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January 20, 2009 

COMPANY UPDATE 
ASUSTeK Computer (2357.TW) 

Sell  

“Crowding out” effect on MB may further dampen 2009 earnings 

What's changed 

We think ASUSTeK has three potential risks in its brand business and one 

potential risk in ODM. The brand business may face: 1) high A/R, which 

could raise default risk; 2) high inventory, which may need another full 

quarter to digest; and 3) crowding-out effect on MB: inventory hikes in NBs 

and Eee PCs could start to hit MB demand, based on our channel checks. 

On the ODM side, our supply chain checks indicate ASUSTeK subsidiary 

Pegatron could lose market share to Hon Hai for HP’s 2009 DT order and 

Sony’s PS3 order. Based on these four issues, we lower our 1Q/2009/2010 

profit forecasts by 90%/26%/5% to NT$0.3bn/NT$10bn/NT$15bn. ASUSTeK 

will hold a conf call on January 21 to update business outlook but will not 

report detailed 4Q08 results until Feb 12, when it will also hold an analyst 

meeting.  

Implications 

Based on our industry and channel checks, we believe that ASUSTeK’s 

high inventory in NBs and Eee PCs has started to negatively impact its MB 

business.  Some channel distributors, particularly in Russia, Ukraine and 

some other Eastern European countries indicated that they have overbuilt 

inventories on NBs and Eee PCs, and are unable to build inventories for 

MBs. We believe ASUSTeK’s MB business is relatively better than NBs and 

Eee PCs in terms of inventory management and profit margin, but think its 

MB business is being crowded out by ASUSTeK’s diversification into NBs, 

Eee PCs and all-in-one DTs. We believe investors need to factor in all the 

potential risks ASUSTeK may have before concluding that ASUSTeK has 

reached a bottom. We maintain our Sell (Conviction list) rating. 

Valuation 

We lower our 12-mth target price to NT$25 (from NT$30), based on SOTP 

valuation (10X ‘09E OBM EPS, 6X ‘09E ODM EPS, discounted Kinsus MV). 

Key risks 

Faster-than-expected macro recovery and market share gain. 
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ASUSTeK Computer (2357.TW)

Asia Pacific Technology Peer Group Average

Key data Current

Price (NT$) 30.25

12 month price target (NT$) 25.00

Market cap (NT$ mn / US$ mn) 128,443.1 / 3,850.8

Foreign ownership (%) 24.9

12/07 12/08E 12/09E 12/10E

EPS (NT$) New 6.84 3.87 2.48 3.58

EPS revision (%) 0.0 0.0 (26.0) (5.0)

EPS growth (%) 39.7 (43.4) (36.0) 44.4

EPS (dil) (NT$) New 6.76 3.87 2.48 3.58

P/E (X) 4.4 7.8 12.2 8.5

P/B (X) 0.8 0.7 0.7 0.7

EV/EBITDA (X) 8.0 2.7 1.9 1.7

Dividend yield (%) 7.5 3.2 2.1 3.2

ROE (%) 18.8 9.7 5.9 8.1
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Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 1/19/2009 close.
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ASUSTeK Computer: Summary financials 

Profit model (NT$ mn) 12/07 12/08E 12/09E 12/10E Balance sheet (NT$ mn) 12/07 12/08E 12/09E 12/10E

Total revenue 755,360.7 766,671.2 651,670.8 692,226.9 Cash & equivalents 43,585.8 72,688.9 97,633.2 88,530.5

Cost of goods sold (680,591.8) (681,919.2) (587,337.1) (623,502.6) Accounts receivable 129,134.5 58,931.7 49,865.7 64,470.1

SG&A (36,995.8) (58,191.5) (45,692.7) (43,160.2) Inventory 103,423.8 85,320.9 62,129.7 95,989.0

R&D (9,102.2) (12,273.0) (7,971.0) (8,253.7) Other current assets 25,590.2 28,603.0 27,561.8 28,145.3

Other operating profit/(expense) 0.0 0.0 0.0 0.0 Total current assets 301,734.2 245,544.5 237,190.4 277,135.0

ESO expense -- -- -- -- Net PP&E 63,176.7 66,493.0 65,968.4 64,137.7

EBITDA 36,780.0 23,307.5 20,617.8 28,012.5 Net intangibles 1,986.8 2,473.1 2,473.1 2,473.1

Depreciation & amortization (8,109.1) (9,020.1) (9,947.8) (10,702.2) Total investments 0.0 0.0 0.0 0.0

EBIT 28,670.9 14,287.4 10,670.0 17,310.3 Other long-term assets 6,645.3 6,504.4 6,504.4 6,504.4

Interest income 1,636.0 1,050.0 1,040.0 1,250.0 Total assets 385,742.0 332,868.7 323,990.0 362,103.8

Interest expense (804.1) (557.1) (519.1) (477.7)

Income/(loss) from uncons. subs. 422.9 483.1 0.0 0.0 Accounts payable 141,564.9 81,712.3 70,330.7 97,213.9

Others 8,658.3 6,859.5 3,550.0 3,400.0 Short-term debt 7,165.9 7,165.9 7,165.9 7,165.9

Pretax profits 38,584.1 22,122.9 14,740.9 21,482.7 Other current liabilities 37,263.4 32,926.9 29,669.6 28,990.8

Income tax (7,828.4) (4,377.0) (2,727.9) (4,138.8) Total current liabilities 185,994.3 121,805.1 107,166.2 133,370.7

Minorities (3,132.4) (1,647.7) (1,707.6) (2,465.4) Long-term debt 16,389.0 17,061.7 17,061.7 17,061.7

Net income pre-preferred dividends 27,623.3 16,098.2 10,305.4 14,878.5 Other long-term liabilities 22,409.5 22,409.5 22,409.5 22,409.5

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 38,798.5 39,471.2 39,471.2 39,471.2

Net income (pre-exceptionals) 27,623.3 16,098.2 10,305.4 14,878.5 Total liabilities 224,792.8 161,276.3 146,637.4 172,841.9

Post-tax exceptionals 0.0 0.0 0.0 0.0

Net income 27,623.3 16,098.2 10,305.4 14,878.5 Preferred shares 0.0 0.0 0.0 0.0

Total common equity 160,949.2 171,592.4 177,352.6 189,262.0

EPS (basic, pre-except) (NT$) 6.84 3.87 2.48 3.58 Minority interest 0.0 0.0 0.0 0.0

EPS (basic, post-except) (NT$) 6.84 3.87 2.48 3.58

EPS (diluted, post-except) (NT$) 6.76 3.87 2.48 3.58 Total liabilities & equity 385,742.0 332,868.7 323,990.0 362,103.8

EPS excl. ESO expense (basic) (NT$) 6.84 4.19 2.57 3.74

EPS excl. ESO expense (dil.) (NT$) 6.76 4.19 2.57 3.74 BVPS (NT$) 39.83 41.27 42.66 45.52

DPS (NT$) 2.26 0.97 0.64 0.97

Dividend payout ratio (%) 33.1 25.0 26.0 27.0

Free cash flow yield (%) 4.4 24.9 25.2 (2.9)

Ratios 12/07 12/08E 12/09E 12/10E

Growth & margins (%) 12/07 12/08E 12/09E 12/10E ROE (%) 18.8 9.7 5.9 8.1

Sales growth 34.8 1.5 (15.0) 6.2 ROA (%) 7.4 4.5 3.1 4.3

EBITDA growth 40.0 (36.6) (11.5) 35.9 ROACE (%) 23.5 13.1 10.2 14.6

EBIT growth 40.9 (50.2) (25.3) 62.2 Inventory days 57.3 50.5 45.8 46.3

Net income growth 43.7 (41.7) (36.0) 44.4 Receivables days 63.2 44.8 30.5 30.1

EPS growth 39.7 (43.4) (36.0) 44.4 Payable days 82.7 59.8 47.2 49.0

Gross margin 9.9 11.1 9.9 9.9 Net debt/equity (%) (20.4) (36.1) (49.0) (41.1)

EBITDA margin 4.9 3.0 3.2 4.0 Interest cover - EBIT (X) NM NM NM NM

EBIT margin 3.8 1.9 1.6 2.5

Valuation 12/07 12/08E 12/09E 12/10E

Cash flow statement (NT$ mn) 12/07 12/08E 12/09E 12/10E

Net income pre-preferred dividends 27,623.3 16,098.2 10,305.4 14,878.5 P/E (analyst) (X) 4.4 7.8 12.2 8.5

D&A add-back 8,109.1 9,020.1 9,947.8 10,702.2 P/B (X) 0.8 0.7 0.7 0.7

Minorities interests add-back 0.0 0.0 0.0 0.0 EV/EBITDA (X) 8.0 2.7 1.9 1.7

Net (inc)/dec working capital (15,373.2) 28,453.1 20,875.6 (21,580.6) Dividend yield (%) 7.5 3.2 2.1 3.2

Other operating cash flow 11,571.8 (10,791.7) (2,216.1) (1,262.2)

Cash flow from operations 28,405.1 41,432.3 38,912.6 2,737.9

Capital expenditures (14,868.5) (10,503.4) (7,590.0) (7,038.4)

Acquisitions 0.0 (1,375.4) 0.0 0.0

Divestitures 0.0 0.0 0.0 0.0

Others (2,941.9) (1,192.3) (1,683.1) (1,683.1)

Cash flow from investments (17,810.4) (13,071.1) (9,273.2) (8,721.5)

Dividends paid (common & pref) (6,244.5) (9,146.5) (4,024.5) (2,679.4)

Inc/(dec) in debt 818.6 (6.3) 0.0 0.0

Common stock issuance (repurchase) 3,049.3 308.5 0.0 0.0

Other financing cash flows 838.0 9,589.9 (670.7) (439.7)

Cash flow from financing (1,538.5) 745.6 (4,695.2) (3,119.0) Note: Last actual year may include reported and estimated data.

Total cash flow 8,894.4 29,103.2 24,944.3 (9,102.7) Source: Company data, Goldman Sachs Research estimates.
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Exhibit 1: Goldman Sachs forecast revisions 

 

Consolidated financials Revised

(fully-loaded)

Original

(fully-loaded)

(NT$ mn) 1Q09E 1Q09E Difference

Revenue 150,917 152,345 -0.9%
Gross profits 14,038 15,130 -7.2%
Operating profits -450 3,552 -112.7%
Pretax earnings 430 4,432 -90.3%
Net earnings 299 3,080 -90.3%
Basic EPS (NT$) 0.07 0.74 -90.3%

Gross profit margin 9.3% 9.9%
Operating margin -0.3% 2.3%
Net margin 0.2% 2.0%

Consolidated financials Revised

(fully-loaded)

Original

(fully-loaded)

(NT$ mn) 2009E 2009E Difference

Revenue 651,671 658,141 -1.0%
Gross profits 64,334 65,701 -2.1%
Operating profits 10,670 15,866 -32.7%
Pretax earnings 14,741 19,937 -26.1%
Net earnings 10,305 13,908 -25.9%
Basic EPS (NT$) 2.48 3.35 -25.9%

Gross profit margin 9.9% 10.0%
Operating margin 1.6% 2.4%
Net margin 1.6% 2.1%

Consolidated financials Revised

(fully-loaded)

Original

(fully-loaded)

(NT$ mn) 2010E 2010E Difference

Revenue 692,227 698,866 -0.9%
Gross profits 68,724 69,139 -0.6%
Operating profits 17,310 18,472 -6.3%
Pretax earnings 21,483 22,645 -5.1%
Net earnings 14,878 15,680 -5.1%
Basic EPS (NT$) 3.58 3.77 -5.1%

Gross profit margin 9.9% 9.9%
Operating margin 2.5% 2.6%
Net margin 2.1% 2.2%  

Source: Goldman Sachs Research estimates. 
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Reg AC  

I, Henry King, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or 

companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 

recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g.  CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Henry King: Asia Pacific Technology. 

Asia Pacific Technology: AAC Acoustic, Acer, ASUSTeK Computer, Atheros Communications, Inc., AU Optronics, BYD Electronic, Catcher 

Technology, Cheng Uei Precision (Foxlink), Chi Mei Optoelectronics, Compal Communications, Compal Electronics, D-Link Corp., Delta Electronics, 

Epistar, Everlight Electronics, Foxconn Int'l Holdings, Foxconn Technology, Gemtek Technology, Global Mixed-mode Technology, Hon Hai Precision, 

HTC Corp., Innolux Display Corp., Inventec Appliances, ITEQ, Kinsus Interconnect Technology, Largan Precision, Mediatek, Merry Electronics, MiTAC 

International, Nanya PCB, Phison Electronics, Phoenix Precision Technology, Powerchip Semiconductor, Powertech Technology, Quanta Computer, 

Realtek Semiconductor, Richtek Technology, Silitech Technology, Sunplus Technology, Sunplus Technology (GDR), TPV Technology, Tripod, TXC 

Corp, Unimicron, VIA Technologies, Wistron, ZyXEL Communications Corp.. 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 

covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: ASUSTeK Computer 

(NT$30.25) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: ASUSTeK Computer (NT$30.25) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 23% 56% 21% 54% 48% 40% 

As of January 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,863 equity securities. Goldman Sachs assigns 

stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold 

and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' 

below. 
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Price target and rating history chart(s) 

 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 

an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts 

may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution 

of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format 

or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at 

http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 

extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 

reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred 

to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 

referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information 

on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having 

product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 

by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is 

available at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html  

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered 
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and 
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-determined with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 

a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   
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Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is 

acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended 
(RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 

fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for 

this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). 
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. 

Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 

below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line 
(IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform 
(U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 

We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 

CIL will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 

Committee.  

Global product; distributing entities 
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