Truly International Holdings
Two growth drivers reaffirmed

. Field Trip Recap

Key takeaways

We visited Truly Shanwei’s fab on December 7 and reaffirmed two
long-term growth drivers for parent Truly International Holdings—we
expect sales of 3D sensing modules to take off from 3Q18 and
higher-margin automotive panels to serve as a cash cow. Meanwhile,
we believe Truly International’s market cap will rise once Shanwei lists
on the Shenzhen Stock Exchange at a likely valuation premium. We
reiterate BUY on Truly International with a target price of HKD5.10.

3D sensing modules to contribute from 3Q18. We expect Shanwei’s
CCM sales to soar 44.2% in 2018 and 25.0% in 2019 as 3D sensing
modaules start contributing from 3Q18. The company has developed
3D structured light and TOF solutions, and we believe it has
established cooperative agreements with global algorithm and optics
suppliers on the former. With 3D sensing module shipments set to
take off and commanding a significant ASP premium, we expect the
CCM segment to become the key growth driver in Truly
International’s smartphone-related business going forward.

Automotive panels to contribute more sales and boost margin. Truly
International expects mass production at phase 1 of its Shanwei fab
to begin in 1Q18, with full capacity of 65,000 panels/month. The firm
was the sixth largest automotive panel maker in the world with a
market share of 6.4% in 2016, and we think it will increase this to
12.6% in 2019 by leveraging its distribution channels and strong
relationships with automobile OEMs and tier-one suppliers to gain
presence. Automotive panels command gross margins of around
20.0%, so Truly International’s overall gross margin should improve as
the products contribute more sales.

Recommendation

Reflecting expectations of a boom in the 3D sensing module business
and a comparatively stagnant remaining smartphone-related
business, we fine-tune our 2018 and 2019 revenue forecasts (up
1.8% and down 4.2% respectively), while raising our 2018 net profit
estimate by 25.1% and lowering our 2019 forecast by 14.7%. We
derive our target price of HKD5.10 for Truly International by a
sum-of-the-parts method, valuing Shanwei at the A-share display
industry average 2018e P/E of 25.0x and other subsidiaries at 13.0x.
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Financial summary
Financial statement (HKD mn) 2015A 2016A 2017E 2018E Financial ratios 2015A 2016A 2017E 2018E
Income statement Growth abilitv
Revenue 19,427 22,072 21,202 23,216 Revenue -9.3% 13.6% -3.9% 9.5%
COGS -17,305 -19,876 -19,161  -20,550 Operating profit -23.3% 6.7% -17.9% 54.0%
Selling expenses -843 -834 -810 -981 EBITDA -12.1% -6.2% -2.1% 49.0%
Administrative expenses -843 -834 -810 -981 Net profit -24.4% -31.2% -66.3%  362.2%
Other ops income (expense) -16 0 -9 -9 Profitability
Operating profit 1,301 1,388 1,140 1,756 Gross margin 10.9% 9.9% 9.6% 11.5%
Finance costs 0 0 0 0 Operating margin 6.7% 6.3% 5.4% 7.6%
Other income (expense) -75 -336 -407 -110 EBITDA margin 11.6% 9.6% 9.8% 13.3%
Profit before income tax 1,123 872 415 1,331 Net margin 4.4% 2.6% 0.9% 3.9%
Income tax -195 -196 -124 -226 Liquidity
Minority interest 0 0 0 0 Current ratio 1.13 1.13 1.18 1.22
Net profit 845 582 196 907 Quick ratio 0.93 0.91 1.01 0.98
EBITDA 2,262 2,120 2,077 3,095 Cash ratio 0.24 0.21 0.43 0.22
Recurrent net income 845 582 196 907 Liabilities / assets 58.3% 68.7% 65.5% 66.7%
Balance sheet Net debt / equity 34.9% 71.1% 51.8% 56.9%
Cash and bank balances 2,055 2,454 4,034 2,762 Return
Trade and bill receivables 5,820 8,027 5,311 9,294 RoA 4.6% 2.8% 0.9% 3.9%
Inventories 1,776 2,603 1,615 3,004 RoE 11.2% 7.8% 2.7% 11.6%
Other current assets 80 113 113 113 Per-share data
Total current assets 9,730 13,197 11,072 15,173 EPS (HKD) 0.29 0.20 0.06 0.29
Fixed assets and CIP 6,969 8,242 8,485 8,603 BPS (HKD) 2.61 2.51 2.31 2.69
Intangible assets and others 1,535 1,857 1,368 1,435 DPS (HKD) 0.13 0.10 0.08 0.03
Total non-current assets 8,504 10,099 9,853 10,039 Cash flow per share (HKD) 0.82 0.33 1.06 0.15
Total assets 18,234 23,297 20,926 25,212 Valuation
Short-term borrowings 2,883 3,795 3,795 3,795 P/E 13.2 19.1 60.9 13.2
Trade and bill payables 4,782 6,698 4,400 7,502 P/B 15 1.5 1.7 1.4
Other current liabilities 914 1,177 1,177 1,177 EV/EBITDA 6.4 8.2 8.0 5.9
Total current liabilities 8,579 11,669 9,371 12,473 Dividend yield 3.2% 2.4% 2.0% 0.7%
Long-term borrowings 2,000 4,260 4,260 4,260
Total non-current liabilities 2,060 4,333 4,333 4,333
Total liabilities 10,639 16,002 13,704 16,806
Share capital 4,397 4,977 6,904 7,077
Retained profit 2,689 1,734 -231 426
Equity 7,596 7,295 7,222 8,406
Total liabilities & equity 18,234 23,297 20,926 25,212
Cash flow statement
Pretax profit 1,123 872 415 1,331
Depreciation & amortization 924 928 1,026 1,135
Change in working capital 336 -1,245 1,407  -2,270
Others 6 394 466 261
Cash flow from operations 2,389 950 3,314 457
Capital expenditure 1,487 3,502 -1,500 -1,650
Others -4,360 -6,731 0 0
Cash flow from investing -2,873 -3,229 -1,500 -1,650
Equity financing 0 0 0 0
Bank borrowings -543 3,224 0 0
Others -480 -447 -234 -79
Cash flow from financing -1,023 2,777 -234 -79
Foreign exchange gain (loss) -66 -100 0 0
Net changes in cash -1,572 398 1,580  -1,272

Source: Company data, CICC Research

Company description

Through subsidiaries, Truly International manufactures and sells liquid crystal display and electronic consumer products, including compact
camera modules, personal health care products and electrical devices. It is a direct beneficiary of rapid growth in China's smartphone market
and enjoys economies of scale due to synergy between its internal supply chain and management.

Please read carefully the important disclosures at the end of this report
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Figure 1: Forecast revision summary

(HKD mn) 1Q17 2Q17 3Q17 2016 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
A A A A (CICC) (CICC) (CICC) Old Old Old Diff. Diff. Diff.
Revenue 5,530 5,300 5,209 22,072 21,202 23216 27,200 21367 22,799 28,398 -1% 2% -4%
% chg yoy 18% 5% -14% 14% -4% 9% 17%
COGS -4,980 -4,940 -4,679 -19,876 -19,161 -20,550 -24,025
Gross Profit 550 360 531 2,196 2,042 2,667 3,176 1,983 2,449 3,461 3% 9% -8%
Other income & other gains and losses 43 -326 100 61 -83 79 82
Impairmentloss on AFS investments -3 -2 -2 -2 -9 -9 -10
OPEX -184 -188 -220 -834 -810 -981  -1,149
Share of result of associates-Huizhou -178 -94 -73 -368 -406 -110 180
EBITDA 1,981 1,759 2,781 3,509 1,796 2,678 3,845 -2% 4% -9%
D&A 928 1,026 1,135 1,231
EBIT 223 -240 330 1,053 733 1,646 2,278 671 1,445 2,516 9% 14% -9%
% chg yoy -33%  -194% 4% -14% -30% 125% 38%
Finance Expense 81 80 79 180 318 315 315
Pretax Income 142 -320 251 872 415 1,331 1,964 353 1,131 2,201 18% 18% -11%
% chg yoy -47%  -529% 7% -22% -52% 221% 47%
Tax -54 -30 17 -196 -124 -226 -334
Minority expenses -26 59 -49 -95 -95 -198 -256
Net Profit 62 -290 219 582 196 907 1,374 145 725 1,611 35% 25%  -15%
% chg yoy “72%  -270% 27% -31% -66% 362% 51%
EPS (Diluted) 0.02 (0.10) 0.07 0.20 0.06 0.29 0.44 0.05 0.23 0.52 35% 25%  -15%
% chg yoy -72%  -270% 20% -31% -69% 362% 51%
Ratio Analysis
GPM 10.0% 6.8% 10.2% 9.9% 96% 115% 11.7% 93% 10.7% 12.2% 03% 0.7% -05%
EBITDA Margin 9.0% 8.3% 12.0% 12.9% 8.4% 11.7% 13.5% -0.1% 0.2% -0.6%
EBIT Margin 4.0% -4.5% 6.3% 4.8% 3.5% 7.1% 8.4% 3.1% 6.3% 8.9% 03% 0.8% -0.5%
NPM 1.1% -5.5% 4.2% 2.6% 0.9% 3.9% 5.1% 0.7% 3.2% 5.7% 02% 0.7% -0.6%

Source: Company data, CICC Research

Figure 2: 3D sensing modules and automotive panels to drive long-term growth

HKD mn 2016  2017E
Camera module sales 3,560 4,210 6,073 7,591
YoY 735% 183% 442%  25.0%
% of sales 16.1% 199% 26.2% 27.9%
Camera module shipment 116 132 134 160
ASP 31 32 45 48
Automotive TFT panel sales 1,710 2,130 3,611 5,380
YoY 38.0% 245% 69.6% 49.0%
% of sales 77% 10.0% 15.6% 19.8%
Automotive TFT panel shipment 9 10 15 23
Automotive TFT panel mkt. share 6.4% 6.7% 9.2% 12.6%
ASP 199 213 239 239

Source: Company data, CICC Research

Figure 3: CICC vs. consensus

2018E 2019E
diff CICC CON CICC CON
Revenue 22,072 21,202 22,097 -4.0%| 23,216 26,424  -12.1% 27,200 30,859  -11.9%
EBIT 1,053 733 1,113 -34.2% 1,646 1,622 1.5% 2,278 2,181 4.5%
Net Profit 582 196 263  -25.3% 907 884 2.6% 1,374 1,355 1.4%
EPS (HKD) 0.20 0.06 0.11 -41.2% 0.29 0.29 -1.1% 0.44 0.44 -0.4%

Source: company data, Bloomberg, CICC Research
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Figure 4: Sum-of-the-parts valuation

HKDmn 2014 2015 2016 2017E 2018E 2019E
Total revenue 21,416 19,427 22,072 21,202 23,216 27,200
Truly Shanwei
Turnover 12,220 11,761 15,160 14,006 14,918 17,300
Net profit attributable to owners 909 553 545 98 343 536
Total revenue excl. Shanwei 9,196 7,666 6,912 7,196 8,299 9,901
Total net profit 1,118 845 582 196 907 1,374
Net profit attributable to owners excl. Shanwei 209 292 37 98 564 838
P/E multiple
Truly Shanwei 25x
Truly excl. Shanwei 13x
Mkt. Cap (HKD mn) 15,913
Total outstanding shares 3,120
Target price 5.10

Source: Company data, CICC Research

Figure 5: P/E band Figure 6: P/B band
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Figure 7: Peer valuation comparison

EP

WIND Company M/Caps i ROE = Price Change
Growth
TICKER USD mn | 2017E 2018E 2017E 2018E 2017E 2018E 2017E
000725.SZ BOE 30,283 5.80 22.3 16.6 2.3 21 10.9 n.a. 381% 2 4 11 48 104
6753.T Sharp Corporation 16,332 3,710.00 -66.6 37.1 7.3 6.9 -20.7 17.4 12% -7 6 998 1,274
034220.KS LG Display Co., Ltd. 9,740 29,650 5.2 9.2 0.7 0.7 14.8 7.5 127% - -3 2 -8 6
000050.SZ Tianma 4,681 22.10 29.5 25.4 2.2 2.0 7.4 8.2 85% 2 1 12 -9 18
3481.TW  INX 4,077 12.30 3.2 8.8 0.5 0.5 15.5 5.4 1958% -5 4 13 6
2409.TW AU OPTRONICS CORP 4,013 12.50 3.7 11.5 0.6 0.6 15.9 4.4 228% - -0 2 2 6
000727.SZ Nanjing Huadong Electronics 1,698 2.48 82.7 16.5 0.5 0.5 0.7 3.2 476% 0 -1 11 -13 26
0732.HK __ Truly 1,531 3.83 60.9 132 17 14 27 116 69% 5 1 65 28
6740.T Japan Display Inc 1,163 219.00 -15.2 -0.7 0.4 1.0 -2.3 -96.7 -73% 12 2 13 34
Panel Average 13.9 15.3 1.8 1.7 5.0 -4.9
Panel Median 5.2 13.2 0.7 1.0 7.4 6.4

Note: CICC covers BOE, Tianma and Truly
Source: Bloomberg, Wind Info and CICC Research
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.
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3 Floor, Annex Building, Securities Tower
459 Chezhan Road (North), Furong District
Changsha 410001, P.R. China

Tel: (86-731) 8878-7088

Fax: (86-731) 8446-2455

Xi'an Yanta Branch

21" Floor, Capitaland West Tower,

No.64 Second Ring South Road West Sectio
Yanta District, Xi'an 710065, P.R. China
Tel: (+86-29) 8648-6888

Fax: (+86-29) 8648-6868
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