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Touch Panel Sector

From over-supply to tight supply: Risk and Opportunity
in touch panel sector

After prolonged oversupply and margin decline, we now expect over-
supply in the touch panel industry to reverse on the back of the launch of
Windows 8 along with low-cost tablet PCs. Our analysis suggests the
demand from touch-on-PC and ever-growing tablet would oulstrip
realistic mid/large-size touch panel supply. This would likely create tight
supply in 4012 onwards especially for Omne-Glass-Solution (“OGS”)
eapacity. We believe TPK stands out in this trend. Other fouch panel
makers could also see spill-over effect in 2H12,

¢ Touch panel likely penetrates into an untapped market: Major PC
brands plan around 10% of NBs to be equipped with touch panels in
2013. Given the high price points of Win 8 NBs, however, we make
conservative estimate of 2%/6% touch penetration into NBs for
2012/2013. Regardless, we forecast touch-on-NBs will account for
7%/18% of the mid/large touch panel demand in 2012/2013. The
penctration rate will continue to increase along with price elasticity.

« Demand outgrows supply: Since most of the touch panel makers barely
breakeven with mid/large size touch panel, we estimate the industry
capacity sees only mild growth by 39%/16% in 2012/2013 vis-a-vis
demand growth of 59%/41% for 2012/2013. In the worst case scenario
where demand for touchscreen PCs turns out to be disappointing during
holiday seasons, second-tier touch panel makers could likely see more
de-stocking nsks in 1Q13, but the trend of touch-on—PCs is inevitable, in
our view. L

*

Shortage likely in 4Q12 onwards — Currently, the market remains
skeptical about touch panel penetration into NB. and PC markets. Qur
base case suggests a supply glut of mere 2% if touch penetration in NBs
reaches 6% in 2013 and tight supply will return if the penetration
exceeds 7%. Hence, we believe touch panel adoption rate in NB will be
the major swing factor for supp]y/demand dynamlc in 2013

+ Risk of in-cell in iPad - We current]y do not expect Apple to use in-cell
for iPad in 2013. If Apple adopts in-cell for iPad in 2013, however, this
could change the supply/demand dynamics of the touch panel industry.
iPad represents 40~50% of the total mid/large touch panel demand, or
equivalent to around 40 million units of NBs. Nevertheless, non-Apple
devices would likely prefer OGS over in-cell to avoid high front-end
costs for photo masks and tooling, as we suggested in our report “fn-Cell
& Touch Panel: A major breakthrough in display: .Opportunity in
smartphone and tablet PC”, published on June 16, 2012,
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From over-supply to under-supply

Supply to turn fight from 4Q12

From 2010 to 2011, the touch panel sector has witnessed over-supply status and
declining margins, with the launch of Windows 8 supported by Microsoft and Intel,
coupled with low-cost tablet PCs. We now believe the over-supply risk is about to
reverse. We estimate the demand coming from ongoing tablet momentum as well as
touch on PC demand would outstrip realistic mid/large-size touch panel supply and
create shortages. We believe TPK stands out to be the best beneficiary in the sector.

Currently, the market remains skeptical about touch panel penetration into NB and
PC markets. However, based on our base case scenario with 2%/6% touch
penetration into NB market, the supply would become quite tight from 4Q12 and
2013. If penetration turns out to be stronger than our forecast, we will likely witness
shortage in 4Q12 and for the most part of 2013,

Table 1: Touch parel demandisupply sensitivity analysis for 7" and above screen-size
Thousand units, %, thousand square meters

Touch on NB adoption Supply-glut
3012 - Wind

launch 2012 2013 2012 2013
Base Case 1.9% 5.9% 24.1% 2.2%
1.0% 1.3% 49% 26.8% 5.5%

2.0% 1.9% 5.9% 24.1% 2.2%
3.0% 2.4% 6.9% 21.5% -0.8%
4.0% 2.9% 7.9% 19.0% -3.7%
5.0% 5% 8.9% 16.7% -6.4%
6.0% 4.0% 9.9% 14.4% -8.0%
7.0% o A5% 10.9% 12.2% -11.5%
8.0% oMo 51% 11.9% 10.1% “13.8%
9.0% v BB% 12.9% 8.0% - -15.9%
10:0% o 8% 13.9% 6.1% -18.0%
120% 7.2% 15.9% 2.3% -21.9%
15.0% © O BB% 18.9% -2.8% -21.1%

20.0% 11.5% 23.9% -10.3% -34.3%
Souree: J.P. Morgan eslimates v

Figure 1: Touch Panef demand/supply for 7 and above
% . ‘
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Table 2: Tablet kandscape in 2412 and touch panel suppliers
Brand Expected Timing Expected Touch panel JPM view
pricing volin 212 module makers
Amazon $149-199 Jul-Aug 5-8M TPK Likely stay No 2 due to pricing
Kindle Fire
Google $199-249 Jul-Aug 2-3M TPK, Wintek Limited unless open up for
Nexus 7 retail with brand partners
AppleiPad  $249+ Nov 10+M TPK Likely val, leader in low-price
mini category
Apple New  $409-829 Already 27+M TPK, Wintek Could see some
iPad selling cannibalization from iPad mini
Microsoft $599 Oct 3-4M TPK High price points
Surface (ARM);
Jan13
(x86)
Other Win 3499+ 4012 4-5M TPK, Wintek, High price peints
8 fablets : Cando, Hannstouch, :
Whitehox $70-100 Already 40Min 2012 Strong EM traction, threat from
tablets selling theap smariphones
Source: 4.P. Morgan estimales
Major assumptions/risks

To arrive at our base case supply and demand scenario, we make a few key
assumptions:

Upside in lamination demand: Each device requires one lamination. In
reality, it may require more. If the touch panel is glass-on-glass or glass-on-
film projected capacitive structure, it will need two lamination processes
instead of one. Currently, more than 90% of the touch NB models are OGS
(“One Glass Solution”) for the upcoming touchscreen NB models.

Risk to iPad: If Apple adopts in-cell for iPad in 2013, that could provide
significant upside to our supply forecast given that LGD, Sharp, and TMD
could likely expand capacities to support Apple. This could be a major
swing in our supply/demand assumptions given that we expect iPad will
represent nearly 50%/45% of the touch panel demand for 2012/2013E.

Threat from Samsung/L.GD: Currently, both we believe Samsung and
LGD do not hévﬁe plans to provide lamination for tablet/NB sizes. If they
start to address this market and add capacities, that could create more supply
than our forecast. .

Threat from CMI/ Hon Hai: For CMI/Hon Hai, CMI management
indicated that they now focus more on the touch sensor rather than
lamination. We assume CMI and Hon Hai's combined lamination capacity is
around half of that for sensor. Judging from CMTI's past experience with
iPad 2 lamination, we believe it may still take time for CMI/Hon Hai to
reach satisfactory lamination yield rates for mid to larger-size,
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Touch Panel Demand

Demand to ses another boost in an untapped market

We forecast 2%/6% touch penetration on NBs for 2012/2013. More specifically, we
expect 14 million units of NBPC to be touchscreen in 2013. Provided that the major
PC vendors forecast 10% of the NBPC to be touchscreen in 2H12 along with
Windows 8 launch, we believe our demand assumption could see upside potential.
Incremental production costs for a NBPC touch panel would range between
USD40~70, and incremental purchase costs for a consumer to buy a touchscreen 14”
NBPC would be USD100-150 initially, by our estimate. We think this would bring
niche market opportunitics at the beginning and would penetrate into mass market in
2013 with the retail prices coming down,

Table 3: Touch panet demand for 7' and above screen-size
Thousand units, %, thousand square meters

2012 2012 203
PC forecast {K unit}
Desktop ' 155,636 154,387 152,205
Notebook 209,448 217,825 238,668
Tablet PC 69,587 106,813 140,314
Server 9,321 9,634 10,010
Global PC 443,992 488,659 541,197
Penetration
Desktop 0% 0% 2%
Natebaok 0% 2% 6%
Tablet PC 100% 100% 100%
Server 0% % 0%
Global PC 16% 23% 29%
Touch market forecast [ unit}
Desktop . . - 201 2,686
Notebook ~ ° o e A3 4,036 14,181
TabletPC - e b e 60,587 106,813 140,314
Server ‘ ot - - -
Total ‘ . 70,018 114,050 157,182
Square Meters (K sqm) T
Desktop ! : - 24 320
Notebook . ) AR TH : 26 248 870
TabletPC ) o 2,082 3,085 3,564
Server o : - - -
Total : : : ‘ 2,108 3,357 4,744
Demand growth ’ 59% 41%

Source: J.P. Morgan
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Table 4: Ultrabooks - Bill of Materials Comparison

Uss, %
Ultrabook - pure S50 option Ultrabook « hybrid HDD option
End % of End % of
2012 BOM 2012 BOM
cpPU 100 17% | CPU 100 20%
S8D 140 24% | HDD w/ 16GB Hybrid Flash 70 14%
Motherboard Level 67 12% | Matherboard Level | 14%
Touch panet &0 10% | Touceh panel 60 2%
Castng (mix of metal and
Casing {unibody or 2 piece of metal) 50 9% | plastic) 35 ™%
TFT-LCD (Sltim 13" panel) 45 8% | TFT-LCD (Slim 13" panel) 45 9%
Operating System 45 8% | Operating System 45 %%
Battery (Li Polymer) 25 4% | Battery (i Polymer) 25 5%
Others ; 42 7% | Others 47 9%
Total component level
Total component level costs 574 100% | costs 498 100%
Yield factor 95% Yield factor 95%
Cost at ODM 15 Cost at ODM 16
FOB price 619 FOB price 539
Brand margin 10% Brand margin 10%
Retailers margin 15% Retailers margin 15%
Street price 325 Street price 718

Source: J.P. Morgan

From the BOM perspective, OGS/TOL (i.e. “Touch on Lens™) touch panel has
emerged as the preferred selution lower the BOM cost, For Ultrabook, the touch
panel + TFT-LCD BOM costs are similar to that of smartphone - near 20% of the
total BOM costs. Most OGS touch panels would require full-lamination where the
laminatien of touch panel + TFT-LCD would be done at touch panel makers.
i e Tt
Figure 2: Touch Panel + LCD as a % to total BOM comparison
% . e oot
100% -
90% -
80% -

®Touch panel + TFTHLCD & Others

Source: Suppli, J.P, Morgan

Smartphone Tablet PC Ultrabook - OGS touchscreen
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Touch Panel Supply

Realistic supply needs to take into account the yield rate

On the supply sids, although many touch panel makers claim to be beneficiaries of
Windows 8 push on touch panel penetration, we believe only top-tier touch panel
makers could benefit the most. OGS has emerged as the mainstream trend for non-
Apple tablets and touch on NBs. Among the touch panel makers, TPK, Cando (TPK
subsidiary), Wintek, and Hannstouch, signed strategic agreements with Intel where
Intel aims to ensure capacity of touch technology for expected growth of touch-
enabled Ultrabook convertible designs. As we indicated in the note “Touch Panel
Sector: Intel teams up with TPK and other touch panel makers; Impact from Wintek
GDR issuance”, published on June 6, 2012, we believe the structure of the agreement
could be targeted to secure a portion of capacity from each touch panel vendor solely
for Ultrabook models. If the capacity is not filled up during the designated period,
Intel would need to reimburse the touch panel makers with monetary compensation.
Intel marketing chief Tom Kilroy noted at Computex, "much like we've done with
our ultrabook fund, we will work the supply chain to make sure the right materials
are in place...we will take a checkbook, if you will, and put a guarantee out there

that if you build, we'll cover it".

We believe with this agreement in effect, PC brands would prefer these touch panel
makers over conventional TFT-LCD makers when sourcing touch panels. After all,
the biggest challenge on touch panels remains on lamination, not on sensor-making.

Table 5: Touch panel supply for 7 and above screen-size
Thousand units, thousand square meters, %

- .- 2011 2012 2013

Module (Lamination) Capacity, K units, based on 10" equivalent

TPK St o 66,000 75,600 78,000

Cando R T R - 1,800 2,400

Wintek CL O b 40,500 55,500 66,000

AUO R 4,500 9,000 9,000

CMI/ Hon Hai I ' 10,950 17,985 22,560

Hannstar/ Hannstouch -~ .- - Co 1,320 2,980 3320

Digitech - N A T 9,000 15,000 15,000

ELK L 6,000 6,000 6,000

lijin Display o ) o 4,000 5,000 6,006

Youngfast L v 2,000 2,400 2,400

J-touch . W 2,200 3,600 3,600

Mildex L . . . 800 1,000 1,000

CPT ‘ ) 600 2,400 2,400

Truly ' ' o ‘ 800 1,260 1,480

EELY : : ey 880 1,110 1,320

Success I o ) 200 760 1,160

Wistron o ‘ - 3,000 9,000

Compalf Heng Hao o - - 2,600

Others e Pl 440 840 960

Total 150,190 205,255 234,200

Square Meters (K sqm) | o )

Input ’ R 4 651 6,356 7,253
Capacity factor ¢+ -~ 77 7 85% 85% 85%
Yieldrate . - T 76% 7% 79%

Realistic output 2,930 4,166 4,845

Supply growth 39% 16%

Supply glut level 882 809 105

Supply glut level %~ - t 42% 24% 2%

Source: J.P. Mcrgan estimates
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Implications for the Sector

Lamination yield rate matters to margin

In the past two years, the touch panel sector has suffered from severe over-supply
and margin pressure; only until late-2011 did the sector see its margin trend stabilize.
For selective touch panel players, the margin started to recover in 1Q12. We believe
with the new touch panel demand from NB and PC market, the supply/demand
situation would begin to turn tight. Although OGS/TOL/in~cell have emerged as a
clear trend, lamination yield rate remains a key bottleneck for the second-tier vendors
to gain orders.

We prefer sector leader TPK, which reaps the benefits of economies of scale and
continues to secure key orders from major brands. TPK is the primary touch panel
vendor for all major tech product launches in 2H12, including the Google Nexus
tablet, Amazon Kindle Fire, Apple iPad mini, Microsoft Surface Tablet, and
Windows 8 NBs. Second-tier touch panel makers will also benefit from a tight
supply situation, but these laggards could see inventory risks in 1Q13 if demand
doesn’t turn out to be as good as expected due to high price peints, in our view.

Figure 3: Quarterly OPM trend
30
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Figure 4: Annual OPM trend
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Table 6: Global touch panel peer fundamentat comparison
Local currency, US$ in millions, x, %
Company Sales Growth % OP Margin % Net Margln % Earnings Growth %
Name FY11 FY12E  FY13E FY11 FY12E  FY13E FY11 FY12E  FY13E FY11 FY12E FY13E
TPK 140.6 147 34 114 a7 98 7.9 74 76 138.2 7.0 6.4
Wintek 458 {2.2) (28.7) 1.0 0.9 0.8 {2.0) 0.1 0.1y | (1925  {103.2) {212.0)
Young Fast {5.0) {8.8) 134 43 1.3 28 25 0.9 22 (64.3) {66.2) 163.8
Sintek {5.9) n.m. n.m. (25.1) nam. . {30.6) n.m. n.m. 555.5 n.m. nm.
Jiouch 240 479 20,2 0.5) nm. n.a. {2.1) 6.0 6.0 | (1442) (520.4) 20.2
Melfas 1.8 247 38.2 6.2 7.8 9.6 5.8 7.2 7.8 (58.4) 538 511
Digitech 1.1 837 246 2.7 87 3.8 3.2 7.9 7.8 (73.2) 3491 19.2
ELK (1.8) 155 47.7 8.1 8.3 9.1 5.5 5.8 8.6 (3t.4) 235 177
Nissha Printing {10.2) {29.5) 175 4.3) (14.0) 4.7 (2.2) (33.2) (5.0) | (135.5) 983.8 {82.4)
Median - All 1.1 154 18.8 2.7 7.8 8.8 2.5 5.9 6.8 (44.9) 7.0 6.4
Source: Company data, Bloomberg, J.P. Morgan estimates. Prices and valuations are as of July 17, 2012,
Table 7: Global touch panel peer valuation comparison
Local currency, US$ in millions, x, %
Company Ticker Rating Price Market cap PIE(x) PiB(x) ROE (%)
{L.C) {USS M) FY12E FY13E FY12E FY43E FY12E FY13E
TPK 3673TT ow 336.0 34635 8.5 80 35 28 514 36.6
Wintek 2384 TT N 13.8 850.3 403.9 n.m, 07 0.7 0.2 0.2)
Youngfast 3622 TT NR 63.3 3169 498 31 n.m. n.m. 0.2 15
Hannstouch 048 TT NR 1.0 3242 407 n.m. n.m. nan. nm, nm.
Jtouch 3584 TT NR 206 106.1 276 76 n.m. n.m. 16.3 17.0
Melfas 096640 KS NR 22,400.0 329.8 169 8.7 24 20 15.0 19.3
Digitech 091680 KS NR 11,500.0 1349 79 74 12 141 15.4 16.3
ELK 094180 KS NR 13,200.0 140.6 11,8 73 14 141 16.0 249
Ijin Display 020760 KS NR 15,600,0 369.5 7.5 29.7 32 22 477 354
Nissha 7915 JP NR 800.0 4343 n.m. n.m. 0.7 0.8 (41.6) (9.3)
Median - - 16.9 1.6 14 14 15.4 17,0

Source: Company data, Bloomberg, J.P. Morgan estmates. Prices and valuations are as of Jﬁly 18,2012,
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Table 8; Global touch pane! midflarge touch panel demand .
K units, %, K square meters

- 1011 . . 2011 -7 A1 - AQi | ¢ 1Qi2 CU2QM2E COMM2E 7 4QM2E | T 10Q13E 2Q13E 3Q13E 4Q13E 2012 2012 2013
PC shipment forecast (K unit)
Desktop 37,930 38,189 40,050 39,466 37,987 37,364 38,018 40,116 36,903 37,151 38,812 39,339 155,636 154,387 152,205
Notebook 49,328 49,368 55,272 55,479 51,202 50,170 56,433 60,019 56,484 56,673 61,742 63,769 209,448 217,825 238,668
Tablet PC 7,993 14,651 18,200 28,744 18,704 23,660 29,401 35,048 24500 30,761 38,626 46428 69,587 106,813 140,314
Server 2,259 2,285 2325 2451 2,29 2,333 2433 2,578 2,360 2410 2,565 2,675 8,31 9,634 10,010
Glohal PC 87,511 104,493 115,848 126,140 110,184 113,526 127,187 137,761 120,247 126,994 141,745 152,211 443,992 488,653 541,197
Penetration %
Desktop 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.5% 1.0% 15% 2.0% 2.5% 0% 0% 2%
Notebook 01% 0.1% 0.3% 0.3% 0.5% 0.5% 20% 4.0% 45% 5.0% 6.0% 8.0% 0% 2% 6%
Tablet PC 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100,0% 100% 100% 100%
Server 0,0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0% 0% 0%
Global PC 8% 14% 16% 23% 1% 21% - 24% 20% 23% 27% 30% 35% 16% 23% 25%
Touch market forecast (K unit)
Desktop - - R - ’ - ’ - - 201 |- 369 857 776 983 - 201 2,686
Notebook 49 49 166 166 | - 256 251 1129 - 2401 - 2542 2,834 3,705 5,102 431 4,036 14,181
Tablet PC . 7,993 14651 - 18,200 + 28,744 { - 18704 -+ 23,680 - 29401 - 35048 24,500 30,761 38,626 456428 69,587 106,813 140,314
Server - - - - - - - - - - - - - - -
Total - - So.- 8042 .. - 14,700 ;¢ 18,366 - 28,910 {.:. 18,960 . .: 23,911 - .- 30,529 .. 37,648 |-~ 27410 34152 43,106 52,513 70,018 111,050 157,182
Total demand (K sqm) ’
Desktop - - - - - - - - . 24 A4 66 93 117 - 24 320
Notebook 3 3 ¢ 10 16 15 . 69 147 156 174 22 313 26 248 870
Tablet PC 239 438 - 544 - 860 - 560 .- 708 < a8 - 938 643 791 973 1,147 2,082 3,085 3,554
Server - - - - - - - - - - - - - - - - - -
Total 242 44 558 870 575 723 949 1110 | - 843 1,04 1,263 1,517 2,108 3,357 4,744
Demand growth 59% 1%

Source: Company data, Bloomberg, J.P. Morgan estimates. Prices and valuations are as of July 17, 2012,
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Table 9: Gloha! touch panel midfiarge touch panet supply .
K units, %, K square meters

. 111 - 201 0 - 3011 o 4011 ] - M2 o 20M2E © 3Q12E 4012E |°-° 1QM3E 2Q13E 3Q13E 4Q13E 2012 2012 2013

Lamination Capacity, K units, based on 10" equivalent

TPK 12,000 18,000 18,000 18,000 18,000 18,600 19,500 19,500 19,500 19,500 19,500 19,500 66,000 75,600 78,000

Cando - - . - - 600 600 600 600 600 600 600 - 1,800 2,400

Wintek 7,500 8,000 10,500 13,500 13,500 13,500 13,500 15,000 15,000 15,000 18,000 18,000 40,500 55,500 66,000

AUO 1,125 1125 1,125 1,125 2,250 2,250 2,250 2,250 2,250 2,250 2,250 2,250 4500 9,000 9,000

CMI/HonHai 2,280 2,280 2,280 4110 4,110 4110 4425 5340 5,340 5,340 5.940 5,940 10,950 17,985 22,560

Hannstar/Hannstouch 330 330 330 330 660 660 830 830 830 830 830 830 1,320 2,980 3,320

Digitech 2,250 2,250 2,250 2,250 3,750 3,750 3,750 3,750 3,750 3,750 3,750 3,750 9,000 15,000 15,000

ELK 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 6,000 6,000 6,000

ljinDisplay 1,000 1,000 1,000 1,000 1,000 1,000 1,600 1,500 1,500 1,500 1,500 1,500 4,000 5,000 6,000

Youngfast 400 400 600 600 60D 600 600 600 600 600 600 600 2,000 2,400 2,400

J-touch 400 400 700 700 900 aop 900 800 900 900 900 900 2,200 3,600 3,600

Mildex © 180 180 R~ | 220 250 250 250 250 - 250 250 250 250 800 1,000 1,000

CPT - - - B0D od - 60D 600 600 - 600 600 600 600 600 2400 2,400

Truly © 180 188 220 220 260 260 370 370 37 370 370 370 800 1,260 1,480

EELY - 180 18 260 260 | - 260 % - 260 - 330- 330 330 330 330 880 1,110 1,320

Success - - 100 100 100 100 290 290 | - 280 290 290 290 200 780 1,160

Wistron : - -l - - - - 1,800 . - 1,500 (. 1,500 1,500 3,000 3,000 - 3,000 9,000

CompalHengHao - - - - - - - - - - 1,300 1,300 - - 2,600

Others . g ... 9 = 130 - 130 180 - 180 e 240 240 - 240 240 240 240 440 840 960

Total units -« 29415 - 36915 - 39,215 44,645 |- 47,920 - 49,120 52,865~ . 55,350 .. . 55,350 55,350 61,750 61,750 150,190 205,255 234,200

Total supply (K sqm)

Input - 811 1,143 - - 1,214 1,383 484 1521 0 1837 . T4 1,714 1,714 1,912 1,812 4,651 6,356 7,253
Capacity factor 85% B85% 85% 85% B5% - 85% 85% 85% 85% 85% 85% 85% 85% 85% B5%
Yield rate 75% 75% 76% 76% 7% 7% 7% 78% 78% 78% 79% 79% 76% 7% 79%

Realistic output 581 732 782 895 965 954 1,075 1,132 1,137 1,143 1,281 1,288 2,990 4,166 4,849

Supply growth 9% 16%

Supply glut level

Supply glut (K sqm) 339 291 227 25 390 n 127 22 284 112 (12) (289) 882 808 105

Supply glut % 140% 56% 41% % 68% 3% 13% 2% 35% 119% 1% -18% . 2% 24% 2%

Source: Company data, Bloomberg, J.P, Morgan estimates, Prices and valuations are as of July 17, 2012
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Overweight

3673 TW,3I6T3 TT
Price: NT$336.00

A price Target: NT$400.00
Previous: NT$385.84

TPK Holding Co., Ltd.

Tight supply leads to stronger bargaining power

« Tight supply translates into margin upside: Based on our top-down Taiwan

approach, we believe there is a high chance that touch panel supply couid
turn tight in 4Q12 and for the most part of 2013. We forecast the tablet and
touchscreen PC together will represent 3/4th of TPK’s gross profits by
4Q12. We estimate margins will likely see another hike in 3Q12 and slide
slightly in 4QI2 due to higher percentage of OGS full-lamination. We
expect TPK’s OP profit to grow by 10%/31% Q/Q in 3Q12/4Q12.

Multiple share price catalysts: TPK’s price has outperformed the market
by 16% YTD and outperformance could likely continue into the peak
season. We expect to see strong revenue ramp up from 3Q12 for low-cost
tablets including Google Nexus 7, Amazon Kindle Fire, Apple iPad mini,

Technology - Semiconductors

Narci Chang AC
(886-2) 2725-98499
narci.h.chang@jpmorgan.com

J.P. Margan Securities (Taiwan) Limited.
JJ Park

(822) 758-5717
jl.park@jpmorgan.com

J.P. Morgan Securities (Far East) Ltd, Seoul
Branch

Microsoft Surface and Windows 8 NBs, which enjoy higher margin than
smartphones. We also estimate new iPad shipment to see another 15%
upward revision in 3Q12,

¢ Key risks 1: in-cell on iPad? New iPad represents nearly 30% of TPK’s
gross profit in 2013, per our estimate. If Apple adopts in-cell for New iPad
in 2013, we believe earnings could see meaningful downside risks. As seen
from the iPhone design cycle, any major design change in Apple products
could take 9-12 months to materialize, yet we have not seen signs that in-
cell iPad is work in progress for 1Q13 launch. Please Refer to “In-Cell &

Price Performance
850

%0 T T [ T
JuH1 Oet11 Janl2 Ape1z Jukiz

— 3673.TW share price (NT¥)
— TSE [rebased)

YiD im 3dm 12m

Touch Panel: A major breakthrough in display: Opportunity in smartphone Abs [175% -65%  46%  A0.2%

and tablet PC” report, published on June 16, 2012, for more details. Rel | 164% -23%  18%  -228%
» Key risk 2: equity dilution - As the supply turns tight in 4Q12, TPK may

convert partial small-size capacity to mid/iarge size but may also consider

fund raising to finance further expansion if needed. Although we believe

TPK's operating cash flows should be able to fully support capacity

expansion needs in 2013, there is p0531b111ty of ﬁmd-—ralsmg if the company

has a more aggressive capacity expanston plan. = ' "
& Ralse earnings, PT - With changes in our assumptlons we sllghtly raise our

eainings for 2012/2013 by 1%/1%. Accordingly, we raise our ex-dividend

Dec-12 PT to NT$400 (based on 10x 2012E P/E). We believe the earnings

momentum will continue to surprise the ma.rket on the upside and drive the

share prlce upwards.
Bloomberg 3673 TT, Reuters 3673.TW
{Year-end Dec, NT$ bn) FY10 FY11 FY12E_|-’WI FY10 FY11 FY12E FY13E| Date of Price 18 Jul 12
Sales - ' 506 1434 164.5° 170.1| Sales growth 218.6% 140.6% 14.7% 3.4% 52-Week range NT$653.35 - 250.80
Operating Profit 62 163 160 16.8 OP growth 138.6% 161.9% -19% 3.7% Market Cap NT$1048
EBITDA - 73 182 218 246 NP growth 104.7% 130.2% 7.0% 6.4% Market Cap US$3,466MM
Netproft - 47 113 121 129 Quarterly EPS(NTY) . 1Q 20 3Q  4Q] Share Out. (Com) 305MM
EPS 176 371 305 4.8 EPS(I1) . 81 121 119 50 Freefloat 74.0%
BPS (NT$) 484 960 119.8 158.1| EPS(12)E 86 87 55 127 Avgdaiyval NT$2.18
PE(X ~ ° 191 91 85 80| EPSUIE © B6 87 103 14.2] Avg dailyval (US$) 69.80MM
PIBV ()~ 68 35 28 21| Diference {%) 13.3 Avg daily vol. 6.4MM share
ROE(%) . ° 472 514 364 - 30.1] Price Target RE 1] Dividend yield (%) 45
Net Debt 17 143 90  -0.0] Consensus PT 353 Exchange Rate 29.97

Source: Company data, Bloomberg, J.P. Morgan estimates.

See page 27 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 objechwty of th|s report. Investors should consider this report as only a single factor
in making their investment decision, : oo

A
www.morganmarkets.com
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Company Description

TPK (TWSE: 3673) was founded in 2003 and
the co-inventor of glass-based projected
capacitive (P-Cap) touch solutions and the
first company to undertake mass production of
these. TPK has currently five major product
categories: 1) cover glass, 2) touch sensor, 3)
touch module, 4) touch display, and 5) touch
system. Glass-based P-Cap touch solutions are
TPK's main focus, while it also has PET-film
production since 2Q 2010.

Key customers include Apple, HTC, Barnes
& Naoble

Revenue by application (as of 1Q12)

lTouch'modulq
W Touch display
Source: Company - i
EPS; J.P. Mbrgan VS CONSensus

Scurce: J.P. Morgan estimates,

Price target and valuation analysis

With changes in our assumptions, we slightly raise our
earnings estimates for 2012/2013 by 1%/1%. Accordingly, we
raise our ex-dividend Dec-12 price target to NT$400 (based on
current 10x 2012E P/E). We believe the earnings momeniutm
will continue to surprise on the upside and drive the share
price upwards.

NT$ ). P.Morgan Consensus
Fyize "7 305 35.5
FY13E 41.8 35.2

Source: Bloomberg and J.P. Morgan estimates,
Global touch panel peer valuation comparison

Local currency, US$ in millions, x, %

Key downside risks are: (1) Apple adapts in-cell for iPad; (2)
lower-than-expected demand for smartphones/tablets/PCs; (3)
faster-than-expected contraction in margins due to
competition; and (4) TFT-L.CD makers grabbing market share
with vertical integration.

J:.:Tu::’azcai:; Equity Research j_RMorgan
P&L sensitivity metrics 0P profit EPS
2012 assumptions Impact (%) Impact (%)
Touch panel volume growth assumption: 51%
Impact of each 1% 3% 3%
Touch panel blended ASP growth assumption; -9%
Impact of each 1% 9% 10%
FX assumption: NT$20.4 1USS
Impact of each 1% 3% 3%

Company Ticker Rating Price Market cap PIE(x} PiB(x) ROE (%)
{LC) {US$ M) FY12E FY13E FY12E FY13E FY12E FY13E
TPK 3673TT ow 336.0. ., 34635 . B85 8.0 3.5 2.8 514 366
Wintek 2384TT N 138 ., . 850.3 , 4038 n.am. 0.7 0.7 0.2 {©.2)
Youngfast 362271T NR 633 - 6.9 49.8 341 nm. n.m. 0.2 1.5
Hannstouch 3040TT NR 11.0 | 3242 40.7 n.m. n.m. n.m. n.m. n.m.
Jtouch 3584TT NR 29.6 - 1064 - 278 716 n.am. n.m. 16.3 17.0
Melfas 096640 KS NR 22,400.0 C.o. 3208 16.9 8.7 24 20 15.0 193
Digitech 091690 KS NR 11,500.0 134.9 7.9 74 1.2 1.1 15.4 163
ELK 094190 KS NR 13,2000 140.6 11.9 73 14 1.1 16.0 248
lljin Display 020760 KS NR 15,600.0 369.5 7.5 29,7 3.2 22 47.7 354
Nissha 7915 JP NR 800.0 434.3 n.m. n.m. 0.7 0.8 {41.6) {9.3)
Median 16.9 7.8 1.4 1.4 15.4 17.0

Source: Cempany data, Bloomberg for KR companies, J.P. Morgan estimates. Prices and valuations are as of July 18, 2012

LETI FPR
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Earnings estimate revisions

Earnings estimate revisions

Given the increasing full-lamination %, we revise up the revenue forecast by
12%/27% for 2012/2013 and revise down our margin assumption due to product mix
change. Net-net, the net profit is up 1%/1% for 2012/2013. More specifically, we
revise up the mid-size touch panel shipment forecast mostly due to higher New iPad
shipment forecast by 15%. For ASP, we made slight changes to account for higher
percentage of full-lamination models,

Table 10: TPK: Earnings estimate revisions
NT$ in billions, year-end December

Revised Prior Change %
2012E 2013E 2012E 2013E 2012E 2013E
Revenue 164.5 17041 146.6 1343 12% 27%
Small-size 6° and below 834 39.8 78.9 383 6% 4%
Mid-size 6 - 10° 733 107.5 0.2 78.7 22% 37%
Large-size 10" and above 7.7 229 74 17.3 n.m, n.m,
Operating profit 16.0 16.6 15.9 16.7 1% 0%
OF margin (%) 8.7% 0.8% 10.8% 124% -1.1% -2.6%
Net profit 124 129 12.0 123 1% 1%
Net margin (%) 1.4% 7.6% 8.2% 9.5% -0.8% -1.9%
*EPS (NT$) 39.5 418 39.2 41.9 1% 0%
Unit shipment (K units)
Small-size touch panel 178,335 188,277 | 178663 192,582 0% -2%
Mid-size touch panel 60,157 82,558 52,532 74,769 15% 10%
Large-size touch panel 2,800 8,500 3,000 8,400 -7% 1%
ASP (US$/unity
Small-size touch panel 84 7.2 8.2 6.7 3% 6%
Mid-size touch panel 40.5 37.2 40.4 374 0% 0%
Large-size touch panel L 93.6 91,2 n.a, n.a. n.a. n.a.

Source: [.P. Mozgan estimates. *Based nf; w-elgh:ed average number of shares outstanding,

J.P. Morgan estimates vs. Bioomberg consensus

With the changes in our major assumptions, our 2012/2013 revised earnings
estimates are 11%/19% above the Bloomberg consensus. We believe smartphones
and tablets remain fast-growing segments. With the help of the Findow 8 launch
around the corner, the large-size touch panel market should also start to see strong
demand in 2013, Given the tight supply situation, we also see upside risk to the
consensus margin forecast.

Table 14: J.P, Morgan estimates vs. Bloomberg consensus
NT§ in billions, year-end December |

3Q12E FY12E FY13E

2 JPM Gons, JPM Cons, JPM Cons.

Sales : 376 v 407 164.5 161.9 1701 1621
oP 38 " 38 16.0 14.9 16.6 15.2
OPM : 10.2% 9.3% 9.7% 8.2% 9.8% 9.4%
NI 2.9 2.9 121 11.2 129 114
N o 7.8% 7.1% 7.4% 6.9% 7.6% 6.8%
EPS (NT$) - - ' 9.5 9.3 304 35,5 41.8 35.2

Source; Bloomberg last 28 days consensus, J.P. Margan estimatas.
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A structural change in the profit mix

TPK is the primary touch panel vendor for all major tech product launches in
2H12, including the Amazon Kindle Fire, Apple iPad mini, Google Nexus 7, and
Windows 8. We forecast the tablet and touchscreen PC together will represent 75%
of TPK’s gross profits by 4Q12. We recommend investors accumulate the shares to
ride on this inevitable touch panel trend in all directions. 2H12 revenue and earnings
momentum could likely surprise the street on the upside.

Table 12 Tablet landseape in 2H12 and touch panef suppliers

Brand Expected Timing Expected Touch panel JPM view
pricing volin2H12  module makers

Amazon $149-199 Jul-Aug 5-8M TPK Likely stay No 2 due to pricing
Kindle Fire
Google $199-240 Jul-Aug 2-3M TPK, Wintek Limited unless oper up for
Nexus 7 retail with brand partners
AppleiPad  $249+ Nov 10+M TPK Likely vol. leader in low-price
mini category
Apple New  $499-829 Already 27+ TPK, Wintek Could see some
iPad selling cannibalization from iPad mini
Microsoft $599 Oct 3-4M TPK High price poinls
Surface {ARM);

Jan 13

' {x86)
Other Win $499+ 4012 4-5M TPK, Wintek, High price points
8 tablets Cando, Hannstouch,
AUO, CMI

Whitebox $70-100 Already 40Min 2012 Strong EM traction, threat from
tablets selling cheap smartphones

Saurce: J.P. Murgan

IS T

NBPC - We cxpect the majonty of the touchscreen NBPC to be based on One Glass
Solution ("OGS™) pro_]ected capamtlve type touch panels. Currently, we are
forecasting 2.8/8.5 million u.mfs of large-size touch panels for 2012/2013 in our TPK
earnings forecast, reprcscntmg only 1,2%/3.6% of the total NBPC shipments of
218/239 million units for 2012/2013. Given that tnajor PC vendors are targeting 10%
of the NBPC models to feature touch function in 2013, we believe our forecast could
see upside potential if the brands hit their target.

I .
Tablet PC/E-readers - We forecast 60/82 million units of tablet PC/E-reader
shipment in our TPK model. This is equivalent to approximately 56%/58% of the
total tablet PC shipment of 107/140 million units for 2012/2013. We think iPad
global shipment could lie within 60-65 million range. Of note, we believe there is a
risk that iPad could move to in-cell in a longer term, but we do not foresee this to
happen in the next 1-2 years. We believe TPK will likely deliver Q/Q earnings
growth and margin increase for the rest of the 2012.
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Figure 5: TPK revenue breakdown by form factor {yearly} Figure 8: TPK gross profit breakdown by form factor {yearly)
o %
100% I 100% — _

90% 90% -

80% B0%

70% . 70%

G0% 60%

50% 50%

40% 40%

30% 30%

20% 20%

10% 10% )

0% — T : — 0% - . - : -
FY11 FY12E FY13E FY11 FY12E FY13E
8 Small-size (smartphones) RMidsize (lablet & eveader) Biargesize (NBs, AlOs) MW3mallsize (smartphones) M Midsize [ablet & oresder) MLagesize (NBs, AlQs)
Source: Company data, J.P. Morgan estimates Saurce: Company data, J,P. Morgan estimates
Figure 72 TPK revenue breakdown by form factor {quarterly) Figure 8: TPK gross profit brezkdown by form factor (quarterly)
% e . %
100% T : 100% :

sk EEXYREREN o SEEN

60% i = = = % ool ol 60% = ﬁ g 5

40% 580 I 3 | 40% =

20% 3 ' 5 20% :

0% : 0%
NN N N & & % I
S 8 O S FF
M Small-size (smartphones) M Mid-size (tablet & e-reader) © mSmall-size {smartphones) B Mid-size (tablet & e-reader)
M Large-size (NBs, AlQs) A M Large-size (NBs, AlCs)

Source: Company data, J.P, Morgan estimates Source: Company data, J.P. Morgan estimates
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Figure 9: TPK revenue breakdown by praduct (2011) Figure 10: TPK target revenue hreakdown by product {2013)
% %

MSmariphones M Tablet/E-reader MConsumer & Others @ Smartphones MTablet/E-book WNctebooks s Consumer & Others

Seurce: Company data Source; Company data
Figure 11: TPK revenue breakdown by technology {2011) Figure 12: TPK targef revenue breakdown by technology (2013}

% %

MGFF MGG WTOL/GIF MGFF GG mTOLGIF

Souree; Company data Source: Company data
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Valuation and share price expectation

Share price expectation

Attractive risk/reward at trough valuation

With the changes in our major assumptions, we slightly adjust our eamings estimates
for 2012/2013 by 1%/1%. We raise our ex-dividend Dec-12 price target to NT$400
as a result of our earnings estimate changes and maintaining our target P/E multiple
to 10x 2012E P/E (the historical valuation median). Of note, the market had-de-rated
TPK in 2H11 due to potential threat from in-cell technology, and then re-rated TPK
in 2012 due to the new product cycle driven by Win 8. The stock is currently trading
at 9x/8x 2012/2013E P/E by our estimate, We believe there could be further upside
to the consensus earnings, hence the share price could edge higher.

Figure 13: 120 forward PIE bands Figure 14: 12M frailing PIE bands
£
1200 1 . - 500
1,000 4 7 7 - 700
800 - ~ 600
600 “XW“""IE? o
400 _élw v\\/\-\ 300

7 MmN 200

20 17 100
Qet-10 Jan11 Apr-11 JuB11 Oct-11  Jan12  Apr12 Oct-10 Jan-11 Apr-11 Ju-11  Oct-11 Jan-12 Apr-12
Source: Bloomberg, J,P. Morgan estimates. Source: Bloomberg, .|F, Morgan estimates,
Figure 15: 12M forward PIB bands ‘. .+ .. Figure 16: 12M trailing PIB bands
4o 1,500 U EB0% ' e 1,000 - 60% =
= ; SN o
= 1,300 L50% o5 800 4 T 50% ¥
1,100 - e a0
900 0% 600 A g
700 - C 0% S r 30%
- 400" -  20%
500 -, N &
300 - e b - 10%
100 1 T T T . T T T T T T 0%
(100) - - 0% Oct-10 JanA1 Apr11 Jul11 Oct-11 Jan12 Apr-12
p
Oct-10 Jan-11 Apr-11 Jub11 Qet-11 Jan-12 Apr12
e TPK /B oo Forward ROE Do s TP wmmmmene Trtling ROE
Source: Bloamberg, J.P, Morgan estimates. Source: Blu;arnbe:rg. J.P. Morgan estimates,
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TPK Earnings Model
. 2011 2012E 2013E

NT$ MM, year-end Dec. . .. 1Q 2Q 30 40Q G . 2QE . 3QE 4QE 1QE 20E 3QE 4QF 2011 2012E 2013E

Revenue 25324 32,525 40,045 45478 | 40,476 35,496 37,627 50,875 33,960 34,759 43,542 57,867 | 143,372 | 164474 | 170,128
SmalF-size fovch panef 14429 17,923 22028 33,656 | 31,767 22521 16003 13,750 9168 9752 10201 10684 | 89,548 | 83448 | 39,805
Mig-size fouch pane! 10885 17,220 12391 12448 0308 12267 19,241 32476 | 24,707 21219 28775 37,758 | 53824 | 73295 | 107459
Large-size totch pane! 0 0 ¢ g ] 708 2,383 4,640 3,085 3,788 6,566 9425 - 7,731 | 22,864

Depreciation 467 556 853 1,001 1,161 1,388 1,561 1,686 1,811 1,936 2,061 2,186 2877 5,796 7,994

COGS 20,545 26,336 33,124 39,175 34,764 30,070 31,607 42,900 28,635 29,318 36,953 48,990 | 119,979 | 139,341 | 143,897

Gross profit 4,779 6,180 6,921 6,303 5,712 5,426 6,020 7,975 5,324 5,440 6,589 8,877 24,193 25,134 26,231

Operating expense 1,571 1,463 2,204 2,540 2128 1,924 2,175 2,802 1,905 1,955 2,486 3,272 7,868 9,119 9,610

Operating income 3,207 4727 4,627 3,763 3,583 3,502 3,846 5,083 3418 3485 4,103 5,805 16,324 16,014 16,612

Net Interest Income -26 =100 -1 -30 -54 <24 -68 -56 -13 -29 -24 P3| =267 -203 -44

Net Other Income -19 98 -13 -1,683 -1 -76 0 0 0 0 0 D -1,676 =227 ]

Pre-tax profit 3,162 4725 4,444 2,050 3,378 3,402 3,777 5,027 3407 3,456 4079 5,626 14,381 15,585 16,568

Tax expense (credit) 693 1,030 857 574 781 773 858 1,142 774 785 927 1,278 3,153 3,558 3,765

Net profit reported 2470 315 3,626 1,534 2624 - 2856 : 2,946 3912 2,660 2,608 3,180 4,375 11,344 12,139 12912

New TWN GAAP EPS (NT$) 8.1 124 11.9 5.0 86 8.7 8.5 12,7 B.6 8.7 10.3 14.2 371 395 41.8

Key Drivers (M unit)

Touch panel shipment 25.21 39.86 43,65 50.53 51.91 - 5361 - 6104 71.04 57.05 61.19 69.30 83.29 159.2 2385 270.8
Smail-size touch panel 17.5 27.0 335 40.9 444 434 - 448 459 406 450 49.1 53.5 118.9 178.3 168.3
Mid-size touch pane! 7.7 12.8 10.2 26 75 0.2 16.4 26.0 16.4 16.2 202 29.8 40.3 60.2 82.6
Large-size touch panel. - - - Cae - 04 0.8 16 1.1 14 2.5 3.6 - 2.8 B.5

Touch panel blended ASP 34.3 283 315 298 264 223 ° 206 234 19.8 18.8 20.6 22,6 308 2341 20.6
Small-size touch panel 13.3 129 12.6 122 12.0 12.0 12.0 120 114 10.9 10.5 10.0 9.8 8.4 7.2
Mid-size touch panel . 48.9 44.0 427 427. 418 . 410 402 94 38.6 37.8 370 36.3 44.3 40.5 37.2
Large-size fouch panel - - - - - B0.0 100.9 98.3 95.0 91.7 80.8 80.0 - 83.6 91.2

Revenue breakdown
Small-size touch panel 57% 55% 55% 74% 7% 63% 43% 2% 7% 28% 23% 18% 62% 51% 23%
Mid-size touch pane! 43% 53% 3% 21% 23% 35% 51% 64% 64% 61% 61% 65% 38% 45% 63%
Large-size fouch panel 0% 0% 0% 0% 0% 2% 6% 9% 9% 1% 15% 16% 0% 5% 13%

Margins (%}

Gross Margin 18.8 19.0 173 13.8 14.1 15.3 16.0 15.7 15.7 15.7 15.1 15.3 16.9 16.3 15.4

Operating Margin 127 14.5 11.6 8.3 8.9 8.9 10.2 10.0 101 10.0 9.4 9.7 11.4 9.7 9.8

EBITDA Margin 4.5 16.2 13.7 10.5 11.7 13.8 14.4 13.3 154 15.6 14.2 13.5 13.4 13.3 14,5

Net Margin 9.8 11.4 9.1 34 6.5 7.5 7.3 7.7 7.8 7.8 7.3 18 7.9 74 7.6

Sequential Growth (%)

Revenue =55 284 234 13.6 -11.0 -12.3 6.0 35.2 -33.2 24 253 329 140.6 14.7 34

Gross Profit 86 295 11.8 88 9.4 -5.0 110 325 -33.2 22 24 347 1415 39 44

EBIT -0.3 474 =21 -18.7 48 -2.3 98 322 =327 1.9 17.7 36.6 161.9 -1.9 37

Net Profit reported 14.1 50.4 -2.4 -51.7 711 1.2 10.9 328 -32.0 14 17.8 37.6 139.2 7.0 6.4

Source; Company, J-P. Morgan esfimates.
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Source: Cumpany reports and J.P. Morgan estimates.
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TPK Holding Co., Ltd.: Summary of Financials
Profit and Loss Statement Ratio Analysis
NT$ in millions, year end Dec FY09 FY10 FY11 FY12E FY13E NT$ in millions, year end Dec FYo9 FY10 FY11 FYI2E FY13E
Revenues 18,703 59,500 143,372 164,474 170,128 Gross margin 226% 16.8% 169% 153% 154%
Cost of goods sold -14,473 40,582 119179 139,341 143,897 EBITDA margin 17.7% 122% 134% 13.3% 14.5%
Gross Profit 4,236 10,017 24193 25,134 26,231 Operating margin 140% 105% 114% 97%  9.8%
R&D expenses 639 -1574 -3491 -4016 -4,183 Netmeargin 124% B80% 79% T4% 16%
SGEA expenses 985 -2210 4378 4763 -4975 R&Disales J4%  26% 24% 24%  25%
Qperating profit (EBIT) 2612 6232 16324 16014 16612 SG&A/Sales 53% 37% 3% 29% 29%
EBITDA 3312 7292 19,201 21,810 24,606
Interest income 3 16 161 480 708 Sales growth 44.6% 218.6% 1406% 147%  34%
Interest expense -69 -87 -428 -683 -752 Operating profit growth 430.7% 138.6% 1619% -19% 37%
Investment income (Exp.) -66 -1 -267 -203 -44  Net profit growth 496.4% 104.7% 139.2% 7.0% 6.4%
Non-operating income (Exp.) 48  -299 1,943 -430  -44 EPS {reported) growth 11.7% 46.9% 1109% ©64%  5.8%
Eamings before tax 2564 5933 14381 15585 16,568
Tax 254 1,185 3153 3,555 3,785 Interestcoverage (x) §0.33 10217 71.88 10750 558.72
Netingome (reported) 23170 47426 11,3443 12,1385 12,9122 Netdebt to total capital 8.8% 11.5% 376% 156% -0.0%
Netincome (adjusted) 2310 4749 11,227 12,030 12912 Netdebt to equity 108% 11.5% 487% 242% -0.1%
EPS (reported) 1197 1759  37.00 3948 4177 Assetturnover 1M 225 213 1.69 1.55
EPS (adjusted) 1194 1761 3671 3942 4177 Working capital turns (x) - - - - -
BVPS 20.62 4837 96.00 119.79 158.08 ROE B41% 47.2% 514% 36.6% 301%
DPS 0.00 0.00 0.00 1509 348 ROIC 347% 31.5% 287% 196% 17.8%
Shares outstanding 258 306 306 309 309 ROIC (net of cash) $.8% #1.5% 36.2% 26.1% 249%
- Balance sheet Cash flow statement
NT$ in millions, ysar end Dec FY08 FY10  FY11 FY{2E FY13E NT$in millions, year end Dec FY0 FY10  FY11 FY12E FY13E
Cash and cash equivalents 1671 5564 10383 14,982 22764 Netincome 2,317.0 47426 11,3443 12,1385 12,8122
Accounts receivable B35 11,999 7853 7,246 8,241 Depr. & amortization 700 1089 2877 5796 7,994
Inventories 971 3,006 11,868 15246 - 17,341 Change in working capital S35 2268 3,753 1845 1,145
Others . 776 1688 12308 9,737 11,075 Other ' -2566 3793 -3746 4409 667
Currentassets - %ol 4253 22287 42412 47210 59421 Cash flow from operations 2605 8,076 17858 10,671 21,942
LTinvestments ~ "' 0 0 4120 3825 -3.825 Capex ' -1,356 13,073 -28,665 -10,395 -12,000
Net fixed assets 5950 17,873 43,760 48,360 52,366 Disposal{purchase) 0 0 0 ¢ 0
Others vob e 761 1670 2661 -2522 2,510 Cash flow from investing -1,397 13981 -33776 -9961 -11,988
Total Assets 10,974 41,829 92,853 101,017 118,122 Free cashflow- 1,339 -4997 -10807 9276 9942
Liabifiies : e “e Equily ralsedi(repaid) 0 6,150 0 0 0
ST Loans 1650 3,657 5470 B447 6112 Debt raised/{repaid) 43 5074 17,395 -150 1,204
Payables 2204 13,927 26,002 26298 29,867 Other -° -232 1436 3,342 280 109
Others 1,173 5858 {2752 14,588 16,594 Dividends paid 0 0 0 4641 1,077
Total current fiabifities 5026 23441 44314 47,334 52,574 Cashflow from financing -189 4799 20,737 5,110 2472
Long-term debt 595 3605 19,212 17458 16,625 ° !
Other liabilities 33 9 65 53 56 Net change in cash 1,100 3803 4819 4500 7782
Total Liabilities 5654 2713 63,501 64,885 60,254 Béginning cash 562 1671 5564 10383 14982
Shareholders' equity 5320 14793 26,363 37.032 48,867 1,671 5564 10,383 14,982 22,764
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. . Neutral
Wintek Corporation s 2304 11
Trading at new trough valuation due to lack of upside Price: NT$13.80
Catalysts ¥ Price Target: NT$14.00

Previous: NT$23.00

Wintek's 2012 iPhone orders dropped more significantly than our
previous expectation. iPad orders also witnessed slight O/Q decline. Net-
net, we forecast that Wintek would turn into net loss again in 2012 and
3Q12. The share price has fallen significantly to 0.7x 2012E P/B, a new

Taiwan
Technology - Semiconductors

Narci Chang AC
(886-2) 2725-989%

trough since Wintek has entered into touch panel business, but we do not narct.h.chang@jpmorgan.com
see much upside catalysts in 2H12 and would stay away from the stock. J.P. Morgan Securities (Taiwan) Limited.
¢ Lack of major order wins except for Google Nexus 7 — We believe JJ Park
Wintek has started supplying Google Nexus 7 touch panels from end- {822) 7568-5717
2Q12 and the shipment momentum could last till 4Q12. We estimate lipark@jpmorgan.com
new iPad shipment for 3QI12, up by around 15%, possibly due to the J.P. Morgan Securities (Far East) Ltd, Seoul
demand from China. On the downside, the company’s exposure to other Branch
tablet device (i.e. Apple iPad mini, Amazon Kindle Fire, and Microsoft rice Performan=s
Surface) could be limited, hence the earnings visibility could remain low
until new earnings drivers kick in. ®
3 kL)
% ¢ Monthly revenue could see a temporary spike — We expect Wintek's " 2
% monthly revenue to see a significant increase in July, as some rush T —
orders for iPhone 4/4S came in. However, the momentum could fade L DA n2 A2 kI
away quickly given our assumption that iPhone 5 would use in-cell A gy Price tTSH
techriology. Given that, we estimate the revenue’ ‘could ‘fall by 20% in YD im Im 12m
40Q12. Quarterly revenue growth momentum could pick up again in Q’;f :g?:g;’g jgﬁ :gg:;:: :‘B%g:i

2Q13 riding on touch penetration in NBs, by our estimate.

« Lower estimates; PT: With the changes of our earnings-assumptions and
the recent equity issuance, we lower our earnings estimate:and our Dec-12
PT by 40% from NT$23 to NT$14 (equity dilution of book value was 12%
and lower P/B multiple by 30% from 1x 2012E book to 0.7x). We expect the
share price to stay rangebound in 2H12 given low earnings visibility. Key
upside risks include (1) New order wins from non-Apple tablets; (2) Earlier
than expected take-off of Win 8 touch NBs. Key downside risks include (1)
iPad ‘adopts in-cell technology; (2) carm1bahzatlon of New iPad sales by
low—prlce tablets 3) faster-than—-expected prlcmg erosmn '

Bloomberg 2384 TT, Reuters 2384.TW . g :
{Year-end Dec, NT$ bn) FY10 FY11 FY12E FY13E 5 1. _FYl0 FYi1 FYi2E FY13E| Dale of Price 18 Jul 12

Sales , . Co 639 03.0 910 048] Salesgrowth. 1332%  45.6% (2.2%) (2B.7%)| 52-Week range NT$38.64 - 13.80
Operating Profit 28 16 08 0.5 OPgrowth -234.2% -158.0% -151.0% -34.4% Market Cap NT$25B8
ERITDA = 7 ‘ 91 60 9.2 82 NPgrowth -178.5% -192,5% -103.2% -212,0%} Market Cap US$a51MM
Netprofit, . . 21 -9 01 -0 Quarterly EPS (NT$) 1Q 2Q 3Q 40} Share Out. {Com) 1,348MM
s ° ‘ 17 42 00 " -00 EPS{T) 3 02 02 02 13 Freefloat 70.0%

BRS (NT$) ' : 221 218 202 202 'EPS¢ZIE Y 01 00 0.0 00| Avgdailyval NT$0.56)
PIE@: " - =« v 81 NM 4039 I' NM EPSH3JE ... . ' -0 -0.0 -0.0 0.0] Avg dally val (US$) 15.36MM
PRVE . ... . 06 06 07 07} Difference (%) <. =279 Avg daily vol. 27.1MM share

ROE (%) , 79 59 02 -02 Price Target T ) Dividend yield (%) 0.4
NetDebt = ' 18.3 249 248 251 ConmsensusP7T 10 Exchange Rate 29.97

Snurce Cnmpany data, Bloomberg, J.P. Morgan estimates.

See page 27 for analyst certification and lmportant dlsclosures, 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 objechwty of thls report. Investors should consider this report as only a single factor
in makmg thenr mvestment decision. !

www.morganmarkets.com




Narci Ghang <« =
(886-2) 2725-3899
narci.h.chang@jpmorgan.com

18 July 2012

Company Description

Wintek (TWSE: 2384) was founded in 1990 and is
one of the leading manufacturers of handset display
modules and touch panels in Taiwan. lts major products
can be divided into: (1) touch panel; and (2) display,
including small- and medium-sized TFT-L.CD panels,
MSTN and CSTN.

Key customers include Apple, Nokia, HTC, Google,
Amazon

Revenue by application (as of 1012)

mTFT mCSTN IM_STN BTouch Panel ®
L

Source: Company, 4.5, Morgan estimates. -
EPS: J.P. Morgan vs consensus

Asia Pacific Equity Research

JPMorgan

P&1. sensitivity metrics OP profit EPS

2012 assumptions Impact (%) Impact (%)

Touch panel volume growth assumption: 10%

Impact of each 1% 14% %
Touch panel blended ASP growth

assumption: 9%

Impact of each 1% 78% 385%

NT$20.4/

FX assumption: Uss

Impact of each 1% 47% 231%

Source: J.P. Morgan estimates.

Ptice target and valuation analysis .

With the changes of our assumptions, we lower the
earnings estimate and our target price (based on 0.7x
2012E book value). We expect the share price to stay
rangebound in 2H12 given low earnings visibility.

J.P.
NTS Morgan Consensus
FY12E 0.0 0.6
FY13E T 0.0 1.0

Source: Bloomberg and J.P, Morgan estimates.

Global touch pane! peer valuation comparison
Local currency, US$ in millions, x, %

Key upside risks: (1) New order wins from non-Apple
tablets; (2) better-than-expected margins due to yield-rate
improvement (3) Earlier than expected take-off of Win §
touch NBs.

Key downside risks: (1) iPad adopis in-cell technology;
(2) cannibalization of New iPad sales by low-price tablets
(3) faster-than-expected pricing erosion; and (4) low yield
rate on new-product ramp-up.

to o

PIEX) PIB(x)

Company Ticker Rating Price Market cap ROE (%)
(LC) . (US§ M) FY12E FY13E FY12E FY13E FY12E FY13E
TPK 6737T ow 336.0 34635 8.5 8.0 35 28 514 36.6
Wintek 2384 1T N 138 850.3 403.9 n.m. 0.7 0.7 02 0.2)
Youngfast 36227T NR 63.3 316.9 49.9 31 n.m. n.m. 0.2 1.5
Hannstauch 3049 TT NR 11.0 324.2 40.7 n.m, n.m. nm. n.m. n.m.
Jtouch 3584 TT NR 296 106.1 27.6 7.6 .. nm. 16.3 170
Melfas 006640 KS NR 22,4000 3208 16.9 8.7 24 20 15.0 19.3
Digitech 091690 KS NR 11,500.0 134.9 74 71 1.2 11 154 16.3
ELK 094190 KS NR 13,2000 140.6 114 7.3 14 1.1 6.0 249
ljin Display 020760 KS NR 15,600.0 369.5 75 29.7 3.2 22 LY 354
Nissha 7915 JP NR 800.0 434.3 n.m. n.m. 0.7 0.8 {41.6) (9.3)
Median - ’ 16,9 76 14 141 154 17.0

24

Source: Company data, Bloomberg for NR companies, J.P. Morgan estimates. Prices and valuations are as of July 18, 2012..
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. S
Wintek Eamnings Model A
' : 2011 2012E 2013E

NT$ in MM, year-end December »1Qi 2Q 3Q 4Q 1Q 2QE _3QE 4QE 1QE 2QE 3QE 4QE 2011 2012E 2013E
Revenue V252327 21,076 24722 25803 | 28,799 21,201 ' 225802 17,993 | 12465 14002 7566 20,804 | 93,032 | 60875 | 64,836

Touch panal TATATES 17,505 21,007 22225 25621 18012 18448 14771 6295 10,855 14275 17716 | 78083 | 77852 | 52,141

Display ! 4056:: 3.680 3,625 3,578 3178 3279 3444 3222 3,169 3,147 3291 3,088 | 14939 13,123 | 12696
Depregiation 18273 1.8 1,912 2,033 2,078 2107 2128 2,031 1,921 1,880 1,933 1,960 7504 8,344 7,604
COGS 1987 20,285 23420 27,067 27386 20365 21,858 17,078 | 11,899 13,287 16,707 19,755 | 90,644 | 86,686 | 61,568
Gross profit - m 990 1,303 1,264 1,414 927 1,034 914 646 715 850 1,048 2,388 4289 3,268
Operaling expense 880 935 1,154 1,019 459 791 965 758 525 590 748 877 3,988 3472 2,732
Operafing income ~A80% 55 148 -2,283 - 458 136 70 166 120 125 119 172 1,601 817 536
Net Interest Income Do (106 135 -196 203 181 . -178 -179 174 -171 -178 -181 -549 -751 701
Net Other Income MD-« -103 235 115 32 23 25 20 14 15 18 23 387 100 7
Pre-tax profit 508 -154 248 -2,364 284 -32 -83 -3 -39 -3 -3 14 -1,762 166 -84
Tax expense {credit) g2 153 -32 174 129 -9 -17 -4 -9 -7 9 -2 109 ag -26
Net profit reparted - 3B -3 261 -2,203 148 23 -66 1 -31 -24 -28 15 -1,905 60 -7
New TWN GAAP EPS {NT$) DM 0.1 0.16 -1.34 0.09. : -0.01 - -0.04 0.00 -0,02 -0.01 -0.02 0.1 (1.2) 0.0 {0.0)
Key Drivers (Mn unit} R ‘
Touch panel shipment (MM units) 27 21,2 25.1 240 286 216 238 220 114 126 144 164 93.0 96.0 545
Touch panel blended ASP{US$/unif) 2 - 28.6 28.8 30:6 04 - 270 25.5 20.0 25.0 24.6 25.6 26.8 285 259 25.7
Revenue breakdown :
Touch panel % 83% 85% 86% | 89% B5% : 85% 82% 75% 78% B1% 85% 84% 86% B0%
Display 10%° 17% 15% 14% 11% 15% 15% 18% 25% 2% 19% 15% 16% 14% 20%
Margins (%) :
Gross Margin 54 47 53 449 49 44 45 5.1 5.2 541 49 5.0 26 47 5.0
Operating Margin 23 0.3 0.6 -8.8 16 0.6 0.3 0.9 1.0 - 0.9 0.7 08 -1.7 0.8 0.8
EBITDA Margin 109 8.8 3.3 -1.0 8.8 10.5 956 12.2 164 143 1.7 10.2 6.4 10.4 127
Net Margin 15 -1.5 11 -85 0.5 0.1 -0.3 0.0 -0.2 -0.2 0.2 0.1 2.0 0.1 0.1
Sequential Growth (%) -
Revenue <1238 0.2 16.2 44 11.6 -26.1 7.5 -21.4 -30.7 123 255 184 456 -2.2 -28.7
Gross Profit 510 -27.2 316 n.m. nm. -34.5 11.6 -11.6 -29.4 10.7 203 219 -58.5 706 -23.8
EBIT 74 -88.6 1717 n.m. n.m. -710.2 487 123.9 -22.9 36 4.2 438 n.m. n.m. -34.4
Net Profit reported ~TED n.m, n.m. n.m. n.m. n.m. n.am. n.m. n.m. Al n.m. n.am. n.m. n.m. n.m.

Source: Company, J.P. Morgan estimates.
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Wintek Corporation: Summary of Financials
Profit and Loss Statement Ratio Analysis
NT$ in millions, year end Deg FY1D  FY11 FY12E FY13E NT$in milions, year end Dec FY10 FY11 FY12E  FY13E
Revenues 63,886 93,032 90,975 64,836 Gross margin 9.2% 2.6% 47% 5.0%
Cost of goods sold 57,084 90,644 86,686 61,568 EBITDA margin 14,2% 4% 101% 127%
Gross Profit 5003 2388 4,289 3,268 Operating margin 43%  (1.7%) 0.8% 0.8%
R&D expenses -008 1,460 -1,101  -785 Netmargin 32% -2.0% 01%  01%
S8G&A expenses -2,235 2,529 -2369 -1945 R&D/sales 1.4% 1.6% 1.2% 1.2%
Operating profit (EBIT) 2769 1601 817 536 SG3ASales 35% 2.7% 2.6% 3.0%
EBITDA 8,070 5993 9,461 8231
Interest income 61 111 58 56 Sales growth 133.2%  456%  (2.2%) (28.7%)
Interest expense -518 659 -809 -757 Operating profit growth -234.2% -158.0% -151.0% -34.4%
Investment income (Exp.) -455 -5490 751  -701 Net profit growth -178.5% -192.5% -103.2% -212.0%
Non-pperating income (Exp.) -156 -162 -650 -630 EPS (reported) growth (173.7%) (172.3%) (102.8%) (206.8%)
Earnings befare tax 2603 -1,762 166 -94
Tax 533 109 93 -26 Interest coverage (x) 19.94 10.92 12.20 11.73
Net income {reported) 2,058.7 19043 602 -67.4 Netdebttototal capital 36.0% 40.8% 31.9%  36.9%
Net income (adjusted) 2,047 1,839 53 67 Netdebt ta equity 63.8% 69.3% 58.2% 67.2%
EPS (reported) 170 (1.23) 0.03 (0.04) Assetiumover 1.03 1.17 1.08 0.80
EPS (adjusted) 169 .25 0.03 -0.04 Working capital tums (x) - - - -
BVPS 2207 .78 2025 2019 ROE 79%  (5.9%) 0.2%  (0.2%)
DPS .o 0.00 000 000 0.02 ROIC 1% 42% -10% -1.1%
Shares outstanding - € M 1,297 1,648 1,848 1,848 ROIC {net of cash) 35% 4T7% A% -1.2%
Balance sheet Cash flow statement
NT$ in millions, year end Dec FY10  FY11 FY12E FY13E NT$ in millions, year end Dec FY10 FYil FY12E FY13E
Cash and cash equivalents 6,224 8,005 8418 53804 Netincome 2,058.7 -1,904.49 60.2 -67.4
Accounts receivable 10,984 15509 10,215 11,811 Depr. & amortization 6,310 7,504 8,344 7,695
Inventories £10,336 11,647 7,937 9,176 Change in working capital -814  -2,708 3,426 -891
Others "3.010 3,651 1252 1,447 Other - . 1,221 138 -823 306
Cumentassets = ¢! 30,554 38901 27,822 28,239 Cash flow from operations - 1567 3015 11,838 6,735
LT investments S 4T 252 251 281 Capex - © 7 9,619 -18652 -10,233 -10,000
Net fixed assets 36,683 47,741 48,630 51,937 Disposal/{purchase) 0 0 0 0
Others 1,791 21417 2,082 2,082 Cash flow frem'investing -10,270 18,758 -10,198 -10,000
Total Assets 60,400 89,012 79,785 82,503 Free cash flow -2,062  -15,637 1604  -3,265
Liabilities + Equity raised/(repaid) 0 0 0 0
ST Loans 12,184 18,389 18,938 19,981 Debt raised/{repaid) -541 8471 2,772 95
Payables 10,738 13,729 8,974 10612 Other -3 3315 9,143 1,455 0
Others 5656 6434 3,212 3,714 Dividends paid 0 0 it -44
Total current liabilities 28,577 38,552 31,124 34287 Cash flow from financing 2,774 17614 1317 651
Long-term debt - 12,300 14,565 11,245 10,916 B
Other liabilities 0 1 0 0 Netchange in cash 2 1,870 323 2614
Total Liabilities 40,877 53,117 42,368 45,204 Beginning cash - - 6,153 6,224 8,005 8418
Shareholders' equity 28,622 35,804 37417 37,305 6,224  B,095 8418 5804

Source: Company reports and J.P. Morgan estimates.
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Companies Recommended in This Report (all prices in this report as of market close on 18 July 2012)
TPK Holding Co., Ltd. (3673. TW/NT$336.00/Overweight), Wistron Corporation (3231. TW/NT$34.95/Neutral)

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 v1cws
expressed by the research analyst(s) in this report.

Important Disclosures

¢ Lead or Co-manager: 1.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for TPK Holding
Co., Ltd. within the past 12 months.

¢ (lient: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: TPK Holding Co., Ltd.,
Wistron Corporation.

® Client/Investment Banking: J.P. Morgan currenﬂy has, or had within the past 12 months, the following company(ies) as investment
banking clients; TPK. Holding Co., Ltd..

® Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 moniths, the following
company(ies) as clients, and the services provided were non-investment-banking, securities-related: TPK Holding Co., Lid., Wistron
Corporation.

® (Client/Non-Securities-Related: J.P. Morgan curently has, or had within the past 12 months, the following company(ies) as clients,
and the services provided were non-securities~-related: TPK Holding Co., Ltd., Wistron Corporation.

® Investment Banking (past 12 months): I.P. Morgan received in the past 12 months compensation for investment banking TPK
Holding Co., Litd.. ,

. Invcstment Bankmg (next 3 months) J.P. Morgan cxpects to receive, 0r mtends to seek, compensation for investment banking
services in the next three months from TPK Holding Co., Ltd..

& Non-Investment Banking Compensation: J.P, Morgan has received compensation in the past 12 months for products or services
other than mvestmcnt bankmg ﬁ'om TPK Holding Co. Ltd Wlstron Corporatlon

Company—Speclﬁc Dlsclosures. Important disclosures, mcludmg price charts, are available for compendium reports and all I.P. Morgan—

covered companies by vmmng htips://mm jpmorgan.com/disclogures/company, ‘calling 1-800-477-0406, or emailing
research disclosure.inquiries@jpmorgan.com with your request.
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TPK Holding Co., Ltd, (3673.TW, 3673 TT) Price Chart
1,002 | OW NT$517.34 I
a0 [ow NTs771.68 | Mmm' OW NT$385.84 I
728 | OW NT$92E.01 ! OW NT$540.18 Date Rating Share Pice Price Target
(NT$) (NT$)
Price(NT$) ) 04-Jun-11 OW  687.90 926,01
bas vy 11-Aug-11 OW  554.84 771.88
s X Loy | |28-0ct11 oW 44835 617.34
3 M V| la2Feb12 OW 37889 540,18
2 26-Apr-12 OW  297.10 385,84
o 1 i ] { 1 L 1
Oct Jan Apr Jul Oct Jan Apr Jul
10 11 14 4 14 12 12 12
Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
Initlated coverage Jun 04, 2011.
' Date Rating Share Price Price Target
(NT$) (NT$}
Wistron Corporation (3231.TW, 3231 TT} Price Chart 28-Now-06 OW 3324 46.00
09-Mar-07 OW  36.93 51.00
12-0u-07 OW 5273 68.00
‘ | N HTS27 | 2B-Oct-07 OW 5572 74,00
L i 07-Dec-07 OW  50.86 77.00
ow st [owntszr | [ ow N'l'$27 [ [nnrsss | | ow NT| ow '“1 ow Nrssu| NNT$3 |06-May-08 OW  46.43 79.00
0 ] [13-0ct-08 oOw  32.87 68.00
7 pwrsd ow| ow Nt| ow N ow NT* ow | N NT{ ow Nli ow Nty N NT| OWNTS Nr{ NNT$4 |0B-Dec-08 OW  20.58 27.00
Price(NTS) 60 i ¥, | ‘ 11-Jan-08 N 23.54 27.00
' ) i 03-May-08 OW  40.79 56,00
0 :lm ) 25-Sep-03 N 59,90 64.00
“f"‘ } HW’ZM‘ 12-0ct-09 N 60.00 63.00
. : 5 17-Mar-10 OW  58.80 67.00
20 ! 0%-Sep-i0 OW 51,50 72,00
, ; 25-0ct10 OW  61.00 756.00
0 — r T r T T , 08-Mar-11 N 56.20 60.00
. Qct’ Jul Apr Jan Oct Jul Apr Jan 27-Apr-11  OW 46,40 65.00
o8 ! o o8 02 o 10 " 1z 03-Aug-11 OW 4210 £9.00
Source: Rloombery and 1P, Morgan; price data adjusted for stock splits and dividends, 25.Oct-11 OW 36.40 50.00
Iritlated eoverage Nov 28, 2005. 23Feb-12 N 47.85 45.00
07-Jun-12 N 36.30 42.00
16-Jul-12 N 36.15 35.00

The chart(s) show I.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire

period.
L.P. Morgan ratings: OW = Overweight, N= Neutral, UW = Underweight

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:

1.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.] In our Asia (cx-Australia) and UK small- and mid-cap equity research, each
stock’s expectecl total refurn is compared to the expected total return of a benchmark country market index, not to those analysts’
coverage u.mverse If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can

be found on J.P} Morgan s research website, www.morganmarkets.com, © i i ;
i
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Coverage Universe: Chang, Narci: AU Opironics (2409.TW), Chimei Innoiux Corporation (3481.TW), E Ink Holdings Inc.
(8069.TWO), Epistar Corporation (2448, TW), Everlight Electronics Co., Ltd. (2393.TW), Inotera Memaries, Inc. (3474.TW), Nanya
Technology Corporation (2408.TW), TPK Holding Co., Ltd. (3673.TW), Taiwan Surface Mounting Technology (6278.TW), Wintek
Corporation (2384.TW)

J.P. Morgan Equity Research Ratings Distribution, as of J uly 6, 2012
Overweight Neutral Underweight

{buy) (hold) (sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 11%

IB clients* 51% 47% 34%
JPMS Equity Research Coverage 44% 48% 8%

IB clients* 70% 62% 51%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/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.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
companies, please see the most recent company-specific research report at hitp:/fwww.morganmarkets.com , contact the primary analyst
or your L.P. Morgan representative, or email research.disclosure.inquiries/@jpmorean.con.

Equity AnélYﬁsf 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-1JS
affiliates of JPMS, are not registered/qualified as research analysts under NASD/NY SE rules, may not be associated persons of JPMS,
and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on commumcatlons with covered companies, public
appearances, and tradmg securltles held by a research analyst accoufit. -
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1.P. Morgan ("TPM") is the global brand name for 1.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. I.P. Morgan Cazenove is a marketing
name for the U K. mvestment bankmg busmesses and EMEA cash equities and equ1ty research businesses of JPMorgan Chase & Co. and its subsidiaries.
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Options related research If the mformatwn contained herem regards options related research, such information is available only to persons who have
received the praper option risk disclosure documents. For a copy of the Optlon Clearing Corporation's Characteristics and Risks of Standardized Options,
please contact your, 1. P Morgan Representatwe or visit the OCC's website- at Jdic flwww n];tmnsclmrmm com/publicasions/risks/riskstoe. pdi’

Legal Entities Disclosures . ‘ o
1.5.: JPMS is a member of NYSE, FINRA, SIPC and the NFA JPMorgan Chasc Bank N A is a member of FDIC and is authorized and regulated in the
UK by the Financial Services Authority. U.K.: I.P. Morgan Securities ple (JPMS plc) is a member of the London Stock Exchange and is authorized and
regulated by the Financial Services Authority, Registered in England & Wales No, 2711006, Registered Office 25 Bank Street, London, E14 5IP. 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 wnh the ASX and regulated by ASIC. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a
participant of thé' Taiwarni Stock Exchange (company-type)'and régulated by the Taivwan Securities and Futures Bureau. India: J.P. Morgan India Private
Limited, having its registered office at J.P. Morgan Tower, Off. C.5.T. Read, Kallna, Santacruz East, Mumbai - 400098, is a member of the National Stock
Exchange of India Limited (SEBI Registration Number - INB 230675231/INF 23067523 1/INE 230675231) and Bnmbay Stock Exchange Limited (SEBI
Registration Number - INB 010675237%/INF 010675237) and is regulated by Securities and Exchange Board of India. Thaitand: 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 LK.
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., I.P. Morgan Grupo Financiero is a meinber 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) 088/04/2012 and Go, 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/er 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 & 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 authorized by the Capital Market Authority of the Kingdom of |
Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with'réspect to securities business under licence number 35-07079
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and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai:
JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial Services Authority (DFSA) and its registered address is Dubai
Intemational Financial Centre - Building 3, Level 7, PO Box 506351, Dubai, UAE.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the UK. and the EEA by JPMS plc.
Investment research issued by JPMS plc has been prepared in accordance with JEMS plc's policies for managing conflicts of interest arising as a result of
publication and distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This
report has been issued in the UK, only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000
(Financial Promeotion) 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 s 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 nat 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 ple, Frankfurt Branch and JL.P.Morgan Chase
Bank, N.A, Frankfurt Branch which are regulated by the Bundesanstalt fir Finanzdienstleistungsaufsicht. Hong Kong: The 1% ownership disclosure as of
the previous month end satisfies the requirements under Paragtaph 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.) I.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker for derivative warrants, callable bull bear
contracts and stock options listed on the Stock Exchange of Hong Kong Limited, An updated list can be found on HKEx website; http://www.hkex.com.hk.
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 Ce., Ltd., Kanto Local Finance Bureau
(kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan, Type II Financial
Instruments Firms Association and Japan Investment Advisers Association. Kerea: This report may have been edited or contributed to from time to time
by affiliates of J.P. Morgan Securities (Far East) Lid, 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 prmctpal business is the investment of money or who, in the course of and for the purposes of their
business, habitually invest money. IPMSAL does not issue or distribute this material to members of "the public" as determined i in accerdance 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. Canada: The information contained herein is not, and undér no circumstances is to be construed as, a prospectus, an advertisement, a public
offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or temitory
thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus
with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an
exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. The information
contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of
the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of
Canada or z province or territory of Canada, any trades in such securities must be conducted throngh a dealer registered in Canada. No securities
commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein
or the merits of the securities described herein, and any representation te the contrary is an offence. Dubai: This report has been issued to persons regarded
as professional clients as defined under the DFSA rules. | . |
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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
JPMS and/or its affiliates and the analyst's involvernent with the issuer that is the sub]ect of the tesearch. 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 netice. 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, ﬁnanclal instruments or strategies to particular clients. The recipient of this report must make its own
independent decisions regarding any securities or financial instrizments mentioned herein. JPMS distributes in the U.S. reseatch published by non-11.S.
affiliates and aceépts responsibility for its contents. Periodic updates may be provided on companies/industries based on company specific developments ar
announcements, market conditions or any other publicly available mformauon Clients should contact analysts and execute transactions through a J.P,
Morgan subsndlary or afﬁhate in their lmmc jurisdiction unless governmg law perm1ts othenvnse

"Other Disclosures” last revised July 14, 2012.

Copyright 2012 JPMorgan Chase & Co. All rights reserved, This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P, Morgan. o i
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