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Truly International Holdings

Riding on two wheels

to summarize...

B As a major supplier of small-size display module, the company serves mainly

Chinese domestic mobile handset brands and owns 50%-+ market share.

Chinese handset brands did well last year and the momentum is likely to retain
based on leading players’ sales target this year.

Consumption upgrade from feature phone to smartphone, triggered by maturity
of Android system, may bring up demand for touch screen displays, which are
much more expensive and profitable than conventional ones for display
vendors.

In a longer term, the company is looking at automobile display market, which is
still controlled by Japanese players. The management expects revenue of this
new business to over double this year to HK$800m-1,000m, which will grow
another 50% in FY12/12F.

Accordingly, we derive our preliminary estimates that the company will achieve
20%-+ top-line growth in both FY12/11F and FY12/12F. Gross margin will stay
relatively stable. Thus, current valuation of 10x historical P/E seems
unstretched. The valuation will decrease to 7.1x in FY12/11F and 4.2x in
FY12/12F based on market consensus.

A major supplier of handset display for Chinese brands. As a major supplier of
small-size display module, Truly International Holdings (TIH) serves mainly Chinese
domestic mobile handset brands, which accounts for ~65% of the company’s total
revenue. According to the management, it has 50%+ market share for this specific
business in China. Clients include almost all Chinese brands such as ZTE, Huawei,
TCL, etc. Chinese handset brands did well last year and the momentum is expected
to retain. According to our channel checks, for example, ZTE and Huawei plan to sell
80m and 60m handsets in 2011, respectively, which are 33% and 88% higher than
last year. Meanwhile, TCL posted 37% volume growth in 1H and maintained full-year
target at 50m, up 39% YoY.

Stepping into touch screen era. A major trend of mobile industry is the migration
from feature phone to smartphone, boosted particularly by the penetration of
Android system. As a result, demand for touch-screen display (TSD) has been
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Financial summary
Year to Dec 08A 09A 10A
Turnover (HK$m) 5,669 5,804 7,736
Net Profit ( HK$m) 261 307 315
EPS ( HK$) 0.100 0.118 0.115
PIE (X) 1.5 97 100
P/B (x) 0.9 0.9 0.8
EV/EBITDA (x) 55 46
Yield (%) 87 28 51
ROE (%) 8.0 8.8 8.0
ROCE (%) 5.7 6.2 55
N. Gear. (%) 442 443 358
Source: SBI E2-Capital

11F 12F 13F
Consensus EPS (HK$) 0.162 0.273 0.300
Previous earnings (HK$m) - - -
Previous EPS (HK$) - - -
Price performance
Year to Dec im 3m  12m
Relative to HSI (%) 104 (13.3) (36.4)

Actual price changes (%) 0.0 (26.3) (40.9)
increasing. Compared with conventional product, TSD carries higher ASP and gross
margin and, therefore, favors display vendors in general. TIH shipped 3.5m TSD 6.0
modules (out of total 75m) in 1H, which is expected to increase to 6-10m in 2H 5.0
based on clients’ feedback. Thus, a second TSD production line has been 40
constructed, bringing total design capacity from 1.5m/month to 4.5m (yield rate: B0
Za.
~70%), and trial started at beginning-Aug. Z A h
2.0
Table 1. Comparison of conventional display and TSD 10
| Vs
Conventional display TSD ﬂ"/
0.0
ASP ~US$4 US$17-25 (3.8") Sep02 Sep03 Sep-04 Sep05 Sep06 Sep-07 Sep08 Sep-09 Sep-10
Gross margin 8-13% 12-20%

Source: compiled by SBI E2-Capital

Ramping up automotive application. Other than mobile handset, the company is
looking at automobile display, e.g. dashboard, for long term development. The
market currently is dominated by Japanese companies. Due to obvious cost
advantage as well as the rising of China into the largest automotive market in the
world, the management believes there is a well chance ahead. In fact, it has been
qualified by all major auto brands except BMW and Mercedes. Automobile products
accounted for ~5% (~HK$380m) of the company’s revenue in FY12/10A. Following
delivery of orders in coming years, segmental revenue is anticipated to hit
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HK$800-1,000m this year and maintain 50% growth even in 2012.

Growth story in our eyes. Thereafter, we have our own growth picture towards TIH. Despite still prosperous feature phone market, we do
not expect any significant capacity expansion in this area due to continuous margin pressure under keen competition. In short term, growth
may mainly come from TSD. However, it should not be a surprise that TSD will also face a declining margin quickly following market
maturity and intensifying competition. We expect then TIH will find momentum from automotive products. In addition, due to much longer
lifespan of each car model compared with mobile phone, automotive business has better sales visibility and more stable gross margin.

Preliminary forecasts. In our preliminary calculations, the company may have 29% top-line growth in FY12/11F to HK$10,011m. Gross
profit will increase 25% to HK$1,140m. The two figures will increase 24% and 27%, respectively, in FY12/12F to HK$12,421m and
HK$1,446m. In the reported 1Q FY12/11A results, revenue went up 33% to HK$2,120m, while gross profit 27% to HK$270m and net profit
20% to HK$122m.

Table 2. Preliminary forecasts

Year to Dec (HK$ m) 10A 11F 12F
Turnover 7,735.7 10,011.3 12,4211
Mobile handset 5,028.2 6,085.4 7,437.4
Conventional display 5,028.2 4,525.4 3,927.4
TSD 1,560.0 3,510.0
Automotive 386.8 908.9 1,363.4
Others 2,320.7 3,016.9 3,620.3
Growth 33.3% 29.4% 24.1%
Mobile handset 21.0% 22.2%
Conventional display
TSD
Automotive 135.0% 50.0%
Others 30.0% 20.0%

Shipment volume (m)

Mobile handset 140.0 150.0 160.0
Conventional display 140.0 135.0
TSD 10.0 25.0

ASP (HK$)
Mobile handset 35.9 40.6 46.5
Conventional display 35.9 32.3 29.1
TSD 156.0 140.4
Gross profit 910.6 1,140.2 1,446.2
Mobile handset 502.8 549.2 696.1
Conventional display 502.8 362.0 274.9
TSD 187.2 421.2
Automotive 58.0 136.3 204.5
Others 349.7 454.7 545.6
Gross margin 11.8% 11.4% 11.6%
Mobile handset 10.0% 9.0% 9.4%
Conventional display 10.0% 8.0% 7.0%
TSD 12.0% 12.0%
Automotive 15.0% 15.0% 15.0%
Others 15.1% 15.1% 15.1%

Source: Company data

Valuation. Based on the growth picture, which can translate into 20+% top-line growth in coming two years and potential margin enhancement in FY12/12F in
our preliminary forecasts, we think the counter’s current valuation at 10x historical earnings is unstretched. The street expects the P/E multiple to decline to
7.1xin FY12/11F and 4.2x in FY12/12F.

Risks. Major risk should come from the market side.
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Table 3. Key financials
Year to Dec (HK$ m) 08A 09A 10A
Revenue 5,669.3 5,804.2 7,735.7
Gross profit 696.0 828.1 910.6
Operating profit 406.1 455.1 532.6
EBITDA 8235 831.6 992.8
Net profit 261.1 307.3 315.0
EPS (HK$) 0.100 0.118 0.115
Fixed assets 4,223.0 4,177.7 4,228.9
Inventories 708.3 692.9 748.9
Receivables 649.7 1,044.5 1,853.8
Payables 1,103.7 1,050.3 1,566.8
Cash 687.4 503.1 851.9
Short-term debt 2,100.8 2,030.7 1,655.0
Long-term debt 20.6 14.8 610.2
Shareholders' fund 3,246.0 3,484.0 3,950.4
Total equity 3,246.1 3,484.1 3,950.4
Net cash from operating activities 1,051.0 353.3 518.4
Net cash used in investing activities (1,325.4) (331.5) (469.9)
Net cash from financing activities 399.2 (206.2) 298.7
Net change in cash and cash equivalents 124.8 (184.4) 347.1
Source: Company data
Table 4. P&L
Year to Dec (HK$ m) 08A 09A 10A
Turnover 5,669.3 5,804.2 7,735.7
Cost of sales (4,973.3) (4,976.1) (6,825.1)
Gross profit 696.0 828.1 910.6
Other income 86.5 25.6 37.9
Other gains and losses (45.1) (101.8) (36.8)
Administrative expenses (190.9) (186.5) (231.7)
Disbribution and selling expenses (140.4) (110.3) (147.5)
Profit from operations 406.1 455.1 532.6
Finance costs (67.0) (46.6) (43.4)
Profit before taxation 339.1 408.4 489.2
Income tax expenses (77.9) (101.1) (174.2)
Profit for the period 261.1 307.3 315.0
Attributable to:
Shareholders of the Company 261.1 307.3 315.0
Minority interests
EPS - Basic (HK$) 0.100 0.118 0.115
EPS - Diluted (HK$) 0.100 0.118 0.115
Proposed DPS (HK$) 0.100 0.033 0.058
Proposed dividend 260.0 85.1 161.0
Source: Company data
Table 5. Shareholding structure (after exercise of all equity instruments)
Shareholders Interest
Lam Wai Wah & Chung King Yee 44.41%
Chan Kin Sun & Cheng Kwan Ying 7.70%
Others 47.89%
Total 100.0%

Source: HKEx
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:
STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this report
may not be eligible for sale in some jurisdictions. The information contained in this report has been compiled by the Research Department of SBI E2-Capital
Securities Limited (‘SBI E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital
or any other person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of
SBI E2-Capital as of the date of this report only and are subject to change without notice. Neither SBI E2-Capital nor any other person, accepts any liability
whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection therewith. Each recipient of this report
shall be solely responsible for making its own independent investigation of the business, financial condition and prospects of the companies referred to in this
report. SBI E2-Capital and their respective officers, directors and employees, including persons involved in the preparation or issuance of this report, may from
time to time (1) have positions in, and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a consulting, investment
banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law, have acted upon or used the
information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in respect of any
company referred to in this report, prior to or immediately following its publication. This report may not have been distributed to all recipients at the same time.
This report is issued only for the information of and may only be distributed to professional investors and dealers in securities and must not be copied,
published, reproduced or redistributed (in whole or in part) by any recipient for any purpose. This report is distributed in Hong Kong by SBI E2-Capital. Any
recipient of this report who requires further information regarding any securities referred to in this report should contact the relevant office of SBI E2-Capital
located in such recipient’'s home jurisdiction.
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