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HL Technology

Yet to wait for market recovery

to summarize...

Ticker 1087 HK
B Q4 orders not as strong as previously expected Rating Not Rated
B Further slight margin squeeze in 2H 2011 on weak market demand Price (HK$) 1.12
B Downward revision of numbers for 2011 Target Price (HK$) n.a.
. . . 12m Price R HK 0.91-2.95

B HL Tech remains fundamentally strong and positions for recovery in 2012 m Price Range (HKS)
) N ) Market cap. (US$m) 103.4
B Expect to receive more additional orders from new tenders and new clients Daily /o (US$M) 01
B Remove reference target price due to removal of this rating class Free float (%) 35.4

. . Financial summar
HL expresses cautiousness at year-end. HL Tech expressed cautious tone on y

comparatively low Q-T-D orders and shorter procurement lead time in its newsletter Year to Dec 08A 09A 10A
in early Dec. The management indicates that normally orders targeting 'urmover (RMBm) 898 872 1,414
Thanksgiving and Christmas would be confirmed before. In additional to overall NetProfit (RMBm) 54 88 153
weak market demand, increased selling expenses and R&D expenses for specific EPS (RMB) 0.112 0.169 0.275
high-end products and new products have also has negative impact. As a result, PIE (x) 8.7 58 35
top-line as well as net margin would be possibly affected in Q4 and thus 2011. P/B (x) 238 166 0.8
. o ) ) EV/EBITDA (x) 75 55 33
Change in forecast for 2H 2011. Table 1 shows historical figures for 1H this year. vield (%) 00 00 00
e (] . . .

While for 2H, due to weak sentiment in US and Europe, we believe orders are weak
N . ) ) ROE (%) 27.8 328 249

especially in Q4 for the whole industry. As such, we recommend cautious in 2011.
. ) o ROCE (%) 17.2 177 152

We originally forecast revenue of RMB2,078m with 9% net margin in 2011. Upon our
N. Gear. (%) 836 729 84

preliminary review, revenue may be revised down to around RMB1,700m with 7.5%
net margin. We would fully review our assumptions and update investors any
changes on reference target price of accordingly.

Source: SBI E2-Capital
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Table 1. Top line growth in 1H Consensus EPS (RMB) 0.255 0290  0.360
Year to Dec (RMB m) 1H 10A 1H 11A YoY change  Previous earnings (RMBm) - - -
Revenue 635.7 881.7 38.7%  Previous EPS (RMB) - - -
ESCA 160.4 181.9 13.5%
ISCA 137.4 169.1 23.1% Price performance
PCA 112.8 136.4 20.9% Year to Dec im 3m  12m
STWC excl. HDB 153.2 209.1 36.5% Relative to HSI (%) (6.6) (15.8) (34.4)
Connectors 20.4 28.2 38.5%  Actual price changes (%) (4.3) (11.8) (47.4)
Antenna 3.9 18.9 379.8%
Others 51.6 41.6 -19.3% 30 .An
TIRT 0.0 69.0 na. 25 | VLMHNNH )NJ
HDB* 0.0 27.4 n.a. 20 ¥ R
YoY growth excl. TJRT and HDB 23.5% g
Source: SBI E2-Capital =te W
1.0
Latest development and outlook for 2012. While 2011F may not be as strong as 05
Nov-10 Feb-11 May-11 Aug-11 Nov-11

previously expected, fundamental of HL Tech remains solid. We expect HL Tech to
further consolidate its newly acquired business and receive increasing orders from
new clients in 2012. According to our channel checks, HL Tech is performing well in
recent biddings and order placements. In 2H, Huawei tendered bids of
. i i . i Research Team
communication cables for its base station constructions and HL Tech received
. o (852) 2533 3700
satisfactory results. On the other hand, it is expected that Apple and Dell would ) : ;
i i i X shie2research@sbie2capital.com
place more orders since 2012. For instance, Apple is currently requesting up to
US$1m thunderbolt a month. On the other hand, Dell normally places a smaller
order in its first year with a particular, which would go up substantially in the second
year upon satisfaction. It is expected that orders from Dell could be one of the main

contributors to potential top-line growth in 2012.

Source: Bloomberg
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Position view unchanged for high-growth perspective. Entry barrier to low-end cables such as power cords is low. On the contrary,
transmission cables and connectors partly determine signal transmission speed. As such, known-how and experience are essential to high
quality signal cables. For instance, with strong R&D capability, HL Tech is the only provider of Thunderbolt I/O for Apple. HL Tech has a
transmission cables portfolio that made up 70%-+ total sales. We remain positive and expect organic top-line growth for 2012. With further
new product development and potentially new client acquisition in the future, we expect HL Tech to grow quickly before reaching a critical
business size. According to Bloomberg consensus, HL Tech is currently trading at 3.6x and 2.9x P/E, which is rather optimistic, in our view.

Table 2. Key financials

Year to Dec (Rmb m) 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 221.1 327.0 923.5
Net cash from operating activities 1.7 0.5 (114.5)
Net cash used in investing activities (117.5) (70.5) (549.9)
Net cash from financing activities 119.4 120.4 751.1
Net change in cash and cash equivalents 3.6 50.3 86.7

Source: SBI E2-Capital

Table 3. P&L
Year to Dec (Rmb m) 09A 10A 1H 10A 1H 11A
Revenue 872.4 1,414.0 635.7 881.7
Cost of sales (674.4) (1,088.3) (491.7) (693.8)
Gross profit 198.0 325.6 144.0 187.9
Other gains and losses 8.3 (2.6) (2.0) 17.4
Distribution and selling expenses (20.5) (27.2) (12.9) (22.1)
Administrative and general expenses (48.0) (72.5) (29.0) (48.9)
Research and development expenses (27.3) (30.9) (12.7) (25.2)
Profit from operations 110.5 192.3 87.4 109.1
Finance costs (13.9) (19.1) (8.9) (11.0)
Profit before taxation 96.6 173.3 78.5 98.1
Income tax expenses (8.1) (18.2) (8.3) (7.4)
Profit for the period 88.5 155.0 70.2 90.8
Attributable to:
Owners of the Company 88.3 152.7 69.7 88.2
Non-controlling interests 0.2 2.4 0.5 2.6
EPS - Basic (Rmb) 0.169 0.275 0.133 0.122

Source: SBI E2-Capital

Table 4. 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: HKExX
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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
Financial Services 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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