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HL Technology

Satisfactory growth driven by client acquisition

to summarize...

Ticker 1087 HK

B Reference target price has been revised up from HK$3.00 to HK$3.27. We will Rating Not Rated
initiate coverage of the stock at due course. Price (HK$) 553

B FY12/10A results are broadly in line. Revenue went up 62% to RMB1,414m Target Price (HK$) na
and net profit increased 73% to RMB153m. 12m Price Range (HK$) 1.94-2.95

B The growth can be partly attributed to successful client acquisition. The Marketcap. (US$m) 2335
company had 73 new clients last year on top of existing 100. Daily /o (US$Sm) 11

Free float (%) 30.3

B The company will maintain its pace on acquiring market share. Meanwhile, new

products will be launched gradually.
L. . . . . Financial summary
B In our preliminary estimates, FY12/11F profit is said to increase 28% to

Year to Dec 08A 09A 10A

RMB196m.
Turnover (RMBm) 898 872 1,414
Satisfactory top line growth in FY12/10A. Revenue surged 62% to RMB1,414m ¢ Profit (RMBm) 54 88 153
partly owe to an enlarged customer base. 73 names were added in 2010, bringing gpg (RrMB) 0.112 0.169 0.275
HLT’s total number of customers to 173. Segment wise, PIE (X) 196 130 80
O External signal cable assembly (ESCA) — Sales volume improved 11%. Despite P/B (x) 537 375 131
a rising copper price (average price increased 103% YoY in 2010 to EV/EBITDA (x) 16.2 118 7.2
RMB55,160/mt), ASP was dragged down slightly by a reduction in average Yield (%) 00 00 00
length of assembly products. Thus, turnover edged up 9.6% to RMB353m. ROE (%) 27.8 328 249
O Internal signal cable assembly (ISCA) — Turnover increased 142% to ROCE (%) 172 177 152
RMB307m. ISCA segment experienced 70% volume growth during the period, N-Gear. (%) 836 729 84

boosted mainly by strong demand for LVDS. Meanwhile, ASP was pushed up Source: SBI E2-Capital
by the high copper price.

- L 11F 12F 13F
O Power cord assembly (PCA) — Similar to ESCA, a reduction in product length
affected ASP, partly offsetting 68% gain in sales volume. Segmental revenue Cons_ensus E'.DS (RMB) 0285 0415 )
increased 45% to RMB247m. Previous earnings (RMBmM) ) ) )
. o . Previous EPS (RMB) - - -
O Signal transmission wire & cable (STWC) — The core product category of
consumer electronic cables registered 87% increase in sales volume )
. K X Price performance
accompanied by ASP enhancement due to high copper price. Overall, the
Year to Dec im 3m  12m
segment reported RMB348m revenue, up 102% YoY.
Relative to HSI (%) (1.1) +19.1 n.a.
Table 1. Segmental revenue Actual price changes (%) +0.8 +21.1 na.
Year to Dec (RMBm) 09A 10A YoY change 3.0
Revenue 872.4 1,414.0 62.1%
ECSA 3225 353.4 9.6% \ '~/
25 \/
ISCA 126.6 307.0 1425% @&
PCA 170.2 246.8 45.0% %
STWC 172.1 348.3 102.4% 2.0 v
Connectors 36.1 46.4 28.5%
Antenna 11.8 n.a. 15
Others 44.9 100.2 123.2% Nov-10 Dec-10 Dec-10

Source: Company data

S : Bl b
Margins improved slightly. Blended gross margin widened 0.3 pcp to 23.0% ource: Sloomberg

during the period. Mild margin squeeze was observed for ESCA, PCA, STWC as a
result of more aggressive pricing strategy in order to expand market share.
Operating expenses (D&S, A&G, R&D) dropped in terms of proportion to sales from
11% to 9.2% due to enlarged operation leverage. Net profit, thereafter, surged 73%
to RMB153m, which is slightly higher than the company’s guidance (no less than
RMB150m).
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Table 2. Margin movement

Year to Dec 09A 10A YoY change (pcp)
Gross margin 22.7% 23.0% 0.3
ECSA 23.0% 22.6% 0.4)
ISCA 25.5% 27.9% 24
PCA 18.7% 16.3% (2.3)
STWC 26.8% 22.5% (4.3)
Connectors 27.3% 31.5% 4.2
Antenna 10.5% n.a.
Others 8.3% 25.5% 17.2
% of operating items to sales 0.9% -0.2% 1.1)
Other gains and losses -2.3% -1.9% 0.4
D&S -5.5% -5.1% 0.4
A&G -3.1% -2.2% 0.9
R&D 0.9% -0.2% (1.2)

Source: Company data

Developing strategy carried out as planned. The management also re-explained its developing strategies during the analyst meeting:

O Growing existing business — part of IPO proceeds will be used on capacity expansion for existing products. New customers will help to

absorb the new capacity. As mentioned, the company added 73 names last year.

O Rolling out new products — new products will be introduced gradually. For 2011, other than already launched automobile hardness,

production of both solar connector and special power cable will be initiated by the year end.

Positive view unchanged. The results are broadly in line with our preliminary estimates. We maintain our view that, as the one of few
PRC players among the industry, HLT is able to expand market occupancy at expense of its Taiwan peers for the prior’s better cost
structure, stronger R&D ability and greater operation flexibility. Together with the favorable business environment for consumer electronics,
we expect the company to retain its high growth in FY12/11F. New products, meanwhile, will be the major driver in FY12/12F and thereafter.
In particular, we highlight potential of the new generation of high-speed transmission cable, which can be used for Intel’s Thunderbolt 1/0
port. We will initiate coverage on the counter at due course. For time being, we revised our reference target price from HK$3.00 to HK$3.27

based on 10x FY12/11F PE.

Table 3. Preliminary forecast review

Year to Dec (RMBm) 10A 10F Difference
Revenue 1,414.0 1,364.9 3.6%
Gross profit 325.6 301.0 8.2%
Operating profit 192.3 187.5 2.6%
Net profit 152.7 150.7 1.3%
Source: Company data, SBI E2-Capital

Table 4. Key financials

Year to Dec (Rmbm) 08A 09A 10A
Revenue 898.0 872.4 1,414.0
Gross profit 174.8 198.0 325.6
Operating profit 81.7 110.5 192.3
Net profit 54.4 88.3 152.7
EBITDA 102.2 139.7 230.2
Fixed assets 268.4 308.6 448.9
Inventories 115.3 115.6 178.5
Receivables 338.8 423.5 725.5
Payables 335.3 302.0 384.6
Cash 58.4 115.2 585.1
Short-term debt 243.3 353.4 663.1
Long-term debt

Shareholders' fund 2211 316.6 909.9
Total equity 2211 327.0 9235
Net cash from operating activities 1.7 0.5 n.a.
Net cash used in investing activities (117.5) (70.5) n.a.
Net cash from financing activities 119.4 120.4 n.a.
Net change in cash and cash equivalents 3.6 50.3 n.a.

Source: Company data
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Table 5. P&L
Year to Dec (Rmbm) 07A 08A 09A 10A
Revenue 652.6 898.0 872.4 1,414.0
Cost of sales (517.3) (723.2) (674.4) (1,088.3)
Gross profit 135.3 174.8 198.0 325.6
Other gains and losses 10.8 (2.5) 8.3 (2.6)
Distribution and selling expenses (14.8) (18.9) (20.5) (27.2)
Administrative and general expenses (30.9) (45.4) (48.0) (72.5)
Research and development expenses (23.2) (26.3) (27.3) (30.9)
Profit from operations 77.3 81.7 110.5 192.3
Finance costs 9.1) (15.6) (13.9) (19.1)
Share of loss of an associate (0.2) 0.0 0.0 0.0
Profit before taxation 68.0 66.1 96.6 173.3
Income tax expenses (2.4) (11.5) (8.1) (18.2)
Profit for the period 65.5 54.5 88.5 155.0
Attributable to:
Owners of the Company 62.7 54.4 88.3 152.7
Non-controlling interests 2.8 0.1 0.2 2.4
EPS - Basic (Rmb) 0.132 0.112 0.169 0.275
Source: Company data
Table 6. Shareholding structure
Shareholders Interest
Chi Shaolin 40.87%
Yongchang Joint Stock Company Limited 18.59%
Hongxin Joint Stock Company Limited 5.11%
Others 35.43%
Total 100.00%
Source: HKEx
Table 7. Preliminary forecasts
Year to Dec (RMBm) 07A 08A 09A 10A 11F 12F
Revenue 652.6 898.0 872.4 1,414.0 2,112.8 2,607.9
ESCA 314.9 427.2 3225 353.4 458.0 503.8
ISCA 72.3 83.9 126.6 307.0 407.3 476.1
PCA 59.7 115.3 170.2 246.8 331.1 390.7
STWC 142.2 173.4 172.1 348.3 475.2 665.4
Connector 1.4 23.1 36.1 46.4 60.8 67.6
Antenna 11.8 20.0 40.0
Special power cable 20.0 40.0
Solar connector 20.0 40.0
Automotive wiring harness 200.0 240.0
Others 62.0 75.0 44.9 100.2 120.3 144.3
Gross profit 135.3 174.8 198.0 325.6 465.0 574.2
Operating profit 77.3 81.7 110.5 192.3 267.0 329.9
Net profit 62.7 54.4 88.3 152.7 196.1 235.4
Gross margin 20.7% 19.5% 22.7% 23.0% 21.4% 21.2%
ESCA 23.2% 20.2% 23.0% 22.6% 22.6% 22.6%
ISCA 17.8% 25.3% 25.5% 27.9% 27.9% 27.9%
PCA 18.2% 15.5% 18.7% 16.3% 16.3% 16.3%
STWC 19.8% 20.0% 26.8% 22.5% 22.5% 22.5%
Connector 8.1% 15.1% 27.3% 31.5% 31.5% 31.5%
Antenna 10.5% 15.0% 20.0%
Special power cable 10.0% 15.0%
Solar connector 10.0% 15.0%
Automotive wiring harness 15.0% 15.0%
Others 16.7% 14.8% 8.3% 25.5% 25.5% 25.5%

Source: Company data, SBI E2-Capital
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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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