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Sell: Navigating New Opportunities for Handset Business

What's new? — Garmin and Asustek today announced a strategic alliance that
will leverage the companies’ navigation and Smart Phone expertise to design,
manufacture and distribute co-branded LBS-centric mobile phones. Garmin
and Asustek have begun joint development on a diverse mobile phone product
line, which will be named as the Garmin-Asus ntvifone series. The companies
expect to bring to market several Garmin-Asus ntvifone models in 2009, and a
new Garmin-Asus nivifone model will be announced at 3GSM in Feb.

Synergies for both parties? — Garmin has been cooperating with Asustek for
over a year on the initial nGvifone that was announced in 2008 on the basis of
an ODM relationship. To further leverage Asustek's design capability of Smart
Phone and channel network in emerging markets, Garmin decided to expand
the relationship from ODM to co-branding. Going forward, Asustek's handset
team (700-800 people) will focus on developing and selling Garmin-Asus LBS-
centric mobile phones. Garmin will leverage its strength in navigation and
extensive channel network to promote Garmin-Asus LBS-centric phones.
Garmin has 54%/20%+ share in the North American/European GPS markets.

A reasonable move for Garmin to expand into LBS-centric mobile phone market
— The continued commoditization of GPS and falling prices are forcing Garmin
to seek new growth opportunities from the LBS-centric mobile phone market.
However, it's very likely that competitors will soon follow this example and
launch similar products. In addition, how Garmin partners with a tier-1 carrier
to boost its sales volume remains to be seen. If Garmin plans to use its existing
channel network to promote LBS-Centric mobile phones, it's likely to see
increasing marketing costs.

Still some uncertainties ahead — Asustek's handset business contributed
limited revenue to its branded business, with annual shipments less than 1m.
Given intensifying competition in the Smart Phone market and lack of
economies of scale, the strategic alliance with Garmin could help Asustek's
handset team leverage growth opportunities. In addition, we think Asustek
would like to leverage Garmin's strong position to further promote the ASUS
brand in the US market after Eee PC. However, how Garmin and Asustek share
responsibility and cost/profit remains unclear to investors. We retain our Sell
(3M) on Asustek shares and note the unclear outlook for this strategic alliance.
Asustek's valuation looks stretched at 13x 2009E EPS.

See Appendix A-1 for Analyst Certification and important disclosures.

Sell/Medium Risk 3M
Price (04 Feb 09) NT$30.50
Target price NT$24.00
Expected share price return -21.3%
Expected dividend yield 3.8%
Expected total return -11.5%
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US$3,837M
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Fiscal year end 31-Dec 2006 2007 2008E 2009E 2010E
Valuation Ratios

P/E adjusted (x) 8.2 6.3 79 12.8 9.6
EV/EBITDA adjusted (x) 3.8 2.9 3.8 39 3.0
P/BV (x) 0.8 0.7 0.8 0.7 0.7
Dividend yield (%) 49 8.2 3.8 2.3 3.1
Per Share Data (NT$)

EPS adjusted 3.72 4.83 3.85 2.37 3.19
EPS reported 5.64 741 3.85 2.37 3.19
BVPS 38.88 43.17 39.79 41.01 43.49
DPS 1.49 2.49 1.15 0.71 0.96
Profit & Loss (NT$M)

Net sales 560,235 755,361 778,294 712,451 763,834
Operating expenses -539,882 -726,690 -760,050 -696,924 -742,023
EBIT 20,353 28,671 18,245 15,521 21,811
Net interest expense 172 832 310 -104 -110
Non-operating/exceptionals 7,168 9,081 8,295 6,771 6,086
Pre-tax profit 28,293 38,584 26,850 22,195 21,181
Tax -6,611 -7,828 -5,322 -4,439 -5,557
Extraord./Min.Int./Pref.div. -2,460 -3,132 -5,187 -7,675 -8,680
Reported net income 19,221 21,623 16,340 10,081 13,550
Adjusted earnings 12,678 18,014 16,340 10,081 13,550
Adjusted EBITDA 26,275 36,780 28,674 28,759 37,768
Growth Rates (%)

Sales 56.6 34.8 3.0 -8.5 7.2
EBIT adjusted 35 40.9 -36.4 -14.9 40.5
EBITDA adjusted 13.3 40.0 -22.0 0.3 313
EPS adjusted -10.9 29.8 -20.4 -38.3 34.4
Cash Flow (NT$M)

Operating cash flow 9,003 28,405 17,105 24,942 25,322
Depreciation/amortization 5,922 8,109 10,429 13,232 15,957
Net working capital -30,878 -15,373 -14,630 152 -6,530
Investing cash flow -20,635 -17,810 -21,750 -21,844 -24,266
Capital expenditure -18,897 -14,868 -18,290 -17,678 -18,953
Acquisitions/disposals 0 0 0 0 0
Financing cash flow 13,268 -1,539 1,107 -4,902 -3,024
Borrowings 16,454 3,238 12,086 0 0
Dividends paid -3,456 -6,244 -2,753 -4,902 -3,024
Change in cash 871 8,894 3,058 -1,804 -1,968
Balance Sheet (NT$M)

Total assets 363,743 385,742 393,828 411,491 433,102
Cash & cash equivalent 43914 56,998 61,352 59,548 57,580
Accounts receivable 132,392 129,135 86,908 94,724 100,607
Net fixed assets 52,199 63,177 72,438 79,994 86,956
Total liabilities 220,584 204,440 204,503 216,986 228,072
Accounts payable 166,860 141,565 119,034 128,972 136,730
Total Debt 24,339 24,228 33,626 33,626 33,626
Shareholders' funds 143,159 181,302 189,326 194,504 205,030
Profitability/Solvency Ratios (%)

EBITDA margin adjusted 4.7 4.9 3.7 4.0 4.9
ROE adjusted 10.7 12.3 9.9 5.9 7.6
ROIC adjusted 15.1 16.5 8.9 71 9.9
Net debt to equity -13.7 -18.1 -14.6 -13.3 -11.7
Total debt to capital 145 11.8 15.1 14.7 14.1
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Figure 1. Statistical Abstract
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4.18 4% 33.84 29%  7.3x  0.9x  13%
3.72 -11% 36.96 34% 82x 0.8 11%
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Figure 2. Global Handset Units by Form Factor
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Figure 3. 3008 Global Smart Phone Market Share
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Figure 4. 3008 Global GPS/PND Market Share
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Figure 5. 3008 US GPS/PND Market Share
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ASUSTeK Computer

Company description

Established in 1990, Asustek has built its reputation in motherboards and
tapped the notebook arena in 1997. Asustek enjoys a leading position in the
motherboard market with a 2007 total worldwide market share (including
branded and ODM MB shipments) of 38%. Meanwhile, its global NB market
share reached 4.3% in 2007 and ranked No.7 NB brand worldwide, after HP,
Acer, Dell, Toshiba, Lenovo, and Fujitsu. Asustek also manufactures handheld
devices, graphic cards, and other consumer electronics. In 2HO07, it decided to
spin off non-branded units as two subsidiaries, namely Pegatron and Unihan.
However, Asustek still holds a 100% of Pegatron.

Investment strategy

We rate Asustek shares Sell / Medium Risk (3M) on the following concerns: 1)
weak execution on opex and inventory control; 2) challenges in product
positioning; 3) tougher year for Pegatron, Asustek's 100%-owned ODM
business; and 4) unclear sell-down of shares in Pegatron (Asustek hoped this
would start when it decided to spin off its ODM business, but we have yet to
see evidence of this).

Valuation

Our DCF-based target price is NT$24. Our DCF assumes sustained revenue
growth of 7% until 2018E, as Asustek should be able to leverage its brand to
expand product lines. We apply a cost of capital of 8.17%, which assumes a
risk-free rate of 2.6%, a market risk premium of 6.0%, borrowing cost of 3%,
and an equity beta of 1.14. We base our assumptions on the 10-year bond
yield, historical return on TAIEX, Asustek's average borrowing costs in 09E, and
the average beta we use for the Taiwan hardware coverage universe. Our target
price is equivalent to 10.1x FYO9E EPS. At our target price, the stock would
trade below the low end of Asustek's employee bonus adjusted 3-year forward
P/E trading band of 13x-30x, which we think is reasonable given deteriorating
profitability and continuous disappointment in earnings/shipments.

Risks

We assign a Medium Risk rating to Asustek shares based on our quantitative
risk-rating system that tracks 260-day historical share price volatility. Upside
risks that may cause the shares to continue to trade above our target price
include: 1) better demand for NB and motherboard; 2) strong execution on
cutting expenses and inventory control; and 3) improving performance from
Pegatron and Unihan on the back of major project wins.
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Appendix A-1
Analyst Certification

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research
analyst in this research report.

IMPORTANT DISCLOSURES
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ASUSTeK Computer (2357.TW)
Ratings and Target Price History
Fundamental Research

Analyst: Eve Jung
Covered since August 1 2008
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Date Rating  Target Price Closing Price Date Rating  Target Price Closing Price Date Rating  Target Price Closing Price
22-Mar-06 *3L *70.09 72.84 25-Jul-07 1L *113.48 84.89 9-0ct-08 M *68.00 50.10
1-May-06 3L *66.94 69.54 [9] 4-Sep-07 1L *118.21 89.48 30-0ct-08 M *58.00 48.65
21-May-06 3L *51.97 58.75 15-0ct-07 1L *124.58 84.30 9-Dec-08 M *50.00 36.90
28-Aug-06 3L *54.57 59.68 29-Jan-08 1L *113.67 74.11 4-Jan-09 *3M *28.00 36.80
3-Sep-06 *2L *70.17 66.79 18-Feb-08  Coverage suspended 8-Jan-09 3M *24.00 35.90
[6] 23-0ct-06 *1L *79.69 64.97 1-Aug-08 *3M *69.11 71.84
3-Jan-07 1L *96.15 77.18 18-Sep-08 *1M *74.00 62.00
* Indicates change Rating/target price changes above reflect Eastern Standard Time

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of ASUSTeK Computer. This position reflects
information available as of the prior business day.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from ASUSTeK Computer in the past
12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: ASUSTeK Computer.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: ASUSTeK Computer.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the
Private Client Division, Institutional Sales and Trading, and Investment Banking.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"),
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures,
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private
Client Division clients should refer to www.smithbarney.com/research. Valuation and Risk assessments can be found in the text of the most recent research note/report
regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research Ratings Distribution

Data current as of 31 Dec 2008 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage 46% 37% 17%
% of companies in each rating category that are investment banking clients 48% 43% 38%

Guide to Fundamental Research Investment Ratings:

Citi Investment Research's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and
risk rating.

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).
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Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected
performance and risk.

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: Citi Investment Research's corporate bond research issuer publications include a fundamental
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the
company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk
Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid
Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company
is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are:
Buy/Overweight the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market),
performances of which are updated monthly and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in
line with the relevant Citigroup bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes.

OTHER DISCLOSURES

The subject company's share price set out on the front page of this Product is quoted as at 04 February 2009 01:30 PM on the issuer's primary market.

This Product has been modified by the author following a discussion with one or more of the named companies.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to,
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without
notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the
Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product
may be placed only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The Product is made
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments

Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through
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Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. The Product
is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CYM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank,
APIMEC - Associagao Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - Sao Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada)
Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5) 2M3. The Product is made available
in France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product
may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by
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Kong. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Product is made available in Hong Kong by The Citigroup
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