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EPS: ▼ TP: ▼

Murky waters ahead before a fightback in 2009: 1Q08 results review
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● Truly saw sales grow 9% and profit contract 21% with gross
margin contracted 4.7 p.p. to 17.2%. The anticipated weakness
was due to the inventory adjustments, China’s credit tightening
and additional depreciation charge for the new TFT line.
● Truly saw a brief rebound in business in March and April, but
sales became lacklustre again in May 2008. Limited new handset
launches and small handset distributors’ tight cashflow held back
the demand for LCD displays. We project Truly’s revenue to grow
5% QoQ, with net margin remaining unchanged at 10.8% in 2Q08.
● We expect Truly’s 1H08 profit to fall 25% on contracted margins.
China’s handset replacement and the upcoming 3G markets will
provide a long-term growth impetus for handset displays. Its nonhandset TFT panels should begin contributing in 2H08, making
the full-year sales increase by 7% despite a weakened 1H08.
● We cut our EPS forecasts by 15-18% and TP to HK$10.9 (from
HK$14.3) to factor in the uncertainties. The stock offers good
value at 08E P/E of 6.7x and 6% yield. Maintain OUTPERFORM.

Figure 1: Truly’s profit fell 21% on compressed gross margin in 1Q08
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Figure 2: Truly is to see a small profit contraction of 5% in 2008

Note 1: Ord/ADR=1. Note 2: Truly manufactures liquid crystal display products mainly for the
handset display market in China, electronic consumer products including calculators, MP3 players
and electronic components.

1Q08 is history …

Truly saw revenue grow 9% YoY to HK$1.37 bn in 1Q08. Despite an
increase in revenue, net profit fell 21% YoY to HK148 mn, largely due
to a compressed gross margin. The inventory adjustments in 4Q07
and 1Q08, caused by overstocking by handset makers on component
shortage fears earlier, affected Truly’s sales growth and gross margins.
In addition, credit tightening caused some cash flow hitches at the
small handset distributors, impacting the distribution and sales of nonmajor Chinese handset makers, which are Truly’s major customers.
This factor, coupled with the additional quarterly depreciation of
HK$60 mn from the newly-installed TFT line, resulted in the gross
margin contraction of 4.3 p.p. YoY to 17.2% in 4Q07.
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But 2Q08 to see history repeat itself …

Truly saw a brief rebound in business in March and April 2008, but
sales became lacklustre again in May. Management added that
handset makers have launched limited new models YTD to hold back
the demand for LCD displays. The credit tightening in China is still
taking its toll on the small handset distributors. Although we do not
expect the situation to worsen dramatically, there is little visibility
pointing to a significant reversal in the near-term. We project Truly’s
revenue to come in at HK$1.45 bn, or +5% QoQ, with net margin
remaining unchanged at 10.8% in 2Q08.
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Not all is bad … Truly to play catch-up in 2H

We expect to see 1H revenue flat YoY at HK$2.82 bn, with a lower net
profit of HK$305 mn (-25% YoY) due to a contracted margin. Despite
the blurred short-term visibility, Truly expects the China handset
market to see improvement in 2H08 after three softened quarters.
China’s handset replacement and the upcoming 3G markets will
provide a long-term growth impetus for handset displays. We could
also see a small augmentation when Truly’s non-handset application
TFT panels begin contributing in the second-half. We estimate that
Truly’s revenue will grow 12% YoY to HK$4.1 bn in 2H08, making the
full-year sales increase by 7% despite a weakened 1H08.
Reduced forecasts but attractive at 6.7x P/E with 6% yield

We reduce our 08-10E EPS forecasts by 15-18% to reflect the softer
industry and slower-than-expected contribution from the new TFT line.
We also lower our 12-month target to HK$10.90 (from HK$14.30),
based on 6.5x 09E P/E, or 0.4x PEG of a 3-year EPS CAGR of 17%.
Although 2008 is a challenging year, Truly’s 6.7x 08E P/E with 6%
yield make it attractive when contribution from the TFT line should
start to kick in next year. We maintain our OUTPERFORM rating.
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