.06 4.51
EPS, basic (NT$) 4.28 5.46 4.61 5.12
Revenue, net (NT$ mn) 17,492 21,141 21,079 24,464
ModelWare net inc (NT$ mn) 664 1,223 1,040 1,156
P/E 19.3 7.0 8.3 7.4
P/E, basic 12.7 6.1 7.3 6.5
P/BV 2.0 1.1 1.0 1.0
EV/EBITDA 12.4 3.5 3.2 2.9
Div yld (%) 4.7 9.0 10.0 8.5
e = Morgan Stanley Research estimates 
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Exhibit 1 
Gemtek: Quarterly Earnings Summary, 2007-09E (Pre- and Post-employee Bonus Dilution) 
NT$ m 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08E  2007 2008E 2009E 
 
Sales 4,317 4,420 4,571 4,184 4,222 5,795 5,719 5,170  17,492 20,906 21,053 
COGS -3,774 -3,987 -4,014 -3,651 -3,683 -4,992 -4,931 -4,487  -15,428 -18,094 -18,323 
Gross profit 542 433 557 533 539 804 787 683  2,065 2,812 2,730 
Operating expenses -242 -211 -219 -307 -261 -304 -327 -314  -979 -1,207 -1,306 
- Promotion -58 -57 -30 -27 -43 -60 -82 -74  -172 -259 -261 
- ADM -68 -61 -64 -72 -66 -69 -85 -85  -266 -306 -358 
- R&D -115 -93 -125 -208 -152 -175 -160 -155  -542 -642 -686 
Operating profit 301 221 338 226 277 499 460 369  1,085 1,606 1,425 
Non-operating income 61 209 15 -82 -28 119 126 17  203 235 50 
Interest income -8 -14 -10 36 0 1 -7 -7  4 -13 0 
Investment income 3 -20 -40 -38 -25 -26 -8 -16  -95 -75 -30 
Disposal of investment 0 127 60 53 46 94 -4 20  240 156 80 
Disposal of fixed assets 0 0 0 3 -2 -1 -1 0  3 -4 0 
Exchange gain 71 41 0 40 -38 57 161 0  152 180 0 
Others -5 75 5 -176 -8 -7 -15 20  -101 -10 0 
Pre-tax profit 362 430 353 144 249 619 587 386  1,289 1,840 1,475 
Income tax -61 -29 -50 -46 -45 -137 -174 -27  -186 -384 -295 
Net profit 301 308 303 96 179 435 426 358  1,008 1,399 1,180 
EPS-Pre-Employee Bonus 1.28 1.31 1.29 0.41 0.70 1.70 1.66 1.40  4.28 5.46 4.61 
EPS-Post-Employee Bonus 0.85 0.82 0.85 0.30 0.60 1.47 1.49 1.20  2.82 4.78 4.06 
             
Margins (Pre-Employee Bonus)             
Gross margin 12.6% 9.8% 12.2% 12.7% 12.8% 13.9% 13.8% 13.2%  11.8% 13.5% 13.0% 
Operating margin 7.0% 5.0% 7.4% 5.4% 6.6% 8.6% 8.0% 7.1%  6.2% 7.7% 6.8% 
Pre-tax margin  8.4% 9.7% 7.7% 3.4% 5.9% 10.7% 10.3% 7.5%  7.4% 8.8% 7.0% 
Net margin 7.0% 7.0% 6.6% 2.3% 4.2% 7.5% 7.5% 6.9%  5.8% 6.7% 5.6% 
             
Margins (Post-Employee Bonus)             
Gross margin - - - - 12.7% 13.5% 13.5% 12.9%  11.8% 13.2% 12.7% 
Operating margin - - - - 5.8% 7.3% 6.9% 6.1%  3.9% 6.6% 5.9% 
Pre-tax margin  - - - - 5.2% 9.4% 9.1% 6.4%  5.1% 7.7% 6.2% 
Net margin - - - - 3.7% 6.5% 6.7% 6.0%  3.8% 5.8% 4.9% 
             
QoQ Growth (Pre-Employee Bonus)          YoY   
Sales -4.4% 2.4% 3.4% -8.5% 0.9% 37.3% -1.3% -9.6%  6.5% 19.5% 0.7% 
Gross profit 27.4% -20.3% 28.7% -4.2% 1.0% 49.2% -2.0% -13.3%  7.9% 36.2% -2.9% 
Operating profit 51.8% -26.5% 52.7% -33.1% 22.7% 80.1% -7.8% -19.9%  1.1% 47.9% -11.3% 
Pre-tax profit 62.8% 18.8% -17.9% -59.2% 73.1% 148.3% -5.2% -34.3%  19.7% 42.8% -19.9% 
Net profit 178.9% 2.4% -1.7% -68.3% 86.4% 142.4% -1.9% -16.0%  17.1% 38.7% -15.7% 
             
QoQ Growth (Post-Employee Bonus)         YoY   
Sales - - - - 0.9% 37.3% -1.3% -9.6%  6.5% 19.5% 0.7% 
Gross profit - - - - 0.4% 46.1% -1.7% -13.2%  7.9% 33.4% -2.7% 
Operating profit - - - - 31.6% 71.8% -6.6% -20.5%  20.0% 102.6% -9.7% 
Pre-tax profit - - - - 107.3% 148.5% -3.8% -36.5%  55.0% 82.6% -19.7% 
Net profit - - - - 120.1% 143.8% 1.3% -19.2%  56.1% 84.0% -14.9% 
E= Morgan Stanley Research Estimates     Source: Company data, Morgan Stanley Research 
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Exhibit 2 
Valuation Comparison- Tech Hardware Industry (US GAAP) 

Closing Price Market
Price Target Market Cap P/B (X) EV/EBITDA ROA (%) ROE (%)

Ticker 11/25/2008 Rating (Local Dollar) Cap (US$ m) 07 08E 09E 08E 09E 09E 08E 09E 08E 09E 08E 09E 08E 09E
EMS & PC system
2353.TW Acer 41.5 O 60.0 104,161 3,174 4.47 4.90 5.12 8.5 8.1 0.2 1.2 1.3 5.3 4.6 4.7 4.7 15.3 15.8
2357.TW Asustek 36.9 O 68.0 137,576 4,192 4.91 6.35 6.51 5.8 5.7 0.5 0.9 0.8 2.6 2.2 7.4 8.3 16.9 15.5
2324.TW Compal 16.4 E 23.0 68,158 2,077 2.92 3.18 3.18 5.2 5.2 0.1 0.8 0.7 4.2 4.4 7.8 7.4 16.5 15.4
2308.TW Delta Electronics 63.3 O 81.0 133,335 4,063 5.65 5.10 5.24 12.4 12.1 0.8 1.8 1.7 6.9 6.3 9.2 9.2 15.3 15.6
2317.TW Hon Hai 59.6 E 65.0 441,912 13,465 8.72 9.11 7.15 6.5 8.3 0.2 1.0 0.9 4.4 4.1 7.3 5.3 16.4 11.6
0992.HK Lenovo 1.80 U 1.80 2,253 2,253 0.05 0.04 0.03 6.2 6.7 0.1 1.1 1.0 2.6 3.0 5.4 5.3 21.6 17.8
2315.TW Mitac 10.45 E 13.0 15,221 464 3.40 1.87 1.77 5.6 5.9 0.2 0.5 0.4 3.2 2.5 4.7 4.6 8.4 7.8
3518.TW Paragon 53.8 O 105.0 3,761 115 8.76 7.77 9.86 6.9 5.5 1.5 1.0 0.9 4.0 3.7 14.4 16.0 15.0 17.7
2382.TW Quanta 37 E 39.0 132,616 4,041 4.37 5.84 5.48 5.8 6.1 0.2 1.4 1.3 4.9 5.5 6.2 5.5 22.4 20.0
3231.TW Wistron 21.6 O 32.0 29,850 910 3.52 5.01 5.26 4.3 4.1 0.1 0.9 0.8 4.4 4.0 5.4 4.8 20.6 19.7
Handset & Networking
2018.HK AAC Acoustic 2.42 O 5.0 2,659 343 0.44 0.55 0.61 3.9 3.5 1.0 0.8 0.7 1.9 1.2 18.6 16.8 23.1 20.6
0285.HK BE 2.09 O 5.3 4,181 540 0.58 0.59 0.59 3.1 3.1 0.3 0.6 0.5 1.6 1.9 13.7 10.2 23.2 17.8
1211.HK BYD 11.00 E 10.2 19,856 2,562 0.79 0.90 0.90 10.8 10.8 0.5 1.3 1.2 5.9 5.7 5.5 4.7 13.2 11.6
8078.TW CCI 14.55 U 22.5 8,250 251 5.67 2.42 2.16 6.0 6.7 0.2 0.7 0.7 -2.2 -3.4 6.7 6.2 12.3 11.1
2332.TW D-Link 16.55 E 26.5 11,544 352 3.69 2.77 2.56 6.0 6.5 0.4 0.6 0.6 1.9 1.6 5.7 5.2 10.1 9.1
0722.HK Delta Networks 0.95 O 1.45 1,137 147 0.20 0.16 0.12 6.0 7.9 0.3 0.5 0.4 -4.5 -6.7 5.8 4.1 8.1 5.8
2038.HK FIH 1.95 E 3.7 1,753 1,753 0.10 0.07 0.06 3.5 3.9 0.1 0.5 0.4 1.8 1.6 6.9 5.4 14.1 11.0
4906.TW Gemtek 33.5 O 41.5 7,885 240 2.82 4.78 4.06 7.0 8.3 0.4 1.0 0.9 3.9 3.6 9.5 7.5 15.2 12.1
2498.TW HTC 306 E 350 231,151 7,043 42.10 37.63 34.93 8.1 8.8 1.5 3.7 3.2 6.8 6.7 29.4 24.8 47.7 39.2
3008.TW Largan 206 O 435 26,807 817 14.58 25.66 28.36 8.0 7.3 3.0 2.2 1.9 5.8 4.7 27.3 25.5 29.9 27.7
2439.TW Merry 23.3 E 46.0 3,707 113 4.94 4.35 4.08 5.4 5.7 0.3 0.8 0.8 3.1 3.3 8.8 8.0 15.1 13.9
3311.TW Silitech 44.3 O 98 6,677 203 6.07 6.18 6.55 7.2 6.8 0.6 1.6 1.5 3.5 2.4 11.6 11.3 23.6 22.5
2000.HK SIM Tech 0.37 E 0.52 560 72 0.16 0.16 0.16 2.1 2.1 0.2 0.4 0.4 -0.6 -0.8 11.5 10.7 18.0 16.2
3044.TW Tripod 26 E 45 12,030 367 7.87 7.01 5.23 3.7 5.0 0.4 0.8 0.7 2.5 2.1 9.7 6.5 22.2 14.8
3037.TW Unimicron 12.5 O 22.3 13,659 416 4.80 2.86 2.48 4.4 5.0 0.3 0.5 0.4 2.1 1.7 5.0 4.3 10.8 9.1
8046.TW Nan Ya PCB 64.5 O 99.0 39,867 1,215 13.80 11.32 9.80 5.7 6.6 1.1 1.1 1.1 3.1 3.4 15.9 14.0 18.4 16.1
0763.HK ZTE 14.4 E 32.2 17,055 2,201 0.93 1.27 1.42 10.0 9.0 0.3 1.2 1.0 5.1 4.4 3.6 3.4 12.4 12.2
Consumer & LED
2474.TW Catcher 52.3 U 79.1 31,158 949 11.66 8.11 8.31 6.4 6.3 1.5 1.1 0.9 4.3 4.0 12.5 11.5 17.5 15.9
2392.TW Cheng Uei 31.7 U 44.0 12,730 388 4.25 4.33 3.83 7.3 8.3 0.2 0.7 0.7 3.8 4.0 4.9 4.2 10.7 9.0
2448.TW Epistar 28.85 U 22.2 17,900 545 2.29 1.12 1.55 25.9 18.6 1.5 0.8 0.8 8.8 7.2 2.5 3.5 3.0 4.2
2393.TW Everlight 37.95 E 74.5 13,320 406 4.36 4.75 4.92 8.0 7.7 1.0 1.3 1.3 6.3 5.1 9.9 9.6 16.6 16.4
2354.TW Foxconn Tech 64.0 O 99.0 48,573 1,480 8.70 8.32 8.98 7.7 7.1 0.3 1.3 1.2 5.5 5.0 7.5 8.3 15.6 17.7

EPS (Local Dollar) P/E (X)

 
Source: Company data, Morgan Stanley Research 

 

 

 

 

Company Description 
Established in 1988, Gemtek is the leading provider of wireless 
broadband solutions, offering a wide range of WLAN solutions 
for enterprise, SoHo & public access.  

Taiwan Networking Equipment 
Industry View: In-Line 
 

MSCI Country: Taiwan 
Asia Strategist's Recommended Weight: 12.0% 
MSCI Asia/Pac All Country Ex Jp Weight: 12.1% 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Not-Rated/Hold (NA or NAV) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country 
MSCI Index, on a risk-adjusted basis, over the next 12-18 months. Please note that NA or NAV may also be used to designate stocks where a rating 
is not currently available for policy reasons. For the current list of Not-Rated/Hold stocks as counted above in the Global Stock Ratings Distribution 
Table, please email morganstanley.research@morganstanley.com. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
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Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
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Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
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Industry Coverage:Taiwan Networking 
Equipment 

Company (Ticker) Rating (as of) Price (11/25/2008)

Sharon Shih 
D-Link Corporation (2332.TW) E (09/30/2008) NT$16.55
Gemtek Technology (4906.TW) O (04/11/2007) NT$33.5

Stock Ratings are subject to change. Please see latest research for each company. 
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