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Delta Networks, Inc. [Stock Code: 0722] ZEIRHL IS EFR /A F]

Sole global coordinator, bookrunner,
lead manager and sponsor

Goldman Sachs

Sector : Technology Hardware & Equipment
Business : Design and manufacture of networking products

Total share offer: 313,600,000 shares Business of Delta Networks (Delta)

(26.2% of the enlarged share capital) Delta is an original design manufacturer of
networking products. It designs and manufactures a

Public Offer: 31,360,000 shares (10%) wide range of networking products, including

Placing: *282,240,000 shares (90%) Ethernet switches, broadband access products,
wireless adaptors and routers. Delta also provides

Greenshoe: 47,040,000 shares contract manufacturing and ancillary services,

including product design, manufacturing design and

*Comprising 203,840,000 New Shares and test engineering services.

78,400,000 Sale Shares

Key customers include leading telecommunication
Price: HK$3.25 — HK$4.50 per share equipment providers, major enterprise solution
Market Cap: HK$3,487 — HK$4,828 million providers and brand name vendors of small and

home office networking products. In 2006, the top 5
customers consisted of Alcatel-Lucent, Dell, H3C,
NETGEAR and Nortel Networks. Delta’s

Pro-forma fully diluted FY06 PER: N/A
Estimated P/E (EAS) : 17.5x — 24.2x

Adjusted NTA per share: manufacturing facilities are located in Taoyuan in

US$0.1789 — US$0.2129 Taiwan and Dongguan in the PRC.

Staffing: 2,406 Delta’s goal is to provide customers with high
performance and cost-effective products and

HK Public Offer period: services by optimizing design, engineering and

22" June 07 — 27" June 07 noon manufacturing facilities, as well as utilizing research

and development expertise.

Receiving bank: Standard Chartered Bank (HK) _ . .
Bank of China (HK) Delta gives a profit forecast for the 6 months ending

30 June 2007 to be no less than US$8.2 million,
which translates into an unaudited pro forma fully
diluted forecast EPS of US 0.71 cents.

Share registrar: Tricor Investor Services Limited

Listing date: 6" July 2007

Major Shareholders after Listing (Assuming the over-allotment option is not exercised)

Delta Electronics Inc. through Delta Networks Holding Ltd. 63.4%
HSBC International Trustee (Hong Kong) Limited * - upon trust for Employee Incentive 10.4%
Scheme of Delta) e
Public Shareholders 26.2%
100.0%

Use of Proceeds

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information, which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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Net proceeds from the offer are estimated to be HK$826 million. (Being the mid-point of the offer price

range [HK$3.875 per share] and assuming the over-allotment option is not exercised)

HK$ million

For the acquisition and development of new manufacturing sites 350

For future strategic acquisitions (specific targets have not been identified) 393

For working capital and other general corporate purposes 83
Financial Highlights

Year ended 31%' December

US$ million 2004 2005 2006
Revenue 199.8 289.4 357.4
Gross profit 29.6 44.8 57.3
Operating profit 3.3 15.7 221
Profit for the year 3.0 15.5 25.6
Gross Margin 14.8% 15.5% 16.0%
Operating Margin 1.7% 5.4% 6.2%
Net Margin 1.5% 5.4% 7.2%
Breakdown of turnover by business segments
US$ million 2004 % 2005 % 2006 %
Ethernet switch products and services 148.2 741 235.2 81.3 280.5 78.5
Broadband and wireless products and services  39.9 20.0 44.0 15.2 59.7 16.7
Others 11.7 5.9 10.2 3.5 17.2 4.8
Total 199.8 100.0 289.4 100.0  357.4  100.0

Strengths/Opportunities

v

Vertically-integrated Delta offers customized end-to-end solutions covering the entire value chain,
from strong in-house product design, development and customization, engineering, manufacturing,
quality management and testing, to after-sales support.

Reasonable valuation There is no direct peer listed in HK; several closest peers are listed in Taiwan,
namely D-Link (2332.TW), Alpha Network (3380.TW) and Gemtek (4906.TW). The average FY06A
and FYO7E PER for these companies are 19.0X and 15.7X, respectively. Based on the expected
market capitalization range and FY06 net profit, Delta’s FYO6A PER would have been about 17.5X —
24.2X. ltis considered that valuation of the counter is reasonable.

Weaknesses/Threats

X

Recommendation:

Despite the long-term growth in demand for networking products (at some 16% CAGR to 2010 for
Ethernet switches and routers), the rapid technological change and increasingly short product life-
cycles make the industry increasingly competitive.

Delta has a number of share-based compensation schemes. For the years ended 31 Dec 2004, 2005
and 2006, the share-based compensation expenses recognized were US$4.07 million, US$6.74
million and US$11.2 million, respectively. Delta estimates those expenses to be recognized in FYO7E
and FYO08E to be US$12.4 million and US$1.6 million, respectively. Such expenses may be a drag on
the accounting profit for Delta.

Hit & Run
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This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will
be, directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned
in this report. BEA and its associates, its directors, and/or employees may have positions in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




