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See page 12 for analyst certification and important disclosures, including non-US analyst disclosures.  
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their 
investment decision.  

• 2009 to be another tough year; stay Neutral: With high exposure to 
corporate market (desktops, networking) and discretionary consumer 
products (MP3 player, game console, DSC), we expect Hon Hai's 
earnings to decline sharply in 2009. In addition, weaker end markets and 
loosening labor supply in China should make the benefits of new low-
cost locations less attractive. Working capital issues also continue to 
weigh down the near-term outlook, leading to potential dilutive fund 
raising. We cut FY09/10E EPS by 13/12% and reduce our DCF based 
Jun-09 PT to NT$58. Key risk is sharp recovery in end markets.  

• The cash flow conundrum: Hon Hai should cut capex sharply and turn 
free cash flow positive from 2009. We feel Hon Hai should (1) pay more 
cash dividends, (2) invest in new growth markets to take growth back to 
30% levels or (3) pay down its debt. We do not expect growth to return 
to the pre-2008 levels and hence believe increased dividend payout or 
lowering debt levels are realistic solutions. In this backdrop, we are 
concerned by Hon Hai's intention to raise more capital (potential GDR 
issue/CBs) and worry it imply a worsening working capital environment.  

• Recovery slow, to settle at much lower growth post downturn: We 
also expect the recovery to remain slow, since Hon Hai’s relatively 
weaker balance sheet may not enable them to capitalize on new 
opportunities as fast as peers. Particularly, we expect cash rich notebook 
ODMs to enhance their vertical integration footprint and narrow the gap. 
We also do not see significant new end markets which could take the 
growth rates back to the 30+% rates seen before 2008.   

• Execution issues weigh down in the near-term: Our checks indicate 
multiple execution issues with key customers in the past few months due 
to relocation and enforcement of stricter working capital norms. 
Relocation of facilities, when the OEMs are trying to shorten the supply 
chain could result in more execution issues, in our view.  

Table 1: Share price: NT$63.5 (06 Feb 09) (Reuters: 2317.TW, Bloomberg: 2317 TT) 
  FY07 FY08E FY09E FY10E   FY07 FY08E FY09E FY10E 52-Week range NT$54.0-167.0
Sales  1,703 1,941 1,799 1,881 ROE (%) 18.7 17.1 12.7 12.4 Shares Outstg (Com) 6,291Mn
Operating Profit  93.5 79.8 69.4 76.5 CORE ROIC (%) 21.4 14.4 11.5 11.8 Avg daily volume 39.0Mn
EBITDA  120.8 113.2 110.1 121.0 DPS (cash, NT$) 2.2 2.6 2.3 2.2 Free float 78%
Pre-Tax Profit  101.1 85.5 70.7 78.8 Quarterly EPS (NT$) 1Q 2Q 3Q 4Q Market Cap (US$) 11.9B
Reported Net profit  77.7 63.5 52.1 58.2 EPS (FY07)  1.57 1.65 1.95 2.80 2008E Div yield (%) 4.1%
MV of Employee Bonus  24.4 4.2 4.4 4.9 EPS (FY08) E 2.22 1.65 2.44 2.38 Exchange rate NT$33.7/US$1
Adjusted Net Profit 57.3 63.5 52.1 58.2 EPS (FY09) E 1.62 1.38 1.90 2.06 Market Cap (NT$) 399B
New Taiwan GAAP EPS (NT$)* 7.99 8.70 6.96 7.76 sales growth 29% 14% -7% 5% QFII Holding % 49%
New Taiwan GAAP P/E (x) 8.0 7.3 9.1 8.2 EPS growth 21% 9% -20% 11% Index 4,471.25
P/B (x) 1.3 1.2 1.1 1.0 Norm. OP growth 24% -10% -12% 10% Avg daily value (US$) 114.5Mn
Y/E BPS (NT$) 48.5 53.0 57.1 62.8 Fair value (Jun 09) 58   Date of Price  6 Feb-09
Net Debt net cash  (14.2) (3.4)  net cash  Jun-09 PT Local 58     

Source: Bloomberg, JP Morgan estimates, Company data   * Retroactive adjustment for employee bonus expense is done for like-to-like comparison; 
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The cash flow conundrum 
Following the company’s guidance, Hon Hai should be able to turn meaningfully 
free cash flow positive from 2009. This is coming mainly from much lower CAPEX 
budget compared to previous years. Since Hon Hai already has idle capacity in its 
new plants, we do not anticipate high capex investments even in 2010, As a result, 
we expect Hon Hai to generate sustainable free cash flow, but with lower growth 
outlook.  

Table 1: Cash flow for Hon Hai and use of Cash 
NT$bn 2002 2003 2004 2005 2006 2007 2008E 2009E 2010E
Net Income  18.9 25.2 29.8 40.8 59.9 77.7 63.5 52.1 58.2
Depreciation  6.3 6.6 10.7 13.2 18.3 27.3 33.4 40.6 44.4
% change in WC -2 -8 -28 -13 -23 -5 -20 -34 -28
Operating Cashflow 23 24 13 44 62 107 80 62 78
    
Capex -7 -23 -21 -43 -62 -97 -75 -37 -43
FCF 16 2 -9 -5 -26 -26 15 27 38

    
Dividend Payout Ratio 16% 18% 21% 28% 31% 29% 35% 38% 34%
Net Debt -11 -8 5 -20 -21 -11 14 3 -18

    
Cash Dividend per share 0.8 0.9 1.3 1.8 2.2 2.6 2.3 2.2 2.4
Cash div Yield    4.0% 3.8% 4.2%

    
Revenue Growth (%) 63% 43% 34% 68% 45% 29% 14% -7% 5%
EPS Growth (%) 28% 31% 2% 33% 47% 21% 9% -20% 11%
Source: Company Reports, J.P. Morgan estimates 

 

In such a situation, we feel Hon Hai should either  

(1) Reinvest in new areas of growth.  OR 

 (2) Increase its low cash dividend payout ratio. OR 

(3) Pay down debt.  

Firstly, we feel that Hon Hai may not find many incremental revenue opportunities in 
its existing end markets, since Hon Hai already occupies significant market share in 
Top 3 vendors, except for networking. Since Hon Hai has sufficiency excess 
capacity, we do not think growth in existing end markets will be capex intensive.  

Hon Hai has been attempting to enter the automotive components market for the last 
3-4 years and have made sporadic efforts in this segment. This is an area which could 
require significant investments. However, we do not feel that it is an area that would 
yield immediate results, given the closed nature of the food chain and the slump in 
the automotive market.  

As a result, Hon Hai’s growth trajectory may not stay at the 25-30% in the past years 
and hence may not merit continuous high capex investments.  

Secondly, we also do not have any indication from the company regarding any 
increase in cash payout ratio. (currently at ~35%), even if Hon Hai should turn cash 
flow positive.  

Hon Hai should turn FCF positive in 
2009 due to cut in CAPEX 

Hon Hai should either use it to: 
 
1. Increase cash dividend payout, which 
remains much lower than peers 
 
2. Invest in new end markets or 
technology. 
 However, growth trajectory is likely to 
slow compared to previous years  
 
3. Pay down debt 
 
In this context, we remain puzzled about 
Hon Hai’s plans to raise fresh funds. 
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Thirdly, the company could choose to pay down its debt from its free cash flow. 

Capital raising plans are surprising 
Given this backdrop, we are surprised by the company’s announcement to raise 
capital through a GDR issue (Hon Hai has sought shareholder approval for a $650M 
GDR issue and moved up its AGM to April 16th) and also recent efforts to raise 
money through CB and syndicated loans.  We remain cautious that this may point to 
worsening working capital environment for Hon Hai.  

Hence, we stay Neutral on the stock even at compelling valuations and would wait 
on more clarity from the company on plans to deploy the cash flow freed from 
significant capex cut from 2009. We prefer other downstream peers like Quanta, 
which payout much higher ratio of earnings in cash and trade at similarly cheap 
valuations.  

Need to see improvement in working capital metrics 
Hon Hai's ROE is likely to remain depressed due to revenue decline in 2009 and 
slower kick off in OPEX efficiencies.  

While high level of CAPEX should abate in 2009, it is not enough to improve asset 
turns significantly, in our view, due to the sharp revenue decline and depressed OP 
margins.  

Relocation benefits likely to take longer to realize 
Cost arbitrage from moving to new locations also may be deferred into late 2010, as 
operating costs in coastal China have come down, with labor supply easing in the 
downturn.  

Heavy reliance on short term finance to maintain high ROE turns unfavorable with 
increase in borrowing cost. Hon Hai has also is actively seeking funding through 
capital markets to shore up working capital requirement.  

Figure 1: Debt still high as a % of working capital  
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Figure 2: Net cash position worsening  
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OP profit to decline in 2009 as margin improvement gets 
deferred to 2010 
We expect cost down from Hon Hai's relocation to new areas to come through only 
in late 2010 and do not expect significant margin improvement until 2010. At the 
same time, decline in top line could lead to some margin compression in 1H09.  In 
addition, we also anticipate that execution issues could continue to crop up as a result 
of relocation to new factories.  

Figure 3: Core OP growth - Hon Hai 
NT$ bn, % 
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Source: Company reports and J.P. Morgan estimates. 

Figure 4: OP margin trend 
NT$ bn, % 
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Slowdown in enterprise desktops could drag Computing 
down in 09 
Growth in computing is likely to slow sharply in 2009 due to: (1) End market 
weakness in desktops (2) Limited penetration into notebook ODM (resource 
constraints), except for sub notebooks and heavier exposure to corporate desktops 
where replacement demand is likely to slow significantly. 

We expect computing revenues to decline 16% in 2009 as enterprise desktop 
business shrinks significantly.  OP margins may remain stable as loss of scale may be 
compensated by cost savings from relocating to new plants 

We believe that Hon Hai’s desktop market share in major PC OEMs have already 
saturated, except for Dell. With the sharp decline in corporate desktops, we do not 
expect a huge spurt in outsourcing even from Dell in 2009.  
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Figure 5: Desktop - Hon Hai's EMS market share in different vendors 
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Figure 6: Computing OP growth to go negative in 2009 
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Networking: Slowing in 09, post downturn shakeout could 
be positive to Hon Hai 
We expect networking segment OP profit to slow by 6% as enterprise IT spending 
decline puts the brakes on customer COGS growth. Hon Hai’s market share gains in 
Cisco are already saturating and may not grow much faster that Cisco's COGS in the 
next 2 years.  

Post downturn, we expect Hon Hai to take more share in other networking vendors 
(like Alcatel, Nokia Siemens). Hon Hai is also likely to break into Huawei in 2009 
but margins in this business are likely to remain low. 

We feel that networking is likely to grow the fastest after the downturn, but for now, 
likely to remain muted. 

Figure 1: Networking Operating Profit, Hon Hai 
NT$bn 
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Source: Company reports and J.P. Morgan estimates. 
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CE, for long a growth engine, slows in 2009  
After 5 years of 50+% OP growth in consumer electronics, we expect this segment o 
also show negative growth in 2009. (we are forecasting 5% OP decline in 2009). We 
feel that discretionary nature of these CE products (DSC, game consoles) to reduce 
TAM even more than other end markets.  

Apple market share to increase due to iPhone and some share gains in Macbook 
assembly, but overall COGS is likely to remain under pressure. iPhone momentum 
also seems to have come down significantly and revenue momentum should take 
time to recover. Growth in Sony to be limited due to slower ramp in LCD TV due to 
design quality issues, while game consoles and DSCs are likely to decline 
significantly in 2009.  

Post downturn, the CE space may open up new outsourcing opportunities from 
Japanese CE vendors. Many of these vendors, like Panasonic, have traditionally kept 
~100% production in-house, but losses in the downturn could cause a change in 
strategy.   

 Figure 2: Apple and Sony as a % of revenues 
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Source: J.P. Morgan estimates. 

 

Handsets to remain in limbo 
We expect handset OP to decline another 20% in 09 after a sharp slowdown in 2008. 
Revenues (at FIH) are likely to decline in 2009 –as market share gains in Nokia, 
Motorola and Sony Ericsson should saturate in 2008. Competition from BYD to 
intensify in mainstream models also, resulting in margin erosion.   

Contribution from Samsung is likely to remain low and poor handset market could 
result in slower outsourcing. For example, Nokia is likely to in source PCBA in an 
effort to shore up in-house utilization rates. LGE outsourcing may also be hit by 
weaker handset market outlook, since LGE still manufactures majority of its phones 
in house.  
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Smart phones does provide a window of opportunity, now that FIH has also 
improved its ODM capability, but we feel that it may not be sufficient to negate the 
decline seen in Top 3 customers (Nokia, SEMC and MOT) in 2009.  

Figure 3: Growth slowdown for handset OP 
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Source: J.P. Morgan estimates. 

 

Earning Revision 
Table 2: Earning Revision Table 

 Revised Prior Change 
Earnings Revision 4Q08E 1Q09E 2008E 2009E 4Q08E 1Q09E 2008E 2009E 4Q08E 1Q09E 2008E 2009E
Revenues 556.8 418.2 1,941.4 1,798.9 581.0 438.3 1,965.7 1,897.9 -4% -5% -1% -5%
Gross Profit 47.0 35.1 170.8 150.9 51.2 39.3 174.9 168.0 -8% -11% -2% -10%
Gross Margin (%) 8.4% 8.4% 8.8% 8.4% 8.8% 9.0% 8.9% 8.9% -36 bps -57 bps -10 bps -46 bps
OP Profit 21.7 15.7 79.8 69.4 24.1 18.3 82.2 79.1 -10% -14% -3% -12%
OP margins (%) 3.9% 3.7% 4.1% 3.9% 4.2% 4.2% 4.2% 4.2% -25 bps -43 bps -7 bps -31 bps
Net Income 17.7 12.0 63.5 52.1 19.6 12.9 65.5 59.6 -10% -7% -3% -13%
EPS (NT$) 2.38 1.62 8.70 6.96 2.65 1.73 8.97 7.98 -10% -7% -3% -13%
Source: J.P. Morgan estimates. 

Valuation: Maintain Neutral with PT of NT$ 58 
We remain Neutral on the stock with a DCF based PT of NT$ 58 and remain 
cautious on Hon Hai’s earnings prospects for 2009. We are also concerned about 
prospect of further dilution due to Hon Hai’s efforts to raise capital.  

We believe that downward pressure on earnings and fund raising / working capital 
concerns are likely to drag down the stock in the near term.  

We would turn more positive on the stock after (A) we gain more clarity on the Hon 
Hai’s working capital position and on the use of free cash flow that Hon Hai should 
start earning from 2009 (due to reduced capex) or (B) at a meaningful discount to 
book value (or below NT$ 50).  

Key risks are greater than expected cost down benefits from relocation or an end 
market recovery.  
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PE PB bands 
Figure 1: 12M Forward P/E 

0

50

100

150

200

250

300

350

1/04 1/05 1/06 1/07 1/08
HON HAI PRECN.IND. 10x 14x 18x 22x

Source: Company reports, DataStream, and J.P. Morgan estimates. 

Figure 2: 12M Trailing P/E 
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Figure 3: 12M Forward P/BV 
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Source: Company reports and J.P. Morgan estimates. 

 

Figure 4: 12M Trailing P/BV 
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Table 3: Quarterly Earnings Model 
 2007 2008E 2009E     

(NT$ in bn , year-end Dec) 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4QE 1Q 2Q 3Q 4QE 2007E 2008E 2009E 2010E
Revenue 351.4 359.9 448.2 543.2 415.2 395.8 573.6 556.8 418.2 415.2 473.3 492.1 1,702.7 1,941.4 1,798.9 1,880.9
COGS 316.3 324.7 403.3 490.9 377.4 363.1 520.3 509.7 383.1 380.6 433.3 450.9 1,535.1 1,770.6 1,648.0 1,723.0
Gross Profit 35.0 35.2 44.9 52.3 37.8 32.7 53.2 47.0 35.1 34.6 40.0 41.1 167.5 170.8 150.9 157.9
Operating Expense 15.6 14.8 19.4 24.3 19.5 19.1 27.1 25.3 19.4 18.9 21.3 21.8 74.1 91.0 81.5 81.4
EBIT 19.4 20.5 25.5 28.1 18.3 13.6 26.2 21.7 15.7 15.7 18.7 19.3 93.5 79.8 69.4 76.5
Net Interest Income -0.4 -0.7 -0.8 -0.8 -1.0 -0.6 -0.2 -0.6 -0.7 -0.6 -0.5 -0.7 -2.8 -2.4 -2.4 -1.5
Net Other Income 1.0 0.8 -0.3 6.2 3.3 4.3 -3.4 1.5 -0.2 0.5 0.0 0.9 10.4 8.0 3.7 3.8
Pre Tax Profit 20.4 21.3 25.2 34.3 21.6 17.9 22.8 23.2 15.4 16.3 18.7 20.3 101.1 85.5 70.7 78.8
Tax 3.8 3.5 4.8 4.4 4.7 5.2 4.4 4.2 2.8 5.2 3.7 4.1 16.4 18.5 15.8 17.3
Minority interests 1.4 1.7 1.5 2.4 0.9 0.7 0.6 1.4 0.6 0.7 0.7 0.8 7.0 3.5 2.8 3.3
Net Profit 15.2 16.0 18.9 27.5 16.1 11.9 17.8 17.7 12.0 10.4 14.3 15.4 77.7 63.5 52.1 58.2
Net Profit (TW GAAP) 11.2 11.7 14.0 20.3 16.1 11.9 17.8 17.7 12.0 10.4 14.3 15.4 57.3 63.5 52.1 58.2
New Taiwan GAAP EPS (NT$) 1.57 1.65 1.95 2.80 2.22 1.65 2.44 2.38 1.62 1.38 1.90 2.06 7.99 8.70 6.96 7.76 
Margins (%)      
Gross Margin 10.0% 9.8% 10.0% 9.6% 9.1% 8.3% 9.3% 8.4% 8.4% 8.3% 8.4% 8.4% 9.8% 8.8% 8.4% 8.4%
Operating Margin 5.5% 5.7% 5.7% 5.2% 4.4% 3.4% 4.6% 3.9% 3.7% 3.8% 4.0% 3.9% 5.5% 4.1% 3.9% 4.1%
Net Margin 4.3% 4.5% 4.2% 5.1% 3.9% 3.0% 3.1% 3.2% 2.9% 2.5% 3.0% 3.1% 4.6% 3.3% 2.9% 3.1%
Sequential Growth (%)        
Revenue -22.1 2.4 24.5 21.2 -23.6 -4.7 44.9 -2.9 -24.9 -0.7 14.0 4.0 29.0 14.0 -7.3 4.6
Gross Profit -17.2 0.7 27.5 16.5 -27.8 -13.4 62.7 -11.7 -25.4 -1.3 15.4 2.9 29.9 2.0 -11.7 4.7
EBIT -23.9 5.5 24.7 9.9 -34.7 -25.8 92.5 -17.0 -28.0 0.5 18.9 3.4 24.0 -14.6 -13.1 10.3
Net Profit -31.0 5.3 18.1 45.1 -41.5 -25.8 49.3 -0.9 -32.1 -13.6 37.6 8.3 29.8 -18.3 -18.0 11.7
New Taiwan GAAP EPS 10.7 4.7 18.5 43.6 -20.7 -25.8 47.8 -2.3 -32.1 -14.6 37.7 8.2 21.1 8.9 -19.9 11.4
Source: Company reports and J.P. Morgan estimates 
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All Data As Of 06-Feb-09

Quant Return Drivers (a Score >50% indicates company ranks 'above average') J.P. Morgan Composite Q-Score
Score 0% (worst) to 100% (best) vs Industry Raw Value
Value
P/E Vs Market (12mth fwd EPS) 92% 0.4x
P/E Vs Sector (12mth fwd EPS) 41% 0.7x
EPS Growth (forecast) 49% -15.9%
Value Score 77%
Price Momentum
12 Month Price Momentum 28% -58.6%
1 Month Price Reversion 79% -11.8%
Momentum Score 37%
Quality
Return On Equity (forecast) 78% 18.2%
Earnings Risk (Variation in Consensus) 85% 0.06 Quant Return Drivers Summary (vs Country)
Quality Score 82%
Earnings & Sentiment
Earnings Momentum 3mth (risk adjusted) 30% -163.0
1 Mth Change in Avg Recom. 28% -0.02
Net Revisions FY2 EPS 38% -100%
Earnings & Sentiment Score 28%
COMPOSITE Q-SCORE* (0% To 100%) 51%

Targets & Recommendations** EPS Revisions** Historical Total Return (%)

Consensus Growth Outlook (%)

Closest in Country by Size (Consensus. ADV = average daily value traded in US$m over the last 3 mths)
Code Industry ADV PE FY1 Q-Score*
2330-TW 70.33 11.0 15%
2412-TW 46.41 11.6 86%
6505-TW 9.57 10.0 65%
2317-TW 73.79 7.0 30%
2882-TW 32.28 63.1 21%
2002-TW 32.04 9.1 17%
1301-TW 19.90 9.6 69%
2454-TW 57.80 13.1 75%
2498-TW 69.08 8.2 91%
1303-TW 10.89 17.8 21%
2409-TW 38.63 7.8 7%

Source: Factset, Thomson and J.P. Morgan Quantitative Research. For an explanation of the Q-Snapshot, please visit http://jpmorgan.hk.acrobat.com/qsnapshot/
Q-Snapshots are a product of J.P. Morgan’s Global Quantitative Analysis team and provide quantitative metrics summarized in an overall company 'Q-Score.'
Q-Snapshots are based on consensus data and should not be considered as having a direct relationship with the J.P. Morgan analysts’ recommendation. 
* The Composite Q-Score is calculated by weighting and combining the 10 Quant return drivers shown. The higher the Q-Score the higher the one month
 expected return.   On a 14 Year back-test the stocks with the highest Q-Scores have been shown (on average) to significantly outperform those stocks with the 
lowest Q-Scores in this universe.  ** The number of up, down and unchanged target prices, recommendations or EPS forecasts that make up consensus.  
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Hon Hai Summary of Financial Statements 
Income statement   Ratio Analysis   
NT$ in billions, year-end Dec FY07 FY08E FY09E FY10E %, year-end Dec FY07 FY08E FY09E FY10E 

     
Revenues 1,702.7 1,941.4 1,798.9 1,880.9 Gross Margin 9.8 8.8 8.4 8.4
   Cost of Goods Sold 1,535.1 1,770.6 1,648.0 1,723.0 EBITDA margin         7.1         5.8        6.1        6.4 
Gross Profit 167.5 170.8 150.9 157.9 Operating margin         5.5         4.1        3.9        4.1 
   R&D Expenses 15.4 22.3 19.5 19.4 Net profit margin         4.6         3.3        2.9        3.1 
   SG&A Expenses 58.6 65.5 58.5 58.1 R&D/sales 0.9 1.1 1.1 1.0
Operating Profit (EBIT) 93.5 79.8 69.4 76.5 SG&A/Sales 3.4 3.4 3.2 3.1
EBITDA 120.8 113.2 110.1 121.0   
   Interest Income 2.7 4.4 5.1 5.9 Sales growth 29.0 14.0 -7.3 4.6
   Interest Expense -5.4 -6.7 -7.5 -7.5 EBIT growth        24.0       (14.6)       (13.1)       10.3 
   Investment Income (Exp.) 3.9 2.2 1.9 1.9 Net profit growth        29.8       (18.3)       (18.0)       11.7 
   Other Non-Op Income (Exp.) 6.6 5.8 1.8 1.9 EPS (Reported) growth        15.4       (19.7)       (19.9)       11.4 
Earnings before tax 101.1 85.5 70.7 78.8 EPS (TW GAAP) growth        21.1         8.9       (19.9)       11.4 
   Tax  -16.4 -18.5 -15.8 -17.3 Interest coverage (x) 44 48 45 79
Net Income (Reported) 77.7 63.5 52.1 58.2 Net debt to total capital -2.3 2.5 0.6 -2.8
Net Income (Adjusted) 57.3 63.5 52.1 58.2 Net debt to equity -3.2 3.6 0.8 -3.9

     
EPS (Reported, NT$) 10.84 8.70 6.96 7.76 Asset Turnover 196.3 186.5 177.5 177.2
EPS (Adjusted, NT$) 7.99 8.70 6.96 7.76 Working Capital Turns (X)        12.3        12.8        9.4        7.8 
BPS (NT$) 48.48 52.96 57.12 62.80 ROE        18.7        17.1       12.7       12.4 
DPS (NT$) 2.17 2.61 2.31 2.19 ROIC        14.6        12.4        9.2        8.9 
Shares Outstanding (bn) 7.17 7.30 7.48 7.50 ROIC (net of cash) 18.1 16.0 12.0 12.2
Balance sheet   Cash flow statement   
NT$ in billions, year-end Dec FY07 FY08E FY09E FY10E NT$ in billions, year-end Dec FY07 FY08E FY09E FY10E 

     
Cash and Cash Equivalents 144.4 160.0 181.9 213.4 Net Income 77.7 63.5 52.1 58.2
Account Receivables 248.2 353.9 323.6 343.5 Depr. & Amortisation 27.3 33.4 40.6 44.4
Inventory 158.4 183.0 172.6 171.7 Change in working capital -4.6 -20.2 -33.5 -27.5
Total Other Current Assets 28.9 24.7 21.9 23.2 Other 7.0 3.5 2.8 3.3
Total Current Assets 579.9 721.7 699.9 751.9 Cash flow from operations 107.5 80.2 62.0 78.4

     
LT investments 64.5 43.4 33.6 23.8 Capex -97.4 -74.9 -36.6 -42.6
Net fixed assets 202.6 244.0 240.0 238.2 Disposal/ (purchase) -35.8 9.7 1.8 1.8
Others 20.3 31.7 39.7 47.7 Cash flow from investing -133.2 -65.2 -34.8 -40.8
Total assets 867.3 1,040.9 1,013.3 1,061.7 Free cash flow 10.1 5.4 25.4 35.7

     
ST Debt and Current Portion of LT 
Debt 

104.6 108.9 115.8 121.8 Equity raised/ (repaid) 43.9 8.7 1.6 0.8

Accounts Payable 274.0 356.2 289.3 291.3 Debt raised/ (repaid) 64.0 41.0 11.1 9.6
Other Current Liabilities 65.3 89.1 78.7 69.7 Other -5.5 -26.7 2.0 3.3
Total Current Liabilities 443.9 554.2 483.9 482.8 Dividends paid -22.5 -22.4 -20.0 -19.7

   Cash flow from financing 79.9 0.6 -5.3 -6.0
Long Term Debt 28.6 65.3 69.5 73.1   
Other Long Term Liabilities 44.1 28.7 31.5 34.8 Net change in cash 54.1 15.6 21.9 31.5
Total liabilities 516.6 648.2 584.9 590.7 Beginning cash 90.2 144.4 160.0 181.9
Shareholders' equity 350.7 392.7 428.4 471.0 Ending cash 144.4 160.0 181.9 213.4
Source: Company reports and J.P. Morgan estimates 
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Analyst Certification:   
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily 
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with 
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report 
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research 
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the 
research analyst(s) in this report.  

Important Disclosures  
 

• Client of the Firm: Hon Hai Precision is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI 
provided to the company non-investment banking securities-related service and non-securities-related services.  

• Non-Investment Banking Compensation: JPMSI has received compensation in the past 12 months for products or services other 
than investment banking from Hon Hai Precision.  
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Hon Hai Precision (2317.TW)  Price Chart

OW NT$300 UW NT$75

OW NT$252 OW NT$275 OW NT$220 OW NT$153

OW NT$268OW NT$240 OW NT$285OW NT$320 OW NT$245 OW NT$200N NT$60

Source: Reuters and J.P. Morgan; price data adjusted for stock splits and dividends.
This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst may or may not have covered it
over the entire period.
J.P. Morgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

 

Date Rating Share Price 
(NT$) 

Price Target 
(NT$) 

02-May-06 OW 130.74 268.00 
05-Sep-06 OW 145.29 240.00 
01-Nov-06 OW 156.16 252.00 
12-Feb-07 OW 168.84 285.00 
27-Jun-07 OW 204.71 320.00 
30-Aug-07 OW 213.91 275.00 
22-Oct-07 OW 205.22 300.00 
21-Mar-08 OW 149.13 245.00 
01-May-08 OW 153.48 220.00 
10-Aug-08 OW 141.74 200.00 
18-Sep-08 OW 118.00 153.00 
19-Oct-08 UW 87.00 75.00 
27-Nov-08 N 58.40 60.00 

 

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:   
J.P. Morgan uses the following rating system:  Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.]  Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.]  Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector 
and/or country shown on the cover of each publication.  See below for the specific stocks in the certifying analyst(s) coverage universe.  
  

  

Coverage Universe: Gokul Hariharan: ASUSTek Computer (2357.TW), Ability Enterprise (2374.TW), Acer Inc 
(2353.TW), Catcher Technology (2474.TW), Delta Electronics, Inc. (2308.TW), Foxconn Technology (2354.TW), Hon Hai 
Precision (2317.TW), Inotera Memories, Inc. (3474.TW), Lenovo Group Limited (0992.HK), Lite-On Technology 
Corporation (2301.TW), Powerchip Semiconductor Corp. (5346.TWO), Powertech Technology Inc (6239.TW), ProMos 
Technologies Inc. (5387.TWO) 
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J.P. Morgan Equity Research Ratings Distribution, as of December 31, 2008 

 Overweight 
(buy) 

Neutral 
(hold) 

Underweight 
(sell) 

JPM Global Equity Research Coverage 38% 44% 18% 
    IB clients* 54% 52% 43% 
JPMSI Equity Research Coverage 37% 49% 14% 
    IB clients* 76% 71% 62% 

*Percentage of investment banking clients in each rating category. 
For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. 
 

Valuation and Risks:  Please see the most recent company-specific research report for an analysis of valuation methodology and risks on 
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on 
the front of this note or your J.P. Morgan representative.  

Analysts’ Compensation:  The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which 
include revenues from, among other business units, Institutional Equities and Investment Banking.  

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US 
affiliates of JPMSI, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMSI, 
and may not be subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.  

Other Disclosures 
 

J.P. Morgan is the global brand name for J.P. Morgan Securities Inc. (JPMSI) and its non-US affiliates worldwide.  
  

Options related research: If the information contained herein regards options related research, such information is available only to persons who 
have received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation’s Characteristics and Risks of 
Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at 
http://www.optionsclearing.com/publications/risks/riskstoc.pdf.  
  

Legal Entities Disclosures   
U.S.: JPMSI is a member of NYSE, FINRA and SIPC.  J.P. Morgan Futures Inc. is a member of the NFA. JPMorgan Chase Bank, N.A. is a 
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a 
member of the London Stock Exchange and is authorised and regulated by the Financial Services Authority. Registered in England & Wales No. 
2711006. Registered Office 125 London Wall, London EC2Y 5AJ. South Africa: J.P. Morgan Equities Limited is a member of the Johannesburg 
Securities Exchange and is regulated by the FSB. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, 
Seoul branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (ABN 52 002 888 011/AFS 
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a 
Market Participant with the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock 
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited is a member of 
the National Stock Exchange of India Limited and Bombay Stock Exchange Limited and is regulated by the Securities and Exchange Board of 
India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of 
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock 
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange 
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores 
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a 
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. 
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P) 
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the 
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the 
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a 
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in 
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and 
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom 
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number 
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi 
Arabia.  
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Country and Region Specific Disclosures   
U.K. and European Economic Area (EEA):  Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by 
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising 
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and 
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must 
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only 
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons 
regarded as professional investors (or equivalent) in their home jurisdiction. Australia:  This material is issued and distributed by JPMSAL in 
Australia to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The recipient of this material must not 
distribute it to any third party or outside Australia without the prior written consent of JPMSAL.  For the purposes of this paragraph the terms 
“wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001.  Germany:  This material is 
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are 
regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht.  Hong Kong:  The 1% ownership disclosure as of the previous month end 
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities 
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from 
two months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan 
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: 
http://www.hkex.com.hk/prod/dw/Lp.htm.  Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of 
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan 
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the 
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments 
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers 
Association, The Financial Futures Association of Japan.  Korea:  This report may have been edited or contributed to from time to time by 
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.  Singapore:  JPMSS and/or its affiliates may have a holding in any of the 
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above.  India:  For private circulation only, not for sale. Pakistan:  For private circulation only, not for sale. New Zealand:   This 
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the 
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the 
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third 
party or outside New Zealand without the prior written consent of JPMSAL. 
  

General:  Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan 
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any 
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as 
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual 
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to 
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments 
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic 
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other 
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home 
jurisdiction unless governing law permits otherwise.  
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