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MediaTek
Ready For Prime Time

Post-initiation update, reiterate BUY. We provide an update here on
the industry as well as Mediatek (MTK) five months after initiating
coverage on the stock. We reiterate our BUY call and Street-high target
price of TWD500, but raise our FY13F/14F earnings by 3%/2% to
reflect higher-than-expected smart device shipments and better product
mix. Our forecasts are now 13%/27% higher than consensus. With
smartphones hitting the mainstream market, the replacement cycle for
feature phones seems to be accelerating and tablet adoption in the
emerging markets (in particular China) is gathering momentum. Against
this backdrop, we think MTK may have to raise its target unit shipments
of 400-450m smartphones and 100m tablets for 2013.

Best positioned to benefit from new secular trend. MTK is stepping
up efforts to diversify its product portfolio to capture the proliferation of
smart devices. It will have all its application processors (APs) on 28nm
node this year, with designs based on the latest Cortex-A7 and/or
Cortex-A15. By mid-year, it will introduce several low-cost models
(MT6572/6582/6589M) to consolidate its position in the white-box
market and enhance its cost structure. Also, MTK will foray into tablet
markets (MT8389/8135 [big.Little design]), a new addressable market.
By 4Q13, it will sample its high-end 4G/LTE/LTE-TDSCDMA modem
chipset. Importantly, the ongoing consolidation of the AP industry and
recent hiring of high-profile executives from Qualcomm could spur MTK
to become a major force in the global smart device industry.

1H13 may signal margin improvement. We believe MTK is likely to
report a GM of >42% for 1Q13 (its highest since 4Q11) due to better
product mix despite a 10% QoQ dip in revenue. The key would be a
higher proportion of smart device revenue. On a YoY basis, MTK’s
1Q13F core operating profit could grow 60-70% and possibly climb by
>100% in 2H13F/1H14F on better product mix, competitive cost
structure, higher profitability and market share gain. We forecast 2Q13F
revenue to expand by 20-25% QoQ and GM to improve to 43.5%+0.5%.
MTK is due to report its 1Q results after market close on 6 May.

MTK stock has gained near-20% since we initiated coverage of the
stock in Nov 2012. It also outperformed all major indexes and the QFII
holdings have risen 10ppts to 50%. We believe MTK'’s earnings could
double in the next 12 months and profit could hit a new record in FY14F,
making its PEG valuation attractive. MTK is our best tech idea for 2013.

MediaTek — Summary Earnings Table

FYE Dec (TWDm) 2011A 2012F 2013F 2014F
Revenue 86,857 99,263 142,090 180,514
EBITDA 15,074 15,785 29,909 41,172
Recurring Net Profit 13,623 15,677 28,532 37,898
Recurring Basic EPS (TWD) 11.87 11.62 19.56 24.17
EPS growth (%) -58 -2 68 24
DPS (TWD) 9.00 8.81 13.80 18.32
PER (x) 30.7 31.4 18.7 15.1
P/BV(X) 3.60 4.06 3.77 3.76
EV/EBITDA (x) 22.0 25.8 14.52 11.28
Div Yield (%) 2.5% 2.4% 3.8% 5.0%
ROE (%) 12% 13% 21.7% 25.8%
ROA (%) 10% 10% 16% 19%
Net cash/ share (TWD) 75.6 63.3 67.2 68.7
Consensus Net Profit (TWDm) NM NM 25,152 29,834

Source: Company data, Maybank KE estimates

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS



Figure 1: Feature vs smartphone shipments (% YoY)
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Acceleration in replacement of feature phones by mainstream smartphones.
A lower entry price and attractive features (vis-a-vis feature phones) are, in our
view, some of the advantages that mainstream smartphones and low-cost
models in the emerging markets enjoy. As evidence, recent data from IDC
showed that global shipments of feature phones declined 15-20% YoY in 2H12.
Clearly, momentum has weakened considerably compared with 2H11 when a
mid-single-digit YoY dip was recorded. We think this suggests that the
replacement cycle is gathering pace. For the first time in the history of mobile
phones, smartphone shipments overtook feature phone shipments in 4Q12
(228m vs 218m for the former). For 2013, IDC predicts that worldwide feature
phone shipments will slip 10% YoY to 919m units, while smartphone shipments
could pick up by 25-30% YoY to 925m units. However, given the faster pace of
replacement in 2H12, we expect the drop in feature phone shipments for 2013 to
be steeper than what IDC estimates while the reverse is true for smartphones.

Figure 2: Feature vs smartphone shipments (m units)
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The rapid pace of the replacement cycle can also be illustrated by the significant
YoY change in MTK’s shipments of feature phones and smartphones. We
estimate its feature phone shipment has suffered a sharp 40% YoY contraction
for most of 2012 (406m units vs 493m units in 2011). We expect a further 30-35%
YoY decline in unit shipments in 2013 (to 285m units). Our recent discussion with
MTK reveals management’s lower expectations: it now anticipates that its feature
phone shipments may fall below 300m units in 2013 vs its estimate of low-300m
units in January. The overseas markets, ie, phones produced in China and re-
exported to the rest of the emerging markets, are experiencing a steep drop in
feature phones while demand for smartphones has picked up substantially. This
trend mirrors that in China, where the demand for smartphones surged strongly in
2H11. Subsequently, there has been very little demand for feature phones.

We note that MTK’s shipments include the white-box market, which is not
captured by third-party research firms such as IDC. As such, analysing the
change in MTK'’s handset types may offer a clue to the dynamics of the handset
industry, especially in the global emerging markets. We estimate MTK may ship
close to 90m smartphones in 1H13 and its full-year target of 200m units (400-
450m for global emerging markets) thus seems too conservative to us. An official
upgrade in shipment per se and industry revisions should be expected. We
currently forecast MTK to ship 235-240m smartphones in 2013. Back in
November last year, our industry forecast of 500-550m unit shipments sounded
aggressive, but now, it might look realistic given the speed of the replacement
cycle and the popularity of smartphones in the global emerging countries.
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Figure 3: MTK — breakdown of handset shipments by type (m units)
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We believe the lower price points for smartphones have led to the popularity of
such handsets in the developing countries. According to IDC, low-end
smartphones (USD250 or below) accounted for 71% of total OEM smartphones
in China (this number excludes the white-box market), up a strong 57% YoY. The
market share of high-end models (USD500 and above) has shrunk to 15% in
4Q12 from 17% in 4Q11. In fact, we believe the average ASP for the mainstream
smartphones sold or shipped in China is materially lower than USD250 or
CNY1,500-1,600. For example, Lenovo’s latest low-end smartphone A860 is sold
for USD175. This model is powered by MTK’'s latest quad-core 1.2GHz AP
(MT6589) and comes with a 4.5" display screen and 8MP camera. The
mainstream model for 2012 of A630 is priced at USD120. It comes with 1.0GHz
dual-core AP (MT6577), 4.5” screen and 3MP camera. We estimate Lenovo
shipped 28m unit of smartphones in 2012 (15% of market share and ranked
No. 2 behind Samsung) and expect it will sell 45-50m units in 2013. In reality,
many smartphones sold in the white-box market can go for as low as CNY499
(USDB80), given their outdated specifications and lack of factory guarantee.

Figure 4: China smartphone shipments by ASP (USD) Figure 5: China smartphone shipments by ASP (USD)

Source: IDC, Bloomberg, Maybank KE

24 April 2013
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Tablets a new addressable market. In China, the tablet market has been
dominated by the white-box market due to the low price point (USD199 and
below). The key players are Allwinner, Rockchip, Amlogic, Vimicro and Via
Technologies. Together, they shipped 55m APs for tablets in China in 2012.
Allwinner accounted for 50% of the market share, followed by Rockchip at 19%
and Via Tech at 10%. Allwinner is a spin-off from Action Semi and sells dual-core
Cortex A5 as the mainstream AP for tablets. It is also developing quad-core
Cortex A7 as the next generation AP. Rockchip ships dual-core Cortex A9 but is
sampling the unique quad-core Cortex A9 on 28nm node for the tablet market.

Figure 6: AP market share in China (white box only)

No. of units Market share Remarks
Allwinner 27.5m 50% Spun off from Action Semi in 2007
Rockchip 10.5m 19% A domestic Chinese fabless startup
Via Tech 5.2m 10%

Headquartered in Santa Clara California but

Amlogic na na operates in China and HK
Vimicro na na US-listed fabless with operations in China
Total 55m

Source: Company data, Maybank KE

MTK predicts that 100m tablets may be needed in 2013 for the global emerging
markets, but we suspect the bulk of this will be destined for the domestic market
in China. Although the company is eyeing a 10% share (ie, 10m units) of this
market, we believe the upside will be as much as 20m as major customers such
as Lenovo, Acer and Asustek are launching new models aggressively in 2013.
We estimate Lenovo is targeting >5m units, while Acer and Asustek aim for 10m
and 12m units, respectively. For example, Lenovo’s newly launched mainstream
tablet, the A3000 model, is priced at CNY1,700 (USD290) and comes with
1.2GHz quad-core (MT8389), dual-SIM cards (supporting data and voice) and 7"
full HD display. For USD150-175, a low-end A1000 model comes with similar
specifications as the A3000 but without the dual-SIM modem. Both models are
sold in China as well as overseas markets from April onwards.

Until recently, MTK’s tablet strategy is focused on the OEM market, rather than
the white-box market where price competition is keen. However, as markets start
to demand voice and data cellular on tablets (standard features in OEM models
for the China market), we believe MTK stands to gain some share in the white-
box market as most of the existing AP suppliers provide only standalone
solutions without 3G modem baseband features. We note that all MTK tablet APs,
such as MT8377 (dual-core Cortex A9), MT8389 (quad-core Cortex A7) come
with the optional 3G/TD-SCDMA modem, with the exception of the upcoming
high-end MT8135 (quad-core, A15+A7), which is a standalone AP.

As in most countries, the white-box tablets in China use WiFi for connectivity and
the AP solutions provided by existing vendors such as Allwinner and Rockchip
are therefore sufficient. At the moment, we are less sure about the wireless
modem capability and the design roadmap of AP vendors like Allwinner and
Rockchip. However, given that the development of the baseband technology
requires significant investments, vendors like Allwinner may be inclined to license
the baseband technology or purchase the modem device from third-party
merchant vendors. Whichever the case, we believe MTK's fully integrated
solution, with the option formodem baseband, offers superior features as well as
an efficient system cost structure.
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Best positioned to benefit from new secular trend. MTK is stepping up efforts
to diversify its product portfolio to capture the proliferation of smart devices. It will
have all its APs on 28nm node this year, with designs based on the latest Cortex-
A7 and/or Cortex-Al5. In this section, we provide an update on MTK’'s new
products and compare them to some of the solutions offered by its peers. Figures
7-8 illustrate the timeline of product introduction and specifications.

1)

2)

3)

4)

MT6572 enters mass production in 2Q13 with the first shipment expected
between late-May and June. MT6572 (dual-core, Cortex A7) is designed to
replace MT6515 (single-core, Cortex A9) with significant cost savings and
battery life enhancement. The die size of MT6572 is significantly smaller
(than MT6515) and this AP comes with an integrated WiFi chipset — the first
for MTK. Coupled with 28nm node and requiring only four layers of PCB
board, we believe MT6572 offers significant cost savings for handset OEMs.
MT6572 will also be a significant volume runner for MTK as it comes with
various connectivity such as MT6572E (for 2.75G), MT6572T (TD-SCDMA)
and MT6572W (WCDMA). The W-version targets smartphones with ASP of
CNY1,000 (USD160) while the E-and-T-versions will go well-below
CNY1,000 (USD100-125), and both should be well-received by the white-box
market. We believe MT6572T can hold its own against Spreadtrum’s latest
SC8825 (dual-core Cortex A5, TD-SCDMA on 40nm node and without
integrated WiFi).

The MT6582 has features similar to those of the MT6572 but the former
comes with Quad-core, Cortex A7 engines as opposed to the latter’'s dual-
core engine. Like the MT6572, MT6582 targets the white-box market for
better system performance. We expect volume shipments to commence in
3Q13. We believe the MT6582W will compete well with Qualcomm’s
MSM8225Q, the low-end Quad-core Cortex A5 AP which only supports
WCDMA networks.

MT6589M is a cost-down version of the currently leading quad-core MT6589,
which began shipment in March and has found favour among OEM
customers (60-70 clients) in China. MT6589M shares most of the features
and design architecture of MT6589. But it comes with HD and 8MP camera
compared with full HD and 13MP camera for the latter. In addition, we
estimate MTK could achieve 15-20% cost savings on MT6589M by tweaking
some foundry and back-end processes. As such, MT6589M offers a lower-
cost solution for handset OEMs who do not wish to equip their smartphones
with similar high-end features as MT6589. With a lower ASP, MTK could
narrow the price gap between MT6589M and Qualcomm’s MSM8225Q by
10-15% and yet offer better features. We estimate the price gap between
MT6589 and MSM8225Q currently is at least 30-40%. That being said, we
note that MSM8225Q is a quad-core using Cortex A5 and 40nm node, and
does not support TD-SCDMA network.

MT629X is a standalone LTE/4G modem targeted at mid- to high-end
smartphones as well as tablets. We estimate the sample will be available in
4Q13 and volume shipments will start in late 1Q14 or early 2Q14. We think
the MT629X will support dual-mode LTE and LTE-TD-SCDMA networks, but
is unlikely to be a global band. We believe MTK is likely to price MT629X at
mid-to-high teen USD, significantly below Qualcomm’s current LTE chipset
priced at £USD25. Qualcomm’s high-end LTE chipset could cost well over
USD30 for global modes, multiple bands and Category 4 transmissions. MTK
may pair MT629X with its upcoming MT8135 discrete AP (the first big.Little
architecture) with some modifications, targeted at the high-end smart devices
market, in 2014. At this moment, we think MT8135 is designed for tablets and
will be shipped in 3Q13. This chip utilises the innovative big.Little architecture
by having a mix-and-match of the powerful Cortex A15 and energy-saving
Cortex A7, in a bid to optimise performance with battery life.
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Figure 7: MTK — product roadmap for 2013

Smartphones ' Oct
MT6589 S
MT6589M
MT6572WI/T/E
MT629X

Tablets Oct
MT8377 V
MT8389
MT8135

4Q12

Nov Dec
S S

Nov Dec
S S

Note: S — Sample, V — Volume shipment.
Source: Company data, Maybank KE
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In the meantime, MTK is taking steps to capture a slice of the potentially sizeable
tablet market, especially in China. We highlight several products below.

1)

2)

3)

MT8377 is derived from MT6577 (for smartphones) with an optional radio
modem (MT8137 comes without a modem). It is a rather mature device
(shipped since 4Q12) and currently used in many low-end models, such as
Acer Iconia B1 and Lenovo LePad A2207, and among other Chinese OEMSs.
These tablets come with a 7” display screen and usually sell for below
USD150 per unit, ie, lower than CNY1,000.

MT8389 offers similar specifications as its sibling MT6589 (for smartphones)
and has been adopted by Lenovo’s mid-end tablet A3000, Acer's upcoming
8-10" tablet and Asustek’s up-and-coming low-cost model. We note that
Lenovo’s A3000 tablet (CNY1,799 or USD290) comes with dual-SIM cards
and can support data and call functions. iPad Mini, which only supports
cellular data, sells for USD459. MT8125 does not carry a cellular modem but
offers features similar to the MT8389. Both MT8125/8389 have been
available since April.

MT8315 is MTK’s first-ever big.Little architecture designed for mid- to high-
end tablet models. It is a quad-core standalone (2x Cortex A15+2x Cortex A7)
that can operate at 1.5-1.8GHz. This chip utilises the innovative big.Little
architecture by having a mix-and-match of the powerful Cortex A15 and
energy-saving Cortex A7 in a bid to optimise performance with battery life.
We believe MTK may pair MT8315 with its upcoming MT619X discrete
modem (the first dual-mode LTE and LTE-TD-SCDMA modem) with some
modifications, to offer voice and data cellular features for high-end tablets.

Figure 8: MTK — specifications of product roadmap

Core, CPU
Speed
Networks
GPU
Video
Resolution
Camera
Tech node
ASP

Remarks

Availability

MT6589
Quad, A7
1.2GHz
W&TDS
SGX544
FHD 1080p
1280x1080
13MP
28nm
USD13-15

Marl3

MT6589M
Quad, A7
1.2GHz
W&TDS
SGX544
HD 720p
1280x1080
8MP
28nm
usD12

15% cost saving Integrated WIFI

Jull3

MT6572*
Dual, A7
1.0GHz
W&TDS
Mali400
HD 720p
960x540
8MP
28nm
uUsD10

Junl3

MT629X

LTE&LTE-TDS

28nm
USD15-18

Baseband
Modem only

1Q14

MT8377*
Dual, A9
1.0GHz
W&TDS
SGX531
800x480
13MP
40nm
uUsD10

For low-end
models

4Q12

MT8389*
Quad, A7
1.2GHz
W&TDS
SGX544
FHD 1080p
1280x1080
13MP
28nm
USD13-15

Acer, Lenovo,
Asus & others

Aprl3

MT8135
Quad, A15+A7
1.5-1.8GHz
na
SGX544
FHD 1080p
1280x1080
13MP
28nm
>USD15

Standalone AP
3013

Note: * MT6582 is a Quad-core AP and offers similar spec as MT6572. MT8137 is similar to MT8377 but w/o modem. MT8125 is the same as MT8389
but w/o modem.

Source: Company data, Maybank KE

24 April 2013
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Importantly, MTK has recently stepped up its hiring efforts globally in an attempt
to penetrate the OEM vendors in North America and Europe. The company hired
Mohit Bhushan, formerly with Motorola Mobility, to head its US sales and
marketing efforts. In Europe, Sieghmund Redl joined as head of marketing after
more than 10 years with Qualcomm. Both report to Johan Lodenius, Chief
Marketing Officer, who was previously with Qualcomm and joined MTK in Dec
2012. Coupled with the introduction of several high-end devices, notably, the
big.Little AP, and initiatives to penetrate the tablet market, we believe the hiring
reflects MTK’s ambition to expand its already-strong presence in the global
emerging markets to the developed countries.

We think this move is timely, as several established and long-term vendors in the
baseband (BB) and application processor (AP) industries have either exited or
scaled back their operations following market share loss, poor profitability and an
inability to keep pace with the rapid product cycle. Of note, Texas Instruments (TI)
shut down its OMAP division in 2H12 and STE, a joint venture, was recently
dismantled by both its parent companies, SMT and Ericsson. Renesas, too, has
announced its intention to discontinue or sell off its AP subsidiary, Renasas
Mobility. As a result, the number of players in the BB/AP industries has dwindled
to not more than eight from 30 in the earlier 2000s. If we exclude the internal
merchant suppliers such as Apple and Samsung, this number is further reduced
to a handful, comprising Qualcomm, MTK, Broadcom, Marvell, Intel, Spreadtrum
and a few smaller names.

Figure 9: Consolidation of BB/AP industries Figure 10: AP market share by vendor, 3Q12

1H07  LSlacquired Agere's handset chip business

2H07  Infineon bought LSI's handset operation

2H07  Mediatek acquired ADI's wireless division

2H08  SMT, NXP and Erisson mergered their handset businesses
2H08  Tlexited its handset baseband business

2H08  Freescale disposed its handset baseband division

2H10  Intel acquired Infineon's baseband business

2H12  Tlexited its AP (OMAP) smat device business

1H13  STEannouced to break the JV or close down the operation
1H13  Renasas Mobile to be closed or sold off byits parent company
2003 Nextone on the block - Marvell?

Source: Maybank KE

24 April 2013
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Source: The Linley Group, Maybank KE
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Profitability, earnings outlook and stock valuation. We believe 1H13 results
could offer a strong sign of margin improvement for MTK. This should come as a
result of better product mix and improved cost structure. We believe MTK is likely
to report a GM of 42.5%+0.5% in 1Q13, its highest since 4Q11, despite a 10%
QoQ decline in revenue. A higher proportion of smart device revenue would be
the key as we estimate smartphone revenues could account for 44% of overall
revenue mix in 1Q13, vs 41% in 4Q12 and 18% in 1Q12. We forecast GM for the
former will surpass the group average and come in at least 10ppts above the fast
declining feature phones, whose revenue weighting plunged to 20% of overall
company sales in 1Q13 vs 38% in 1Q12. The same analysis explains why MTK is
likely to achieve better profitability for 1Q13 vs 2Q12 despite a similar revenue
size of TWD24b for both periods.

We believe margin expansion will gather pace from 2Q13 onwards as revenue
contribution from the higher-margin quad-core AP (MT6589 and MT8389)
improves. The higher profit margin for quad-core (>50%) is now well-understood
by investors — first reported in our initiation report in Nov 2012 — and the key to
our bullish view on the stock. Depending on the product mix, we now think MTK’s
2Q13F GM could rise to 43.5%+0.5%. We also estimate 2Q13F revenue to grow
20-25% QoQ and 25-30% YoY. MTK is due to report its 1Q results and provide
2Q outlook on 6™ May.

0 T T T

Figure 11: MTK — overall revenue vs GM trend Figure 12: MTK — smartphone sales mix vs GM
GM (RHS) e Smartphone sales % grp (RHS) Smartphone GM (LHS)
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Source: Company data, Maybank KE
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Source: Company data, Maybank KE

Figure 13: MTK — YoY chg in revenue & operating profit
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On a YoY basis, we estimate MTK’s 1Q13F core operating profit could grow 60-
70% and possibly climb by >100% in 2H13F/1H14F on better product mix,
competitive cost structure, better profitability and market share gain. If so, this will
make MTK one of the fastest-growing technology companies in the region, if not
the world. We believe it is important to analyse the rolling earnings outlook for
MTK simply because it has potentially very attractive earnings power, given its
focus on higher mix of profitable devices and market share gain. We argue that
this will have implications on stock valuation as growth-oriented investors may be
willing to pay for a higher valuation multiple since MTK’s PEG is currently below
0.3x. We estimate the 12-month rolling PER to be 15-16x vs the annualised PER
of 18-19x for 2013F.

Our target price is unchanged at TWD500, based on FY14F peak earnings
multiple of 20x. Note that if our forecasts turn out to be right, MTK could post yet
another record profit in 2014 that could surpass its previous records of TWD22.2b
in 2007 and TWD36.7b in 2009. During those two years, MTK shares traded at
20-25x peak multiple when the company dominated the 2G feature phone market.
Admittedly, MTK is unlikely to generate margins and returns similar to the good
old days going forward; however, we are not ruling out the possibility that it can
achieve a higher absolute profit because new addressable markets have
emerged, such as tablets and international developed markets. Both did not exist
previously and have not been tapped by MTK as of now. We believe that MTK'’s
initiatives to penetrate the mid- to high-end segment of the smart device market
and its hiring of executives from Qualcomm and Motorola Mobility will be the key
to unearthing new growth opportunities.

Figure 14: MTK —long-term trend of revenue and net profit (TWD b)
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Figure 15: MTK — 12-month forward PER bands
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Figure 16: Revenue and earnings model

Mediatek

Assumptions (unit m) 1012 2Q12 3Q12  4Q12| 1Q13E 2QI13E 3Q13* 4QI3E |1QI14E 2Ql4E 3Ql4E 4Ql4E| 2011 2012E 2013E 2014E
Smartphones+tablets 10 21 38 40 38 52 73 92 79 99 110 116 10 109 255 404
Feature phones 91 103 113 99 82 74 68 60 55 50 46 43 493 406 284 194
DTV 8 9 10 10 9 10 36 33 28 32 36 33 35 38 87 129
Optical storage 25 26 26 25 23 23 25 25 24 24 23 23 116 103 95 94
DVD/BR 11 13 13 12 10 10 11 11 11 10 10 10 48 49 43 41
% to group revenue

Smartphones+tablets 18 25 38 41 44 54 51 56 53 59 59 61 3 32 52 58
Feature phones 38 33 26 23 20 14 9 8 8 6 5 5 60 29 12 6
DTV 8 8 7 7 7 6 16 14 14 14 14 14 8 7 12 14
Optical storage 15 13 11 11 11 9 7 6 7 6 5 5 16 12 8 6
DVD/BR 10 10 8 8 7 6 4 4 4 4 3 3 10 9 5 4
Others 11 11 10 10 11 10 13 12 13 11 12 12 3 10 12 12
TWD/USD 29.7 29.6 29.7 29.1 29.4 299 300 30.0] 300 30.0 300 30.0] 294 295 298 30.0
Smart devices mix analysis (shipment)

Single-core (40nm) - 26% 14% 3% 1% 0% 0% 0% 0% 8% 0%
Dual-core (28/40nm) 66% 53%  52%  55% | 48% 3% 3%  2T% 55%  35%
Quad-core (28nm) 8% 30%  35% 33%| 34% 31%  32% 32% 29%  32%
Quad-core 4G (28nm) 0% 0% 0% 0% 3% 15% 18%  22% 0%  15%
Tablets (28nm) 0% 3%  10% 12%| 15% 17%  19%  19% 8% 18%
Total - 100%  100% 100% 100% | 100%  100% 100%  100% 100% 100%
Smart devices mix analysis (revenue)

Single-core (40nm) - 21% 9% 2% 0% 0% 0% 0% 0% 5% 0%
Dual-core (28/40nm) 67% 47%  43%  44% | 37% 25%  22% @ 19% 42%  20%
Quad-core (28nm) 12% 39%  41%  37%| 3% 29%  28% @ 26% 41%  29%
Quad-core 4G (28nm) 0% 0% 0% 0% 5% 24%  29% 34% 0%  29%
Tablets (28nm) 0% 4%  14%  18% | 21% 21%  22%  21% 13%  22%
Total - - - 100%  100% 100% 100% | 100%  100% 100%  100% - 100% 100%
Blended ASP (USD) 1157 9.26 10.18 950| 953 1018 1021 9.15| 8.66 9.04 872 838| 10.77 986 9.72 869
Blended GM (%) 45.0% 418%  41.9% 425%| 434% 458% 46.2% 453% | 457% 465% 454% 43.7% | 48.5% 42.4% 45.4% 45.3%
P&L model (TWD bn) 1012  2Q12 3Q12  4Q12| 1Q13E 2QI13E 3Q13* 4QI3E |1QI14E 2Q14E 3Ql4E 4Ql4E| 2011 2012E 2013E* 2014E
Revenue 19.6 234 29.5 26.7 24.0 293 437 451| 386 457 486 476| 869 993 1421 1805
COGS -114 -13.9 -173  -156| -138 -165 -243 -252| -214 251 -270 -269| -475 -58.2 -79.7 -100.5
Gross profit 8.3 9.6 12.2 111 10.1 12.8 195 199 171 206 216 207 393 411 624 800
OPEX -6.3 6.8 -7.9 -1.6 -7.0 80 -109 -109| -102 -111 -115 -114| -270 -286 -36.7 -443
Operating profit 19 28 42 35 31 49 8.6 9.1 6.9 95 100 93| 123 124 256 358
Profit befroe tax 26 39 5.1 5.0 42 6.2 95 100 78 105 112 105| 142 166 300 400
Net profit 25 34 49 4.89 41 5.7 9.1 9.6 75 96 108 101 136 157 285 379
EPS (TWD) 1.85 2.49 3.65 3.62 3.02 422 583 6.14| 475 6.15 6.86 6.41| 11.87 1162 1921 2417
Margin (%)

GM 42.1 40.8 412 415| 422 438 445 442 444 451 444  435| 453 414 439 443
OPM 9.9 118 14.4 13.0 13.0 16.7 196 201 178 208 207 196| 142 125 180 198
NP 12.7 143 16.7 183 17.0 194 209 213| 193 211 221 21.1| 157 158 201 210
QoQ chg (%)

Revenue -13 19 26 -9 -10 22 49 3 -14 18 6 2

Gross profit -17 16 27 -9 -9 27 51 2 -14 20 5 -4

Operating profit -18 42 53 -18 -10 57 76 5 -24 38 6 -7

Net profit -14 34 47 -1 -17 40 61 5 -23 29 12 -7

EPS 27 34 47 -1 -17 40 38 5 -23 29 12 -7

YoY chg (%)

Revenue -1 12 26 18 22 25 48 69 61 56 11 6 -23 14 43 27
Gross profit -10 -1 15 11 23 34 60 80 69 60 11 4 -35 4 52 28
Operating profit -36 -14 15 46 60 76 103 161 121 94 17 3 -60 1 106 39
Net profit 24 1 21 68 63 69 85 97 83 69 18 4 -56 15 82 33
EPS -36 -14 3 43 63 69 60 69 57 46 18 4 -58 2 65 26

Note: Merge with MStar from 1Q13 onward.

Source: Company data, Maybank KE
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INCOME STATEMENT
FYE Dec (TWD b)

Revenue

EBITDA

Depreciation & Amortisation
Operating Profit (EBIT)
Interest (Exp)/Inc
Associates

One-offs

Pre-Tax Profit

Tax

Minority Interest

Net Profit

Recurring Net Profit

Revenue Growth (%)

EBITDA Growth (%)

EBIT Growth (%)

Net Profit Growth (%)

Recurring Net Profit Growth (%)
Tax Rate %

CASH FLOW
FYE Dec (TWD b)

Profit before taxation
Depreciation

Net interest receipts/(payments)
Working capital change

Cash tax paid

Others (incl'd exceptional items)
Cash flow from operations
Capex

Disposal/(purchase)

Others

Cash flow from investing
Debt raised/(repaid)

Equity raised/(repaid)

Dividends (paid)

Interest payments

Others

Cash flow from financing
Change in cash

2011A

86.9
15.1
2.7
12.3
1.0
01
0.8
14.2
0.6
0.0
13.6
13.6

-23%
-56%
-60%
-56%
-56%
4.1%

2011A

14.2
2.7
1.0
04
-0.6
-1.0
16.7
-2.6
0.3
39
1.0
43
0.0
-22.0
0.0
0.1
-19.9

0.1

2012F

99.3
15.8
34
12.4
1.9
2.0
0.5
16.6
1.0
0.0
15.7
15.7

14%
5%
1%

15%

15%

5.8%

2012F

16.6
34
19

-3.3

-1.0

-4.6

13.1

-1.9

-0.8

-1.1

-3.8
8.3
1.0

-10.3
0.0

-0.5

-1.9
6.7

Source: Company data, Maybank KE estimates

24 April 2013

2013F

142.1
29.9
43
25.6
2.8
14
0.2
30.0
14
0.0
285
285

43%
89%
106%
82%
82%
4.8%

2013F

30.0
43
2.8

-8.0

-1.4

-6.3

21.3

-1.4

0.7
0.0

2.1
05
2.0

-11.9
0.0
0.0

-11.4
78

2014F

180.5
412
5.4
35.8
3.6
0.6
0.0
40.0
2.1
0.0
37.9
37.9

27%
38%
39%
33%
33%
5.2%

2014F

40.0
54
3.6

-1.3
2.1
-6.8
38.9
-1.6
-0.8
0.0
2.4
0.5
3.0
-21.6
0.0
0.0
211
154

BALANCE SHEET
FYE Dec (TWD b)

Fixed Assets

Other LT Assets
Cash/ST Investments
Other Current Assets
Total Assets

ST Debt

Other Current Liabilities
LT Debt

Other LT Liabilities
Minority Interest
Shareholders' Equity
Total Liabilities-Capital

Share Capital (m)
Gross Debt/(Cash)
Net Debt/(Cash)
Working Capital

RATES & RATIOS
FYE Dec

EBITDA Margin (%)
Op. Profit Margin (%)
Net Profit Margin (%)
ROE (%)

ROA (%)

Net Margin Ex. El (%)
Dividend Cover (x)
Interest Cover (x)
Asset Turnover (x)
Asset/Debt (x)
Debtors Turn (days)
Creditors Turn (days)
Inventory Turn (days)
Net Gearing %

Debt/ EBITDA (x)
Debt/ Market Cap (x)

PER SHARE DATA
FYE Dec (TWD)

EPS

CFPS

BVPS

SPS
EBITDA/share
DPS

2011A

98.1
25.9
91.0
21.0
147.7

41
26.3
01
0.8
0.0
116.3
147.7

1,148
NM
NM

81.6

2011A

17%
14%
16%
12%
10%
16%
132

NM
0.60
34.7
41.8
57.6
60.3

NM

03

0.0

2011A

11.87
0.0
1014
75.7
131
9.0

2012F

1105
26.2
98.0
26.7

161.9

12.4
26.7
01
14
0.0
121.2
161.9

1,349
NM
NM

85.6

2012F

16%
13%
16%
13%
10%
16%
132

NM
0.59
131
38.7
63.4
75.3

NM

0.7

0.0

2012F

11.62
0.0
89.8
73.6
117
8.8

Mediatek

2013F

1243
25.9
1111
413
190.7

12.9
34.6
0.1
18
0.0
1414
190.7

1,459
NM
NM

104.9

2013F

22%
19%
19%
24%
18%
19%
132

NM
0.59
14.9
38.4
63.3
70.4

NM

04

0.0

2013F

19.21
0.0
96.9
97.4
20.5
13.8

2014F

139.9
26.0
1213
43.9
205.2

135
37.3
0.0
2.1
0.0
152.2
205.2

1,568
NM
NM

114.4

2014F

23%
20%
20%
21%
20%
20%
132

NM
0.57
15.4
414
65.6
73.0

NM

0.3

0.0

2014F

24.17
0.0
97.1
1151
26.3
18.3
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and
that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental ratings.
Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and volume-related
information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than the original sum
invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does not
take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors
should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or
recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE") and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”", “can”, “should”, “could” or “might” occur or be
achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us and are
subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking statements.
Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or revise any
such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law,
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published. One
or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.

This report is prepared for the use of MKE's clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for
the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such
circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of
investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on geographical
location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia
Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand)
Public Company Limited (“MBKET") does not confirm nor certify the accuracy of such survey result.

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET.
MBKET accepts no liability whatsoever for the actions of third parties in this respect.

us

This research report prepared by MKE is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA"), a broker-dealer registered in the US
(registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in
the US shall be borne by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the
US. This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You
should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant
legislation and regulations.

UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL") which is authorized and regulated, by the Financial
Services Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the
Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take
any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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DISCLOSURES
Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938-H) which is a Participating Organization of Bursa
Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued
and distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim
Eng Securities (‘PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand:
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Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
banking services, advisory and other services for or relating to those companies.

Singapore: As of 25 April 2013, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors,
connected parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by 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.

As of 25 April 2013, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or
investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the
companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or issuers; and no part of
the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of
any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its
own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.

Definition of Ratings

Maybank Kim Eng Research uses the following rating system:

BUY Return is expected to be above 10% in the next 12 months (excluding dividends)
HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)
SELL Return is expected to be below -10% in the next 12 months (excluding dividends)

Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only applicable
to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment ratings as we do
not actively follow developments in these companies.

Some common terms abbreviated in this report (where they appear):

Adex = Advertising Expenditure

BV = Book Value

CAGR = Compounded Annual Growth Rate
Capex = Capital Expenditure

CY = Calendar Year

DCF = Discounted Cashflow

DPS = Dividend Per Share

EBIT = Earnings Before Interest And Tax
EBITDA = EBIT, Depreciation And Amortisation
EPS = Earnings Per Share

EV = Enterprise Value
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FCF = Free Cashflow

FV = Fair Value

FY = Financial Year

FYE = Financial Year End
MoM = Month-On-Month
NAV = Net Asset Value
NTA = Net Tangible Asset
P = Price

P.A. = Per Annum

PAT = Profit After Tax
PBT = Profit Before Tax

PE = Price Earnings

PEG = PE Ratio To Growth

PER = PE Ratio

QoQ = Quarter-On-Quarter

ROA = Return On Asset

ROE = Return On Equity

ROSF = Return On Shareholders’ Funds
WACC = Weighted Average Cost Of Capital
YoY = Year-On-Year

YTD = Year-To-Date
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