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Exhibit 135 
TPV: Morgan Stanley vs. Consensus 
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Exhibit 136 
Global Panel Maker Valuation Comparison (US GAAP)  
  C. Price 52 wk 52 wk  Price Mkt Cap  EPS  P/E (X)  P/S (X)  P/B (X)  EV/EBITDA  ROE (%) 
Company (Ticker)  1/14/09 High Low Rating Target (US$ m) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 

 
AUO (2409.TW)  25.00 60.48 17.80 O  32.0   6,395   2.74   (6.59)  9.1   NM   0.5   0.9   0.7   0.9   2.5   10.4   7.6   (20.8) 
CMO (3009.TW)  10.50 43.19 7.61 E  12.0   2,307   (0.01)  (9.83)  NM   NM   0.2   0.4   0.4   0.6   3.9   92.6   (0.0)  (44.0) 
Innolux (3481.TW)  27.20 90.00 14.90 O  33.0   2,552   1.69   (2.07)  16.1   NM   0.5   0.6   0.8   1.0   2.8   5.4   5.4   (7.0) 
*CPT (2475.TW)  3.16 11.00 2.03 NA  NA   901   (0.89)  (2.45)  NM   NM   0.2   0.3   0.4   0.4   4.5   4.9   (10.2)  (33.0) 
*HannStar (6116.TW)  4.27 14.23 3.15 NA  NA   709   0.45   (0.95)  9.6   NM   0.4   0.4   0.4   0.5   1.8   3.3   4.1   (9.4)
                   
Global Display                   
Samsung (005930.KS)   489,500   764,000  403,000  E  467,000   53,252   44,006   39,063   11.1   12.5   0.9   0.9   1.2   1.2   4.5   4.5   11.9   9.8  
LG Philips (034220.KS)   25,300   51,000   14,400  O  33,500   6,686   3,228   612   7.8   41.3   0.5   0.7   0.9   1.0   2.3   3.3   13.2   2.4  
Sharp (6753.T)   765   2,150   554  E  900   9,486   38   34   20.1   22.5   0.3   0.3   0.7   0.7   3.1   3.4   3.4   3.0 
NA = Not applicable/available      NM = Not meaningful. NA = Not Applicable     O = Overweight   E = Equal-weight    
E = Morgan Stanley Research estimates, except for *, which are FactSet estimates 
Source: Morgan Stanley Research, FactSet 
 

 

Exhibit 137 
Taiwan TFT LCD Components Valuation Comparison (US GAAP) 

 C. Price 52 wk 52 wk  Price Mkt Cap                  EPS                  P/E (X)                  P/S (X)                 P/B (X)               EV/EBITDA                 ROE (%)  
Company (Ticker) 1/14/2009 High Low Rating Target (US$ m) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 
 
Novatek (3034.TW) 34.80 122.34 23.50 O  42.0   613   6.17   3.58   5.6   9.7   0.7   1.0   1.0   1.2   2.9   5.7   19.5   11.7  
Himax (HIMX US) 1.42 6.29 1.00 E  1.75   271   0.50   0.10   2.8   14.1   0.4   0.5   0.7   0.7   1.7   7.2   21.7   4.5  
Coretronic (5371.TWO) 17.30 40.20 13.10 E  20.0   377   3.89   0.95   4.4   18.3   0.2   0.2   0.7   0.7   2.2   5.0   15.1   3.7  
Radiant (6176.TW) 21.15 48.93 16.80 E  23.0   255   3.24   1.54   6.5   13.8   0.2   0.3   0.6   0.7   1.9   5.4   9.9   4.7 
                   
Global TFT Component                   
Corning (GLW.US) 9.64 28.07 7.36 E  NA   14,984   3.39   0.85   2.8   11.3   2.5   3.3   1.1   1.0   7.5   15.5   45.6   9.2  
Asahi (5201.T) 520 1,441 434 E  960.0   6,784   77.79   95.87   6.7   5.4   0.4   0.4   0.6   0.6   5.3   4.9   9.4   10.8  
*Nitto Denko (6988.T) 1,768 5,670 1,412 NA  NA   3,430   135.47   103.42   13.1   17.1   0.5   0.5   0.8   0.8   2.9   3.0   5.8   4.4  
Nippon Electric (5214.T) 533 2,165 439 E  430.0   2,961   94.22   26.13   5.7   20.4   0.8   1.1   0.7   0.7   3.1   9.3   12.9   3.3  
Sumitomo (8053.T) 778 1,658 556 E  1,100.0   10,857   197.13   166.04   3.9   4.7   0.1   0.1   0.7   0.6   9.7   11.1   16.8   13.6 
 
NA = Not applicable.                 * Forecasts are FactSet consensus estimates                    E=Morgan Stanley Research estimates, except where noted (*)               Source: Morgan Stanley Research, FactSet 
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Exhibit 138 
Valuation Comparisons of Global Equipment Makers  

 C. Price 52 wk  Price
Mkt 
Cap EPS P/E P/S P/B Debt/Equity (%)

Net Debt/Equity 
(%) 

Company (Ticker) 1/14/2009 High Low Rating Target (US$m) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E

Equipment Vendors    
Applied Material (AMAT.O) - US 10.19 21.75 7.80 O 16.0 13,541 0.78 0.35 13.1 29.2 2.1 2.2 2.2 2.0 2.8 3.8 (26.1) (26.6)
Tokyo Electron (8035.T) - Yen 3,120 7,360 2,305 E 2,900 6,291 50 (91) 62.7 NM 1.0 1.2 1.0 1.1 1.6 1.6 (37.4) (44.4)

ASML Holding NV (ASML.AS) - € 12.16 20.05 9.90 E 13.0 6,907 0.55 (0.31) 22.1 NM 1.9 3.8 7.8 65.0 116.1
1,011.

4 15.2 568.1
Advantest (6857.T) - Yen 1,344 3,100 996 U 1,300 2,682 (21) (10) NM NM 2.8 2.7 1.0 1.0 - - (65.0) (62.9)
Nikon (7731.T) - Yen 1,079 3,630 868 E 1,300 4,829 125 67 8.6 16.2 0.5 0.6 1.0 1.0 16.8 11.6 (14.9) (17.9)
Toshiba (6502.T) - Yen 408 953 290 E 420 14,748 15 25 27.9 16.5 0.2 0.2 1.3 1.2 121.9 114.0 104.3 97.3
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research 

 
Exhibit 139 
Balance Sheet Comparisons of Global Equipment Makers  

 EV/EBITDA EV/Book EV/Sales 
Free Cash 

Flow Yield (%)
Cash Dividend 

Yield (%) 
Cash Per 

Share 
Price/Cash Per 

Share 
Net Cash Per 

Share 
Price/Net Cash 

Per Share ROE (%) 

Company (Ticker) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E

Equipment Vendors     
Applied Material (AMAT.O) - US 7.2 13.7 1.6 2.0 1.5 1.9 10.5 5.3 (17.8) 1.9 1 1 9 10 2 1 6.8 7.5 13.3 6.9

Tokyo Electron (8035.T) - Yen 11.0 
2,486

.3 0.7 0.7 0.7 0.8 3.2 (3.6) 0.7 0.2 1,177 1,341 3 2 1,129 1,296 2.8 2.4 1.7 (3.1)
ASML Holding NV (ASML.AS) - € 13.7 NM 7.8 72.7 1.9 4.1 3.4 (2.6) 0.7 (0.4) 2 1 7 14 NM NM NA NA 18.2 (33.8)
Advantest (6857.T) - Yen NM NM 0.4 0.5 1.1 1.2 (6.6) (4.5) 3.5 2.1 879 825 2 2 879 825 1.5 1.6 (1.5) (0.8)
Nikon (7731.T) - Yen 3.3 4.7 0.9 0.8 0.4 0.5 14.9 6.4 2.2 2.2 336 325 3 3 158 197 6.8 5.5 12.1 6.1
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research 
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Exhibit 140 
Valuation: Component Suppliers 

 C. Price 52 wk  Price
Mkt 
Cap EPS P/E P/S P/B Debt/Equity (%)

Net Debt/Equity 
(%) 

Company (Ticker) 
1/14/200

9 High Low Rating Target (US$m) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E

Global TFT Component    
Corning (GLW.US) 9.64 28.07 7.36 E NA 14,984 3.39 0.85 2.8 11.3 2.5 3.3 1.1 1.0 11.3 9.9 (10.4) (12.6)
Asahi (5201.T) 520 1,441 434 E 960 6,784 78 96 6.7 5.4 0.4 0.4 0.6 0.6 52.1 47.8 43.2 37.3
*Nitto Denko (6988.T) 1,768 5,670 1,412 NA NA 3,430 135 103 13.1 17.1 0.5 0.5 0.8 0.8 NA NA (14.0) (14.2)
Nippon Electric (5214.T) 533 2,165 439 E 430 2,961 94 26 5.7 20.4 0.8 1.1 0.7 0.7 22.5 11.9 (3.8) (13.9)
Sumitomo (8053.T) 778 1,658 556 E 1,100 10,857 197 166 3.9 4.7 0.1 0.1 0.7 0.6 292.2 272.4 279.8 262.2
Source: Morgan Stanley Research (E) estimates, Factset   * Forecasts are FactSet consensus estimates 

 

Exhibit 141 
Valuation: Component Suppliers – con’t 

 EV/EBITDA EV/Book EV/Sales 
Free Cash 

Flow Yield (%)
Cash Dividend 

Yield (%) 
Cash Per 

Share 
Price/Cash Per 

Share 
Net Cash Per 

Share 
Price/Net Cash 

Per Share ROE (%) 

Company (Ticker) 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E 08E 09E

Global TFT Component     
Corning (GLW.US) 4.4 7.1 1.1 1.0 2.5 3.2 10.3 5.6 1.9 1.9 1.6 1.8 6.2 5.3 0.9 1.2 10.5 7.9 45.6 9.2
Asahi (5201.T) 5.3 4.9 1.0 0.9 0.7 0.7 (3.1) 1.8 4.6 6.6 77.1 96.1 6.7 5.4 NM NM NA NA 9.4 10.8
*Nitto Denko (6988.T) 2.9 3.0 0.7 0.6 0.4 0.4 5.5 5.5 0.0 0.0 NA NA NA NA 308.6 317.6 5.7 5.6 5.8 4.4
Nippon Electric (5214.T) 3.1 9.3 0.7 0.6 0.7 0.9 (5.1) (11.2) 2.0 2.0 203.4 203.6 2.6 2.6 29.1 109.6 18.3 4.9 12.9 3.3
Sumitomo (8053.T) 9.7 11.1 3.5 3.3 0.4 0.4 31.0 26.2 4.6 4.6 138.4 125.8 5.6 6.2 NM NM NA NA 16.8 13.6
Source: Morgan Stanley Research (E) estimates, Factset   * Forecasts are FactSet consensus estimates 

 



 

 
 76 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

January 16, 2009 
Taiwan TFT LCD 

Company Updates 

AU Optronics (NT$25.0, OW, PT 
NT$32) 
4Q08 sales of NT$60bn were down 43% Q/Q.  Large size 
shipments were 15.1 mn units, down 27% Q/Q, in line with 
company’s revised guidance of high-20% Q/Q decline.  
Small/medium size panel shipments were down 23% Q/Q to 
47.4 mn units, slightly above company’s revised guidance of 
25% Q/Q decline. 

In 1Q09, to mitigate global supply-chain inventory 
de-compression because of the recession, we expect AUO to 
shut down its second Gen 7.5 fab (7B) after it is equipped.  We 
forecast AUO 2009 capex of NT$40 bn, down 54% Y/Y from 
2008. 

We have reduced our 2008/09/10 EPS estimates to 
NT$2.74/(6.59)/0.96 from NT$4.25/0.01/3.02 to reflect the 
weak macroenvironment. 

Valuation Methodology and Risks 

We have cut our target price to NT$32 from NT$46, on 1.2x 
historical average multiple.   

Downside Risks: 1) Panel makers revenue will decline Y/Y in 
2009, as end-market growth and panel upsizing migration slow, 
while average selling prices (ASPs) decline.  In our view, the 
best strategy is to slow fab ramp to avoid higher fixed costs and 
protect profitability.  2)  Increasing concentration of the LCD TV 
customer base hurts panel makers through reduced bargaining 
power.  AUO needs to improve their technology base to avoid 
being just buffer fillers for Sony/Samsung’s internal capacities 
while facing panel competition from Sharp.  3) Component 
makers face slower volume growth from 3Q08- 1Q09, as panel 
makers cut production to work off inventory while facing greater 
pricing pressure as they try to reduce panel costs to restore 
profitability.   

Upside Risks: 1) Early recovery on inventory correction.  2) 
Significant panel price rebound after the sharp fall.  3) 
Faster-than-expected economic turnaround increases 
consumer confidence and fuels new purchases. 
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Risk-Reward Snapshot: AU Optronics (2409.TW, NT$25.0, OW, PT: NT$32) 
 
Risk-Reward View: More Upside than Downside 

NT$32.00 (+28%)
NT$ 25.00
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0

10

20

30

40

50

60

70

80

Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10

NT$

Price Target (Jan-10) Historical Stock Performance Current Stock Price  
 
Scenario Summaries  

Price Target NT$32 Derived from our Base-Case scenario 

Bull  
Case  
NT$45 

Bull Case 
1.8x one 
year forward 
P/B 

Sustainable margin and free cash flow generation. Further 
re-rating on improved TFT LCD structure relative to historical 
cyclical boom-bust.  

Base  
Case  
NT$32 

Base Case 
1.2x one 
year forward 
P/B 

Consistent growth and strong execution on sustainable free 
cash flow generation through capital discipline and foundry-like 
production model.  

Bear  
Case  
NT$18 

Bear Case 
0.7x one 
year forward 
P/B 

Tough industry environment. TFT LCD cyclicality returns. AUO 
fails to execute.  

Bear to Bull: Driven by Capital Discipline and Free Cash Flow 
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Source: Morgan Stanley Research estimates, FactSet 

Why Overweight? 

• Valuation is attractive at multi-year low, 
reflecting bear-case scenario. 

• AUO will cut production utilization, 
slow capacity ramp, and cut 09 capex 
to dampen the downcycle effect. 

• The TFT LCD industry structure is 
improving, with the top five players 
accounting for 80% of the market, and 
capacity expansion is increasingly 
rational. 

• Diversifying demand profile allows 
panel-makers to differentiate and 
maximize profit potential. 

Key Value Drivers 

• Market share leadership. 
• Improving returns on increased scale. 
• Foundry-like production model.  
• Strong cost position based on 

alliances. 
• Capital spending funded by internally 

generated cash flow.  
• Management experienced in M&A, 

enhancing growth potential.  

Potential Catalysts 

• Evidence of TFT LCD super-cycle. 
• Better-than-expected LCD TV growth. 
• Rush orders as a result of low 
inventory level at customer side. 
• Market share gains at tier-one handset 
makers. 

Key Risks  

• Sony-Sharp alliance makes Sharp a 
panel competitor rather than a 
potential customer. 

• Weak handset demand in emerging 
markets. 

• Prolonged macro slowdown, further 
hurting LCD TV sales. 

• Less favorable product mix shift to 
smaller LCD TVs. Larger generation 
fabs shifting from large TV production 
to smaller TVs and monitors. 
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AUO – Financial Summary
Profit and Loss Statement 

NT$ mn 2007 2008E 2009E 2010E 
 
Sales  480,184   423,930   238,678   293,044  
COGS  393,936   363,867   274,913   263,282  
Depreciation  81,706   81,016   84,179   90,066  
Amortization  -     -     -     -    
Gross Profits  86,248   60,062   (36,235)  29,762  
Total Operating Exp  22,974   24,343   17,375   17,426  
    Promotion  10,827   9,374   6,539   6,034  
    Administrative  6,276   9,214   6,890   5,494  
    R&D  5,871   5,755   3,946   5,897  
    Other expenses  -     -     -     -    
EBIT  63,274   35,719   (53,610)  12,336  
Non-Oper. Income(Loss) (4,711)  (6,717)  (2,756)  (2,673) 
  Interest Income(exp)  (3,586)  (2,373)  (2,756)  (2,673) 
  Net Invest Income(Loss) 1,110   (76)  -     -    
  Other N-O Income(Loss) (2,236)  (4,267)  -     -    
Pretax Income  58,563   29,002   (56,366)  9,662  
Income Tax Exp (Gains)  2,088   4,635   -     1,412  
Net Income   56,417   22,919   (56,366)  8,250  
Pretax EPS  7.18   3.47   (6.59)  1.12  
Reported EPS  6.92   2.74   (6.59)  0.96  
Weighted Average shares 8,156   8,367   8,551   8,603  
     
EBITDA  144,980   116,735   30,568   102,401 
 

Balance Sheet 

NT$ mn 2007 2008E 2009E 2010E 
 
Assets     
Cash & Cash Equi.  89,890   71,503   52,437   75,709  
Marketable Sec.  1,347   -     -     -    
A/R & N/R  75,911   30,164   37,758   40,219  
Inventories  35,431   31,653   30,497   27,655  
Other C.Assets  15,300   8,508   10,650   11,344  
Total Current Assets  217,879   141,827   131,341   154,928  
Long-term Investment  6,382   8,824   8,824   8,824  
Total Fixed Assets  363,835   372,092   327,913   297,848  
Total Other Assets  27,710   26,935   24,846   23,990  
Total Assets  615,806   549,678   492,924   485,590  
     
Interest Bearing ST Liab 35,722   45,808   48,106   44,268  
Non-Interest B ST Liab 138,799   100,836   98,197   94,902  
Total Current Liab  174,521   146,645   146,303   139,170  
Long-term Liabilities  142,015   100,865   105,924   97,473  
Total Other L-T Liab  103   203   203   203  
Total Liabilities  316,639   247,712   252,430   236,845  
     
Common Stocks  78,177   85,057   86,027   86,027  
Capital Reserves  113,807   125,265   127,561   127,561  
Retained Earnings  96,530   91,643   26,906   35,156  
Adjustment For FX  1,050   -     -     -    
Treasury Stock  -     -     -     -    
Total Equity  299,166   301,966   240,494   248,744  
     
Total Liab & Equity  615,805   549,678   492,924   485,590     
 
Note: Reported EPS is based on ROC GAAP. 

Cash Flow Statement 

NT$ mn 2007 2008E 2009E 2010E 
 
Net income  56,417   22,919   (56,366)  8,250  
Add : Depreciation  81,706   81,016   84,179   90,066  
Add : Amortization  -     -     -     -    
Associate Share of (P)/L (1,110)  76   -     -    
Change in working cap  (2,572)  18,355   (11,219)  (3,610) 
Cash Flow-Operation 134,441   122,366   16,594   94,706  
     
Change in LT invest  7,124   (2,518)  -     -    
Change in FA  (63,990)  (89,273)  (40,000)  (60,000) 
Change in other asset  3,727   775   2,089   856  
Cash Flow-Investing  (53,139)  (91,016)  (37,911)  (59,144) 
     
Change in debt and liab (47,512)  (30,964)  7,357   (12,290) 
Change in equity  11,672   (20,119)  (5,105)  (0) 
Cash Flow-Financing (35,840)  (51,083)  2,252   (12,290) 
     
Change in cash  45,462   (19,733)  (19,066)  23,272  
     
Cash at the beg of yr  45,775   91,237   71,503   52,437  
Cash at the end of yr  91,237   71,503   52,437   75,709  
Change in cash  45,462   (19,733)  (19,066)  23,272   
 

Ratio Analysis 

 2007 2008E 2009E 2010E 

YoY growth (%)     
Sales 63.8 -11.7 -43.7 22.8 
Cost of goods sold 49.6 -7.6 -24.4 -4.2 
Gross profit 188.9 -30.4 -160.3 182.1 
Other operating exp. 46.9 6.0 -28.6 0.3 
EBITDA 116.5 -19.5 -73.8 235.0 
EBIT 345.1 -43.5 -250.1 123.0 
Pre-tax profit 476.3 -50.5 -294.4 117.1 
Net income 519.7 -59.4 -345.9 114.6 
EPS 421.9 -60.4 -340.6 114.5 
     
Margins (%)     
Gross profit 18.0 14.2 -15.2 10.2 
EBIT 13.2 8.4 -22.5 4.2 
EBITDA 30.2 27.5 12.8 34.9 
Pre-tax income 12.2 6.8 -23.6 3.3 
Net income 11.7 5.4 -23.6 2.8 
     
Balance Sheet Ratios (%)     
ROE (Avg) 21.3 7.6 -20.8 N.A. 
ROA (Avg) 9.2 4.2 -11.4 1.7 
Net debt/equity 28.9 24.9 42.2 26.5 
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data
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Exhibit 142 
AUO: Quarterly Income Statements (Reported Basis) 
NT$ (mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 80,720   106,009   137,960  155,495 136,630 123,476 104,072 59,751  46,898  51,632    65,353  74,794  480,184 423,930 238,678 293,044
COGS 80,376   93,890     106,168  113,502  99,546    92,661    95,712    75,949    63,462    65,070    73,207    73,174    393,936  363,867  274,913  263,282  
Depreciation 19,192   20,831     21,142    20,541    19,803    19,983    20,253    20,977    21,254    21,183    20,924    20,818    81,706    81,016    84,179    90,066    
Amortization -         -           -         -         -         -         -         -         -         -         -         -         -         -         -         -         
COGS ex DNA 61,184   73,059     85,026    92,961    79,742    72,678    75,459    54,971    42,208    43,887    52,283    52,356    312,230  282,852  190,735  173,216  

Gross Profits 344        12,119     31,792    41,993  37,084  30,815  8,360    (16,197) (16,564) (13,438)   (7,853)   1,620    86,248  60,062  (36,235) 29,762  
Total Operating Exp 4,587     5,193       5,982      7,212      6,774      6,754      5,677      5,139      3,986      4,027      4,575      4,787      22,974    24,343    17,375    17,426    
    Operating Exp. Promotion 1,964     2,510       2,965      3,389      2,492      2,681      2,475      1,972      1,407      1,497      1,765      1,870      10,827    9,374      6,539      6,034      
    Operating Exp. Administrative 1,398     1,433       1,771      1,673      2,595      2,459      1,943      1,972      1,641      1,549      1,830      1,870      6,276      9,214      6,890      5,494      
    Operating Expense R&D 1,226     1,249       1,246      2,150      1,687      1,613      1,260      1,195      938         981         980         1,047      5,871      5,755      3,946      5,897      
    Other Operating expenses (1)          1              -         -         -         -         -         -         -         -         -         -         -         -         -         -         

EBIT (4,243)    6,926       25,810    34,781  30,310  24,062  2,683    (21,336) (20,550) (17,465)   (12,428) (3,167)   63,274  35,719  (53,610) 12,336  
Non-Oper. Income (Loss) (842)       (851)         (1,666)     (1,352)   (1,456)   (444)     (1,239)   (3,578)   (628)     (662)       (718)     (748)     (4,711)   (6,717)   (2,756)   (2,673)   
  Interest Income (769)       (980)         (1,103)     (734)       (785)       (506)       (506)       (578)       (628)       (662)       (718)       (748)       (3,586)     (2,373)     (2,756)     (2,673)     
  Net Investment Income/ (Loss) (197)       811          872         (376)       59           (40)         (95)         -         -         -         -         -         1,110      (76)         -         -         
  Net Other N-O Income/(Loss) 123        (682)         (1,435)     (242)       (730)       101         (639)       (3,000)     -         -         -         -         (2,236)     (4,267)     -         -         
Pretax Income (5,085)    6,075       24,144    33,429  28,855  23,617  1,443    (24,913) (21,178) (18,128)   (13,146) (3,915)   58,563  29,002  (56,366) 9,662    
Income Taxes Exp. /(Gains) 20          159          1,573      336         1,869      3,226      584         -         -         -         -         -         2,088      4,635      -         1,412      
Net Income before Extraordinaries (5,105)    5,916       22,571    33,093  26,985  20,392  860       (24,913) (21,178) (18,128)   (13,146) (3,915)   56,475  23,323  (56,366) 8,250    
Extraordinaries 1            (70)           41           86           124         226         54           -         -         -         -         -         58           404         -         -         
Net Income after Extraordinaries (5,106)    5,986       22,530    33,007  26,861  20,165  806       (24,913) (21,178) (18,128)   (13,146) (3,915)   56,417  22,919  (56,366) 8,250    

Reported EPS (0.63)      0.74         2.76       4.03      3.27      2.44      0.10      (2.93)    (2.49)    (2.13)      (1.53)    (0.46)    6.92      2.74      (6.59)    0.96      
Weighted Average Shares 8,111     8,112       8,154      8,196      8,226      8,262      8,466      8,506      8,506      8,506      8,587      8,603      8,156      8,367      8,551      8,603      

EBITDA 14,949   27,757     46,952    55,322  50,114  44,044  22,935  (359)     703       3,718      8,496    17,651  144,980 116,735 30,568  102,401

Margins(%)
EBITDA Margin 18.5% 26.2% 34.0% 35.6% 36.7% 35.7% 22.0% -0.6% 1.5% 7.2% 13.0% 23.6% 30.2% 27.5% 12.8% 34.9%
Gross Margin 0.4% 11.4% 23.0% 27.0% 27.1% 25.0% 8.0% -27.1% -35.3% -26.0% -12.0% 2.2% 18.0% 14.2% -15.2% 10.2%
Operating Margin -5.3% 6.5% 18.7% 22.4% 22.2% 19.5% 2.6% -35.7% -43.8% -33.8% -19.0% -4.2% 13.2% 8.4% -22.5% 4.2%
Tax Rate -0.4% 2.6% 6.5% 1.0% 6.5% 13.7% 40.4% 0.0% 0.0% 0.0% 0.0% 0.0% 3.6% 16.0% 0.0% 14.6%
Net Margin -6.3% 5.6% 16.3% 21.2% 19.7% 16.3% 0.8% -41.7% -45.2% -35.1% -20.1% -5.2% 11.7% 5.4% -23.6% 2.8%

QoQ(%)
Sales QOQ -15% 31% 30% 13% -12% -10% -16% -43% -22% 10% 27% 14%
COGS QOQ -8% 17% 13% 7% -16% -7% 3% -21% -16% 3% 13% 0%
Gross Profit QOQ -96% 3423% 162% 32% 0% -17% -73% NM NM NM NM NM
Operating Profit QOQ NM NM 273% 35% 23% -21% -89% NM NM NM NM NM
Net Profit QOQ NM NM 276% 47% 17% -25% -96% NM NM NM NM NM

YoY(%)
Sales YOY 22% 74% 93% 64% 69% 16% -25% -62% -66% -58% -37% 25% 64% -12% -44% 23%
COGS YOY 46% 69% 62% 30% 24% -1% -13% -36% -36% -30% -24% -4% 50% -10% -24% -4%
Gross Profit YOY -97% 133% 435% 449% 10680% 157% -71% NM NM NM NM NM 189% -23% NM NM
Operating Profit YOY NM 407% 1143% 1130% NM 261% -86% NM NM NM NM NM 345% -22% NM NM
Net Profit YOY NM 3190% 3576% 1891% NM 252% -95% NM NM NM NM NM 520% -42% NM NM  
E = Morgan Stanley Research Estimates  Source: Morgan Stanley Research, Company data
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Exhibit 143 
AUO: Quarterly Revenue Forecasts 
YE Dec 31 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Large size substrate capacity (k substrates/mth)

L3A 40            40            40            40            40            40            40            40            40            40            40            40            
L3B -           -           -           -           -           -           -           -           -           -           -           -           
L3C 60            60            60            60            60            60            60            60            60            60            60            60            
L4A 60            60            60            60            60            60            60            60            60            60            60            60            
L5A 50            50            50            50            50            50            50            50            50            50            50            50            
L5B 70            70            70            70            70            70            70            70            70            70            70            70            
L5C 120          120          120          120          120          120          120          120          120          120          120          120          
L6A 120          120          120          120          120          120          120          120          120          120          120          120          
L7A 20            40            60            60            60            60            75            75            75            75            75            75            
L7B -           -           -           -           -           -           -           -           -           -           -           -           
L8A -           -           -           -           -           -           -           -           -           -           10            20            
L3D 25            25            25            25            30            30            30            30            30            30            30            30            
L5D 70            70            70            70            75            75            75            75            75            75            75            75            
L6B 60            70            80            90            90            100          120          120          120          120          120          120          

Total (k substrates/mth) 695          725          755          765          775          785        820        820        820        820        830        840         
Large size area shipment (km2)

13.3" 23            44            52            54            69            65            71            53            45            50            62            68            173           259           225           268          
14.1" 83            118          156          150          128          116          122          92            78            86            107          118          507           459           389           464          
15" NB 274          280          265          285          285          278          297          222          189          208          260          286          1,105        1,082        943           1,124       
15" Mtr 40            57            62            46            57            49            43            30            25            28            35            38            204           179           126           150          
17" 249          235          260          239          240          237          207          145          123          135          169          186          983           829           613           730          
19" 343          393          393          366          310          335          291          204          173          191          238          262          1,495        1,140        864           1,030       
20" 166          260          346          392          371          353          307          215          183          201          251          276          1,164        1,246        911           1,100       
26" 129          142          143          182          180          186          177          129          110          121          151          166          596           673           548           677          
32" 304          451          516          610          531          507          482          352          299          329          411          452          1,880        1,872        1,491        1,844       
37" 114          234          360          414          382          444          421          308          262          288          360          396          1,122        1,555        1,304        1,613       
42" 128          211          452          567          447          486          462          337          287          315          394          434          1,359        1,733        1,430        1,773       
46" -           9              37            92            96            117          111          94            80            88            110          121          138           418           398           494          
Total (km2) 1,852       2,435       3,041       3,396       3,097       3,174     2,991     2,180     1,853     2,039     2,548     2,803      10,724      11,442      9,244      11,267   

ASP (US$/m2)
13.3" 1,651       1,651       1,743       1,817       1,817       1,651       1,376       917          917          1,009       1,101       1,193       1,710        1,461        1,072        1,220       
14.1" 1,471       1,471       1,552       1,618       1,618       1,552       1,225       817          817          899          980          1,062       1,521        1,329        954           1,086       
15" NB 1,318       1,311       1,369       1,441       1,427       1,369       1,081       720          720          793          865          937          1,344        1,165        842           958          
15" Mtr 1,297       1,297       1,369       1,427       1,427       1,369       1,081       720          720          793          865          937          1,333        1,203        842           958          
17" 1,161       1,161       1,319       1,336       1,260       1,205       876          657          657          712          767          821          1,231        1,037        749           838          
19" 1,120       1,120       1,165       1,175       1,134       1,075       717          538          538          582          627          672          1,132        897           613           685          
20" 1,451       1,411       1,541       1,723       1,723       1,452       1,179       907          816          861          907          952          1,540        1,364        892           942          
26" 1,181       1,127       1,154       1,181       1,181       1,127       947          698          590          590          590          617          1,147        1,006        599           611          
32" 1,065       1,065       1,153       1,153       1,153       1,065       887          639          568          568          603          621          1,104        959           594           586          
37" 1,192       1,192       1,192       1,139       1,122       993          927          794          662          609          556          556          1,157        963           589           509          
42" 1,213       1,131       1,090       1,069       1,028       977          925          720          617          576          535          535          1,084        921           560           498          
46" -           1,286       1,200       1,114       1,029       943          857          686          600          557          514          514          1,128        878           541           484          
ASP ($US/m2) 1,217       1,206       1,262       1,278       1,268       1,156       961          721          656          666          683          713          1,231        1,047        683           696          
QOQ % -11% -1% 5% 1% -1% -9% -17% -25% -9% 2% 2% 5% 0% 0% 0% 0%
YOY % -30% -18% -3% -6% 4% -4% -24% -44% -48% -42% -29% -1% -15% -15% -35% 2%

Large size revenue (NT$mn)
13.3" 1,230       2,407       2,989       3,209       4,023       3,315       3,023       1,609       1,388       1,680       2,290       2,729       9,834        11,969      8,088        10,968     
14.1" 4,033       5,757       8,006       7,918       6,635       5,540       4,650       2,475       2,136       2,584       3,524       4,199       25,715      19,300      12,443      16,874     
15" NB PC 11,903     12,229     11,980     13,404     13,035     11,663     9,937       5,289       4,564       5,522       7,530       8,974       49,515      39,924      26,590      36,059     
15" 1,692       2,452       2,785       2,121       2,618       2,056       1,426       708          611          740          1,009       1,202       9,050        6,808        3,561        4,830       
17" 9,511       9,095       11,302     10,406     9,695       8,778       5,610       3,135       2,705       3,224       4,340       5,115       40,314      27,218      15,383      20,491     
19" 12,640     14,661     15,127     14,007     11,238     11,049     6,473       3,617       3,121       3,720       5,007       5,901       56,435      32,378      17,750      23,643     
20" 7,917       12,219     17,604     22,017     20,443     15,734     11,220     6,431       4,994       5,799       7,630       8,813       59,757      53,827      27,236      34,711     
26"/27" 5,020       5,324       5,444       7,005       6,813       6,445       5,196       2,975       2,172       2,389       2,987       3,435       22,793      21,430      10,983      13,872     
32" 10,649     15,966     19,633     22,924     19,594     16,574     13,253     7,415       5,687       6,256       8,309       9,408       69,172      56,835      29,660      36,174     
37" 4,490       9,270       14,171     15,366     13,728     13,524     12,111     8,067       5,801       5,870       6,700       7,370       43,297      47,430      25,741      27,507     
42" 5,129       7,951       16,271     19,754     14,709     14,579     13,253     8,010       5,924       6,082       7,060       7,766       49,105      50,550      26,832      29,569     
46" -           376          1,456       3,349       3,166       3,376       2,945       2,125       1,605       1,639       1,891       2,080       5,180        11,612      7,215        7,998       
Total (NT$mn) 74,214     97,706     126,767    141,479    125,697    112,632  89,095   51,857   40,709   45,505   58,277   66,992    440,167    379,282    211,483  262,697 

Total revenue (NT$mn) 80,720     106,009    137,960    155,495    136,630    123,476  104,072  59,751   46,898   51,632   65,353   74,794    480,184    423,930    238,678  293,044 
Small medium size sales (NT 6,506       8,302       11,193     14,016     10,933     10,844     14,977     7,894       6,189       6,127       7,077       7,802       40,017      44,648      27,196      30,346     
Large size sales (NT$mn) 74,214     97,706     126,767    141,479    125,697    112,632    89,095     51,857     40,709     45,505     58,277     66,992     440,167    379,282    211,483    262,697    

E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data
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Chi Mei Optoelectronics 
(NT$10.5, EW, PT NT$12) 
4Q08 sales of NT$44bn were down 47% Q/Q, large size 
shipment were11.3 mn units, down 35% Q/Q, in line with 
company’s revised guidance.  Small/medium size panel 
shipments were down 36% Q/Q to 21.1 mn units.  We estimate 
CMO 4Q08 utilization of 60% and expect it to go below 50% in 
January. 

In 1Q09, to mitigate global supply-chain inventory 
de-compression because of the recession, we expect CMO will 
likely shut down its first mega Gen 5 fab and focus all resources 
on its lower-cost second Gen 5 fab. CMO keeps its stated Gen 
6 capacity for 80K substrates/mth to avoid more depreciation 
impact even though total of ~140K Gen 6 capacity has already 
moved in and canceling the balance of orders (total capacity 
plan of 180K+).  We forecast CMO 2009 capex of NT$30 bn, 
down 72% Y/Y from 2008 to preserve cash. 

CMO is seeing some rush order and aim to raise panel price.  
CMO will effort to cut 2009 capital spending by ~70% Y/Y to 
~NT$30 bn.  Most of capital spending is residue payments from 
2008 equipment delivery; minor on new equipment delivery.  
Gen 8.5 capex will be minimal.  CMO will aim to reduce 
operating cost by ~15% to ~NT$18.5 bn in 2009.  We estimate 
CMO has ~NT$280 bn interesting bearing debt.  On average of 
~2.5% interest rate, CMO’s annual interest expense will be 
~NT$7 bn.   
 
We have reduced our 2008/09/10 EPS estimates to 
NT$(0.01)/(9.83)/(0.97) from NT$2.01/(1.77)/1.78 to reflect the 
weak macro environment. 

 

 

Valuation Methodology and Risks 

We have downgraded CMO to Equal-weight from Overweight 
and cut our target price to NT$12 from NT$26, based on a 1x 
forward P/B, the historical average multiple.  CMO is at a 
valuation discount to AUO reflecting net debt/equity difference. 

Downside Risks: 1) Panel  makers revenue will decline Y/Y in 
2009, as end-market growth and panel upsizing migration slow, 
while average selling prices (ASPs) decline.  In our view, the 
best strategy is to slow fab ramp to avoid higher fixed costs and 
protect profitability.  2)  Increasing concentration of the LCD TV 
customer base hurts panel makers through reduced bargaining 
power.  CMOs need to improve their technology base to avoid 
being just buffer fillers for Sony/Samsung’s internal capacities 
while facing panel competition from Sharp.  3) 
Component-makers face slower volume growth from 3Q08- 
1Q09, as panel makers cut production to work off inventory 
while facing greater pricing pressure as they try to reduce panel 
costs to restore profitability.   

Upside Risks: 1) Early recovery on inventory correction.  2) 
Significant panel price rebound after the sharp fall.  3) 
Faster-than-expected economic turnaround increases 
consumer confidence, fueling new purchases.  
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Risk-Reward Snapshot: CMO (3009.TW, NT$10.5, EW, PT NT$12) 
 
Risk-Reward View: Balanced Upside/Downside 
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Scenario Summaries 

Price Target  NT$12 Derived from our Base-Case scenario 

Bull  
Case  
NT$22 

Bull Case 
1.6x one 
year forward 
P/B 

Multiple expansion for further re-rating on improved TFT LCD 
structure and CMO execution on improving shareholder return.  

Base  
Case  
NT$12 

Base Case 
1x one year 
forward P/B 

Consistent growth and strong execution on sustainable free 
cash flow generation through capital discipline and foundry-like 
production model.   

Bear  
Case  
NT$8 

Bear Case 
0.6x one 
year forward 
P/B 

Tougher industry environment on macro slowdown.  TFT LCD 
industry cyclicality wanes.  CMO fails on execution  

Bear to Bull: Driven by Capital Discipline and Free Cash Flow 
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Source: Morgan Stanley Research, Factset 

 

Why Equal-weight? 

• Valuation is at all-time low, reflecting 
a bear-case scenario. 

• CMO is differentiating itself  on 
product portfolio to maximize its 
profit potential – product leadership 
in wide-format monitors.  LCD TV 
should have strong sales in 2008.  

• The TFT LCD industry structure is 
improving, with the top five players 
accounting for 80% market share 
and increasingly rational capacity 
expansion. 

• Diversifying demand profile allows 
panel-makers to differentiate and 
maximize profit potential. 

Key Value Drivers 

• Vertical integration in components to 
improve cost.   

• Increased production in China LCD 
module assembly to improve 
margins.   

• Improving returns on increased scale.  
Depreciation cash flow should now 
mostly cover required capex for 
expansion in 2009 and 2010.   

Potential Catalysts 

• Better-than-expected LCD TV sell- 
through. 

• Inventory correction ends early. 
• Rush order as a result of low 
inventory level at customer side. 

Key Risks  

• Sony-Sharp alliance makes Sharp a 
panel competitor rather than a 
potential customer. 

• Prolonged macro slowdown, further 
hurting LCD TV sales. 

• Less favorable product mix shift to 
smaller LCD TVs. Larger generation 
fabs shifting from large TV 
production to smaller TVs and 
monitors. 
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CMO – Financial Summary
Profit and Loss Statement 

NT$ mn 2007 2008E 2009E 2010E 
 
Sales  301,787   315,868   184,503   234,309  
COGS  238,328   286,729   231,577   218,805  
Depreciation  44,810   65,673   68,504   68,887  
Amortization  161   213   -     -    
Gross Profits  63,459   29,139   (47,074)  15,505  
Total Operating Exp  18,889   22,747   17,878   14,588  
    Promotion  6,967   7,898   7,672   5,394  
    Administrative  4,196   7,799   6,223   3,909  
    R&D  7,727   7,050   3,982   5,286  
EBIT  44,570   6,392   (64,952)  916  
Non-Oper. Income (Loss) (6,458)  (5,457)  (8,262)  (8,816) 
  Interest Income (expense) (4,653)  (6,095)  (8,262)  (8,816) 
  Net Invest. Income/ (Loss) 7,169   1,060   -     -    
  Other Income/(Loss)  (8,975)  12   -     -    
Pretax Income  38,112   935   (73,214)  (7,899) 
Income Taxes Exp. /(Gains) 1,832   1,032   (1,204)  (790) 
Extraordinaries  (108)  29   -     -    
Net Income   36,172   (67)  (72,010)  (7,109) 
Pretax EPS  5.36   0.13   (9.99)  (1.07) 
 Reported EPS   5.09   (0.01)  (9.83)  (0.97) 
Weighted Average Shares 7,104   7,210   7,327   7,357  
  -     -     -     -    
EBITDA  89,541   72,279   3,552   69,804   
 

Balance Sheet 

NT$ mn 2007 2008E 2009E 2010E 
Assets     
Cash & Cash Equi.  21,577   53,190   35,844   61,874  
A/R & N/R  54,369   27,729   36,012   44,271  
Inventories  27,211   34,887   35,020   31,300  
Other C.Assets  1,318   4,479   5,817   7,151  
Total Current Assets  110,950   121,510   114,284   146,552  
Long-term Investment  38,366   18,622   18,622   18,622  
Total Fixed Assets  310,923   391,985   353,481   324,594  
Total Other Assets  15,295   10,887   10,887   10,887  
Total Assets  475,535   543,004   497,273   500,654  
     
Interest Bearing ST Liab 26,060   79,831   87,511   91,200  
Non-Interest B ST Liab  99,860   78,005   80,645   79,695  
Total Current Liab  125,920   157,836   168,157   170,895  
Long-term Liabilities  128,742   169,641   185,961   193,800  
Total Other L-T Liab  226   578   471   384  
Total Liabilities  254,887   328,055   354,588   365,079  
     
Common Stocks  67,872   73,064   73,567   73,567  
Capital Reserves  86,913   96,437   97,334   97,334  
Retained Earnings  43,272   30,448   (43,216)  (50,326) 
Total Equity  220,648   214,948   142,685   135,575  
     
Total Liab & Equity  475,535   543,004   497,273   500,654   
 
Note: Reported EPS is based on ROC GAAP. 

 

Cash Flow Statement 

NT$ mn 2007 2008E 2009E 2010E 
Net income  36,172   (47)  (72,010)  (7,109) 
Add : Depreciation  44,810   66,465   68,504   68,887  
Add : Amortization  117   -     -     -    
Associate Share of (P)/L (7,169)  (479)  -     -    
Change in working cap  179   (802)  (7,479)  (7,189) 
Cash Flow-Operation  74,109   65,137   (10,985)  54,590  
     
Change in LT invest  (13,651)  20,224   -     -    
Change in FA  (88,422)  (147,527)  (30,000)  (40,000) 
Change in other asset  4,164   4,409   -     -    
Cash Flow-Investing  (97,909)  (122,895)  (30,000)  (40,000) 
     
Change in debt and liab (1,183)  95,023   23,893   11,441  
Change in equity  (3,807)  (5,652)  (254)  (0) 
Cash Flow-Financing  (4,989)  89,371   23,638   11,441  
     
Change in cash  (28,789)  31,613   (17,346)  26,030  
     
Cash at the beg of yr  50,366   21,577   53,190   35,844  
Cash at the end of yr  21,577   53,190   35,844   61,874  
Change in cash  (28,789)  31,613   (17,346)  26,030   
 

 
Ratio Analysis 

 2007 2008E 2009E 2010E 

YoY growth (%)     
Sales 61.3 5.1 -41.8 27.0 
Cost of goods sold 44.1 20.8 -19.6 -5.5 
Gross profit 193.2 -53.8 -260.5 N.M. 
Other operating exp. 39.6 20.9 -21.7 -18.4 
EBITDA 116.4 -18.5 -95.1 1865.1 
EBIT 449.4 -85.4 -1100.8 N.M. 
Pre-tax profit 739.7 -97.5 -7748.8 N.M. 
Net income 920.9 -100.1 N.M. N.M. 
EPS 787.5 -100.1 -149342.9 90.2 
     
Margins (%)     
Cost of goods sold 79.0 90.8 125.5 93.4 
Gross profit 21.0 9.2 -25.5 6.6 
Other operating expenses 6.3 7.2 9.7 6.2 
EBIT 14.8 2.0 -35.2 0.4 
EBITDA 29.7 23.0 1.9 29.8 
Pre-tax income 12.6 0.3 -39.7 -3.4 
Net income 12.0 0.0 -39.0 -3.0 
     
Balance Sheet Ratios (%)     
Return on equity (Year end)17.6 N.A. N.A. N.A. 
Return on equity (Average)19.1 0.0 -44.0 -5.7 
Net debt/equity 60.4  91.3  166.5  164.6 
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data 
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CMO: Quarterly Income Statements (Reported Basis) 
NT$mn 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 47,495  61,099  88,209  104,984 93,312 96,875 81,988  43,693  37,396  40,407    49,957  56,744  301,787 315,868 184,503 234,309
COGS 43,086  51,841  66,848  76,553  70,042 75,342 79,537  61,808  54,513  55,424    59,597  62,043  238,328 286,729 231,577 218,805
Depreciation 9,567    10,555  11,816  12,872  15,156 16,384 16,892  17,242  17,118  17,038    17,133  17,216  44,810  65,673  68,504  68,887  
Amortization -        116       1          44         80       133     -       -       -       -         -       -       161       213       -        -        
COGS ex DNA 33,519  41,170  55,031  63,637  54,807 58,824 62,645  44,566  37,396  38,386    42,464  44,828  193,357 220,842 163,073 149,917
Un earned related sales -        -        -       -       -      -      -       -       -       -         -       -       -        -        -        -                                                                                                                              
Gross Profits 4,409    9,258    21,361  28,431  23,270 21,533 2,451    (18,115) (17,118) (15,018)   (9,639)   (5,300)   63,459  29,139  (47,074) 15,505  
Total Operating Exp 3,793    4,830    4,878   5,388    5,418  6,118  5,925    5,287    4,600    4,243      4,496    4,540    18,889  22,747  17,878  14,588  
    Operating Exp. Promotion 1,278    1,828    1,704   2,156    1,840  1,968  1,906    2,185    1,870    1,818      1,998    1,986    6,967    7,898    7,672    5,394    
    Operating Exp. Administrative 829       1,163    1,135   1,069    1,671  2,114  2,048    1,966    1,608    1,414      1,499    1,702    4,196    7,799    6,223    3,909    
    Operating Expense R&D 1,686    1,840    2,039   2,162    1,907  2,035  1,971    1,136    1,122    1,010      999       851       7,727    7,050    3,982    5,286                                                                                                                          
EBIT 616       4,428    16,483  23,043  17,853 15,415 (3,474)   (23,402) (21,717) (19,260)   (14,135) (9,839)   44,570  6,392    (64,952) 916       
Total Non-Oper. Income (Loss) (1,719)   (1,034)   (2,175)   (1,530)   (1,544) (870)    (1,293)   (1,749)   (1,899)   (2,024)     (2,136)   (2,203)   (6,458)   (5,457)   (8,262)   (8,816)   
Interest Income (expense) (902)      (984)      (1,430)   (1,337)   (1,494) (1,347) (1,506)   (1,749)   (1,899)   (2,024)     (2,136)   (2,203)   (4,653)   (6,095)   (8,262)   (8,816)   
Net Investment Income/ (Loss) -        661       2,716   3,792    115     512     433       -       -       -         -       -       7,169    1,060    -        -        
IDT (0)          0           -       -       -      -      -       -       -       -         -       -       -        -        -        -        
Net Other Non Operating Income/(Loss) (446)      (1,082)   (3,461)   (3,985)   (165)    (36)      213       -       -       -         -       -       (8,975)   12         -        -                                                                                                                              
Pretax Income (1,103)   3,394    14,308  21,513  16,309 14,545 (4,767)   (25,151) (23,617) (21,284)   (16,271) (12,042) 38,112  935       (73,214) (7,899)   
Income Taxes Exp. /(Gains) 2           1           583      1,246    887     725     (580)     -       -       -         -       (1,204)   1,832    1,032    (1,204)   (790)      
Net Income before Extraordinaries (1,105)   3,393    13,725  20,267  15,422 13,820 (4,187)   (25,151) (23,617) (21,284)   (16,271) (10,837) 36,280  (96)        (72,010) (7,109)   
Extraordinaries 1           (3)          (1)         (105)     (218)    25       222       -       -       -         -       -       (108)      29         -        -        

Net Income after Extraordinaries (1,104)   3,390    13,724  20,162  15,204 13,845 (3,965)   (25,151) (23,617) (21,284)   (16,271) (10,837) 36,172  (67)        (72,010) (7,109)   

EPS (0.16)     0.48      1.93     2.83      2.13    1.94    (0.54)    (3.44)    (3.23)    (2.91)      (2.22)    (1.47)    5.09      (0.01)     (9.83)     (0.97)     
Shares 7,083    7,083    7,124   7,127    7,127  7,127  7,279    7,306    7,306    7,306      7,339    7,357    7,104    7,210    7,327    7,357                                                                                                                          
EBITDA 10,183  15,099  28,300  35,959  33,088 31,933 13,418  (6,161)   (4,600)   (2,222)     2,997    7,377    89,541  72,279  3,552    69,804  

Margins(%)
EBITDA Margin 21.4% 24.7% 32.1% 34.3% 35.5% 33.0% 16.4% -14.1% -12.3% -5.5% 6.0% 13.0% 29.7% 22.9% 1.9% 29.8%
Gross Margin 9.3% 15.2% 24.2% 27.1% 24.9% 22.2% 3.0% -41.5% -45.8% -37.2% -19.3% -9.3% 21.0% 9.2% -25.5% 6.6%
Operating Margin 1.3% 7.2% 18.7% 21.9% 19.1% 15.9% -4.2% -53.6% -58.1% -47.7% -28.3% -17.3% 14.8% 2.0% -35.2% 0.4%
Non Operating as % of Rev -3.6% -1.7% -2.5% -1.5% -1.7% -0.9% -1.6% -4.0% -5.1% -5.0% -4.3% -3.9% -2.1% -1.7% -4.5% -3.8%
Tax Rate -0.1% 0.0% 4.1% 5.8% 5.4% 5.0% 12.2% 0.0% 0.0% 0.0% 0.0% 10.0% 4.8% 110.3% 1.6% 10.0%
Net Margin -2.3% 5.5% 15.6% 19.2% 16.3% 14.3% -4.8% -57.6% -63.2% -52.7% -32.6% -19.1% 12.0% 0.0% -39.0% -3.0%

QoQ(%)
Sales QOQ -14% 29% 44% 19% -11% 4% -15% -47% -76% 8% 24% 14%
COGS QOQ -13% 21% 32% 16% -12% 8% 6% -22% -12% 2% 8% 4%
Gross Profit QOQ -27% 110% 131% 33% -8% -7% -89% NM NM NM NM NM
Operating Profit QOQ -52% 619% 272% 40% 1% -14% NM NM NM NM NM NM
Net Profit QOQ NM NM 305% 47% 1% -9% NM NM NM NM NM NM

YoY(%)
Sales YOY 0% 68% 83% 90% 96% 59% -7% -58% -54% -8% -51% -63% 61% 5% -42% 27%
COGS YOY -12% 20% 29% 15% -12% 8% 6% -22% -59% 2% 8% 4% 44% 18% -19% -6%
Gross Profit YOY -27% 110% 131% 33% -8% -7% -89% NM NM NM NM NM 193% -50% NM NM
Operating Profit YOY -52% 619% 272% 40% 1% -14% NM NM NM NM NM NM 449% -82% NM NM
Net Profit YOY NM NM 305% 47% 1% -9% NM NM NM NM NM NM 921% NM NM NM  
E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data 
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Exhibit 145 
CMO: Quarterly Revenue Forecasts 
YE Dec 31 1Q2007A 2Q2007A 3Q2007A 4Q2007A 1Q2008A 2Q2008A 3Q2008A 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
CMO Fab substrate capacity (k substrates/mth)

Fab 1 (3.5G) 55            55            55            55            55            55            55            55            55            55            55            55            
Fab 2 (4.0G) 88            88            88            88            88            88            88            88            88            88            88            88            
Fab 3 (5.0G) 145          145          145          145          145          145          145          145          145          145          145          145          
Fab 4 (5.5G) 150          150          155          170          170          170          170          170          170          180          180          180          
Fab 5 (5.0G) 90            120          150          180          180          180          180          180          180          180          180          180          
Fab 6 (7.0G) -           -           -           -           10            50            70            80            80            80            90            100          
Fab 7 (7.5G) -           25            30            50            50            75            90            100          100          100          110          120          
Fab 8 (8G) -           -           -           -           -           -           -           -           -           -           -           5              
Total (k substrates/mth) 528          558          593          638        648        688        708        718        718        728          738        748        

CMO Taiwan area shipment (k m2)
14" 19            37            51            59            59            90            103          67            60            65            78            89            167         320           292         363         
15" 75            109          147          147          142          206          230          150          135          144          173          199          477         727           650         810         
17" 65            50            43            25            73            82            58            37            34            36            43            50            182         250           163         203         
18" -           -           -           -           -           -           -           -           -           -           -           -           -          -            -          -          
19" 323          371          439          509          499          596          477          301          271          289          347          399          1,642      1,873        1,307      1,627      
20" 169          228          346          317          341          398          318          204          183          196          236          271          1,061      1,261        886         1,103      
27" 216          278          344          367          390          361          379          247          222          244          293          337          1,205      1,378        1,096      1,406      
30" -           -           -           -           -           -           -           -           -           -           -           -           -          -            -          -          
32" 245          295          332          505          411          430          473          322          289          318          382          439          1,377      1,635        1,429      1,833      
37" 24            35            23            27            28            31            33            21            19            21            25            29            109         113           95           122         
42" 60            98            274          409          347          409          457          311          280          308          369          425          841         1,524        1,382      1,773      
47" 22            30            70            121          59            70            73            49            44            48            58            66            243         251           216         277         
others -           -           -           -           -           -           -           -           -           -           -           -           -          -            -          -          
Total (k m2) 1,218       1,530       2,069       2,488     2,348     2,673     2,602     1,708     1,537     1,670       2,004     2,305     7,304    9,331      7,516    9,517    

ASP ($US/m2)
14" 1,487       1,495       1,585       1,634       1,471       1,405       1,274       817          817          899          980          980          1,568      1,240        928         1,062      
15" 1,354       1,362       1,467       1,542       1,441       1,380       1,028       720          720          793          865          865          1,447      1,134        819         937         
17" 1,116       1,118       1,260       1,292       1,205       1,150       457          657          657          712          767          767          1,176      922           732         816         
18" -           -           -           -           -           -           -           -           -           -           -           -           -          -            -          -          
19" 1,030       1,045       1,165       1,210       1,111       1,057       551          538          538          582          627          627          1,124      849           599         668         
20" 1,541       1,541       1,632       1,632       1,541       1,505       1,238       907          907          952          997          997          1,596      1,337        968         983         
27" 1,072       997          1,097       1,147       1,122       1,047       901          598          548          548          548          548          1,083      940           548         540         
32" 1,065       1,065       1,136       1,153       1,136       1,100       1,056       639          568          568          568          568          1,112      998           568         534         
37" 1,192       1,059       1,192       1,192       1,059       1,006       799          794          662          609          556          530          1,150      913           581         482         
42" 1,213       1,131       1,079       1,028       925          925          920          720          617          576          535          514          1,066      877           554         476         
47" -           1,233       1,151       1,068       -           904          2,154       657          -           534          493          493          1,131      1,231        519         462         
others nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm
ASP ($US/m2) 1,188       1,207       1,301       1,301     1,242     1,179     1,010     679        636        649          663        659        1,261    1,047      653       657       
QOQ % -8% 2% 7% -1% -7% -9% -12% -29% -5% 2% 2% -1% 0% 0% 0% 0%
YOY % 24% 30% 35% 25% 26% 26% 24% 17% 15% 8% 6% 6% 28% 23% 8% 7%

15" Panel ASP ($US) 94            95            102          107          100          96            70            50            50            55            60            60            100         79             57           65           
17" Panel ASP ($US) 102          102          115          118          110          105          85            60            60            65            70            70            107         84             67           75           
27" Panel ASP ($US) 215          200          220          230          225          210          189          120          110          110          110          110          217         189           110         108         
32" Panel ASP ($US) 300          300          320          325          320          310          280          180          160          160          160          160          313         281           160         150         

E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data
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Innolux (NT$27.20, OW, PT 
NT$33) 
4Q08 sales of NT$32bn were down 22% Q/Q and 28% 
Y/Y.  We estimate Innolux’s 2008 LCD monitor 
shipments were 31 mn units, lower than its target of 
33mn units.  Innolux cut its utilization to 70% in 
December 2008 from 90% as panel price is below 
material cost. 

For 2009, we forecast shipments of 34 mn units on 
market share gain.  Innolux needs to execute on LCD TV 
shipments and ramp tier-one handset customers in 
2009. 

Gen 6 equipment move-in was postponed from 4Q08 to 
post Chinese New Year.  We estimate 2008 capex of 
NT$1.6bn and 2009 capex will be NT$35-40bn as 
NT$1bn was rolled over from 2008.  Innolux will slow the 
ramp of Gen 6 to 60K rather than the more aggressive 
earlier internal target of 90K substrates/month.  It plans 
to start trial run in 2Q09, commercial run in 3Q09, and 
aims to ramp Gen 6 to 40-50K by end-2009. 

LCD TV business in 2008 was minimal. Innolux looks to 
start LCD TV assembly business in 2009 when Gen 6 
fab starts in production for 26”/32” panels. Sony and 

Sharp will stay with Hon Hai for LCD TV assembly; Vizio 
might shift to Innolux after it ramps up Gen 6 capacity. 

Innolux started notebook panel business in 2008, it 
targets for 2-3mn units shipment in 2009.  It aims to 
capture tier one notebook PC makers including Acer, 
Apple, Asus, Dell, HP, and Sony 2009 leveraging Hon 
Hai’s OEM/ODM capability.  Innolux will also start 10.2” 
netbook panel manufacturing using its Gen 4.5 fab in 
2009. 

Reducing target price and EPS Estimates – On weak 
macro conditions, we expect Innolux to start losing 
money in 4Q08 and to lose money throughout 2009.  We 
have cut our 2008/09/10 EPS estimates to 
NT$1.69/(2.07)/0.80 from NT$2.02/0.45/2.57.  

Valuation Methodology and Risks  

We have cut our target price to NT$33 from NT$47, on a 1.3x 
forward P/B, the historical average multiple.  Downside Risks: 
1) Global recession.  2) Longer-than-expected inventory 
correction.  3) Execution failure on LCD TV and small/medium 
size markets. 4) LCD monitors growth slow down, making 
incremental market share gain difficult.  Upside Risks: 1) Early 
recovery on inventory correction.  2) Significant panel price 
rebound after the sharp fall.  3) Faster-than-expected economic 
turnaround increases consumer confidence, fueling new 
purchases. 
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Risk-Reward Snapshot: Innolux (3481.TW, NT$27.2, OW, PT NT$33) 
 
Risk-Reward Profile Looks Favorable 
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Price Target NT$33 Derived from our Base-Case scenario.   

Bull  
Case  
NT$43 

Bull Case 
1.8x one year 
forward P/B 

Growth through acquisition.  Innolux leverages its valuation 
premium for horizontal/vertical acquisitions for inorganic growth, 
moving into new businesses.   

Base  
Case  
NT$33 

Base Case 
1.3x one year 
forward P/B 

Share gain in LCD monitors and benefits from LCD TV 
outsourcing.  Execution on vertical integration.  New growth in 
small/medium applications.   

Bear  
Case  
NT$17 

Bear Case 
0.7x one year 
forward P/B 

Business model fails on lack of panels.  Inability to secure 
sufficient panels hinders growth and leads to a loss of 
competitiveness.   

 
Bear to Bull: Share Gains; Internal Panel Production for Growth 
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Source: Morgan Stanley Research, FactSet 

Why Overweight?  

• Competitive advantage on low funding 
cost.  Highest capital efficiency in 
panel industry.  

• Believe recent stock pullback offers 
buying opportunity as Innolux 
maintains profitability by optimizing fab 
for small/medium applications.   

• Management seeks prudent front-end 
investments based on consistent 
end-product assembly business 
growth to maximize shareholder value 
with stable profitability over the cycle.  

Key Value Drivers 

• Low-cost structure from vertical 
integration and in-house panel supply; 
further vertical integration.   

• Efficient capital spending for front-end 
production.  

• End-product LCD TV assembly growth.  
Market share gains in LCD monitor 
and LCD TV assembly. 

• Expanded penetration in small and 
medium size markets, including digital 
photo frames, handsets, and touch 
panel applications. 

• M&A to increase panel scale and 
improve bargaining power to take on 
more assembly growth.   

Potential Catalysts 

• Improving near-term top-line trends. 
• Acquisition announcements. 
• New business opportunities beyond 

the panel industry (e.g., Solar, LED). 

Key Risks  

• Reluctance of panel competitors to 
provide sufficient supply for growth.  

• Business model failure as scale 
increases but no scale efficiencies. 

• Stock price weakness from Innolux’s 
loss of momentum in investment could 
hamper pursuit of new business 
opportunities.    
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Innolux – Financial Summary
Profit and Loss Statement 

NT$ mn 2007 2008E 2009E 2010E 
Sales  155,972   159,276   131,523   152,412  
COGS  135,797   149,637   135,190   147,420  
  Depreciation  7,563   8,044   11,630   15,809  
  Non D&A  128,234   141,594   123,560   131,611  
Gross Profit  20,175   9,639   (3,667)  4,992  
Operating Cost  3,737   4,820   4,668   3,802  
  R&D  1,389   1,500   2,418   1,582  
  Promotion  1,690   2,607   1,687   1,665  
  Administrative  659   714   562   555  
Operating Profit  16,438   4,819   (8,335)  1,190  
Non Operating Items  528   1,123   1,315   1,524  
  Interest Expenses  (922)  (730)  (1,034)  (1,442) 
  Interest Incomes  189   808   605   374  
  Net investment Gain (Loss) 965   1,929   1,682   1,682  
  Other Non Operating Items 296   (885)  63   911  
Pretax Profit  16,966   5,942   (7,020)  2,714  
Taxes (Gain)  819   766   (562)  217  
Net Income before Extra 16,147   5,175   (6,458)  2,497  
Extra (Minority Interest)  1   -     -     -    
Net Income  16,148   5,175   (6,458)  2,497  
Pretax EPS  6.22   1.93   (2.25)  0.87  
EPS  5.92   1.69   (2.07)  0.80  
Weighted Avg Shares  2,727   3,071   3,115   3,117  
     
EBITDA   24,001   12,862   3,295   16,998 
 

Balance Sheet 

NT$ mn 2007 2008E 2009E 2010E 
 
Assets     
Cash & Cash Equi.  47,846   46,862   23,779   22,493  
Marketable Sec.  33   -     -     -    
A/R & N/R  29,165   24,378   28,379   31,754  
Inventories  16,161   14,124   15,977   16,848  
Prepaid Advance  1,774   -     -     -    
Other C.Assets  187   2,258   2,629   2,942  
Total Current Assets  95,901   87,622   70,765   74,037  
Long-term Investment  5,918   10,112   10,112   10,112  
Total Fixed Assets  34,037   43,301   66,671   72,862  
Total Other Assets  1,929   1,483   1,483   1,483  
Total Assets  137,785   142,519   149,031   158,495  
     
Interest Bearing ST Liab  3,957   17,591   26,569   30,726  
Non-Interest B ST Liab  26,653   24,693   27,629   29,556  
Total Current Liab  30,611   42,284   54,198   60,282  
Long-term Liabilities  11,872   3,738   5,646   6,530  
Total Other L-T Liab  0   0   0   0  
Total Liabilities  42,482   46,022   59,845   66,812  
     
Common Stocks  27,424   31,132   31,168   31,168  
Capital Reserves  50,615   51,368   51,517   51,517  
Retained Earnings  16,687   13,997   6,501   8,998  
Others  576   -     -     -    
Total Equity  95,302   96,496   89,186   91,683  
     
Total Liab & Equity  137,785   142,519   149,031   158,495   
 
Note: Reported EPS is based on ROC GAAP. 

Cash Flow Statement 

NT$ mn 2007 2008E 2009E 2010E 
 
Year end Dec. 2007 2008E 2009E 2010E 
Net income  16,148   5,175   (6,458)  2,497  
Add : Depreciation  7,563   13,794   23,542   15,809  
Add : Amortization  -     -     -     -    
Associate Share of (P)/L  (965)  (1,929)  (1,682)  (1,682) 
Change in working cap  (9,594)  5,300   (3,288)  (2,632) 
Cash Flow-Operation  13,152   22,340   12,113   13,992  
     
Change in LT invest  (2,876)  (2,264)  1,682   1,682  
Change in FA  (1,087)  (23,058)  (46,912)  (22,000) 
Change in other asset  (1,009)  445   -     -    
Cash Flow-Investing  (4,972)  (24,877)  (45,230)  (20,318) 
     
Change in debt and liab (13,100)  5,501   10,886   5,040  
Change in equity  43,718   (3,981)  (852)  (0) 
Cash Flow-Financing  30,618   1,520   10,033   5,040  
     
Change in cash  38,798   (1,017)  (23,083)  (1,286) 
     
Cash at the beg of yr  9,081   47,879   46,862   23,779  
Cash at the end of yr  47,879   46,862   23,779   22,493  
Change in cash  38,798   (1,017)  (23,083)  (1,286)  
 

Ratio Analysis 

 2007 2008E 2009E 2010E 
YoY growth (%)     
Sales 48.3 2.1 -17.4 15.9 
Cost of goods sold 39.1 10.2 -9.7 9.0 
Gross profit 165.9 -52.2 N.M. -236.1 
Total operating exp. 19.5 29.0 -3.2 -18.5 
EBITDA 125.0 -46.4 -74.4 415.9 
EBIT 268.4 -70.7 N.M. -114.3 
Pre-tax profit 457.6 -65.0 N.M. -138.7 
Net income 471.6 -68.0 N.M. -138.7 
EPS 416.5 -71.5 N.M. -138.6 
     
Margins (%)     
Cost of goods sold 87.1 93.9 102.8 96.7 
Gross profit 12.9 6.1 -2.8 3.3 
Total operating expenses 2.4 3.0 3.5 2.5 
EBIT 10.5 3.0 -6.3 0.8 
EBITDA 15.4 8.1 2.5 11.2 
Pre-tax income 10.9 3.7 -5.3 1.8 
Net income 10.4 3.2 -4.9 1.6 
 
Balance Sheet Ratios (%)     
Return on equity (Year end)16.9 5.4 -7.2 2.7 
Return on equity (Average)24.7 5.4 -7.0 2.8 
Gross debt/equity 16.6  22.1  36.1  40.6  
Net debt/equity Net cash Net cash 9  16   
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data 
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Exhibit 146 
Innolux: Quarterly Income Statements (Reported Basis) 
NT$ (mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 29,831   38,581   43,224    44,337  41,370  44,437  41,345  32,125  28,749  30,937    34,440  37,398  155,972 159,276 131,523 152,412
COGS 27,571   33,833   36,508    37,885    36,997    39,833    40,012    32,795    30,597    32,409    35,085    37,098    135,797 149,637 135,190 147,420
Depreciation 1,813     1,883     1,923      1,945      1,972      1,967      1,989      2,115      2,423      2,710      3,056      3,440      7,563    8,044    11,630  15,809  
COGS ex DNA 25,758   31,951   34,585    35,940    35,025    37,866    38,023    30,679    28,174    29,699    32,029    33,658    128,234 141,594 123,560 131,611

Gross Profits 2,260     4,748     6,716      6,451    4,373    4,603    1,333    (670)     (1,848)   (1,472)     (646)     299       20,175  9,639    (3,667)   4,992    
Total Operating Exp 796        887        980         1,074      1,114      1,256      1,262      1,189      1,121      1,145      1,205      1,197      3,737    4,820    4,668    3,802    
    Operating Exp. Promotion 329        324        366         370         409         411         326         353         575         588         620         636         1,389    1,500    2,418    1,582    
    Operating Exp. Administrative 324        366        479         522         508         659         813         626         410         418         439         421         1,690    2,607    1,687    1,665    
    Operating Expense R&D 144        197        136         183         197         185         123         209         137         139         146         140         659       714       562       555       

EBIT 1,464     3,861     5,736      5,377    3,259    3,348    71         (1,858)   (2,969)   (2,617)     (1,851)   (897)     16,438  4,819    (8,335)   1,190    
Non-Oper. Income (Loss) (315)       (66)         3            906         395         527         40           161         287         309         344         374         528       1,123    1,315    1,524    
  Interest Income (expense) (236)       (208)       (213)       (75)         33           101         (26)         (30)         (33)         (71)         (129)       (197)       (733)     78         (429)     (1,068)   
  Net Investment Income/ (Loss) (54)         140        228         650         668         485         357         420         420         420         420         420         965       1,929    1,682    1,682    
  Net Other N-O Income/(Loss) (25)         2            (12)         331         (306)       (58)         (291)       (230)       (100)       (40)         52           150         296       (885)     63         911       
Pretax Income 1,149     3,795     5,739      6,283    3,654    3,875    110       (1,698)   (2,682)   (2,308)     (1,507)   (523)     16,966  5,942    (7,020)   2,714    
Income Taxes Exp. /(Gains) 113        331        574         (199)       347         412         8            -         (215)       (185)       (121)       (42)         819       766       (562)     217       
Net Income before Extraordinaries 1,036     3,464     5,165      6,482    3,307    3,463    103       (1,698)   (2,467)   (2,123)     (1,386)   (482)     16,147  5,175    (6,458)   2,497    
Extraordinaries -         -         -         1            -         -         -         -         -         -         -         -         1          -       -       -       
Net Income after Extraordinaries 1,036     3,464     5,165      6,483    3,307    3,463    103       (1,698)   (2,467)   (2,123)     (1,386)   (482)     16,148  5,175    (6,458)   2,497    

Reported EPS 0.39       1.30       1.93        2.25      1.09      1.14      0.03      (0.55)    (0.79)    (0.68)      (0.44)    (0.15)    5.92      1.69      (2.07)    0.80      
Weighted Average Shares 2,661     2,675     2,681      2,886      3,029      3,045      3,091      3,113      3,113      3,113      3,116      3,117      2,727    3,071    3,115    3,117    

EBITDA 3,276     5,744     7,659      7,322    5,231    5,315    2,060    257       (546)     93           1,205    2,543    24,001  12,862  3,295    16,998  

Margins(%)
EBITDA Margin 11.0% 14.9% 17.7% 16.5% 12.6% 12.0% 5.0% 0.8% -1.9% 0.3% 3.5% 6.8% 15.4% 8.1% 2.5% 11.2%
Gross Margin 7.6% 12.3% 15.5% 14.6% 10.6% 10.4% 3.2% -2.1% -6.4% -4.8% -1.9% 0.8% 12.9% 6.1% -2.8% 3.3%
Operating Margin 4.9% 10.0% 13.3% 12.1% 7.9% 7.5% 0.2% -5.8% -10.3% -8.5% -5.4% -2.4% 10.5% 3.0% -6.3% 0.8%
Tax Rate 9.8% 8.7% 10.0% -3.2% 8.9% 10.3% 5.0% 0.0% 8.0% 8.0% 8.0% 8.0% 4.8% 12.1% 8.0% 7.5%
Net Margin 3.5% 9.0% 11.9% 14.6% 8.0% 7.8% 0.2% -5.3% -8.6% -6.9% -4.0% -1.3% 10.4% 3.2% -4.9% 1.6%

QoQ(%)
Sales QOQ -15% 29% 12% 3% -7% 7% -7% -22% -11% 8% 11% 9%
COGS QOQ -11% 23% 8% 4% -5% 8% 0% -18% -7% 6% 8% 6%
Gross Profit QOQ -42% 110% 41% -4% -16% 5% -71% NM NM NM NM NM
Operating Profit QOQ -49% 164% 49% -6% 42% 3% -98% NM NM NM NM NM
Net Profit QOQ -59% 234% 49% 26% 0% 5% -97% NM NM NM NM NM

0% 0% 0% 0% 0% 0% 0% 0%
YoY(%) 0% 0% 0% 0% 0% 0% 0% 0%
Sales YOY 40% 75% 61% 27% 39% 15% -4% -28% -31% -30% -17% 16% 48% 2% -17% 16%
COGS YOY 35% 62% 45% 22% 33% 15% 7% -16% -17% -19% -12% 13% 39% 8% -10% 9%
Gross Profit YOY 146% 308% 315% 66% 112% 13% -77% NM NM NM NM NM 166% -44% NM NM
Operating Profit YOY 530% 638% 575% 88% 235% 51% -98% NM NM NM NM NM 268% -45% NM NM
Net Profit YOY 1179% NM 1034% 155% 458% 76% -97% NM NM NM NM NM 472% -41% NM NM  
E = Morgan Stanley Research estimates   Source: Morgan Stanley Research, company data 
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Exhibit 147 
Innolux: Shipment Assumptions, 2007-09E 

1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Innolux Fab substrate capacity 
(k substrates/mth)
Fab 1 (4.5G) 40         45         45         45         45         45         45         45         45         45         45         45         
Fab 2 (5.0G) 75         80         85         85         85         85         88         88         88         88         88         88         
Fab 3 (6G) -        -        -        -        -        -        -        -        -        10         45         60         
Total 
Total (k substrates/mth) 115       125       130      130     130     130     133     133     133     143       178      193     

Total Shipments (K)
Small/Medium (Module) 8,503    11,464  14,514  14,671  9,720    12,058  12,557  12,557  12,039  14,447  16,614  17,445  49,152     46,892    60,545    78,957    
Large Size LCD Mtr 5,158    6,467    6,443    6,167    6,400    7,984    8,500    8,160    7,589    8,196    9,097    9,552    24,235     31,044    34,434    40,090    
Large Size LCD TV -        -        -        -        -        -        -        -        50         150       200       400       -          -         800        2,047     

End Product ASP (US$)
Small module 10         10         9           9           9           9           8           8           8           8           8           7           10           8            8            7            
Medium Module 21         24         23         23         22         23         22         22         22         22         22         21         23           22          22          21          
LCD Monitor 150       150       168       181       177       158       136       102       91         87         86         85         163         141        87          81          
LCD TV -        -        -        -        -        -        -        -        300       285       271       257       NM NM 268        224        

Innolux Revenue (NT$mn)
Small/Medium Module 3,977    6,034    7,200    7,360    4,950    5,498    4,961    4,488    4,487    5,115    5,823    6,053    24,572     19,898    21,478    25,929    
LCD Monitor 25,356  32,231  35,724  36,325  36,106  38,341  35,970  27,347  23,236  23,841  26,198  27,233  129,636   137,765  100,509  108,272  
LCD TV -        -        -        -        -        -        -        -        503       1,432    1,814    3,447    -          -         7,195     15,385    
LCD module and others 498       316       300       651       314       597       414       289       523       549       604       665       1,765       1,614     2,341     2,826     
Total Revenue 29,831  38,581  43,224  44,336 41,370 44,437 41,345 32,125 28,749 30,937  34,440 37,398 155,972 159,277 131,523 152,412

QoQ Change -15% 29% 12% 3% -7% 7% -7% -22% -11% 8% 11% 9%
YoY Change 40% 75% 61% 27% 39% 15% -4% -28% -31% -30% -17% 16% 48% 2% -17% 16%

Revenue Breakdown
Small/Medium Module 13% 16% 17% 17% 12% 12% 12% 14% 16% 17% 17% 16% 16% 12% 16% 17%
LCD Monitor 85% 84% 83% 82% 87% 86% 87% 85% 81% 77% 76% 73% 83% 86% 76% 71%
LCD TV 0% 0% 0% 0% 0% 0% 0% 0% 2% 5% 5% 9% 0% 0% 5% 10%
LCD module and others 2% 1% 1% 1% 1% 1% 1% 1% 2% 2% 2% 2% 1% 1% 2% 2%
Total Revenue 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data
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Novatek (NT$34.8, OW, PT 
NT$42) 
4Q08 sales dropped 34% Q/Q, vs. earlier guidance of 15% Q/Q 
decline.  4Q08 TFT driver ICs declined 42% Q/Q, worse than 
other application.  We estimate that 4Q08 gross margin will be 
within guidance (down 100-200 bps) on continuous cost down 
and NTD depreciation, although ASP has been under pressure.  
We expect January revenue to continue to decline on low 
loading rate from panel customers and fewer working days.  
We estimate 1Q09 revenue to decline 19% Q/Q on 20% 
large-size driver IC shipment decline. 

Value Play In a recession, investors want value, not growth.  
Since 2009 will likely mark the first yearly decline for Taiwan 
TFT, as reflected in their stock prices, management faces less 
pressure to deliver growth for the first time.  We believe the 

company should focus on how to improve operationally for 
value creation.   

Adjusting target price and EPS estimates We have lowered 
our target price to NT$42 from NT$65, on a 10x forward P/E, 
the historical average multiple.  We cut our 2008/2009/10 EPS 
estimates to NT$6.17/3.58/5.15 from NT$7.26/6.49/7.01, 
reflecting weak macroenvironment.  

Downside Risks: 1) Macro concerns.  2) Longer-than- 
expected inventory correction.  3) More pricing pressure from 
panel makers on loss.  Upside Risks: 1) Early recovery on 
inventory correction.  2) Significant panel price rebound after 
the sharp fall.  3) Faster-than-expected economic turnaround 
leading to increased consumer confidence, fueling new 
purchases. 

 



 

 
 92 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

January 16, 2009 
Taiwan TFT LCD 

Risk-Reward Snapshot: Novatek (3034.TW, NT$34.8, OW, PT NT$42)
 
If Multi-Growth Strategy Is Rewarded, We See Upside to NT$60 
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Scenario Summaries 

Price Target NT$42 Derived from our Base-Case scenario. 

Bull  
Case  
NT$60 

Bull 
Case 15x one 
year forward 
EPS 

Multi-growth strategy reward: Novatek gains significant market share 
overseas and transforms itself via new product lines.  P/E multiple 
expands further as its multi-products growth strategy is rewarded and 
on financial transparency improvement.   

Base  
Case  
NT$42 

Base 
Case 10x one 
year forward 
EPS 

Diversified growth: Increased penetration in small and medium-size 
drivers.  Expansion in new-product offerings and peripherals including 
digital still cameras and related fields.  Consistent growth in large-size 
drivers.  

Bear  
Case  
NT$24 

Bear 
Case 5x  one 
year forward 
EPS 

Industry fundamental deterioration: Worst pricing outlook.  Novatek 
loses lion’s share to AUO.  Novatek fails to execute on acquired 
Cheertek business.  Business model deteriorates on margin structure.  
Remains de-rated.  

 
Bear to Bull: Small/Medium-Size New Products to Drive Valuation 
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Source: Morgan Stanley Research, FactSet 

Why Overweight 

• Superior industry economics.  LCD 
driver is one of the best ways to play 
dynamic TFT LCD industry growth.   

• Strong foundry support from UMC. 
• Technological leadership. 
• New product cycle in 

small/medium-size and peripheral 
products.  

Key Value Drivers 

• LCD drivers have the highest returns 
over the cycle within the TFT LCD 
industry. 

• Gaining market share in the growing 
LCD driver industry. 

• Delivers consistent earnings growth 
and improving cash dividend returns to 
shareholders. 

Potential Catalysts 

• Further share gains in 
small/medium-size driver ICs. 

• Japan losing share to Taiwan in 
small/medium-size driver ICs.   

• Full HD and 120 Hz panel push by TFT 
LCD makers would require more 
drivers. 

• Diversified growth including Cheertek 
acquisition synergies in SOC (system 
on a chip). 

Key Risks  

• High concentration of revenue in LCD 
drivers.    

• No future unit growth due to the 
implementation of “gateless” and 
“multi-channel” drivers on panels. 

• AUO incubates Raydium/ 
Orise, which would cap Novatek’s 
growth. 

• Execution failure on Cheertek merger. 
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Novatek – Financial Summary
Profit and Loss Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
Sales (NT$ mn)  36,117   26,176   18,600   23,038  
COGS  25,947   18,439   13,016   16,145  
Gross Profits  10,170   7,737   5,584   6,893  
  Unearned Related Sales  2   (7)  -     -    
Operating Expense  2,598   4,038   3,510   3,614  
  SG&A   996   1,382   1,339   1,241  
  R&D  1,602   2,655   2,171   2,373  
Operating income  7,575   3,692   2,074   3,279  
Total non-op. income/(loss)  175   (82)  98   118  
  Net interest  (39)  (53)  212   197  
   Interest Income  152   301   352   337  
   Interest (expense)  (191)  (171)  (140)  (140) 
  Investment income/(loss)  37   (69)  (141)  (141) 
  Exchange gain/(loss)  64   (112)  -     -    
  Other non operating income/(loss)  
  113   153   26   62  
Pre-tax income  7,750   3,609   2,172   3,397  
Income tax (credit)  166   115   65   340  
Net income  7,585   3,494   2,107   3,057  
Pretax EPS  14.32   6.38   3.69   5.72  
Net EPS  14.02   6.17   3.58   5.15  
Weighted shares outstanding   
 541   566   589   594 
     
EBITDA  7,876   4,045   2,454   3,658   
 

Balance Sheets 

(NT$ mn) 2007 2008E 2009E 2010E 
Assets 
Cash & Cash Equi.  8,416   13,652   11,783   12,984  
A/R & N/R  11,849   5,467   6,896   7,822  
Inventories  2,240   1,866   2,377   2,679  
Prepaid Advance  24   -     -     -    
Other C.Assets  76   172   217   247  
Total Current Assets  22,757   21,157   21,273   23,732  
Long-term Investment  2,060   1,813   1,813   1,813  
Total Fixed Assets  1,405   1,700   1,576   1,440  
Total Other Assets  593   3,540   3,540   3,540  
Total Assets  26,815   28,209   28,201   30,524  
     
Liab & Equity     
Interest Bearing ST Liab  4,183   5,110   5,110   5,110  
Non-Interest B ST Liab  5,141   4,726   5,290   6,160  
Total Current Liab  9,324   9,836   10,400   11,270  
Long-term Liabilities  -     -     -     -    
Total Other L-T Liab  42   61   61   61  
Total Liabilities  9,367   9,896   10,460   11,330  
     
Common Stocks  5,415   5,856   5,917   5,953  
Capital Reserves  803   3,468   3,757   3,930  
Retained Earnings  11,231   8,988   8,067   9,310  
Treasury Stock  -     -     -     -    
Total Equity  17,449   18,313   17,741   19,194  
     
Total Liab & Equity  26,815   28,209   28,201   30,524   
 

Cash Flow Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
 
Net income  7,585   3,494   2,107   3,057  
Add : Depreciation  154   204   241   253  
Add : Amortization  147   150   138   138  
Associate Share of (P)/L  (37)  69   141   141  
Change in working cap  (2,288)  6,422   (1,422)  (387) 
Cash Flow-Operation  5,561   10,339   1,205   3,201  
     
Change in LT invest  657   178   (141)  (141) 
Change in FA  (436)  (498)  (117)  (117) 
Change in other asset  (115)  (3,096)  (138)  (138) 
Cash Flow-Investing  106   (3,417)  (396)  (396) 
     
Change in debt and liab  761   944   -     -    
Change in equity  (5,307)  (2,630)  (2,678)  (1,604) 
Cash Flow-Financing  (4,546)  (1,686)  (2,678)  (1,604) 
     
Change in cash  1,121   5,236   (1,869)  1,201  
     
Cash at the beg of yr  7,295   8,416   13,652   11,783  
Cash at the end of yr  8,416   13,652   11,783   12,984  
Change in cash  1,121   5,236   (1,869)  1,201 
 

Ratio Analysis 

 2007 2008E 2009E 2010E 
 
YoY growth (%)     
Sales 14.9 -27.5 -28.9 23.9 
Cost of goods sold 13.2 -28.9 -29.4 24.0 
Gross profit 19.5 -23.9 -27.8 23.4 
Other operating exp. 20.5 55.4 -13.1 3.0 
EBITDA 19.6 -48.6 -39.3 49.6 
EBIT 19.2 -51.3 -43.8 58.1 
Pre-tax profit 20.9 -53.4 -39.8 56.4 
Net income 20.8 -53.9 -39.7 45.1 
EPS 18.8 -56.0 -42.0 43.9 
     
Margins (%)     
Cost of goods sold 71.8 70.4 70.0 70.1 
Gross profit 28.2 29.6 30.0 29.9 
Other operating expenses 7.2 15.4 18.9 15.7 
EBIT 21.0 14.1 11.2 14.2 
EBITDA 21.8 15.5 13.2 15.9 
Pre-tax income 21.5 13.8 11.7 14.7 
Net income 21.0 13.3 11.3 13.3 
 
Balance Sheet Ratios (%)     
Return on equity (Year end) 43.5 19.1 11.9 15.9 
Return on equity (Average) 46.5 19.5 11.7 16.6 
ROA  28.3   12.4   7.5   10.0  
Gross debt/equity 24.0  27.9  28.8  26.6  
Net debt/equity Net cash Net cash Net cash Net cash  
 
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data
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Exhibit 148 
Novatek: Quarterly Income Statements (Reported Basis) 
(NT$mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 7,620 9,021 10,065 9,411 7,506 7,238 6,908 4,525 3,673 4,112 5,108 5,708 36,117 26,176 18,600 23,038
COGS (include employee bonus) 5,610 6,507 7,150 6,680 5,317 5,178 4,814 3,130 2,579 2,879 3,569 3,989 25,947 18,439 13,016 16,145

Gross Profits 2,010 2,514 2,915 2,731 2,189 2,059 2,094 1,395 1,094 1,232 1,539 1,719 10,170 7,737 5,584 6,893
  Unearned Related Sales 0 3 -6 5 0 -3 -5 0 0 0 0 0 2 -7 0 0
Operating Expense 586 652 665 696 946 1,016 1,052 1,023 735 801 952 1,022 2,598 4,038 3,510 3,614
  SG&A (include employee bonus) 226 246 265 258 278 298 296 510 306 308 350 375 996 1,382 1,339 1,241
  R&D (include employee bonus) 359 405 399 438 669 718 756 513 429 492 602 648 1,602 2,655 2,171 2,373

Operating income 1,425 1,866 2,244 2,040 1,243 1,040 1,037 372 359 432 587 697 7,575 3,692 2,074 3,279
Total non-op. income/(loss) 290 -6 -48 -60 -222 131 99 -91 -73 41 73 57 175 -82 98 118
Pre-tax income 1,715 1,860 2,196 1,980 1,021 1,171 1,136 281 285 473 660 754 7,750 3,609 2,172 3,397
Income tax (expense)/credit 33 39 46 47 30 32 45 8 9 14 20 23 166 115 65 340

Net income 1,682 1,820 2,149 1,933 991 1,140 1,091 273 277 459 640 731 7,585 3,494 2,107 3,057
Pretax Income per share (NT$) 3.20 3.42 4.02 3.62 1.87 2.14 1.96 0.48 0.49 0.81 1.12 1.27 14.32 6.38 3.69 5.72

Reported EPS (NT$) 3.14 3.34 3.93 3.54 1.81 2.08 1.88 0.47 0.47 0.78 1.09 1.24 14.02 6.17 3.58 5.15
Shares 536 544 547 547 547 547 580 586 586 586 589 592 541 566 589 594
Depreciation 36 36 39 43 43 44 58 59 59 60 61 61 154 204 241 253
Amortization 30 29 52 35 46 35 35 35 35 35 35 35 147 150 138 138

EBITDA 1,491 1,931 2,336 2,118 1,332 1,119 1,130 465 453 526 682 793 7,876 4,045 2,454 3,670

Margins (%)
Gross Margin 26.4% 27.9% 29.0% 29.0% 29.2% 28.5% 30.3% 30.8% 29.8% 30.0% 30.1% 30.1% 28.2% 29.6% 30.0% 29.9%
Operating Margin 18.7% 20.7% 22.3% 21.7% 16.6% 14.4% 15.0% 8.2% 9.8% 10.5% 11.5% 12.2% 21.0% 14.1% 11.2% 14.2%
Tax rate 1.9% 2.1% 2.1% 2.4% 2.9% 2.7% 4.0% 3.0% 3.0% 3.0% 3.0% 3.0% 2.1% 3.2% 3.0% 10.0%
Net margin 22.1% 20.2% 21.4% 20.5% 13.2% 15.7% 15.8% 6.0% 7.5% 11.2% 12.5% 12.8% 21.0% 13.3% 11.3% 13.3%
EBITDA margin 19.6% 21.4% 23.2% 22.5% 17.7% 15.5% 16.4% 10.3% 12.3% 12.8% 13.4% 13.9% 21.8% 15.5% 13.2% 15.9%

QOQ %
Net Revenue -15% 18% 12% -6% -20% -4% -5% -34% -19% 12% 24% 12%
Gross Profit -16% 25% 16% -6% -18% -6% 2% -33% -22% 13% 25% 12%
Operating Income -23% 31% 20% -9% -18% -16% 0% -64% -3% 20% 36% 19%
Pretax Income -8% 8% 18% -10% -30% 15% -3% -75% 1% 66% 40% 14%
Net Income -9% 8% 18% -10% -31% 15% -4% -75% 1% 66% 40% 14%

YOY %
Net Revenue -4% 36% 29% 4% -2% -20% -31% -52% -51% -43% -26% 26% 15% -28% -29% 24%
Gross Profit -9% 41% 36% 14% 11% -16% -27% -48% -50% -40% -27% 23% 20% -22% -28% 23%
Operating Income -12% 46% 40% 10% 28% -24% -38% -76% -71% -59% -43% 87% 19% -33% -44% 58%
Pretax Income 7% 49% 30% 6% -19% -15% -30% -81% -72% -60% -42% 168% 21% -37% -40% 56%
Net Income 8% 50% 30% 5% -20% -15% -31% -81% -72% -60% -41% 168% 21% -37% -40% 45%  
E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data 
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Exhibit 149 
Novatek: Quarterly Revenue Profile  

(NT$mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Revenue Breakdown
Large panel TFT driver 5,837       6,755       7,415       7,049       5,771       5,200       4,434       2,575       1,978       2,206       2,782       3,238       27,056     17,980    10,203    12,776  
Mobile TFT and STN driver 862          992          1,217       1,014       566          867          1,128       1,014       862          991          1,189       1,189       4,085       3,575      4,232      5,030    
Peripheral IC 959          1,300       1,440       1,372       1,196       1,177       1,355       959          863          949          1,187       1,305       5,071       4,687      4,305      5,372    
Other Income 19            17            24            12            5              11            10            9              -           -           -           -           72            36           -          -        
Return (57)           (43)           (31)           (35)           (33)           (18)           (19)           (32)           (30)           (35)           (50)           (25)           (167)         (101)        (140)        (140)      
Total 7,620       9,021       10,065   9,411     7,506     7,238     6,908     4,525     3,673     4,112       5,108     5,708     36,117   26,176  18,600  23,038  

Revenue Mix (%)
Large panel TFT driver 77% 75% 74% 75% 77% 72% 64% 57% 54% 54% 54% 57% 75% 69% 55% 55%
Mobile TFT and STN driver 11% 11% 12% 11% 8% 12% 16% 22% 23% 24% 23% 21% 11% 14% 23% 22%
Peripheral IC 13% 14% 14% 15% 16% 16% 20% 21% 24% 23% 23% 23% 14% 18% 23% 23%
Other Income 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Return -1% 0% 0% 0% 0% 0% 0% -1% -1% -1% -1% 0% 0% 0% -1% -1%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

QOQ Change %
Large panel TFT driver -17% 16% 10% -5% -18% -10% -15% -42% -23% 12% 26% 16%
Mobile TFT and STN driver -13% 15% 23% -17% -44% 53% 30% -10% -15% 15% 20% 0%
Peripheral IC -7% 36% 11% -5% -13% -2% 15% -29% -10% 10% 25% 10%
Other Income 58% -11% 42% -52% -54% NM -12% -10% -100% NM NM NM
Return 21% -25% -27% 13% -8% -46% 9% 68% -6% 17% 43% -50%
Total -15% 18% 12% -6% -20% -4% -5% -34% -19% 12% 24% 12%

YOY Change (%)
Large panel TFT driver -12% 28% 22% 0% -1% -23% -40% -63% -66% -58% -37% 26% 8% -34% -43% 25%
Mobile TFT and STN driver 48% 109% 65% 3% -34% -13% -7% 0% 52% 14% 5% 17% 47% -12% 18% 19%
Peripheral IC 24% 55% 42% 33% 25% -9% -6% -30% -28% -19% -12% 36% 39% -8% -8% 25%
Other Income NM NM NM -3% -72% -33% -59% -23% -100% -100% -100% -100% NM -50% -100% NM
Return 128% 34% -30% -25% -43% -59% -39% -10% -8% 100% 163% -22% 12% -39% 39% 0%
Total -4% 38% 29% 4% -2% -20% -31% -52% -51% -43% -26% 26% 15% -28% -29% 24%

Large Size Driver Shipments (mn) 163          217          265          268          222          236          198          123          98            113          147          177          913          779         535         728         
TFT Driver Revenue/Large Size (US) 1.1           0.9           0.9           0.8           0.8           0.7           0.7           0.7           0.6           0.6           0.6           0.6           0.9           0.7          0.6          0.6          

 
E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data
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Coretronic (NT$17.30, EW, PT 
NT$20) 
4Q08 backlight shipments declined 29% Q/Q to 11.5 mn units, 
worse than company’s guidance of 20% Q/Q decline.  Revenue 
breakdown was 34% TV, 45% monitor, and 21% NB.  Projector 
shipments also declined 33% Q/Q on seasonality and global 
economic slowdown, in line with guidance.  

Coretronic expects January backlight revenue/shipments to be 
flat to down slightly on flat TV/monitor shipments and slight 
decline in NB.  Coretronic thinks January projector revenue will 
continue to decline on seasonality and fewer working days.  
Company is still uncertain on February and March outlook. 

Passed by Radiant Coretronic has lost its leading market 
share position to Radiant in monitors and notebooks but 

maintains pre-eminence in LCD TV (which carries a lower 
margin than do notebooks). 

Adjusting target price and EPS estimates  We have cut our 
target price to NT$20 from NT$25, on a 10x forward P/E, the 
historical average.  We reduce our 2008/2009/10 EPS 
estimates to NT$3.89/0.95/2.37 from NT$4.26/2.49/3.37. 
These revisions reflect lower revenue and margin assumptions 
due to potential pricing pressure from panel makers and a 
slower unit growth environment following panel utilization cuts. 

Downside Risks: 1) Macro concerns.  2) Longer-than- 
expected inventory correction.  3) More pricing pressure from 
panel makers on loss.  Upside Risks: 1) Early recovery on 
inventory correction.  2) Significant panel price rebound after 
the sharp fall.  3) Faster-than-expected economic turnaround 
increases consumer confidence, fueling new purchases. 
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Risk-Reward Snapshot: Coretronic (5371.TWO, NT$17.30, EW, PT NT$20)
 
Risk-Reward View: Backlighting and Projectors Are Key Drivers 
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Price Target NT$20  Derived from Base-Case scenario 

Bull  
Case  
NT$25 

Bull case 13x 
one year 
forward P/E 

A return to glory: Coretronic executes on profitable growth and 
accelerated outsourcing from Korean panel-makers.  It finds higher 
growth in non-backlight module area and migration to 
higher-margin optical component areas.   

Base  
Case  
NT$20 

Base case 
10x one year 
forward P/E 

Consistent growth in backlight module and projector 
business: Revenue CAGR of 2% in 2008-16, with average 
operating margin of 4% and average ROE of 9%. 

Bear  
Case  
NT$14 

Bear case 7x 
one year 
forward P/E 

Tougher industry environment: Coretronic loses market share.  
TFT LCD industry cyclicality wanes.  Company has almost no 
growth in backlight module area on negative impact from 
panel-makers’ in-house production.   

Bear to Bull: Driven by Growth in Backlight Module and Projector 
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Source: Morgan Stanley Research, FactSet 

Why Equal-weight 
• Coretronic is the volume leader in the 

backlight module industry. 
• The industry benefits from TFT LCD 

growth. 
• The company has more stable returns 

over the cycle than panel-makers and 
its peers. 

• Coretronic has been aggressive in 
finding new sources of growth by 
adopting a flexible approach to 
developing its business model to 
include joint ventures or add different 
businesses. 

Key Value Drivers 

• Market share leader in the fast-growing 
TFT LCD industry. 

• Adopting new business model and 
adding new businesses.   

• Transforming to become value-added 
component supplier in backlight 
industry. 

• Projector market penetration in home 
market.   

• Outsource from Korean panel-makers. 

Potential Catalysts 

• Rush orders as a result of low 
inventory level at customer side. 
• Better-than-expected LCD TV growth 

that leads to better shipments and 
pricing for backlights. 

• Backlight key component business 
growth. 

Key Risks  

• Panel-makers bringing backlight 
module production in-house. 

• Panel oversupply concern on soft 
seasonality that will affect backlight 
module margins. 

• Weakness in projector business. 
• Recession risk that negatively affects 

LCD TV sales. 
• Change of light sources, which 

undermines backlight module value 
added. 
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Coretronic – Financial Summary
Profit and Loss Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
Sales  78,828   78,041   50,174   60,460  
COGS  68,751   68,494   44,743   53,351  
Depreciation  838   908   1,346   1,505  
Amortization  315   261   346   346  
Gross Profits  10,077   9,548   5,431   7,110  
Total Operating Exp  5,865   6,670   5,070   5,426  
    Promotion  1,922   2,257   1,720   1,829  
    Administrative  2,172   2,465   1,755   1,924  
    R&D  1,771   1,948   1,596   1,672  
    Other expenses  -     -     -     -    
EBIT  4,212   2,878   361   1,684  
Non-Oper. Income(Loss)  48   939   570   599  
  Interest Income(exp)  118   198   130   117  
  Net Invest Income(Loss)  -     -     -     -    
  Other N-O Income(Loss)  (69)  741   440   482  
Non-Oper. Expenses  319   285   77   80  
  Interest Expenses  319   285   77   80  
Pretax Income  3,942   3,532   854   2,203  
Income Tax Exp (Gains)  383   482   111   330  
Extra  153   265   55   139  
Net Income   3,406   2,785   688   1,733  
Pretax EPS  5.74   4.94   1.17   3.01  
EPS  4.96   3.89   0.95   2.37  
Weighted Average Shares  687   715   727   733  
     
EBITDA  5,365   4,046   2,053   3,535   
 

Balance Sheet 

(NT$ mn) 2007 2008E 2009E 2010E 
 
Assets     
Cash & Cash Equi.  5,787   9,060   7,895   8,138  
Marketable Sec.  16   -     -     -    
A/R & N/R  22,595   15,048   14,237   17,388  
Inventories  5,834   5,357   5,071   6,188  
Prepaid Advance  588   -     -     -    
Other C.Assets  481   938   888   1,084  
Total Current Assets  35,302   30,403   28,090   32,798  
Long-term Investment  566   525   525   525  
Total Fixed Assets  7,557   9,647   10,301   10,796  
Total Other Assets  1,429   2,014   2,014   2,014  
Total Assets  45,001   42,589   40,931   46,134  
     
Interest Bearing ST Liab  3,460   4,126   4,275   4,650  
Non-Interest B ST Liab  20,673   15,646   14,508   17,842  
Total Current Liab  24,133   19,772   18,782   22,492  
Long-term Liabilities  974   1,143   1,184   1,288  
Total Other L-T Liab  370   531   531   531  
Total Liabilities  25,478   21,446   20,497   24,311  
     
Common Stocks  6,945   7,240   7,319   7,338  
Capital Reserves  4,557   5,675   5,813   5,847  
Retained Earnings  4,838   6,109   5,182   6,519  
Treasury Stock  -     -     -     -    
Minority Equity  1,625   2,121   2,121   2,121  
Total Equity  19,523   21,143   20,433   21,823  
     
Total Liab & Equity  45,001   42,589   40,931   46,134   
     
 

Cash Flow Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
 
Net income  3,406   2,785   688   1,733  
Add : Depreciation  1,256   908   1,346   1,505  
Add : Amortization  315   261   346   346  
Associate Share of (P)/L  -     -     -     -    
Change in working cap  (2,295)  3,276   9   (1,130) 
Cash Flow-Operation  2,682   7,229   2,389   2,454  
     
Change in LT invest  1   41   -     -    
Change in FA  (2,606)  (2,997)  (2,000)  (2,000) 
Change in other asset  (410)  (846)  (346)  (346) 
Cash Flow-Investing  (3,014)  (3,803)  (2,346)  (2,346) 
     
Change in debt and liab  1,728   995   190   479  
Change in equity  (1,631)  (1,164)  (1,398)  (344) 
Cash Flow-Financing  97   (170)  (1,208)  135  
     
Change in cash  (235)  3,257   (1,165)  243  
     
Cash at the beg of yr  6,039   5,803   9,060   7,895  
Cash at the end of yr  5,803   9,060   7,895   8,138  
Change in cash  (235)  3,257   (1,165)  243  
 

 
 
Ratio Analysis 

 2007 2008E 2009E 2010E 
 
YoY growth (%)     
Sales 6.1 -1.0 -35.7 20.5 
Cost of goods sold 7.1 -0.4 -34.7 19.2 
Gross profit 0.1 -5.3 -43.1 30.9 
Other operating exp. 12.6 13.7 -24.0 7.0 
EBITDA -7.2 -24.6 -49.3 72.2 
EBIT -13.4 -31.7 -87.5 366.5 
Pre-tax profit -7.1 -10.4 -75.8 157.9 
Net income 1.2 -18.2 -75.3 152.0 
EPS -2.2 -21.5 -75.7 150.2 
     
Margins (%)     
Cost of goods sold 87.2 87.8 89.2 88.2 
Gross profit 12.8 12.2 10.8 11.8 
Other operating expenses 7.4 8.5 10.1 9.0 
EBIT 5.3 3.7 0.7 2.8 
EBITDA 6.8 5.2 4.1 5.8 
Pre-tax income 5.0 4.5 1.7 3.6 
Net income 4.3 3.6 1.4 2.9 
     
Balance Sheet Ratios (%)     
Return on equity (Year end) 17.4 13.2 3.4 7.9 
Return on equity (Average) 18.3 13.7 3.3 8.2 
Gross debt/equity 22.7  24.9  26.7  27.2  
Net debt/equity Net cash Net cash Net cash Net cash  
 
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data
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Exhibit 150 
Coretronic: Quarterly Income Statements (Reported Basis) 
(NT$mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 18,122    17,206    20,211    23,289  20,007  21,187  22,078  14,770  11,301  11,878  13,022    13,973  8,477    78,041  50,174     60,460     
COGS 15,828    14,644    17,524    20,756    17,822    18,612    19,005    13,055    10,189    10,597    11,599    12,358    7,163      68,494    44,743       53,351       
Depreciation 211         207         210         210         297         284         163         163         336         336         336         336         102         908         1,346         1,505         
COGS ex DNA 15,545    14,357    17,234    20,463    17,477    18,288    18,755    12,805    9,766      10,174    11,176    11,936    7,062      67,325    43,051       51,500       

Gross Profits 2,294      2,563      2,688      2,533    2,185    2,574    3,073    1,715    1,113    1,281     1,423     1,615    1,314    9,548    5,431       7,110       
Total Operating Exp 1,285      1,464      1,487      1,628      1,509      1,624      2,046      1,491      1,243      1,236      1,247      1,344      886         6,670      5,070         5,426         
    Operating Exp. Promotion 375         482         488         578         503         525         727         503         424         416         424         455         333         2,257      1,720         1,829         
    Operating Exp. Administrative 530         590         505         547         573         629         731         533         423         420         438         473         334         2,465      1,755         1,924         
    Operating Expense R&D 381         393         494         503         434         470         589         455         396         399         385         417         218         1,948      1,596         1,672         

EBIT 1,008      1,098      1,201      905       676       951       1,027    224       (130)      45          176        271       432       2,878    361          1,684       
Non-Oper. Income (Loss) (64)          (61)          (68)          (78)          54           202         250         148         90           107         156         140         (248)        654         493            519            
  Interest expenses 85           81           71           82           80           97           84           23           21           19           18           18           90           285         77              80              
  Interest income 27           25           31           35           32           68           68           30           34           35           32           28           17           198         130            117            
  Other Non-Op. Income/(Loss) (5)            (5)            (27)          (31)          103         231         267         141         77           91           142         130         (96)          741         440            482            
Pretax Income 944         1,037      1,133      827       730       1,152    1,277    372       (40)        152        332        410       184       3,532    854          2,203       
Income Taxes Exp. /(Gains) 106         136         93           47           124         143         166         48           (5)            20           43           53           (19)          482         111            330            
Net Income before Extraord. 838         901         1,040      781         606         1,009      1,111      323         (35)          132         289         357         202         3,050      743            1,873         

Net Income 786         849         1,015      756       584       896       1,010    295       (33)        123        267        330       202       2,785    688          1,733       

EPS 1.13        1.22        1.44        1.07      0.82      1.26      1.40      0.41      (0.05)     0.17       0.37       0.45      1.05      3.89      0.95         2.37         
Average shares 694         694         705         708         708         708         720         724         724         724         730         732         193         715         727            733            

EBITDA 1,292      1,385      1,490      1,198    1,020    1,275    1,276    474       293       468        599        694       534       4,046    2,053       3,535       

Margins(%)
EBITDA Margin 7.1% 8.1% 7.4% 5.1% 5.1% 6.0% 5.8% 3.2% 2.6% 3.9% 4.6% 5.0% 6.3% 5.2% 4.1% 5.8%
Gross Margin 12.7% 14.9% 13.3% 10.9% 10.9% 12.2% 13.9% 11.6% 9.8% 10.8% 10.9% 11.6% 15.5% 12.2% 10.8% 11.8%
Operating Margin 5.6% 6.4% 5.9% 3.9% 3.4% 4.5% 4.7% 1.5% -1.2% 0.4% 1.3% 1.9% 5.1% 3.7% 0.7% 2.8%
Tax Rate 11.3% 13.1% 8.2% 5.6% 17.0% 12.4% 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% -10.2% 13.6% 13.0% 15.0%
Net Margin 4.3% 4.9% 5.0% 3.2% 2.9% 4.2% 4.6% 2.0% -0.3% 1.0% 2.1% 2.4% 2.4% 3.6% 1.4% 2.9%

QoQ(%)
Sales QOQ -13% -5% 17% 15% -14% 6% 4% -33% -23% 5% 10% 7%
COGS QOQ -12% -7% 20% 18% -14% 4% 2% -31% -22% 4% 9% 7%
Gross Profit QOQ -17% 12% 5% -6% -13% 18% 19% -44% -35% 15% 11% 14%
Operating Profit QOQ -19% 9% 9% -25% -4% 41% 8% -78% -158% NM 289% 54%
Net Profit QOQ -3% 8% 20% -26% 5% 53% 13% -71% -111% NM 117% 24%

YoY(%)
Sales YOY -10% 14% 10% 12% 10% 23% 9% -37% -44% -44% -41% -5% 122% -1% -36% 20%
COGS YOY -9% 12% 11% 15% 12% 27% 8% -37% -43% -43% -39% -5% 150% -1% -35% 19%
Gross Profit YOY -14% 28% 2% -8% -4% 2% 16% -32% -49% -50% -54% -6% 39% -4% -43% 31%
Operating Profit YOY -31% 24% -5% -27% -15% 9% 11% -68% -119% -95% -83% 21% 59% -13% -87% 366%
Net Profit YOY -31% 51% 19% -6% -1% 40% 34% -47% -106% -86% -74% 12% -10% 10% -75% 152%  
 
E = Morgan Stanley Research estimates   Source: Morgan Stanley Research, company data
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Radiant (NT$21.15, EW, PT 
NT$23)  
 

4Q08 consolidated sales declined 32% Q/Q and 33% Y/Y to 
NT6.4 bn.  We estimate Radiant 4Q08 gross margin of 8% on 
lower revenue base and ASP erosion.  

Radiant operates a lean inventory policy of 20 days.  It sees 
rush orders coming in January on low inventory level at 
customer side and thinks January revenue will improve M/M.   

Samsung/LG Display revenue contribution to Radiant 
surpassed AUO/CMO in 4Q08 as Korean panel makers 
maintain relatively higher loading rate vs. Taiwanese panel 
makers. Radiant’s 4Q08 customer revenue breakdown was 
AUO 16%, CMO 19%, LG Display 20%, Samsung 25%, and 
others 20%.  For 2008, AUO accounted for 17%, CMO 27%, 
LG Display 17%, Samsung 19%, and others 20%.  

Radiant has passed Coretronic as the largest LCD monitor and 
notebook backlight supplier.  It is trailing in lower-margin LCD 
TV backlights.  We expect Radiant’s valuation to catch up with 
Coretronic’s. 

Adjusting target price and EPS estimates We have cut our 
target price to NT$23 from NT$31, on a 10x forward P/E, the 
historical average.  We have reduced our 2008/2009/10 EPS 
estimates to NT$3.24/1.54/2.44 from NT$3.84/3.10/3.73, 
reflecting lower revenue and margin assumptions due to 
potential pricing pressure from panel-makers and a slower unit 
growth environment following panel utilization cuts. 

Downside Risks: 1) Macro concerns.  2) Longer-than- 
expected inventory correction.  3) More pricing pressure from 
panel makers on loss.  Upside Risks: 1) Early recovery on 
inventory correction.  2) Significant panel price rebound after 
the sharp fall.  3) Faster-than-expected economic turnaround 
that increases consumer confidence, fueling new purchases. 
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Risk-Reward Snapshot: Radiant (6176.TW, NT$21.15, EW, PT NT$23)
 
Risk-Reward View: Balanced Upside and Downside 
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Scenario Summaries 

Price Target NT$23 Derived from Base-Case scenario 

Bull  
Case  
NT$27 

Bull case  
13x  one year 
forward P/E 

A return to glory.  Radiant executes on profitable growth and TFT 
LCD cyclicality improves.  Better-than-expected outsourcing from 
Korean panel-makers in China.   

Base  
Case  
NT$23 

Base case  
10x forward 
P/E 

Consistent growth in TFT LCD backlights.  2008-2016 revenue 
growth 5% CAGR.  2008-2016 average operating margin of 4%.  
2008-2016 average ROE of 8%. 

Bear  
Case  
NT$15 

Bear case 7x 
forward P/E 

Tougher industry environment.  TFT LCD industry cyclicality 
wanes.  Radiant faces sharp ASP erosion and has no growth in 
backlight module area on negative impact from panel maker in- 
house production trend.   

 
Bear to Bull: Driven by Growth in Backlight Module 
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Source: Morgan Stanley Research, FactSet 

Why Equal-weight 

• Backlight module industry benefits 
from TFT LCD shipment growth. 

• Largest light guide plate maker in 
Taiwan backlight module industry. 

• Notebook backlight module leader. 

Key Value Drivers 

• Leader in the fast growing TFT LCD 
industry. 

• Transforming to become value-added 
component supplier in backlight 
industry. 

• V cut light guide plate enhancing 
profitability. 

• Increasing business from Korean 
panel-makers in China. 

Potential Catalysts 

• Rush orders as a result of low 
inventory level at customer side. 
• Better-than-expected LCD TV growth 

that leads to better shipments and 
pricing for backlights. 

• Windows Vista upgrade induces better 
backlight module shipments for PC 
panels. 

• Accelerated LED NB backlight 
shipments. 

• Radiant sells backlights directly to LCD 
TV set assemblers. 

• Better-than-expected outsourcing from 
Korean panel-makers in China 

Key Risks  

• Panel-makers bring backlight module 
production in-house. 

• Panel over-supply concern on soft 
seasonality that will affect backlight 
module margins. 

• Macro slowdown that negatively 
affects LCD TV sales. 

• Change of light sources that 
undermines backlight module value 
added. 
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Radiant – Financial Summary
Profit and Loss Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
Sales  32,577   33,887   25,993   34,974  
COGS  28,800   30,498   23,509   31,744  
  Depreciation  627   16   16   16  
  Amortization  -     -     -     -    
  Non D&A  28,199   29,787   23,093   30,866  
Gross Profit  3,776   3,389   2,483   3,229  
Operating Cost  1,258   1,831   1,659   1,825  
  R&D  334   904   826   913  
  Promotion  385   189   499   548  
  Administrative  538   738   333   365  
Operating Profit  2,519   1,558   825   1,404  
Non Operating Items  (304)  95   (50)  (129) 
  Interest Expenses  (204)  (167)  (219)  (269) 
  Interest Incomes  116   153   169   140  
  Net investment Gain (Loss)  -     -     -     -    
  Other Non Operating Items (216)  109   -     -    
Pretax Profit  2,215   1,653   775   1,275  
Taxes (Gain)  298   375   139   255  
Net Income before Extra  1,917   1,279   635   1,020  
Extra (Minority Interest)  14   10   (17)  (31) 
Net Income  1,930   1,289   618   989  
Pretax EPS  5.65   4.15   1.92   3.15  
EPS  4.92   3.24   1.54   2.44  
Weighted Avg Shares  392   398   403   404  
     
EBITDA  3,146   1,574   841   1,420 
 

 
Balance Sheet 

(NT$ mn) 2007 2008E 2009E 2010E 
 
Assets     
Cash & Cash Equi.  6,136   7,734   6,272   5,820  
Marketable Sec.  209   -     -     -    
A/R & N/R  13,541   9,118   11,447   14,415  
   Other Receivables  51   -     -     -    
Inventories  1,726   1,535   1,810   2,202  
Other C.Assets  261   240   290   353  
Total Current Assets  21,923   18,627   19,820   22,790  
Long-term Investment  -     -     -     -    
Total Fixed Assets  5,139   5,755   6,339   6,461  
Total Other Assets  644   224   224   224  
Total Assets  27,707   24,605   26,382   29,475  
     
Interest Bearing ST Liab  2,162   2,244   2,721   3,122  
Non-Interest B ST Liab  10,363   6,829   7,935   9,687  
Total Current Liab  12,525   9,074   10,656   12,809  
Long-term Liabilities  2,031   1,951   2,366   2,714  
Total Other L-T Liab  63   86   86   86  
Total Liabilities  14,620   11,111   13,108   15,609  
     
Common Stocks  3,840   4,015   4,040   4,052  
Capital Reserves  4,543   5,484   5,540   5,567  
Retained Earnings  2,920   3,735   3,434   3,987  
Minority Equity  271   261   261   261  
Total Equity  12,816   13,234   13,014   13,605  
     
Total Liab & Equity  27,707   24,605   26,382   29,475   
 
 

Cash Flow Statements 

(NT$ mn) 2007 2008E 2009E 2010E 
 
Net income  1,930   1,289   618   989  
Add : Depreciation  627   707   416   878  
Add : Amortization  -     -     -     -    
Associate Share of (P)/L  -     -     -     -    
Change in working cap  1,135   1,152   (1,550)  (1,669) 
Cash Flow-Operation  3,692   3,148   (516)  198  
     
Change in LT invest  -     -     -     -    
Change in FA  (1,137)  (1,323)  (1,000)  (1,000) 
Change in other asset  (322)  420   -     -    
Cash Flow-Investing  (1,459)  (903)  (1,000)  (1,000) 
     
Change in debt and liab  501   25   891   748  
Change in equity  (694)  (871)  (838)  (397) 
Cash Flow-Financing  (214)  (856)  54   351  
     
Change in cash  2,019   1,389   (1,462)  (451) 
     
Cash at the beg of yr  4,326   6,345   7,734   6,272  
Cash at the end of yr  6,345   7,734   6,272   5,820  
Change in cash  2,019   1,389   (1,462)  (451) 
 

 
 

Ratio Analysis 

 2007 2008E 2009E 2010E 
 
YoY growth (%)     
Sales -12.1-19.8 -30.134.3 
Cost of goods sold -12.1 -19.1 -29.1 33.3 
Gross profit -13.0 -27.7 -42.8 50.5 
Total operating exp. 1.9 -1.5 -8.9 19.9 
EBITDA -18.6 -41.9 -81.2 222.3 
EBIT -25.3 -57.5 -131.7 N.M. 
Pre-tax profit 10.5 -32.2 -47.9 60.0 
Net income 12.8 -33.2 -52.0 60.0 
EPS 9.1 -34.2 -52.6 59.3 
     
Margins (%)     
Cost of goods sold 91.7 92.5 93.9 93.2 
Gross profit 8.3 7.5 6.1 6.8 
Total operating expenses 4.4 5.4 7.0 6.3 
EBIT 3.9 2.1 -0.9 0.6 
EBITDA 5.5 4.0 1.1 2.6 
Pre-tax income 16.9 14.3 10.7 12.7 
Net income 16.1 13.4 9.2 11.0 
     
Balance Sheet Ratios (%)     
Return on equity (Year end) 15.1 9.7 4.7 7.3 
Return on equity (Average) 15.8 9.9 4.7 7.4 
Return on assets 12.0 8.2 4.1 6.1 
Gross debt/equity 0.7  0.2  0.2  0.2  
Net debt/equity Net cash Net cash Net cash Net cash  
 
E = Morgan Stanley Research estimates 
Source: Company data, Morgan Stanley Research 
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Exhibit 151 
Radiant: Quarterly Income Statements (Reported Basis) 

1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 6,358     7,469     9,247     9,503   8,967     9,224   9,329   6,367   5,038   6,025     7,230   7,699   32,577 33,887 25,993 34,974
COGS 5,770     6,628     8,069     8,333     8,083       8,293     8,264     5,859     4,618     5,451     6,531     6,910     28,800 30,498 23,509 31,744
Depreciation 151        151        163        162        174          177        184        175        104        104        104        104        627     16       16       16       
COGS ex DNA 5,618     6,477     7,906     8,197     7,908       8,116     8,079     5,683     4,514     5,347     6,427     6,806     28,199 29,787 23,093 30,866

Gross Profits 588        841        1,178     1,170   884        931      1,065   508      420      574        700      789      3,776  3,389  2,483  3,229  
Total Operating Exp 199        218        461        380        430          491        495        415        423        400        418        418        1,258  1,831  1,659  1,825  
    Operating Exp. Promotion 62         83         80         160        100          11          38          40          127        122        125        125        385     189     499     548     
    Operating Exp. Administrative 78         75         279        106        145          227        205        161        85          81          84          84          538     738     333     365     
    Operating Expense R&D 58         60         102        114        185          252        252        214        212        197        209        209        334     904     826     913     

EBIT 389        622        718       789      454        441      571      93        (3)         175        282      371      2,519  1,558  825     1,404  
Non-Oper. Income (Loss) (47)        (55)        (100)      (102)      (107)         90          97          16          (4)           (6)           (16)         (24)         (304)    95       (50)      (129)    
  Interest expenses (50)        (59)        (47)        (48)        (53)          (76)         18          (56)         (50)         (51)         (57)         (61)         (204)    (167)    (219)    (269)    
  Interest income 14         16         43         44         33            41          38          42          46          46          41          37          116     153     169     140     
  Other Non-Op. Income/(Loss) (10)        (12)        (96)        (98)        (87)          125        41          30          -         -         -         -         (216)    109     -      -      
Pretax Income 343        567        618       687      346        531      667      109      (7)         169        266      347      2,215  1,653  775     1,275  
Income Taxes Exp. /(Gains) 61         88         47         103        29            108        218        20          (1)           30          48          62          298     375     139     255     
Net Income before Extraord. 282        480        571        584        317          423        449        89          (6)           139        218        285        1,917  1,279  635     1,020  
Extraordinaries (1)          14         -        -        5              3            5            (4)           0            (4)           (6)           (8)           14       10       (17)      (31)      

Net Income 281        494        571       584      322        426      455      86        (6)         135        212      277      1,930  1,289  618     989     

EPS 0.72       1.27       1.45       1.48     0.81       1.08     1.14     0.21     (0.01)    0.34       0.53     0.69     4.92    3.24    1.54    2.44    
Average shares 389        389        394        395        395          395        400        401        401        401        403        404        392     398     403     404     

EBITDA 541        774        880       951      628        617      755      268      101      279        386      475      3,146  1,574  841     1,420  

Margins(%)
EBITDA Margin 8.5% 10.4% 9.5% 10.0% 7.0% 6.7% 8.1% 4.2% 2.0% 4.6% 5.3% 6.2% 9.7% 4.6% 3.2% 4.1%
Gross Margin 9.2% 11.3% 12.7% 12.3% 9.9% 10.1% 11.4% 8.0% 8.3% 9.5% 9.7% 10.2% 11.6% 10.0% 9.6% 9.2%
Operating Margin 6.1% 8.3% 7.8% 8.3% 5.1% 4.8% 6.1% 1.5% -0.1% 2.9% 3.9% 4.8% 7.7% 4.6% 3.2% 4.0%
Tax Rate 17.7% 15.4% 7.6% 15.0% 8.7% 20.3% 32.7% 18.0% 18.0% 18.0% 18.0% 18.0% 13.5% 22.7% 18.0% 20.0%
Net Margin 4.4% 6.6% 6.2% 6.1% 3.6% 4.6% 4.9% 1.3% -0.1% 2.2% 2.9% 3.6% 5.9% 3.8% 2.4% 2.8%

QoQ(%)
Sales QOQ -19% 17% 24% 3% -6% 3% 1% -32% -21% 20% 20% 6%
COGS QOQ -17% 15% 22% 3% -4% 3% 0% -29% -21% 18% 20% 6%
Gross Profit QOQ -35% 43% 40% -1% -21% 5% 14% -52% -17% 37% 22% 13%
Operating Profit QOQ -39% 60% 15% 10% -35% -3% 29% -84% -103% NM 61% 32%
Net Profit QOQ -39% 76% 16% 2% -35% 32% 7% -81% -107% NM 57% 31%

YoY(%)
Sales YOY 31% 43% 43% 21% 41% 23% 1% -33% -44% -35% -22% 21% 34% 4% -23% 35%
COGS YOY 41% 44% 43% 20% 39% 24% 2% -30% -43% -34% -21% 18% 35% 5% -23% 35%
Gross Profit YOY -21% 37% 46% 29% 57% 17% -5% -54% -52% -38% -34% 55% 23% -6% -27% 30%
Operating Profit YOY -32% 40% 31% 23% 31% -19% -9% -87% -101% -60% -51% 299% 14% -30% -47% 70%
Net Profit YOY -42% 67% 22% 26% 36% 2% -6% -83% -102% -68% -53% 224% 13% -21% -52% 60%  

E = Morgan Stanley Research estimates  Source: Morgan Stanley Research, company data
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Himax (US$1.42, EW, PT 
US$1.75) 
Himax pre-announced 4Q08 on 46-49% Q/Q revenue decline, 
worse than the previous guidance of 23-28% Q/Q decline.  
Himax now expects 4Q08 gross margin decline of 300-400 
basis points compared with previous guidance of 200-300 
basis points decline.  Management now expects 4Q08 EPS of 
US$0.02-0.04, down from original guidance of US$0.06-0.08.  
The company targets to generate positive operating cash flow 
in 4Q08 and will continue to execute its $US50 mn share 
buyback program announced on November 14. 

Himax’s weakness reflects TFT fab utilization cut as we see 
utilization at its major customer, CMO, has fallen to 60% in 
4Q08 and will likely fall below 50% in 1Q09.   

Rating and target price change We have downgraded Himax 
to Equal-weight from Overweight and lowered our target price 
to US$1.75 from US$3.5 on 10x P/E, the historical average.  
We also lowered our 2008/09/10 EPS estimates to 
US$0.50/0.10/0.31 from US$0.55/0.30/0.50 to reflect macro 
weakness.   

Downside Risks: 1) Macro concerns.  2) Longer-than- 
expected inventory correction.  3) More pricing pressure from 
panel makers on loss.  Upside Risks: 1) Early recovery on 
inventory correction.  2) Significant panel price rebound after 
the sharp fall.  3) Faster-than-expected economic turnaround 
that increases consumer confidence, fueling new purchases. 

 

 



 

 
 105 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

January 16, 2009 
Taiwan TFT LCD 

Himax - Financial Summary
Profit and Loss Statements 

($ 000) 2007 2008E 2009E 2010E 
Revenue  918,211   832,232   517,607   631,735  
  Cost of Revenue   716,163   628,274   404,181   479,240  
Gross Profits  202,048   203,958   113,426   152,495  
Total Opex inc. stock compens. 98,143  118,154   98,684   93,834  
 R&D   73,906   88,918   80,164   72,876  
 G&A   14,903   18,169   10,834   12,333  
 Sales & Marketing   9,334   11,066   7,686   8,625  
Operating Profits   103,905   85,804   14,742   58,661  
Non Operating Income   5,690   4,728   764   718  
Pretax Income  109,595   90,532   15,507   59,378  
Income tax expense   (1,860)  (2,609)  -     2,375  
Income before minority int. 111,455   93,141   15,507   57,003  
Minority interest  1,141   4,044   4,144   4,144  
Net Income inc stock compens. 112,596  97,185   19,651   61,147  
Basic EPS inc stock compens. 0.57   0.51   0.10   0.31  
Basic EPS ex stock compens. 0.68   0.62   0.18   0.40  
     
Diluted EPS inc stock compens. 0.57   0.50   0.10   0.31  
Diluted EPS ex stock compens. 0.67   0.62   0.18   0.39  
W.A.Shares (in 000s)  196,859   191,806   194,063   196,066  
F.D. Shares (in 000s)  197,245   192,734   195,314   197,317   
 

Balance Sheet 

($ 000) 2007 2008E 2009E 2010E 
 
Assets     
Cash & Cash Equi.  94,780   147,406   119,369   130,444  
Marketable Sec.  15,208   -     -     -    
A/R & N/R  283,584   176,246   202,637   204,182  
Inventories  116,550   97,767   102,223   101,643  
Prepaid Advance  15,371   6,136   8,337   8,400  
Other C.Assets-deffer income tax 12,671  5,675   7,710   7,769  
Other C.Assets-restricted Cash 97   939   1,275   1,285  
Total Current Assets  538,261   434,168   441,552   453,724  
Long-term Investment  7,138   11,619   11,619   11,619  
Total Fixed Assets  46,180   47,566   47,962   48,358  
Total Other Assets  56,636   61,619   61,619   61,619  
Total Assets  648,215   554,972   562,752   575,320  
     
Interest Bearing ST Liab  -     -     -     -    
Non-Interest B ST Liab  185,599   98,666   129,855   129,433  
Total Current Liab  185,599   98,666   129,855   129,433  
Total Liabilities  185,817   102,527   133,716   133,294  
     
Common Stocks  19   19   20   20  
Capital Reserves  235,894   239,862   239,861   239,861  
Retained Earnings  215,403   184,547   136,452   134,233  
Total Equity  451,309   446,158   422,749   435,739  
     
Total Liab & Equity  648,215   554,972   562,752   575,320   
 

Cash Flow Statements 

($ 000) 2007 2008E 2009E 2010E 
 
Net income  112,596   97,185   19,651   61,147  
Add : Depreciation  11,684   11,756   11,756   11,756  
Associate Share of (P)/L  -     -     -     -    
Change in working cap  (47,819)  54,578   (4,232)  (1,519) 
Cash Flow-Operation  75,320   159,475   23,031   67,240  
     
Change in LT invest  (6,321)  (4,481)  -     -    
Change in FA  (18,969)  (13,142)  (12,152)  (12,152) 
Change in other asset  (44,269)  (4,983)  -     -    
Cash Flow-Investing  (69,559)  (22,606)  (12,152)  (12,152) 
     
Change in debt and liab  26   3,643   -     -    
Change in equity  (25,214)  (102,336)  (43,060)  (48,158) 
Cash Flow-Financing  (14,354)  (99,451)  (38,916)  (44,014) 
     
Change in cash  (8,593)  37,418   (28,037)  11,074  
     
Cash at the beg of yr  118,581   109,988   147,406   119,369  
Cash at the end of yr  109,988   147,406   119,369   130,444  
Change in cash  (8,593)  37,418   (28,037)  11,074 
 

 
 
Ratio Analysis 

 2007 2008E 2009E 2010E 
 
YoY growth (%)     
Sales 23.3 -9.4 -37.8 22.0 
Cost of goods sold 19.0 -12.3 -35.7 18.6 
Gross profit 41.3 0.9 -44.4 34.4 
Other operating exp. 30.1 20.4 -16.5 -4.9 
EBITDA 58.9 -15.6 -72.8 165.7 
EBIT 53.9 -17.4 -82.8 297.9 
Pre-tax profit 53.3 -17.4 -82.9 282.9 
Net income 45.9 -13.7 -79.8 211.2 
EPS 42.4 -11.8 -79.9 208.0 
     
Margins (%)     
Cost of goods sold 78.0 75.5 48.6 57.6 
Gross profit 22.0 24.5 13.6 18.3 
Other operating expenses 10.7 14.2 11.9 11.3 
EBIT 11.3 10.3 1.8 7.0 
EBITDA 12.6 11.7 3.2 8.5 
Pre-tax income 11.9 10.9 1.9 7.1 
Net income 12.3 11.7 2.4 7.3 
     
Balance Sheet Ratios (%)     
Return on equity (Year end)-inc. stock compens.  
 24.9 21.8 4.6 14.0 
Return on equity (Average)-inc. stock compens.  
 27.6 21.7 4.5 14.2 
Return on assets 19.3 16.2 3.5 10.7 
Gross debt/equity 0.0  0.0  0.0  0.0  
Net debt/equity Net cash Net cash Net cash Net cash 
 
E = Morgan Stanley Research estimates 
Source: Morgan Stanley Research, Company data
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Risk-Reward Snapshot: Himax Technology (US$1.42, EW, PT US$1.75) 
 
Share Gains and Margin Improvement Skew Risk to the Upside 

$1.75 (+23%)$ 1.42
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Price Target (Jan-10) Historical Stock Performance Current Stock Price  
 

Scenario Summaries 
Price Target US$1.75 Derived from Base-Case scenario. 

Bull  
Case  
US$3.0 

15x forward 
EPS, 
historical 
peak 

1) Better-than-expected demand in 2009; 2) Market share gains in 
small/medium size drivers; 3) Strong growth in non-driver IC 
products (e.g. LCD TV controllers, LCOS applications, and other 
displays).  

Base  
Case  
US$1.75 

10x forward 
EPS, 1x ‘10 
PEG 

1) Consistent growth in large-size drivers, market share gains;  
2) Increased penetration in small and medium size drivers;  
3) Expand new product offerings.  

Bear  
Case  
US$1.0 

5x forward 
EPS, 
Historical low 

1) Prolonged TFT downcycle; 2) Market share lost in core large-size 
driver segment and growth rate below industry average; 3) Poor 
execution. 

 
Residual Income Intrinsic Value 

3.0

0.30
0.45

0.60

0.65

1.75

1.0

Price Target:  3.0

0.0
0.5
1.0
1.5
2.0
2.5
3.0
3.5
4.0

Bear
Case

Consistent
growth in
large size

drivers

Increased
penetration in

small and
medium
drivers

Base
Case

Market share
gains in

small and
medium size

drivers

Growth in
LCD TV

controllers,
LCOS and

other
displays

Bull
Case

U
S$

 
Source: Morgan Stanley Research estimates, FactSet 

Investment Thesis 

• Global market leader in large LCD 
drivers. 

• Continued share gain in 
small/medium size. 

• LCD drivers have better margins and 
returns over the cycle in the TFT 
LCD supply chain. 

• Only investable LCD driver maker on 
the NASDAQ, with quarterly US 
GAAP financial statements. 

Key Value Drivers 

• Market share gain in small/medium 
size on increased penetration. 

• Key customer CMO is the fastest 
growing in the TFT LCD panel 
industry. 

• Non-driver revenue growth on 
new-product cycles (LCOS, LCD TV 
controllers, etc). 

Potential Catalysts 

• Better-than-expected demand in 
2009 post inventory correction. 

• Strong growth for new products (e.g., 
LCD TV controllers, LCOS 
applications, and other displays).  

• Full HD and 120 Hz panel push by 
TFT LCD makers requires more 
drivers. 

Key Risks 

• Prolonged downturn of TFT 
correction on macro concerns. 

• High levels of customer and product 
concentration. 

• Threat to future unit growth from 
implementation of ‘gateless’ and 
‘multi-channel’ drivers on panels. 
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Exhibit 152 
Himax Income Model 
US$ (000') 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08E 1Q09E 2Q09E 3Q09E 4Q09E 2007 2008E 2009E 2010E

Revenue 184,891 222,883 243,337 267,100 231,588 246,867 230,066 123,711 98,849 110,532 140,129 168,097 918,211 832,232 517,607 631,735
 Cost of Revenue 148,830   177,452   188,626   201,255   172,949   183,797   173,761   97,767     79,115     87,908     109,380   127,779   716,163    628,274    404,181    479,240    

Gross Profits 36,061 45,431 54,711 65,845 58,639 63,070 56,305 25,944 19,734 22,624 30,749 40,318 202,048 203,958 113,426 152,495
Total Opex inc. share-based compensation 19,301     20,545     34,820     23,477     26,974     28,259     41,319     21,602     22,815     23,493     25,859     26,517     98,143      118,154    98,684      93,834      
R&D 14,800     15,328     26,171     17,607     20,546     20,532     30,551     17,289     17,271     20,129     20,873     21,891     73,906      88,918      80,164      72,876      
G&A 3,000       3,222       4,891       3,790       3,870       5,105       6,427       2,767       3,258       1,951       2,896       2,728       14,903      18,169      10,834      12,333      
Sales & Marketing 1,501       1,995       3,758       2,080       2,558       2,622       4,341       1,545       2,285       1,413       2,090       1,898       9,334        11,066      7,686        8,625        
Operatings Profits inc. Stock Compensation 16,760     24,886     19,891     42,368     31,665     34,811     14,986     4,342       (3,080)      (870)         4,891       13,801     103,905    85,804      14,742      58,661      
NON OPERATING INCOME (LOSS) 934          1,709       1,566       1,481       2,239       1,164       (33)           1,358       297          367          139          (39)           5,690        4,728        764           718           
Income (loss) before income tax and minority interest 17,694     26,595     21,457     43,849     33,904     35,975     14,953     5,700       (2,784)      (502)         5,030       13,763     109,595    90,532      15,507      59,378      
Income tax expense (benefit) -           -           -           (1,860)      702          (702)         (1,697)      (912)         -           -           -           -           (1,860)      (2,609)       -            2,375        
Income (loss) before minority interest 17,694     26,595     21,457     45,709     33,202     36,677     16,650     6,612       (2,784)      (502)         5,030       13,763     111,455    93,141      15,507      57,003      
Minority interest 325          247          316          253          935          1,037       1,036       1,036       1,036       1,036       1,036       1,036       1,141        4,044        4,144        4,144        

NET INCOME (LOSS) inc share-based compensation 18,019 26,842 21,773 45,962 34,137 37,714 17,686 7,648 -1,748 534 6,066 14,799 112,596 97,185 19,651 61,147

Basic EPS ($) inc share-based compensation 0.09         0.14         0.11         0.23         0.18         0.20         0.09         0.04         (0.01)        0.00         0.03         0.08         0.57          0.51          0.10          0.31          
Basic EPS ($) ex share-based compensation 0.10         0.15         0.19         0.24         0.19         0.21         0.17         0.06         0.01         0.02         0.07         0.09         0.68          0.62          0.18          0.40          

Diluted EPS ($) inc share-based compensation 0.09         0.14         0.11         0.23         0.18         0.20         0.09         0.04         (0.01)        0.00         0.03         0.08         0.57          0.50          0.10          0.31          
Diluted EPS ($) ex share-based compensation 0.10         0.15         0.19         0.24         0.19         0.21         0.17         0.06         0.01         0.02         0.07         0.09         0.67          0.62          0.18          0.39          

Weighted average number of shares (in 000s) 195,761   197,656   197,690   196,327   191,542   191,301   191,306   193,076   193,076   193,076   195,049   195,049   196,859    191,806    194,063    196,066    
Diluted Weighted average number of shares (in 000s) 195,968   198,013   197,733   197,264   192,429   192,552   191,629   194,327   194,327   194,327   196,300   196,300   197,245    192,734    195,314    197,317    

Operatings Profits ex. Stock Compensation 19,166 28,061 36,155 44,388 34,039 37,250 29,414 7,423 0 2,211 11,771 15,969 124,226 108,126 29,951 75,412
NET INCOME (LOSS) ex share-based compensation 20,425 30,017 38,037 47,982 36,511 40,153 32,114 10,729 1,333 3,614 12,946 16,967 132,917 119,507 34,859 77,899

EPS dilution on RSU 12% 11% 43% 4% 7% 6% 45% 29% 231% 85% 53% 13% 15% 19% 44% 22%

Margin (inc share-based compensation)
Gross profit 19.5% 20.4% 22.5% 24.7% 25.3% 25.5% 24.5% 21.0% 20.0% 20.5% 21.9% 24.0% 22.0% 24.5% 21.9% 24.1%
Operating expenses 10.4% 9.2% 14.3% 8.8% 11.6% 11.4% 18.0% 17.5% 23.1% 21.3% 18.5% 15.8% 10.7% 14.2% 19.1% 14.9%
Operating profit 9.1% 11.2% 8.2% 15.9% 13.7% 14.1% 6.5% 3.5% -3.1% -0.8% 3.5% 8.2% 11.3% 10.3% 2.8% 9.3%
Net income 9.7% 12.0% 8.9% 17.2% 14.7% 15.3% 7.7% 6.2% -1.8% 0.5% 4.3% 8.8% 12.3% 11.7% 3.8% 9.7%

Margin (ex share-based compensation)
Gross profit 19.5% 20.4% 22.5% 24.7% 25.3% 25.5% 24.5% 21.0% 20.0% 20.5% 21.9% 24.0% 22.0% 24.5% 21.9% 24.1%
Operating expenses 10.4% 9.2% 14.3% 8.8% 11.6% 11.4% 18.0% 17.5% 23.1% 21.3% 18.5% 15.8% 10.7% 14.2% 19.1% 14.9%
Operating profit 9.1% 11.2% 8.2% 15.9% 13.7% 14.1% 6.5% 3.5% -3.1% -0.8% 3.5% 8.2% 11.3% 10.3% 2.8% 9.3%
Net income 9.7% 12.0% 8.9% 17.2% 14.7% 15.3% 7.7% 6.2% -1.8% 0.5% 4.3% 8.8% 12.3% 11.7% 3.8% 9.7%

GROWTH
Revenue Q/Q -16% 21% 9% 10% -13% 7% -7% -46% -20% 12% 27% 20%
Diluted EPS inc share-based comp Q/Q -41% 47% nm 112% -24% 10% -53% -57% -123% -131% 1025% 144%
Diluted EPS ex share-based comp Q/Q -36% 45% 27% 26% -22% 10% -20% -67% -88% 171% 255% 31%

Revenue Y/Y 6% 30% 37% 21% 25% 11% -5% -54% -57% -55% -39% 36% 23% -9% -38% 22%
Diluted EPS inc share-based comp Y/Y -24% 38% 379% 49% 93% 44% -16% -83% -105% -99% -67% 92% 44% -12% -80% 208%
Diluted EPS ex share-based comp Y/Y -18% 46% 139% 49% 82% 38% -13% -77% -96% -91% -61% 57% 42% -8% -71% 121%  
E = Morgan Stanley Research estimates       Source: Morgan Stanley Research, company data 
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Exhibit 153 
Himax Shipment Assumptions 
$ 000s 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009E 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E

UNIT SHIPMENTS  (000s)
Display drivers for large-sized applications (000s) 154,000    186,800    207,000    223,600    214,000    247,500    217,000    125,860    99,429     114,344    148,647    185,809    771,400    804,360       548,229     709,329     
Display drivers for small and medium-sized applications (000s) 27,750     40,000     43,100     52,500     44,500     42,200     71,000     41,180     32,532     37,412     50,506     58,082     163,350    198,880       178,533     245,140     
Total unit shipment 181,750    226,800    250,100    276,100    258,500    289,700    288,000    167,040    131,962    151,756    199,153    243,891    934,750    1,003,240    726,762     954,469     

Unit Shipment Q/Q %
Display drivers for large-sized applicationsQ/Q% -21% 21% 11% 8% -4% 16% -12% -42% -21% 15% 30% 25%
Display drivers for small and medium-sized applicationsQ/Q% 30% 44% 8% 22% -15% -5% 68% -42% -21% 15% 35% 15%
Total unit shipmentQ/Q% -16% 25% 10% 10% -6% 12% -1% -42% -21% 15% 31% 22%

Unit Shipment Y/Y %
Display drivers for large-sized applications Y/Y % 16% 30% 29% 14% 39% 32% 5% -44% -54% -54% -31% 48% 22% 4% -32% 29%
Display drivers for small and medium-sized applications Y/Y % 77% 135% 185% 145% 60% 5% 65% -22% -27% -11% -29% 41% 136% 22% -10% 37%
Total unit shipment Y/Y % 22% 41% 43% 27% 42% 28% 15% -40% -49% -48% -31% 46% 33% 7% -28% 31%

Unit ASP ($)
Display drivers for large-sized applications ASP 0.98         0.98         0.97         0.97         0.89         0.82         0.77         0.73         0.73         0.71         0.69         0.67         0.97         0.81             0.69           0.64           
Display drivers for small and medium-sized applications ASP 1.03         0.84         0.84         0.83         0.73         0.72         0.68         0.65         0.65         0.63         0.62         0.61         0.87         0.69             0.63           0.58           
Blended ASP 0.99         0.95         0.95         0.94         0.87         0.81         0.75         0.71         0.71         0.69         0.67         0.66         0.96         0.79             0.68           0.62           

Unit ASP Q/Q %
Display drivers for large-sized applications ASPQ/Q % 98% 98% 97% 97% 89% 82% 77% 73% 73% 71% 69% 67%
Display drivers for small and medium-sized applications ASPQ/Q % 103% 84% 84% 83% 73% 72% 68% 65% 65% 63% 62% 61%
Blended ASP Q/Q % -1% -4% -1% 0% -8% -7% -8% -5% 0% -3% -3% -2%

Unit ASP Y/Y %
Display drivers for large-sized applications ASP Y/Y % -12% -5% -1% -3% -9% -16% -21% -25% -18% -14% -11% -8% -5% -17% -15% -8%
Display drivers for small and medium-sized applications ASPY/Y% -23% -31% -20% -20% -29% -14% -19% -22% -11% -12% -9% -5% -25% -20% -10% -7%
Blended ASP Y/Y % -13% -9% -4% -6% -13% -15% -21% -25% -18% -15% -10% -7% -8% -17% -14% -8%

REVENUE
Display drivers for large-sized applications 151,466    182,532    200,248    216,431    191,291    203,167    166,551    91,770     72,498     80,872     101,979    124,925    750,676    652,779       380,274     452,535     
Display drivers for small and medium-sized applications 28,568     33,684     36,113     43,770     32,422     30,500     48,315     26,621     21,031     23,702     31,358     35,701     142,135    137,858       111,791     142,953     
Other products 4,857       6,617       6,976       6,900       7,875       13,200     15,200     5,320       5,320       5,958       6,793       7,472       25,350     41,595         25,543       36,247       
Total revenue 184,891    222,833    243,337    267,100    231,588    246,867    230,066    123,711    98,849     110,532    140,129    168,097    918,161    832,232       517,607     631,735     

REVENUE Mix
Display drivers for large-sized applications % 82% 82% 82% 81% 83% 82% 72% 74% 73% 73% 73% 74% 82% 78% 73% 72%
Display drivers for small and medium-sized applications % 15% 15% 15% 16% 14% 12% 21% 22% 21% 21% 22% 21% 15% 17% 22% 23%
Other products % 3% 3% 3% 3% 3% 5% 7% 4% 5% 5% 5% 4% 3% 5% 5% 6%

Total revenue % 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%  
 
Source: Morgan Stanley Research, company data; E= Morgan Stanley Research estimates 
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TPV (HKD1.90, EW, PT HKD2.5) 
For 4Q08, TPV sees LCD monitor shipments to decline 5% 
Q/Q and expects LCD TV shipments to grow 25% Q/Q.  Given 
the sharp panel correction in 4Q008, TPV sees 20% Q/Q 
decline in LCD monitor assembly ASP and 15-20% Q/Q 
decline in LCD TV assembly ASP.  TPV expects gross margin 
to be down slightly Q/Q.  TPV expects a translation loss of 
US$30 mn in 4Q08 on Brazil Real depreciation. 

For 2009, TPV targets monitor market share of 30-31% in 2009, 
up from 28.5% in 3Q08 on emerging market growth. For LCD 
TV, TPV aims at 7-8mn units in 2009. TPV will reduce 2009 
capex to below US$100mn (US$80mn is minimum for regular 
maintenance). TPV will cut operating expenses by 15-20% by 
3Q09, including a 10% indirect headcount reduction. 

TPV and Philips reached an agreement on Philips’ LCD 
monitor brand licensing in December 2008.  Total transaction 
amount of US$15.4 mn will give TPV rights to use Philips PC 
monitor brand for 5 years.  TPV will need to pay royalty on 
revenue basis (we estimate 1-2% of revenue). TPV will pay 
US$13.9 mn to Philips in cash with the remaining US$1.5 mn 
settled by deduction from warranty reserve funded by Philips in 
relation to products sold to the market by Philips before the 
closing of the deal.  TPV will hold special shareholder meeting 

in March, 2009 and expects to finish regulatory approval in 
2Q09. 

According to Philips, its IT display business sales were Euro 
600 mn in 2007. We estimate Philips’s LCD monitor revenue 
business breakdown – 60% in Europe, 25% in rest of the world, 
and 15% in the US. TPV looks to improve margins from the 
Philips branding in Europe and rest of world. We estimate 
~50% of Philips LCD monitors are outsourced to TPV, with the 
remaining outsourced to Jabil and others.  We estimate this 
transaction could add 4-5% to TPV’s 2009e revenue. 

Target price change We have lowered our target price to 
HKD2.5 from HKD3.75 on 10x P/E, the historical average.  We 
have lowered our 2008/09/10 EPS estimates to US cents 
6.35/3.15/5.18 from US cents 6.76/5.49/3.30 to reflect macro 
weakness.   

Downside Risks: 1) Macro concerns.  2) Longer-than- 
expected inventory correction.  3) More pricing pressure from 
panel makers on loss. 4) Philips’ stake overhang.  Upside 
Risks: 1) Early recovery on inventory correction.  2) Significant 
panel price rebound after the sharp fall.  3) 
Faster-than-expected economic turnaround increases 
consumer confidence, fueling new purchases.  4) Vertical 
integration with panel makers and further horizontal 
consolidation to increase profits.
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TPV - Financial Summary
Profit and Loss Statements 

(US$ mn) 2007 2008E 2009E 2010E 
Sales  8,455   9,230   7,457   7,621  
COGS  8,074   8,761   7,084   7,235  
Depreciation  55   65   97   110  
Gross Profits  381   469   374   386  
Total Operating Exp  131   268   244   183  
    Promotion  128   168   144   129  
    Administrative  41   122   123   70  
    R&D  54   67   60   61  
    Other expenses  (92)  (89)  (83)  (77) 
EBIT  250   201   130   202  
Non-Oper. Income(Loss)  5   8   2   2  
  Interest Income(exp)  2   -     -     -    
  Net Invest Income(Loss)  3   4   2   2  
Non-Oper. Expenses  45   56   51   53  
  Interest Expenses  45   56   51   53  
Pretax Income  210   153   81   152  
Income Tax Exp (Gains)  26   13   15   27  
Net Income   180   140   66   124  
EPS - Basic (US$ cents)  9.22   6.82   3.14   5.44  
Weighted Average Shares  1,954   2,054   2,115   2,284  
Fully Diluted EPS (US$ cents)   
 8.33   6.35   3.15   5.18  
Fully Diluted Weighted Average Shares   
 2,285   2,369   2,431   2,495  
     
EBITDA  306   266   227   312 
 

 
Balance Sheets 

(US$ mn) 2007 2008E 2009E 2010E 
 
Cash & Cash Equi.  135   449   445   544  
Marketable Sec.  1   -     -     -    
A/R & N/R  1,522   1,167   1,239   1,206  
Inventories  1,100   1,207   1,287   1,252  
Prepaid Advance  147   -     -     -    
Other C.Assets  0   266   283   275  
Total Current Assets  3,130   3,089   3,255   3,277  
Long-term Investment  28   31   31   31  
Total Fixed Assets  251   350   383   410  
Total Other Assets  379   416   416   416  
Total Assets  3,789   3,887   4,085   4,133  
     
Interest Bearing ST Liab  540   562   591   590  
Non-Interest B ST Liab  1,756   1,680   1,790   1,741  
Total Current Liab  2,296   2,242   2,381   2,332  
Long-term Liabilities  248   210   221   220  
Total Other L-T Liab  4   4   4   4  
Total Liabilities  2,548   2,455   2,605   2,556  
     
Common Stocks  20   21   21   25  
Reserves  1,221   1,389   1,389   1,389  
Retained Earnings  -     21   69   164  
Treasury Stock  -     -     -     -    
Total Equity  1,240   1,431   1,479   1,577  
     
Total Liab & Equity  3,789   3,887   4,085   4,133   
     
 

Cash Flow Statements 

(US$ mn) 2007 2008E 2009E 2010E  
 
Net income  180   140   66   124  
Add : Depreciation  55   65   97   110  
Add : Amortization  0   0   0   0  
Associate Share of (P)/L  (3)  (4)  (2)  (2) 
Change in working cap  (394)  278   (59)  28  
Cash Flow-Operation  (161)  480   103   260  
     
Change in LT invest  (9)  0   2   2  
Change in FA  (108)  (165)  (130)  (137) 
Change in other asset  (1)  (36)  (0)  (0) 
Cash Flow-Investing  (119)  (201)  (128)  (135) 
     
Change in debt and liab  370   (17)  40   (0) 
Change in equity  (51)  51   (18)  (26) 
Cash Flow-Financing  319   34   22   (27) 
     
Change in cash  39   313   (3)  99  
     
Cash at the beg of yr  97   136   449   445  
Cash at the end of yr  136   449   445   544  
Change in cash  39   313   (3)  99   
 

 
 

 

Ratio Analysis 

 2007 2008E 2009E 2010E 
 
YoY growth (%)     
Sales 17.8 9.2 -19.2 2.2 
Cost of goods sold 18.4 8.5 -19.1 2.1 
Gross profit 6.0 23.1 -20.3 3.2 
Total operating exp. -13.3 104.4 -9.0 -24.8 
EBITDA 20.6 -12.9 -14.7 37.3 
EBIT 20.0 -19.6 -35.4 55.8 
Pre-tax profit 19.5 -27.0 -47.2 87.3 
Net income 18.6 -22.2 -52.6 87.3 
EPS 15.4 -26.0 -54.0 73.4 
     
Margins (%)     
Cost of goods sold 95.5 94.9 95.0 94.9 
Gross profit 4.5 5.1 5.0 5.1 
Total operating expenses 1.6 2.9 3.3 2.4 
EBIT 3.0 2.2 1.7 2.7 
EBITDA 3.6 2.9 3.0 4.1 
Pre-tax income 2.5 1.7 1.1 2.0 
Net income 2.1 1.5 0.9 1.6 
     
Balance Sheet Ratios (%)     
Return on equity (Year end) 14.5 9.8 4.5 7.9 
Return on equity (Average) 15.4 10.5 4.6 8.1 
Gross debt/equity 63.5  53.9  54.9  51.4  
Net debt/equity 52.6  22.5  24.7  16.9   
 
E = Morgan Stanley Research estimates 
Source: Company data, Morgan Stanley Research 
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Risk-Reward Snapshot: TPV Technology Limited (HK$1.90, EW, PT HK$2.5)
 
Risk-Reward View Favorable: Higher Upside, Lower Downside  

HK$2.50 (+32%)
HK$ 1.90
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Price Target HK$2.5 Derived from our Base-Case scenario.   

Bull  
Case  
HK$3 

RI valuation 
corresponds 
to 12x fwd P/E

Acquisitions to gain scale.  Vertical alliance with panel makers to 
cut costs.  Acquisition of LCD monitor assembly capacity; 
leveraging China panel production.  Share gain for own brand LCD
TV and LCD monitor in emerging markets 

Base  
Case  
HK$2.5 

RI valuation 
corresponds 
to 10x fwd P/E

Consistent growth in LCD monitor and LCD TV assembly.  
Good execution: Expand LCD monitor assembly leadership to LCD
TV.  Vertical integration for cost saving.  5% Y/Y LCD monitor and 
38% Y/Y LCD TV unit growth in 2009.  5.0/5.1% GM in 09/10. 

Bear  
Case  
HK$1.0 

RI valuation 
corresponds 
to 4x fwd P/E 

Breakdown of its ‘cost-plus’ business model.  Execution fails, 
TFT cyclicality wanes, and LCD TV growth flops.  Market share 
loss.   No growth in LCD monitor/TV in 2009. 

 
From Bear to Bull: Vertical Alliances Reducing Cost a Key Driver  
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Source: FactSet, Morgan Stanley Research 

Investment Thesis 

• Volume play on secular TFT-LCD 
display growth for LCD TVs and LCD 
monitors.   

• Market leader in LCD monitor and LCD 
TV assembly.  Strong bargaining 
power relative to panel makers and 
smaller competitors. 

• Vertical integration, cost savings, and 
panel production profit sharing through 
co-developed plants for LCD module 
assembly and backlight module 
production.   

Key Value Drivers 

• Increasing revenue and profits per 
LCD TV set versus LCD monitors. 

• Consistent cash dividend trend on 
stable ROE.   

• Higher working capital and initial 
capital investments in LCD TV.  
Increased supply chain in LCD TV 
compared with LCD monitors given 
product characteristics.   

Potential Catalysts 

• Rising share for own brands in LCD TV 
and monitors in emerging markets. 

• Gaining share in LCD TV and LCD 
monitor assembly, as branded makers 
outsource for better cost efficiency. 

Key Risks  

• Innolux entry threat: Innolux has better 
vertical integration, hence, better cost 
structure.  More competition in tier-one 
OEM market.   

• CPT/Proview alliance model is 
repeated by others to diminish the 
relative value of TPV, even for tier-two 
clone market.    

• Increasing debt to fund initial LCD TV 
assembly investment and working 
capital requirements – potential equity 
dilution via convertibles conversion. 

 



 

 
 112 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

January 16, 2009 
Taiwan TFT LCD 

Exhibit 154 
TPV: Quarterly Income Statements 
US$ (mn) 1Q2007 2Q2007 3Q2007 4Q2007 1Q2008 2Q2008 3Q2008 4Q2008E 1Q2009 2Q2009E 3Q2009E 4Q2009E 2007 2008E 2009E 2010E
Sales 1,870         1,928         2,265         2,392       2,379       2,519       2,358       1,974       1,661       1,755         1,946       2,096       8,455       9,230       7,457       7,621       
COGS 1,794         1,842         2,151         2,288         2,273         2,403         2,219         1,866         1,575         1,672         1,848         1,989         8,074         8,761         7,084         7,235         
Depreciation 14              14              11              17              11              17              19              19              23              24              25              25              55              65              97              110            
Amortization 0               0               0               0               0               0               0               0               0               0               0               0               0               0               0               0               
COGS ex DNA 1,780         1,828         2,141         2,270         2,262         2,386         2,234         1,847         1,551         1,648         1,823         1,964         8,018         8,729         6,986         7,125         -            -            -           -          -          -          -          -          -          -            -          -          -          -          -          -          
Gross Profits 76              86              114           104          107          115          139          108          86            83              98            107          381          469          374          386          
Total Operating Exp 38              29              42              22              28              61              98              82              65              64              58              57              131            268            244            183            
    Operating Exp. Promotion 13              13              13              15              14              18              18              16              13              14              16              17              54              67              60              61              
    Operating Exp. Administrative 27              31              34              38              32              44              54              38              37              37              35              36              128            168            144            129            
    Operating Expense R&D 12              4               13              12              6               15              58              43              33              33              29              27              41              122            123            70              
Other Operating Income (14)            (18)            (17)            (43)            (24)            (17)            (31)            (16)            (18)            (20)            (21)            (23)            (92)            (89)            (83)            (77)            

EBIT 38              57              72             83            79            55            41            26            21            19              39            50            250          201          130          202          
Non-Oper. Income (Loss) (9)              (7)              (10)            (13)            (12)            (13)            (12)            (11)            (12)            (12)            (12)            (13)            (40)            (48)            (49)            (51)            
  Interest Income (expense) (10)            (8)              (11)            (14)            (13)            (15)            (12)            (14)            (13)            (12)            (13)            (13)            (43)            (53)            (51)            (53)            
  Net Investment Income/ (Loss) 0               1               1               1               1               2               1               1               1               1               1               1               3               4               2               2               
  Net Other N-O Income/(Loss) -            -            -            -            -            -            -            2               -            -            -            -            -            2               -            -            
Pretax Income 29              49              62             70            67            42            30            15            9             7               27            37            210          153          81            152          
Income Taxes Exp. /(Gains) 3               4               6               13              21              (9)              (1)              3               2               1               5               7               26              13              15              27              
Net Income before Extraordinaries 26              45              56             56            45            51            31            12            8             6               22            30            183          140          66            124          
Extraordinaries (2)              (1)              (0)              (0)              0               (0)              0               (0)              (0)              (0)              (0)              (0)              (3)              (0)              (0)              (0)              
Net Income after Extraordinaries 24              44              56             56            45            51            31            12            8             6               22            30            180          140          66            124          

Basic EPS (US cent) 1.23           2.26           2.85          2.87         2.31         2.62         1.48         0.57         0.37         0.29           1.05         1.43         9.22         6.82         3.14         5.44         
Fully Diluted EPS (US cent) 1.16           2.04           2.56          2.57         2.10         2.37         1.39         0.60         0.42         0.36           1.02         1.35         8.33         6.35         3.15         5.18         
Weighted Average Shares (mn) 1,942         1,951         1,957         1,963         1,965         1,964         2,115         2,115         2,115         2,115         2,115         2,115         1,954         2,054         2,115         2,284         
Diluted Avg Shares (mn) 2,279         2,289         2,283         2,288         2,280         2,280         2,431         2,431         2,431         2,431         2,431         2,431         2,285         2,369         2,431         2,495         

EBITDA 52              71              83             100          90            72            60            44            45            43              64            75            306          266          227          312          

Margins(%)
EBITDA Margin 2.8% 3.7% 3.7% 4.2% 3.8% 2.9% 2.5% 2.2% 2.7% 2.5% 3.3% 3.6% 3.6% 2.9% 3.0% 4.1%
Gross Margin 4.1% 4.5% 5.0% 4.4% 4.5% 4.6% 5.9% 5.5% 5.2% 4.7% 5.0% 5.1% 4.5% 5.1% 5.0% 5.1%
Operating Margin 2.1% 2.9% 3.2% 3.5% 3.3% 2.2% 1.8% 1.3% 1.3% 1.1% 2.0% 2.4% 3.0% 2.2% 1.7% 2.7%
Tax Rate 10.9% 8.2% 9.6% 19.1% 32.0% -22.4% -4.9% 18.0% 18.0% 18.0% 18.0% 18.0% 12.6% 8.6% 18.0% 18.0%
Net Margin 1.3% 2.3% 2.5% 2.4% 1.9% 2.0% 1.3% 0.6% 0.5% 0.3% 1.1% 1.4% 2.1% 1.5% 0.9% 1.6%

QoQ(%)
Sales QOQ -6% 3% 18% 6% -1% 6% -6% -16% -16% 6% 11% 8%
COGS QOQ -5% 3% 17% 6% -1% 6% -8% -16% -16% 6% 11% 8%
Gross Profit QOQ -11% 13% 32% -9% 2% 8% 21% -23% -20% -4% 18% 9%
Operating Profit QOQ -32% 48% 27% 15% -5% -30% -24% -38% -17% -11% 106% 27%
Net Profit QOQ -39% 85% 27% 1% -19% 13% -39% -62% -35% -21% 264% 36%

YoY(%)
Sales YOY 22% 13% 16% 21% 27% 31% 4% -17% -30% -30% -18% 6% 18% 9% -19% 2%
COGS YOY 24% 13% 16% 21% 27% 30% 3% -18% -31% -30% -17% 7% 18% 9% -19% 2%
Gross Profit YOY -13% -4% 18% 22% 40% 34% 22% 3% -19% -28% -30% -1% 6% 23% -20% 3%
Operating Profit YOY -24% 7% 48% 47% 105% -3% -43% -69% -73% -65% -5% 93% 20% -20% -35% 56%
Net Profit YOY -32% 13% 45% 44% 91% 17% -44% -79% -83% -88% -29% 153% 19% -22% -53% 87%  
E = Morgan Stanley Research estimates 
Source: Company data, Morgan Stanley Research 
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Exhibit 155 
TPV: Shipment Assumptions, 2007-2010E 
YE Dec 31 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08E 4Q08E 1Q09E 2Q09E 3Q09E 4Q09E 2007 2008E 2009E 2010E
CRT Monitor Shipment (mn units)

Total CRT shipment 1,699     1,742     1,510     1,294     837        934        826        744        750        701        655        618        6,245      3,342        2,724        2,032        

Blended CRT ASP 55          55          59          58          51          49          58          57          48          47          47          46          57           54             47             44             

CRT Revenue (US$ mn)
Total CRT Revenue 116        117        101        82          50          50          53          47          44          41          38          35          416         201           157           115           

   Revenue from CKD/SKD and Chasis 4            3            5            7            3            8            6            5            3            3            3            3            19           21             11             5               
Revenue from Spare Parts and STB 41          18          53          82          160        (22)         32          10          25          25          15          4            194         181           69             70             

LCD MTR Shipment (mn units)
Total LCD Monitor 8,443     9,429     9,998     9,514     10,710   12,321   11,714   11,128   10,899   11,444   12,588   13,218   37,384    45,872       48,149       53,429       

LCD Monitor ASP (US$)
Blended LCD Monitor ASP 166        158        170        176        168        163        150        118        112        109        108        109        167         150           109           100           

LCD Monitor Revenue (US$ mn)
Totoal LCD Monitor Revenue 1,399     1,489     1,699     1,672     1,800     2,014     1,754     1,310     1,219     1,248     1,363     1,435     6,259      6,879        5,265        5,341        

Flat TV Shipment  (mn units)
Total LCD TV and PDP shipment 638        622        980        1,379     836        1,254     1,684     2,105     1,313     1,642     2,052     2,463     3,619      5,879        7,470        9,391        

Blended LCD TV ASP 474        473        409        398        437        373        305        233        211        202        195        192        439         337           200           175           

Flat TV Revenue (US$ mn)
Flat TV Revenue 309        300        407        550        366        468        513        602        369        439        528        619        1,566      1,949        1,955        2,090        

Revenue from CRT 116        117        101        82          50          50          53          47          44          41          38          35          416         201           157           115           
Revenue from LCD Monitor 1,399     1,489     1,699     1,672     1,800     2,014     1,754     1,310     1,219     1,248     1,363     1,435     6,259      6,879        5,265        5,341        
Revenue from FlatTV 309        300        407        550        366        468        513        602        369        439        528        619        1,566      1,949        1,955        2,090        
Revenue from others 45          22          58          88          163        (13)         38          15          28          28          18          7            214         202           80             75             
Total Revenue 1,870     1,928     2,265     2,392     2,379     2,519     2,358     1,974     1,661     1,755     1,946     2,096     8,455      9,230        7,457        7,621         
E = Morgan Stanley Research estimates 
Source: Company data, Morgan Stanley Research 
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Industry Coverage:Taiwan TFT LCD 

Company (Ticker) Rating (as of) Price (01/13/2009)

Frank A.Y. Wang 
AU Optronics (2409.TW) O (02/09/2006) NT$24.5
Chi Mei Optoelectronics (3009.TW) E (01/16/2009) NT$10.65
Coretronic (5371.TWO) E (09/24/2008) NT$17.1
Himax Technology, Inc (HIMX.O) E (01/16/2009) US$1.42
Innolux Display Corp. (3481.TW) O (12/13/2007) NT$26.65
Novatek (3034.TW) O (10/13/2004) NT$34
Radiant (6176.TW) E (10/25/2006) NT$20.5

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