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Amkor Technology Inc (AMKR) 
 Here Comes The Inventory (And Revenue Declines); Maintain Sell 
  

 Stock summary — While results were a little better than we expected, we think 
the stage is set for AMKR to ultimately miss CQ2 guidance followed by a poor 
CQ3 in which revenue will be down Q/Q against broad expectations of an 
increase. Chip inventory build is being pulled forward due to weaker demand 
rather than too much supply and this – combined with IC units which are likely 
to continue decelerating Y/Y until late Summer – should outweigh any favorable 
impact from leading edge mix shift. So, while the stock recently got close to our 
$8 target, we think it will ultimately retrench again to that level or maybe lower 
as fundamentals deteriorate the next 6mos. We would be more neutral around 
this $8 level. C2008 from $0.75 to $0.83, but C2009 unchanged. Target 
remains $8, rating remains Sell.   

 What happened — GAAP EPS $0.30 (excl. forex gain) ahead of our 
$0.24/consensus $0.26 owing to better revs and margins partially offset by 
higher opex. Guidance in-line w/consensus but ahead of our model and 
commentary on CQ3 was also upbeat (and very aggressive in our view).    

 Positives — 1) Mix shift to higher-end flip-chip parts could be a partial offset to 
intensifying unit headwinds (although mix has not helped ASP much the past 
~2years); 2) margins remain solid; 3) cash flow and balance sheet remains 
much improved and liquidity is a now a minor concern.  

 Negatives — 1) Potential liability from TSRA litigation; 2) adding fixed cost (to 
regain some share) right into what we think will be a nasty (and unexpected) 
correction; 3) decelerating Y/Y IC units is a tough headwind to AMKR revs. 
 

EPS Q1 Q2 Q3 Q4 FY FC Cons

2007A 0.15A 0.22A 0.26A 0.45A 1.08A 1.15A

2008E 0.30A 0.21E 0.09E 0.23E 0.83E 1.17E

Previous 0.24E 0.13E 0.10E 0.28E 0.75E na

2009E na na na na 1.11E 1.36E

Previous na na na na 1.11E na

2010E na na na na 0.14E 0.13E

Previous na na na na 0.13E na
              

Source: Powered by dataCentral. FC Cons: First Call Consensus.   

Sell/Speculative 3S
Price (30 Apr 08) US$9.55
Target price US$8.00
Expected share price return -16.2%
Expected dividend yield 0.0%
Expected total return -16.2%
Market Cap US$1,736M
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Fiscal year end 31-Dec 2006 2007 2008E 2009E 2010E

Valuation Ratios
P/E adjusted (x) 9.6 8.8 11.4 8.6 68.0
EV/EBITDA adjusted (x) 5.3 4.8 5.1 4.1 20.6
P/BV (x) 4.8 3.0 2.3 1.8 1.8
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Per Share Data (US$)
EPS adjusted 1.00 1.08 0.83 1.11 0.14
EPS reported 0.85 1.05 0.93 1.11 0.14
BVPS 1.98 3.13 4.23 5.22 5.20
DPS 0.00 0.00 0.00 0.00 0.00

Profit & Loss (US$M)
Net sales 2,729 2,739 2,689 2,958 2,515
Operating expenses -2,342 -2,352 -2,388 -2,552 -2,375
EBIT 386 387 302 406 140
Net interest expense -175 -140 -111 -102 -95
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 211 247 191 305 44
Tax -11 -18 -16 -61 -9
Extraord./Min.Int./Pref.div. -30 -9 19 -4 -4
Reported net income 170 220 194 240 32
Adjusted earnings 199 226 175 240 32
Adjusted EBITDA 660 670 594 720 140
Growth Rates (%)
Sales 29.9 0.4 -1.8 10.0 -15.0
EBIT adjusted 366.7 0.2 -22.0 34.6 -65.6
EBITDA adjusted 99.3 1.6 -11.3 21.2 -80.6
EPS adjusted 293.4 8.4 -22.8 32.5 -87.3

Cash Flow (US$M)
Operating cash flow 524 603 396 525 92
Depreciation/amortization 274 283 292 314 0
Net working capital 24 72 -94 -33 57
Investing cash flow -315 -231 -347 -444 -377
Capital expenditure -316 -236 -348 -444 -377
Acquisitions/disposals 1 5 0 0 0
Financing cash flow -169 -208 -113 -89 -43
Borrowings -174 -242 -119 -89 -43
Dividends paid 0 0 0 0 0
Change in cash 38 165 -60 -8 -328

Balance Sheet (US$M)
Total assets 3,041 3,193 3,231 3,406 3,377
Cash & cash equivalent 245 413 353 345 340
Accounts receivable 387 398 408 446 379
Net fixed assets 1,444 1,455 1,538 1,668 1,722
Total liabilities 2,643 2,531 2,336 2,267 2,203
Accounts payable 292 359 284 304 282
Total Debt 2,005 1,764 1,649 1,560 1,517
Shareholders' funds 399 662 895 1,138 1,174

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 24.2 24.5 22.1 24.4 5.6
ROE adjusted 64.4 43.1 22.7 23.8 2.7
ROIC adjusted 16.6 16.4 12.5 14.1 5.2
Net debt to equity 441.8 204.2 144.9 106.7 100.3
Total debt to capital 83.4 72.7 64.8 57.8 56.4

For further data queries on Citi's full coverage universe 
please contact CIR Data Services Americas at 
CIRDataServicesAmericas@citi.com or +1-212-816-5336
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Figure 1. AMKR Revs vs. Y/Y IC Units 
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Amkor Technology Inc 

 

Company description 

Amkor is a leading provider of packaging and test services to the global 
semiconductor industry with over 300 customers and 1,000 different package 
types/sizes, from traditional leadframe packages to advanced chip-scale (CSP), 
ball-grid array (BGA) and flip chip packages. The company maintains more 
than 5 million sq ft of manufacturing floor space in the U.S., Korea, Japan, 
China, Taiwan, Singapore, and the Philippines, and has one of the broadest 
global test and assembly infrastructures in the world. With among the 
industry's most balanced revenue streams in terms of end-market applications, 
the company is focusing on broadening its capabilities to include more test, as 
well as its customer base to include more fabless chipmakers. 

 

Investment strategy 

We believe Amkor - one of the world's leading provider of integrated circuit (IC) 
packaging and test services - remains one of the few pure-plays on 
semiconductor units. To that end, we believe peaking year-over-year IC unit 
trends will prove to be a significant headwind for revenue in coming Qs, in 
addition to earnings power asAMKR's large fixed cost structure means margins 
fluctuate with volumes. Additionally, gross margins are particularly a concern 
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due to minimal pricing leverage, falling utilization, and depreciation issues. We 
therefore rate the stock a Sell, Speculative Risk (3S). 

 

Valuation 

We rate AMKR Sell, Speculative Risk (3S) with a target of $8. Given that AMKR 
carries a considerable debt load and operates a fairly capital-intensive model 
(which results in high depreciation expense), we think it appropriate to value 
the stock on an enterprise value (EV) to forward EBITDA basis. As a result, we 
look at EV/2008 EBITDA multiples for comps (ASX, SPIL) that we note currently 
average ~5x. Given a number of factors including, but not limited to: 1) 
AMKR’s weaker financial position, 2) our view that the company is nearing a 
cyclical peak in profitability (i.e. gross margins), and 3) the risk of additional 
fundraising (potentially dilutive), we feel it appropriate to value AMKR in-line 
with the average of the comp range. Applying this ~5x multiple to our F2008 
EBITDA estimate of ~$595MM results in an $8 price target.  

As a secondary valuation methodology, we note that on a price-to-trailing-sales 
basis the 10-year historical average (excluding the 2000 bubble period) is 
roughly 1.0x, with a normalized trough value of approximately 0.4x and a range 
of 0.2x-2.9x. Given our model for long-term growth in revenue (especially with 
the IBM supply agreement kicking in), but likely under-growth of competitors, 
we conservatively select a 0.5x multiple. Applying this multiple to our TTM 
sales estimate of ~$2,800MM, we arrive at a price target of ~$7.  

We prefer EV/forward EBITDA as our primary valuation methodology and as a 
result, we derive a target of $8.  

 

Risks 

We rate AMKR Speculative Risk primarily due to the company’s low earnings 
stability, high stocks volatility, and highly leveraged balance sheet.  

Additional risk factors include: 1) AMKR has heavy exposure to the cyclical 
semiconductor industry that typically has limited visibility and a high degree of 
uncertainty regarding the timing and duration of cycles. Since AMKR is heavily 
dependent on the industry’s overall chip unit production and commitment to 
outsource a significant percentage of test and packaging to OSAT 
subcontractors, AMKR’s business model is highly dependent on both factors, 
2) Despite advancing technology in packaging, the industry may act more like a 
commodity than in any prior cycle, thus making capital spending the only true 
differentiator. As AMKR has a highly leveraged balance sheet and large fixed 
assets, we recognize that the company could have limitations on free cash flow, 
particularly in downturns to fund capacity expansions, 3) AMKR’s balance 
sheet carries significant debt. Particularly in down-cycles, we recognize the 
financial burden that this risk can bring and the resulting potential impact to 
share prices, 4) AMKR shares could continue to outperform our price target if 
the semiconductor industry undergoes a much stronger chip unit growth cycle, 
or outsourcing to OSAT subcontractors accelerates at a much faster rate, or if 
AMKR improves its long-term debt situation earlier than our expectations 
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Appendix A-1 
Analyst Certification 

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 
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Customers of the Firm in the United States can receive independent third-party research on the company or companies covered in this report, at no cost to them, where 
such research is available.  Customers can access this independent research at http://www.smithbarney.com (for retail clients) or http://www.citigroupgeo.com (for 
institutional clients) or can call (866) 836-9542 to request a copy of this research. 

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

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Amkor Technology. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Amkor Technology. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Amkor Technology. 

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Amkor Technology. 

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

The Firm is a market maker in the publicly traded equity securities of Amkor Technology. 

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

Citi Investment Research Ratings Distribution    
Data current as of 31 March 2008 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3204) 51% 36% 13%

% of companies in each rating category that are investment banking clients 52% 51% 43%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total return of 10% or more for Low-Risk 
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stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

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

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 30 April 2008 12:00 AM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Amkor Technology. (For an explanation of the determination of significant 
financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

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

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

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

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) 
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Inc. (“CGM Canada”), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product is made 
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