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Investment conclusion: We continue to like MediaTek,
the only company in our coverage with EPS growth
expected in 2009 yet trading at similar valuations to
peers. Focus on China handsets is a big part of the
growth story but also the main reason for lack of visibility
and high revenue volatility. We believe much of the
negative news flow and volatility is priced in the shares
and it is time to focus on growth potential. We raise our
price target to NT$300 and remain Overweight.

What's new: MediaTek reported 4Q08 revenue of
NT$20.65 billion, down 26.4% Q/Q but slightly better
than the preannounced range of 30-33% decline.
Management guided for 1Q09 revenues to fall by 8-16%,
at high end of expectations for a 15% drop but worse
than our Street-high expectation of down 5%. We
believe the guidance is conservative.

Raising estimates slightly: We maintain our 2009
revenue estimate but increase our EPS estimate by 9%.
The increase in EPS is a result of lower opex as guided
by management.

Where we differ: We are positive long term, as China
handset growth should continue, 3G adoption should
pick up in 2010, and other new products could begin to
contribute in 2H09. In addition, our analysis of handset
supply and demand shows that MediaTek is due to see
a pickup as it catches up with subscriber growth.

China handset subscription monthly net adds: Monthly
subscriber sales have risen close to net adds (see Exhibit
1). Historical correlation suggests that when sales fall
below net adds, the stock should be bought, and in our view,
we are right there.
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Key Ratios and Statistics

Reuters: 2454. TW Bloomberg: 2454 TT
Taiwan IC Design

Price target NT$300.00
Upside to price target (%) 17
Shr price, close (Feb 6, 2009) NT$255.50
52-Week Range NT$440.10-177.00
Sh out, dil, curr (mn) 1,030
Mkt cap, curr (mn) NT$263,216
EV, curr (mn) NT$202,758
Avg daily trading volume (mn) NT$3,204
Fiscal Year ending 12/07 12/08e 12/09e 12/10e
ModelWare EPS (NT$) 23.86 18.08 18.78 21.14
Prior ModelWare EPS (NT$) - 1855 17.18 20.33
Consensus EPS (NT$)§ 29.78 19.03 17.65 2254
Revenue, net (NT$ mn) 80,410 90,402 89,000 96,979
EBITDA (NT$ mn) 24,814 25,592 25451 27,914
ModelWare net inc (NT$ mn) 24,583 19,191 20,241 22,777
P/E 17.5 12.2 13.6 12.1
P/BV 5.0 2.9 3.0 2.7
RNOA (%) 53.0 65.4 67.9 62.0
ROE (%) 36.4 22.3 24.8 24.8
EV/EBITDA 14.9 6.9 7.9 7.1
Div yld (%) 34 8.5 4.9 5.1
FCF yld ratio (%) 5.4 11.8 6.7 6.3
Leverage (EOP) (%) (70.3) (70.4) (68.2) (64.4)

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework (please see explanation later in this note).

§ = Consensus data is provided by FactSet Estimates.

e = Morgan Stanley Research estimates

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As
a result, investors should be aware that the firm may
have a conflict of interest that could affect the
objectivity of Morgan Stanley Research. Investors
should consider Morgan Stanley Research as only a
single factor in making their investment decision.

For analyst certification and other important
disclosures, refer to the Disclosure Section,
located at the end of this report.

+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be
associated persons of the member and may not be subject to NASD/NYSE restrictions on
communications with a subject company, public appearances and trading securities held by a
research analyst account.
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MediaTek: Financial Summary

Income Statements
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Cash Flow Statements

NT$mn (Years End Dec ) 2007 2008 2009E 2010E NT$mn (Years End Dec ) 2007 2008 2009E 2010E
Net sales 80,410 90,402 89,000 96,979 Cash flow from Operations 27,157 35,824 20,929 21,771
COGS (35,186) (41,819) (41,456) (45,995) Net profits 33,592 19,190 20,241 22,645
Gross profit 45,224 48,583 47,544 50,984 Depreciation 1,830 3,283 3,500 3,716
Operating expenses (13,231)  (19,871)  (18,870)  (19,471) Equity investment losses (income) (2,440) 2,438 0 0
Operating income 31,993 28,712 28,674 31,513 Other adjustments (5,826) 10,913 (2,812) (4,591)
Non-operating income 3,068 (1,194) 1,100 1,300 Cash flow from Investing (8,952)  (10,694) (2,485) (4,531)
Pre-tax income 35,060 27,518 29,774 32,813 Capex (1,122) (1,667) (1,300) (1,300)
Income tax (1,468) (2,133) (2,882) (2,953) Change of LT Investment (4,055) 1,407 (2,500) (2,500)
Net income (excl. emp. bonus) 33,592 25,385 26,892 29,860 Change of ST Investment (2,969) 0 0 0
Employee Bonus Expense 9,009 6,404 6,723 7,465 Other adjustments (805)  (10,434) 1,315 (731)
Net income (incl. emp. bonus) 24,583 19,190 20,241 22,645 Cash flow from financing (4,359) (22,899) (13,433) (14,169)
Adj.wtd.avg.shrs( m) 1,030 1,061 1,078 1,078 Increase in L/T debt 0 0 0 0
Reported EPS (NT$) 32.6 18.1 18.8 21.0 Increase in S/T debt 0 0 0 0
Modelware EPS (NT$) 23.9 18.1 18.8 21.0 Cash Dividend Paid (14,525)  (19,776)  (13,433)  (14,169)
Dir& Emp Bonus Paid (1,038) (3,276) 0 0
Issuance of stock 0 0 0 0
Other adjustments 11,204 153 0 0
Exchange rate adjustment 87 203 0 0
Net change in cash 13,933 2,434 5,012 3,070
Balance Sheets Financial Ratios
NT$mn (Years End Dec ) 2007 2008 2009E 2010E 2007 2008 2009E 2010E
Cash 50,588 53,022 58,034 61,104 Growth(%)
Mkt Securities 9,971 4,573 4,573 4,573 Turnover 51.9 12.4 -1.6 9.0
AR/NR 7,192 5,429 9,147 9,967 Operating profits 34.3 -10.3 -0.1 9.9
Inventory 10,540 5,547 8,061 8,943 Pretax profits 43.8 -21.5 8.2 10.2
Other 1,624 2,589 1,780 1,940 Net profits 48.8 -24.4 5.9 11.0
Current Assets 79,915 71,160 81,595 86,528 EPS 150.6 -24.2 3.9 11.9
Long-term investments 7,477 8,970 8,970 8,970 Margins (%)
Fixed assets 5,128 6,504 7,804 9,104 Gross Margin 56.2 53.7 53.4 52.6
Other assets 6,201 12,440 13,350 14,547 Operating Margin 39.8 31.8 322 325
Total Assets 98,721 99,074 111,719 119,148 Pretax Margin 43.6 30.4 335 33.8
S/T borrowings 25 0 0 0 Net Profit 41.8 28.1 30.2 30.8
AP/NP 7,508 4,907 8,521 9,327 Return (%)
Other ST liabilities 5,062 12,325 11,322 7,788 ROAA 38.3 25.7 255 25.9
LT debt 9 0 0 0 ROAE 43.7 30.3 31.0 30.8
Other LT liabilities 67 83 83 83 Gearing (%)
Total Liabilities 12,671 17,315 19,926 17,198 Net Debt/Equity (58.8) (64.9) (63.2) (59.9)
Common shares 10,409 10,732 10,732 10,732 Liabilities/Equity 14.7 21.2 21.7 16.9
Retained earning 75,176 71,208 78,016 86,492 Ratios (X)
Other shareholders' equity 465 (181) 3,044 4,726 Current ratio 6.3 4.1 4.1 51
Total Equity 86,049 81,759 91,792 101,950 Quick ratio 4.6 3.4 3.4 4.2
Total Liab. & Shrhldr's Equity 98,721 99,074 111,719 119,148 Others
AR/NR Turnover (days) 32 22 37 37
Inventory Turnover (days) -108 -48 -70 -70
E = Morgan Stanley Research Estimates AP Turnover (days) 77 42 74 73
Source: Morgan Stanley Research, Company Data Cash Conversion (days) -152 -68 -107 -106
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Risk-Reward Snapshot: MediaTek (2454.TW, NT$255.5, OW, PT NT$300)

Risk-Reward View: Skewed to Upside
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Price Target NT$300

Derived Residual Income model

Bull Rl valuation  20% unit growth of the wireless business, because of quick

Case expansion of overseas business, and penetration into top OEMs

NT$350 (such as Moto, Nokia, etc). New products start to contribute
significant revenue in ‘09. Wireless penetration increases quickly
in China and other emerging markets.

Base Rl valuation China domestic handset units decline 5% Y/Y, while total units

Case (including export) grow 5%-10% Y/Y. New businesses such as 3G,

NT$300 Smartphone, Blu-ray, are ramping up in 2H09. Continuous wireless
penetration in China other emerging markets.

Bear Rl valuation ~ With weak emerging handset market demand, handset units

Case decline 20% Y/Y. New business development does not ramp up

NT$170 smoothly and contributes minimal revenue in '09. Bleak demand

for PC ODD, DVD players, and DTV products

Bear to Bull: Emerging Handset Growth Is the Key Value Driver

400

Price Target: $300 $30 $20
350 $30
300 $80 $20
250 $300
200
150
100
50
0
Bear Weak Delay of new  Slow PC, Base Strong New products Bull
Case emerging products DVD, DTV Case emerging ramp up Case
handset demand handset
maket maket

Source: Morgan Stanley, FactSet

Investment Thesis

¢ We continue like MediaTek as it is the
only company in our coverage
universe with EPS growth expected in
2009 and yet trading at similar
valuation to peers.

¢ Focus on China handsets is a big part
of the growth story, but also the core
cause for lack of visibility and high
revenue volatility.

¢ We are positive long-term, as China
handset growth should continue, 3G
adoption should pick-up in 2010, and
other new products could begin to
contribute in 2HO9.

Key Value Drivers

e Emerging handset market growth.

e Introduction of new products such as
3G, Smartphone, and Blu-ray.

¢ Wireless penetration outside of China,
in other emerging markets.

e Demand for PC ODD, DVD players,
and DTV products

Potential Catalysts

e Recovery in emerging handset market
demand.
¢ New design wins from top OEMs.

Risks

¢ Worse-than-expected China handset
demand.

¢ Additional competitive threats in the
wireless segment.

¢ Lack of adoption of the company’s new
products.
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Investment Case

Summary & Conclusions

We continue to like MediaTek, which is the only company in our
coverage universe with EPS growth expected in 2009 and yet
is trading at a similar valuation to its peers. A focus on China
handsets is a big part of the growth story but also the main
reason for lack of visibility and high revenue volatility. In our
view, a lot of the negative news flow and volatility have been
priced into the shares, and it is time to focus on growth potential.
We have raised our 2009 earnings estimates by 9% and
increased our price target from NT$280 to NT$300.

While near-term news on MediaTek is always hard to judge,
Exhibit 1 is our attempt to make sense of it and predict where
monthly sales might go. As shown, the historical correlation
between subscriber net adds and monthly sales has been
strong, except that monthly sales are more volatile. However,
when monthly sales fall below net adds, we believe the stock
should be bought, and we are right there. Historically,
MediaTek share price correlated to monthly sales, and thus the
up-cycle of monthly sales imply potential share price upside in
the near-term.

Exhibit 1
MediaTek Monthly Sales vs. China Net Handset
Subscription Additions
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4Q08 Results

MediaTek reported 4Q revenue of NT$20.6 billion, down
26.4% Q/Q. Sales of all products declined Q/Q due to the
macro slowdown, but the company’s share of the handset
market continues to increase, and handset revenues rose Y/Y.
ASP rose slightly due to changes in the mix (to higher-end
feature phone), and the gross margin widened by 20 bps Q/Q
thanks to depreciation in the NT dollar, a better mix, and cost
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reduction efforts. Fourth-quarter GAAP EPS were NT$2.7,
down 60% Q/Q (Exhibit 2).

For the whole year, MediaTek reported revenue of NT$90.4
billion, up 12.5% Y/Y, with GM of 53.7%, down 2.6% Y/Y
(although 4Q08 GM was up Y/Y).

Inventory ended the quarter at 71 days, down from 73 days in
3Q08. This is lower than we expected, mainly, we guess,
because results were slightly better than the negative
preannounced results because of quick adjustments at the
suppliers.

Revenue mix by product was as follows: handsets 60-65%,
ODD 15-20%, DVD/TV: 5-10% each. Handset continue to
outperform the rest of the company’s product lines.

Exhibit 2

MediaTek 4Q08 Earnings Results vs. MS Estimates
NT$ mn 4Q08 3Q08 4Q07 QoQ  YovY 4Q08E Diff.
Net sales 20,654 28,052 20,380 -26.4% 1.3% 20,289 1.8%
COGS 9,402 12,833 9,232 9,279

Gross profit 11,252 15,219 11,148 -26.1% 0.9% 11,011 2.2%
Operating expenses 5,659 5,027 4,691 5,163
Operating profit 5593 10,192 6,457 -45.1% -13.4% 5,847 -4.3%
Non-op. income (expense) (1,629) (72) 300 (1,150)

Pretax Income 3,964 10,120 6,757 -60.8% -41.3% 4,697 -15.6%
Taxes 239 448 443 282

Net income before bonus 3,725 9,672 6,314 -61.5% -41.0% 4,415 -15.6%
Employee bonus expense 862 2,553 2,252 1,104
Reported net income 2,881 7,182 4,062 -59.9% -29.1% 3,382 -14.8%
Reported EPS 2.71 6.74 6.13 -59.7% -55.7% 3.19 -14.8%
Margins

Gross margin 545% 54.3% 54.7% 54.3%
Operating margin 27.1% 36.3% 31.7% 28.8%

Pretax margin 19.2% 36.1%  33.2% 23.2%

Net margin 18.0% 34.5%  31.0% 21.8%

Opex % 27.4% 17.9% 23.0% 25.4%

Source: Company data, Morgan Stanley Research

1Q09 Guidance

Management guided for 1Q09 revenue to decline by 8-16%.
We believe the consensus was for around a 15% decline.
Management stated that Chinese New Year demand was solid
and thus January sales were strong; given the macro
environment, however, customers are still unwilling to build
inventory and thus February/March sales are uncertain. By
product, handsets should continue to outperform and will make
up 65-70% of revenues.

On the cost/margin side, the company expects GM to be flat or
up slightly and operating expenses to return to 1HO8 levels
(NT$4.5-4.7 billion non-GAAP), as MediaTek continues to cut
costs based on project assessments, salary cuts, and lower
expenses in foreign offices.
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Management also guided for a 2009 dividend payout ratio to
exceed those of 2007 and 2008, which implies a ratio of over
58%.

Handset Update

Management's comments on the China handset market are

generally in line with our own thoughts (see our report China
Handset Quarterly Update: Key Trends in 2009, February 4,

2009). MediaTek shipped around 220 million handsets in 2008.

Below, we summarize some of management’s key points;

2009 handset shipment outlook: Management expects unit
shipments to rise in 2009 (from 220 mn units in 2008) but did
not provide an exact magnitude as visibility remains limited.
Export handset shipments have stabilized and are expected to
make a similar revenue contribution as in 2008 (>30%). We
currently estimate that the China handset market will decline by
5% Y/Y in 2009; including export handsets, however, we
project Y/Y growth of 5-10%.

3G in China: In line with our view, management sees a slow
3G ramp in China and stated that its WCDMA solution will not
be in mass production until 2H09. The company expects 3G
chipsets to carry higher gross margins than 2G initially.

New products: The company expects both the single chip
SoC product and the smartphone chipset to be ready by 2H09.
Management estimates that the smartphone market in China is
less than 10% of the total, while the low-end (which the
single-chip SoC addresses) is likely 10-15%.

Earnings Revisions

We fine-tune our 2009 revenue estimate up from NT$87 billion
to NT$89 hillion based on better-than-expected 1Q numbers.
We are also increasing our EPS estimate, to NT$18.8 from
NT$17.2 as a result of the lower opex guided by management
and higher expected gross margins (Exhibit 3).
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Valuation

We maintain our Overweight rating on MediaTek. Concurrent
with our earnings revision, we increase our residual income-
based stock price target from NT$280 to NT$300 (Exhibit 4),
which implies a 16x 2009E P/E. We assume 9% cost of equity
and terminal growth of 4% for MediaTek’s Rl model.

Risks to our price target include worse-than-expected China
handset demand, additional competitive threats in the wireless
segment, and the lack of adoption of the company’s new
products.

Exhibit 3
MediaTek 2009 Earnings Revisions Summary

2/6/2009 2/6/2009

Current Previous Current Previous
NT$ mn 2008E 2008E Diff. % 2009E 2009E Diff. %
Net sales 90,402 90,037 0% 89,000 87,041 2%
COGS 41,819 41,696 41,456 40,830
Gross profit 48,583 48,342 0% 47,544 46,212 3%
Operating expenses 19,871 19,375 18,870 20,942
Operating profit 28,712 28,966 -1% 28,674 25,270 13%
Non-op. income (expense) (1,194) (715) 1,100 1,700
Pretax Income 27,518 28,251 -3% 29,774 26,970 10%
Taxes 2,133 2,176 2,882 2,658
Net income before emp. Bonu 25,385 26,075 -3% 26,892 24,313 11%
Reported net income 19,190 19,691 -3% 20,241 18,514 9%
Reported EPS 18.08 18.55 -3% 18.78 17.18 9%
Margins
Gross margin 53.7% 53.7% 53.4% 53.1%
Operating margin 31.8% 32.2% 32.2% 29.0%
Pretax margin 30.4% 31.4% 33.5% 31.0%
Net margin 28.1% 29.0% 30.2% 27.9%
Wireless chipsets (mn units) 231 245

Source: Company data, Morgan Stanley Research Estimates

Exhibit 4

Company Description

MediaTek designs and markets optical disk drive chipsets,
wireless communication chipsets, and digital consumer
products such as DVD player/recorder chipsets and HDTV ICs.
MediaTek was ranked as Taiwan's No. 1 fabless IC design
house in terms of revenues in 2007. Of total sales, handset
chipsets account for 55-60%, digital TV 10-15%, PC ODD
10-15%, consumer DVD 10%, and others <5%.

Taiwan IC Design

Industry View: In-Line
Taiwan fabless design houses face risks in relation to volatility in
end-demand, intensified price competition, and foundry supply.

MSCI Country: Taiwan
Asia Strategist's Recommended Weight: 11.3%
MSCI Asia/Pac All Country Ex Jp Weight: 11.4%




MorganStanley MORGAN STANLEY RESEARCH

February 9, 2009

MediaTek
MediaTek: Residual Income Valuation Model
Intrinsic Value Model Value Breakdown
Inputs: Outputs: Residual Income (operating) DCF (operating):
Cost of equity 9.0% WACC 9.0% Beginning NOA 25,592 Sum of PVFCFO 303,865
Long-term ROE on new investments 9.0% Long-term RNOA on new investments 10.7% Sum of PVRI 278,273 Beginning NNOAL 60,483
Explicit forecast period (years) 5 Beginning NNOAL 60,483 DCF Equity Value 364,348
Years to reach steady-state growth 15 Price 255.50 ROI equity value 364,348
Steady-state revenue growth rate (%) 4% Conv. factor - Model to tr 1.00 Residual Income (equity): DDM (Equity):
Shares Outstanding 1,073  Conv. factor - Millions 1.000 Beginning equity 86,049 Sum of div & net rep 364,348
Steady-state borrowing cost (net of tax) 5.0% IV per share (Current) Feb-09 287.70 Sum of PVRI 278,298 DDM equity value 364,348
Steady-state leverage (Net debt/Equity) -30% IV Per Share (12 Month), Ex. Div Feb-10 300.01 RI equity value 364,348
Price target horizon (months) 12 Expected share price return 17.42%
Fiscal Year Ending 12 Expected dividend yield 5.15%
Expected total return 22.57%
Option: Sum-Of-The-parts (SOTP) Valuation
F2008e F2009e F2010e F201le F2012e F2013e F2014e F2015e F2016e F2017e F2018e F2019e F2020e F2021e
Operating Level
Operating revenue 90,402 89,000 96,979 108,617 121,651 135,276 149,345 163,682 178,086 192,333 206,181 219,376 231,661 242,781
Operating revenue growth -1.6% 9.0% 12.0% 12.0% 11.2% 10.4% 9.6% 8.8% 8.0% 7.2% 6.4% 5.6% 4.8%
Operating asset turnover 3.53 3.67 3.31 2.99 3.00 2.99 2.86 2.81 2.76 273 2.70 2.67 2.65 2.64
16,732 16,463 18,036 20,204 22,886 24,454 26,796 28,835 30,890 32,927 34,911 36,805 38,570 40,169
NOPAT margin 18.5% 18.5% 18.6% 18.6% 18.8% 18.1% 17.9% 17.6% 17.3% 17.1% 16.9% 16.8% 16.6% 16.5%
Net operating assets 24,247 29,269 36,356 40,596 45,269 52,254 58,330 64,456 70,529 76,444 82,090 87,352 92,119 96,286
RNOA 65.4% 67.9% 61.6% 55.6% 56.4% 54.0% 51.3% 49.4% 47.9% 46.7% 45.7% 44.8% 44.2% 43.6%
FCFO 18,076 11,442 10,949 15,965 18,212 17,469 20,720 22,710 24,816 27,012 29,266 31,543 33,802 36,003
PVFCFO 16,577 9,622 8,444 11,291 11,812 10,391 11,302 11,360 11,384 11,363 11,290 11,159 10,967 10,712
Residual income (operating) 14,417 14,270 15,389 16,916 19,214 20,359 22,070 23,559 25,060 26,548 27,997 29,380 30,669 31,837
PVRI (operating) 13,221 12,001 11,868 11,964 12,462 12,110 12,039 11,785 11,496 11,168 10,801 10,394 9,950 9,473
Financing and Other
Net financial expense (income) (933) (825) (975) (1,125) (1,275) (3,564) (3,614) (3,554) (3,465) (3,347) (3,200) (3,028) (2,832) (2,616)
Other nonoperating expense (income) (1,526) (2,953) (3,634) (3,689) (4,145) (4,145) (4,145) (4,145) (4,145) (4,145) (4,145) (4,145) (4,145) (4,145)
Net debt (cash) (57,595)  (62,607)  (65,677)  (69,862)  (71,275)  (72,284)  (71,078)  (69,293)  (66,930)  (64,010)  (60,565)  (56,644)  (52,312)  (47,641)
Other nonoperating liabilities (assets) (ONOLA) 83 83 83 83 83 83 83 83 83 83 83 83 83 83
Leverage EOP (net debt/equity) -70% -68% -64% -63% -61% -58% 550 -52% -49% -46% -42% -39% -36% -33%
Equity Level
Net income 19,191 20,241 22,645 25,019 28,306 32,163 34,556 36,534 38,499 40,419 42,257 43,978 45,547 46,930
Equity 81,759 91,792 101,950 110,375 116,462 124,454 129,325 133,665 137,377 140,371 142,571 143,913 144,348 143,844
ROE 22.3% 24.8% 24.7% 24.5% 25.6% 27.6% 27.8% 28.2% 28.8% 29.4% 30.1% 30.8% 31.6% 32.5%
Dividends and net rep 19,776 13,433 14,169 16,984 20,014 24,170 29,685 32,194 34,788 37,424 40,057 42,636 45,112 47,434
PV div and net rep 18,143 11,306 10,941 12,032 13,008 14,412 16,239 16,157 16,017 15,808 15,523 15,159 14,715 14,194
Residual income 7,741 16,108 16,065 16,233 16,167 21,681 23,355 24,895 26,469 28,055 29,623 31,147 32,595 33,939
PVRI 7,102 13,558 12,405 11,500 10,508 12,928 12,776 12,494 12,187 11,851 11,480 11,074 10,632 10,156

Source: Company data, Morgan Stanley Research Estimates



MorganStanley MORGAN STANLEY RESEARCH

February 9, 2009

MediaTek
Exhibit 5
MediaTek: Quarterly P&L
NT$ in million 1Q08 2Q08 3Q08 4Q08 1Q09E 2Q09E 3Q09E 4Q09E 2007 2008 2009E 2010E
Total revenues 19,378 22,318 28,052 20,654 18,869 20,080 23,416 26,635 80,410 90,402 89,000 96,979
Sequential Change -4.9% 15.2% 25.7% -26.4% -8.6% 6.4% 16.6% 13.7%
Change vs. Year Ago 29.8% 21.2% 5.1% 1.3% -2.6% -10.0% -16.5% 29.0% 51.9% 12.4% -1.6% 9.0%
Cost of Sales 9,276 10,308 12,833 9,402 8,560 9,299 10,992 12,605 35,186 41,819 41,456 45,995
Percent of Revenues 47.9% 46.2% 45.7% 45.5% 45.4% 46.3% 46.9% 47.3% 43.8% 46.3% 46.6% 47.4%
Gross Profit 10,102 12,010 15,219 11,252 10,309 10,781 12,425 14,030 45,224 48,583 47,544 50,984
Percent of Revenues 52.1% 53.8% 54.3% 54.5% 54.6% 53.7% 53.1% 52.7% 56.2% 53.7% 53.4% 52.6%
Incremental Margin NM 65% 56% NM NM 39% 49% 50% 53% 34% NM 43%
Total Opex 4,667 4,518 5,027 5,659 4,541 4,613 4,781 4,934 13,231 19,871 18,870 19,471
Percent of Revenues 24.1% 20.2% 17.9% 27.4% 24.1% 23.0% 20.4% 18.5% 16.5% 22.0% 21.2% 20.1%
R&D 3,618 3,593 3,927 4,705 3,650 3,700 3,800 3,900 9,096 15,843 15,050 15,517
Percent of Revenues 18.7% 16.1% 14.0% 22.8% 19.3% 18.4% 16.2% 14.6% 11.3% 17.5% 16.9% 16.0%
General & Adm Exp. 602 451 563 574 544 554 574 584 2,577 2,190 2,256 2,335
Percent of Revenues 3.1% 2.0% 2.0% 2.8% 2.9% 2.8% 2.5% 2.2% 3.2% 2.4% 2.5% 2.4%
Selling Expenses 447 474 537 380 347 359 407 450 1,558 1,838 1,564 1,619
Percent of Revenues 2.3% 2.1% 1.9% 1.8% 1.8% 1.8% 1.7% 1.7% 1.9% 2.0% 1.8% 1.7%
Operating Income 5,435 7,492 10,192 5,593 5,768 6,167 7,643 9,096 31,993 28,712 28,674 31,513
Percent of Revenues 28.0% 33.6% 36.3% 27.1% 30.6% 30.7% 32.6% 34.2% 39.8% 31.8% 32.2% 32.5%
Total Non-operating Income (loss) 174 333 -72 -1,629 200 250 300 350 3,068 -1,194 1,100 1,300
Net Interest Inc. 316 368 307 298 200 200 200 200 1,554 1,289 800 800
Net Investment Inc. 167 107 -2 -280 0 50 100 150 1,572 -8 300 500
Disposal of Investment 0 0 0 0 0 0 0 0 -2 0 0 0
Disposal of Fixed Assets 0 0 0 0 0 0 0 0 0 0 0 0
Exchange Gain (Loss) -168 160 131 -160 0 0 0 0 -94 -37 0 0
Other Income (Loss) -141 -302 -508 -1,487 0 0 0 0 38 -2,438 0 0
Profit Before Taxes 5,609 7,825 10,120 3,964 5,968 6,417 7,943 9,446 35,060 27,518 29,774 32,813
Percent of Revenues 28.9% 35.1% 36.1% 19.2% 31.6% 32.0% 33.9% 35.5% 43.6% 30.4% 33.5% 33.8%
Change vs Year Ago -45% -23% -21% -42% 9% -9% -6% 85% -5.3% -30.2% 9.9% 1.1%
Taxes 317 1,129 448 239 477 1,013 635 756 1,468 2,133 2,882 2,953
Tax Rate 5.7% 14.4% 4.4% 6.0% 8.0% 15.8% 8.0% 8.0% 4.2% 7.8% 9.7% 9.0%
Net Income (excl. emp. bonus expense) 5,292 6,696 9,672 3,725 5,490 5,404 7,308 8,690 33,592 25,385 26,892 29,860
Percent of Revenues 27.3% 30.0% 34.5% 18.0% 29.1% 26.9% 31.2% 32.6% 41.8% 28.1% 30.2% 30.8%
Employee Bonus Expense 1,323 1,666 2,553 862 1,373 1,351 1,827 2,173 9,009 6,404 6,723 7,465
Total Net Income (incl. emp. bonus expense) 4,031 5,096 7,182 2,881 4,136 4,071 5,499 6,536 24,583 19,190 20,241 22,645
Percent of Revenues 20.8% 22.8% 25.6% 13.9% 21.9% 20.3% 23.5% 24.5% 30.6% 21.2% 22.7% 23.4%
EPS (NT$, excl. emp. bonus expense) 5.12 6.48 9.08 3.51 5.09 5.01 6.78 8.06 32.6 24.2 25.0 27.7
Change vs Year Ago -33% -12% -21% -43% 0% -23% -25% 130% 47% -26% 3% 11%
ModelWare EPS (NT$, US GAAP)) 3.90 4.93 6.74 2.71 3.84 3.78 5.10 6.06 23.9 18.1 18.8 21.0
Change vs Year Ago -28% -5% -28% -31% -2% -23% -24% 123% 151% -24% 4% 12%
Earning dilution by employee bonus 33% 33% 36% 30% 33% 33% 33% 33% 37% 33% 33% 33%
Reported EPS (NT$, TW GAAP) 3.90 4.93 6.74 271 3.84 3.78 5.10 6.06 32.6 18.1 18.8 21.0
Change vs Year Ago -49% -33% -41% -56% -2% -23% -24% 123% 47% -45% 4% 12%
Adj.wtd.avg.shrs( mil) 1,034 1,034 1,066 1,061 1,078 1,078 1,078 1,078 1,030 1,061 1,078 1,078

E = Morgan Stanley Research Estimates Source: Company data, Morgan Stanley Research
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.
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