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China Mobile (HK) Ltd 
Winning the second curve, but question mark on 
the third curve 
 

Three curves draw out the overall picture 
China Mobile lays out three curves of their business development: voice, mobile data, 
and digital services. Voice and SMS are on a fast declining trend. Voice revenue 
declined by -20.7% yoy in H214, compared with -5.3% in H114. Mobile data revenue 
grew by 35% in H214, mostly offsetting the decline in voice revenue. We believe the 
third curve, digital services, represents the truly value adding growth for the company, 
but we are unsure if China Mobile, being a SOE telco, can realize this big potential. 

Benefiting from largely depreciated 2G network and cost cutting 
Given the negative impact from VAT and interconnection rate adjustment, the earnings 
decline of -10% was better than our expectation of a -20% decline at the beginning of 
2014 thanks to: 1) the fast depreciation of 2G network previously (otherwise 
depreciation could have grown much higher); 2) the Rmb23.5bn cut in selling and 
marketing costs. The company is going through a virtuous cycle of rising 4G 
momentum, gaining market share, and so they can afford to pay lower commissions 
and customer acquisition costs. 

Deserves a monopoly value as long as it sits in a monopoly position 
Despite China Mobile's value can fall apart easily if competition picks up, we believe the 
recent news flow shows that the Chinese government still wants to maintain the 
monopoly position of those large SOEs in the infrastructure based industries such as 
telecom, and opening for more competition does not seem to be the top priority on the 
government's agenda. In the poor macro economy situation, those large SOEs with 
monopoly power will likely be defensive and outperform the market in our view. 

Valuation: Neutral rating with PT of HK$110 
We expect the company to report flattish earnings in 2015 and 2016, and dividend pay 
out to remain at 43%. We remain Neutral rating and DCF based PT of HK$110 (WACC 
7.6% g 2%). 
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Highlights (Rmbm) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Revenues 537,806 581,835 630,177 636,924 655,111 682,555 711,984 749,736 
EBIT (UBS) 153,858 152,730 135,649 127,130 125,841 123,103 108,542 106,217 
Net earnings (UBS) 125,870 129,274 121,692 112,089 111,882 110,103 99,739 99,350 
EPS (UBS, diluted) (Rmb) 6.28 6.45 6.07 5.59 5.58 5.49 4.98 4.96 
DPS (Rmb) 2.71 2.78 2.63 2.40 2.40 2.36 2.14 2.13 
Net (debt) / cash 304,293 374,216 414,851 381,079 377,932 405,027 448,160 520,351 

 

Profitability/valuation 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
EBIT margin % 28.6 26.2 21.5 20.0 19.2 18.0 15.2 14.2 
ROIC (EBIT) % 53.0 51.0 44.3 35.2 28.5 25.0 21.1 20.8 
EV/EBITDA (core) x 3.7 4.0 3.8 5.0 4.9 4.6 4.4 4.0 
P/E (UBS, diluted) x 9.8 10.6 10.9 14.3 14.4 14.6 16.1 16.2 
Equity FCF (UBS) yield % 8.6 7.9 6.6 0.7 2.3 4.2 5.1 6.6 
Net dividend yield % 4.4 4.1 4.0 3.0 3.0 2.9 2.7 2.7 
Source: Company accounts, Thomson Reuters, UBS estimates. Metrics marked as (UBS) have had analyst adjustments applied. Valuations: based on an average share price that year, (E): based on a 
share price of HK$100.10 on 19 Mar 2015 20:26 HKT 
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Investment Thesis  12-month rating Neutral 

China Mobile (HK) Ltd  12m price target HK$110.00 

Investment case 

We have a neutral stance mainly because we expect the 
company to report an improving earnings trend in 2015. We 
expect the company to beat FY14 consensus earnings by 3%, 
which is mainly attributable to the cut in selling and marketing 
costs mandated by the government. We continue to remain 
cautious on China Mobile in the medium-to-long term, as: 1) 
lacklustre Industry revenue growth could persist, given the 
saturated mobile market and OTT cannibalisation; and 2) price 
competition could pick up in H215, as China Unicom and China 
Telecom have been granted nationwide FDD licences. However, 
we feel we can no longer afford to ignore the short-term trends, 
on which the investment community is likely to extrapolate its 
long-term assumptions. 

Upside scenario 

We think the key upside catalyst would be an ARPU increase 
driven by the 4G business. If China's economy turns around 
strongly and consumption recovers, China Mobile's ARPU could 
rise and its revenue growth might recover. On that basis our 
valuation could rise to HK$148.00 per share, assuming revenue is 
5-10% higher from 2016E. As a result, China Mobile's EBITDA 
margin could be 3-5ppt higher over the next 10 years, and its 
earnings could be 30-50% above our base-case estimates. In this 
scenario, net profit margin remains stable, close to 20% for the 
next 10 years. 

Downside scenario 

We think the key downside risk is competition from potential 
new players that gain equal access to underlying telecom 
networks through network separation. As a result, China Mobile 
could suffer from declining revenue and margins, and our 
valuation could decline to HK$60.00 per share if we assume 
revenue is 5-10% below our base-case estimate in the next 10 
years, and its capex-to-sales ratio remains above 20% over the 
next 10 years. As a result, China Mobile's EBITDA margin could 
decline by 5ppt and earnings could decline 30-50%. 

Upcoming catalysts 

The MII releases industry-wide data on a monthly basis. We 
expect the data to show continued weakness in mobile sector 
revenue and mobile voice traffic. 
 
The company will report Q115 results in late-April 2015, and 
interim results around mid-August; we expect the company to 
continue to report resilient results. 
 
The Chinese government granted full FDD-LTE licences to China 
Telecom and China Unicom at the end of February 2015. Pricing 
competition could start to pick up in H215. 

 
Business description 

China Mobile (CMHK) is one of the largest mobile service 
providers in the world. It operates in 31 provinces and 
municipalities in China. CMHK was listed on the New York 
Stock Exchange and the Stock Exchange of Hong Kong in 
October 1997. The company became a constituent stock of 
Hong Kong's Hang Seng Index on 27 January 1998. 

Industry outlook 

We remain cautious on China's overall telecom industry in the 
mid-to-long term, given: 1) the mobile market is saturated, at 
close to a 100% penetration rate; 2) accelerating 
cannibalisation from the mobile internet business, leading to a 
rapid decline in voice and voice-related revenue; 3) we expect 
competition to pick up since the Chinese government has 
granted full FDD-LTE licences to China Telecom and China 
Unicom; and 4) the capex cycle is in an upwards trend due to 
aggressive 4G network rollouts. 

Revenues by region (%) 
 

  

EBIT by product segment 
 

(Rmb bn) 2012 2013 2014E 2015E 2016E 

EBITDA 232 240 237 249 262 

 Source: Company data, UBS-S estimates 
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Three curves point out the overall picture  
China Mobile has laid out the following three curves of their businesses. 

 The company is currently on the declining curve of voice+SMS businesses, 
which accounted for 59.1% of service revenue in 2014. Voice revenue declined 
by -13.1% yoy, by Rmb46.7bn in 2014. The declining pace accelerated to -
20.7% in H214, compared with -5.3%/-5.4%/-1.2% in H114/H213/H113. SMS 
revenue declined by -18% in H214, compared with -13.7%/-8.3%/-4.8% in 
H114/H213/H113. Voice and SMS are under fierce cannibalization pressure 
from the internet applications such as WeChat. In this sense, we believe China 
Mobile's ARPU can hardly surprise on the upside in 2015. 

 Mobile data revenue, accounting for 25.9% of service revenue, is on a rising 
trend. Mobile data revenue grew by 42.9% yoy in 2014, by Rmb45.2bn. The 
growth rate slowed down to 35% in H214, from 52.6%/56.2%/61.2% in 
H114/H213/H113 given the enlarging base. China Mobile is taking the lead in 
4G services, and will continue to see strong 4G subscriber momentum in 2015 
in our view. We believe the rise in mobile data revenue can offset the decline in 
voice+SMS revenues, but can hardly drive up ARPU. Furthermore, as the mobile 
data business is by nature a lower margin business compared with voice and 
SMS, the current high margin (net margin of 18.8% in 2014) cannot be 
sustainable in the medium to longer term. 

 The third curve, the application and information services, should be the truly 
valuing adding growth for the company in the future. This business accounted 
for 11.1% of service revenue in 2014, and grew moderately by 12.3% in 2014. 
We are suspicious if this third curve could play out successfully. Being a telco, 
particularly a state-owned telco, it will be difficult for China Mobile to cultivate 
the innovation culture, which is the core spirit of the third curve.     
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Figure 1: Three curves draw out the business development of China Mobile 

 
Source:  Company data 
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Figure 2: China Mobile's revenue breakdown on semi-annual basis 

(Rmb mn) 1H12 2H12 FY12 1H13 2H13 FY13 1H14 2H14 FY14 

Voice      177,128       190,937       368,065  175,072      180,614       355,686    165,778    143,181    308,959  

Data Service revenue         75,986         90,362       166,348  95,388      111,498       206,886    121,913    127,820    249,733  

   SMS& MMS 22,122        22,093         44,215  21,066        20,254  41,320 18,173     16,607  34,780 

   Wireless data 29,318        37,211         66,529  47,255        58,118  105,373 72,094     78,477  150,571 

   Applications and 

information 
24,521        29,355         53,876  27,044        30,283  57,327 31,578     32,804  64,382 

Others        13,417  12,583        26,000  14,211 14,028        28,239      10,219  12,906     23,125  

Service revenue      266,530       293,883       560,413  284,671      306,140       590,811    297,910    283,907    581,817  

Equipment sales 7,937 13,485 21,422 18,433        20,933         39,366      26,771      32,860      59,631  

Total revenue 274,467 307,368 581,835 303,104 327,073 630,177 324,681 316,767 641,448 

          

Yoy  growth% 
         

Voice 2.2% 0.0% 1.1% -1.2% -5.4% -3.4% -5.3% -20.7% -13.1% 

Data Service revenue 17.3% 21.2% 19.4% 25.5% 23.4% 24.4% 27.8% 14.6% 20.7% 

   SMS& MMS -2.8% -6.8% -4.8% -4.8% -8.3% -6.5% -13.7% -18.0% -15.8% 

   Wireless data 52.3% 48.3% 50.0% 61.2% 56.2% 58.4% 52.6% 35.0% 42.9% 

   Applications and 

information 
7.7% 13.7% 10.9% 10.3% 3.2% 6.4% 16.8% 8.3% 12.3% 

Others 11.2% 1.4% 6.2% 5.9% 11.5% 8.6% -28.1% -8.0% -18.1% 

Service revenue 6.6% 5.7% 6.1% 6.8% 4.2% 5.4% 4.7% -7.3% -1.5% 

Equipment sales 129.1% 112.6% 118.4% 132.2% 55.2% 83.8% 45.2% 57.0% 51.5% 

Total revenue 8.3% 8.1% 8.2% 10.4% 6.4% 8.3% 7.1% -3.2% 1.8% 

          

As % of service revenue 
         

Voice 66.5% 65.0% 65.7% 61.5% 59.0% 60.2% 55.6% 50.4% 53.1% 

Data Service revenue 28.5% 30.2% 29.7% 33.5% 35.5% 35.0% 40.9% 45.0% 42.9% 

   SMS& MMS 8.3% 7.5% 7.9% 7.4% 6.6% 7.0% 6.1% 5.8% 6.0% 

   Wireless data 11.0% 12.7% 12.2% 16.6% 19.0% 18.3% 24.2% 27.6% 25.9% 

   Applications and 

information 
9.2% 10.0% 9.7% 9.5% 9.9% 9.7% 10.6% 11.6% 11.1% 

Others 5.0% 4.3% 4.6% 5.0% 4.6% 4.8% 3.4% 4.5% 4.0% 

Service revenue 100.0% 100.0% 100.0% 100.0% 99.1% 100.0% 100.0% 100.0% 100.0% 

Source: Company data, UBS estimates 

Benefitting from largely depreciated 2G network 
and cost cutting 
Excluding VAT impact and the interconnection rate adjustment, China Mobile's net 
profit was actually up slightly by 1.5% yoy in 2014, which could be attributable to 
two reasons. 

 Depreciation cost increased by 11% yoy, given the capex step up in the past 
three years (up over 80% from 2012 to 2014). But depreciation cost could 
have grown more, thanks to the fast depreciation of its 2G network previously, 
which had built an earnings reserve for today. Plus, the depreciation of its 3G 
network has been at the Parentco, off the balance sheet of the Listco. 
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 The company cut Rmb23.5bn in selling and marketing costs in 2014 (Rmb16bn 
in selling expenses and Rmb7.5bn in handset subsidy costs respectively). The 
management guided another Rmb20bn cut in selling and marketing costs in 
2015. Fortunately market competition works in favour of China Mobile. Hence 
the company is going through a virtuous cycle of gaining market share, and so 
the company can afford to pull back on marketing campaigns. Under the same 
mandate from the government, China Telecom and China Unicom have to cut 
down sales costs as well, which curbs their capability to compete against China 
Mobile. 

Whether monopoly value can hold up? 
As long as China Mobile can sit in a dominant position in the telecom market in 
China, its high market share, high margin, high profitability, and thus high market 
cap can be well protected. What could cause the monopoly value fall apart? 

 Asymmetric regulation. As we discussed in our previous report "Towerco 
part I: Target to be 40%/30%/30% market shares" on 6 Feb 2015, with the 
help from the towerco, China Telecom and China Unicom can build out their 
4G coverage and capacity in a cheaper and faster way, and the market shares 
of mobile infrastructures in China could move towards 40%/30%/30% by 
CM/CT/CU after 2-3 years. Under this situation, any asymmetric regulations, 
such as market share cap, MNP (mobile number portability) could be 
detrimental for China Mobile. 

 Network separation and introduction of private players. In the medium 
to long term, the Chinese government could potentially form a centralized, 
neutral network company and offer equal network access to private players. If 
the government to introduce competition in this way, China Mobile's value 
could be largely reduced. (Please refer to our previous report "Industry outlook: 
network separation, SOE reform, and lack of organic growth" on 6 Jan 2015.) 

Upgraded to Neutral recently 
Recent news flow indicates that the Chinese government will likely maintain the 
monopoly position of the SOEs (state-owned enterprises) in those infrastructure 
based industries such as telecom, petrochemicals etc. Further opening up for 
competition does not seem to be the priorities on the government's agenda in our 
view. Thus we believe the dominant players in those monopoly industries still 
deserve a monopoly value, despite the reduction of competition, via administrative 
way rather than in a market driven way, could weaken the competency of those 
companies in the long run. 

We remain Neutral rating and DCF based PT of HK$110 (WACC 7.6% and 
terminal growth of 2%).  
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China Mobile (HK) Ltd (0941.HK) 

Income statement (Rmbm) 12/11 12/12 12/13 12/14E % ch 12/15E % ch 12/16E 12/17E 12/18E 
Revenues 537,806 581,835 630,177 636,924 1.1 655,111 2.9 682,555 711,984 749,736 
Gross profit - - - - - - - - - - 
EBITDA (UBS) 250,971 253,578 240,348 242,363 0.8 253,596 4.6 267,011 269,470 279,282 
Depreciation & amortisation (97,113) (100,848) (104,699) (115,233) 10.1 (127,755) 10.9 (143,907) (160,928) (173,065) 
EBIT (UBS) 153,858 152,730 135,649 127,130 -6.3 125,841 -1.0 123,103 108,542 106,217 
Associates & investment income 0 0 0 0 - 0 - 0 0 0 
Other non-operating income 4,876 6,299 7,972 7,415 -7.0 8,157 10.0 8,157 8,157 8,157 
Net interest 7,848 12,271 14,958 13,464 -10.0 13,350 -0.8 13,745 14,657 16,469 
Exceptionals (incl goodwill) 0 0 0 0 - 0 - 0 0 0 
Profit before tax 166,582 171,300 158,579 148,009 -6.7 147,347 -0.4 145,005 131,355 130,843 
Tax (40,603) (41,919) (36,776) (35,818) 2.6 (35,363) 1.3 (34,801) (31,525) (31,402) 
Profit after tax 125,979 129,381 121,803 112,191 -7.9 111,984 -0.2 110,204 99,830 99,440 
Preference dividends and Minorities (109) (107) (111) (102) 7.9 (102) 0.2 (100) (91) (91) 
Extraordinary items 0 0 0 0 - 0 - 0 0 0 
Net earnings (local GAAP) 125,870 129,274 121,692 112,089 -7.9 111,882 -0.2 110,103 99,739 99,350 
Net earnings (UBS) 125,870 129,274 121,692 112,089 -7.9 111,882 -0.2 110,103 99,739 99,350 
Tax rate (%) 24.4 24.5 23.2 24.2 4.4 24.0 -0.8 24.0 24.0 24.0 

 

Per share (Rmb) 12/11 12/12 12/13 12/14E % ch 12/15E % ch 12/16E 12/17E 12/18E 
EPS (UBS, diluted) 6.28 6.45 6.07 5.59 -7.9 5.58 -0.2 5.49 4.98 4.96 
EPS (local GAAP, diluted) 6.28 6.45 6.07 5.59 -7.9 5.58 -0.2 5.49 4.98 4.96 
EPS (UBS, basic) 6.28 6.45 6.07 5.59 -7.9 5.58 -0.2 5.49 4.98 4.96 
Net DPS (Rmb) 2.71 2.78 2.63 2.40 -8.5 2.40 -0.2 2.36 2.14 2.13 
Book value per share 32.38 36.09 39.35 42.32 7.5 45.49 7.5 48.59 51.20 54.02 
Average shares (diluted) 20,043.93 20,043.93 20,043.93 20,043.93 0.0 20,043.93 0.0 20,043.93 20,043.93 20,043.93 

 

Balance sheet (Rmbm) 12/11 12/12 12/13 12/14E % ch 12/15E % ch 12/16E 12/17E 12/18E 
Cash and equivalents 332,978 402,903 419,908 416,136 -0.9 412,989 -0.8 440,084 468,257 540,448 
Other current assets 49,707 43,690 47,281 47,196 -0.2 48,199 2.1 50,094 52,589 55,634 
Total current assets 382,685 446,593 467,189 463,332 -0.8 461,188 -0.5 490,178 520,846 596,082 
Net tangible fixed assets 408,165 430,509 479,227 568,804 18.7 649,644 14.2 701,357 730,554 741,054 
Net intangible fixed assets 37,712 37,818 37,957 37,957 0.0 37,957 0.0 37,957 37,957 37,957 
Investments / other assets 123,996 137,189 183,019 187,689 2.6 180,087 -4.1 175,514 173,808 169,123 
Total assets 952,558 1,052,109 1,167,392 1,257,782 7.7 1,328,877 5.7 1,405,007 1,463,165 1,544,216 
Trade payables & other ST liabilities 273,176 297,728 370,845 371,791 0.3 379,085 2.0 393,093 413,697 438,152 
Short term debt 68 68 68 68 0.00 68 0.00 14,993 68 13,725 
Total current liabilities 273,244 297,796 370,913 371,859 0.3 379,153 2.0 408,086 413,765 451,877 
Long term debt 28,617 28,619 4,989 34,989 NM 34,989 0.0 20,064 20,029 6,372 
Other long term liabilities 278 385 766 695 -9.3 710 2.1 737 766 808 
Preferred shares 0 0 0 0 - 0 - 0 0 0 
Total liabilities (incl pref shares) 302,139 326,800 376,668 407,543 8.2 414,851 1.8 428,887 434,560 459,058 
Common s/h equity 649,064 723,447 788,773 848,187 7.5 911,870 7.5 973,864 1,026,259 1,082,721 
Minority interests 1,355 1,862 1,951 2,053 5.2 2,155 5.0 2,256 2,347 2,437 
Total liabilities & equity 952,558 1,052,109 1,167,392 1,257,782 7.7 1,328,877 5.7 1,405,007 1,463,165 1,544,216 

 

Cash flow (Rmbm) 12/11 12/12 12/13 12/14E % ch 12/15E % ch 12/16E 12/17E 12/18E 
Net income (before pref divs) 125,870 129,274 121,692 112,089 -7.9 111,882 -0.2 110,103 99,739 99,350 
Depreciation & amortisation 97,113 100,848 104,699 115,233 10.1 127,755 10.9 143,907 160,928 173,065 
Net change in working capital (11,951) 16,243 42,276 2,117 -95.0 2,383 12.5 4,889 10,141 10,209 
Other operating 15,724 (15,656) (43,682) (114) 99.7 (4,091) NM (662) 765 3,209 
Operating cash flow 226,756 230,709 224,985 229,325 1.9 237,929 3.8 258,238 271,574 285,833 
Tangible capital expenditure (123,331) (123,232) (138,997) (217,837) -56.7 (201,034) 7.7 (191,190) (189,253) (178,911) 
Intangible capital expenditure 0 0 0 0 - 0 - 0 0 0 
Net (acquisitions) / disposals 0 0 0 0 - 0 - 0 0 0 
Other investing (46,025) (58,100) (25,489) 7,415 - 8,157 - 8,157 8,157 8,157 
Investing cash flow (169,356) (181,332) (164,486) (210,421) -27.9 (192,878) 8.3 (183,034) (181,097) (170,755) 
Equity dividends paid (52,575) (55,425) (55,512) (52,675) 5.1 (48,198) 8.5 (48,109) (47,344) (42,888) 
Share issues / (buybacks) 136 531 43 0 - 0 - 0 0 0 
Other financing (5,981) (403) (329) 0 - 0 - 0 0 0 
Change in debt & pref shares (4,979) 2 (23,630) 30,000 - 0 - 0 (14,960) 0 
Financing cash flow (63,399) (55,295) (79,428) (22,675) 71.5 (48,198) -112.6 (48,109) (62,304) (42,888) 
Cash flow inc/(dec) in cash (5,999) (5,918) (18,929) (3,772) 80.1 (3,147) 16.6 27,095 28,172 72,191 
FX / non cash items 46,631 75,843 35,934 0 -100.0 0 -50.0 0 0 0 
Balance sheet inc/(dec) in cash 40,632 69,925 17,005 (3,772) - (3,147) 16.6 27,095 28,172 72,191 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts.  
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China Mobile (HK) Ltd (0941.HK) 

Valuation (x) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
P/E (local GAAP, diluted) 9.8 10.6 10.9 14.3 14.4 14.6 16.1 16.2 
P/E (UBS, diluted) 9.8 10.6 10.9 14.3 14.4 14.6 16.1 16.2 
P/CEPS 5.5 6.0 5.8 7.1 6.7 6.3 6.2 5.9 
Equity FCF (UBS) yield % 8.6 7.9 6.6 0.7 2.3 4.2 5.1 6.6 
Net dividend yield (%) 4.4 4.1 4.0 3.0 3.0 2.9 2.7 2.7 
P/BV x 1.9 1.9 1.7 1.9 1.8 1.7 1.6 1.5 
EV/revenues (core) 1.7 1.7 1.4 1.9 1.9 1.8 1.7 1.5 
EV/EBITDA (core) 3.7 4.0 3.8 5.0 4.9 4.6 4.4 4.0 
EV/EBIT (core) 6.0 6.7 6.7 9.5 9.8 9.9 10.9 10.6 
EV/OpFCF (core) 8.0 6.9 6.3 NM 22.4 15.1 13.1 10.2 
EV/op. invested capital 3.2 3.4 3.0 3.3 2.8 2.5 2.3 2.2 

 

Enterprise value (Rmbm) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Market cap. 1,206,893 1,355,251 1,303,843 1,605,879 1,610,744 1,610,744 1,610,744 1,610,744 
Net debt (cash) (281,487) (339,254) (394,533) (397,965) (379,506) (391,480) (426,594) (484,255) 
Buy out of minorities 1,246 1,862 1,951 2,053 2,155 2,256 2,347 2,437 
Pension provisions/other 0 0 0 0 0 0 0 0 
Total enterprise value 926,652 1,017,859 911,261 1,209,967 1,233,394 1,221,520 1,186,497 1,128,926 
Non core assets 0 0 0 0 0 0 0 0 
Core enterprise value 926,652 1,017,859 911,261 1,209,967 1,233,394 1,221,520 1,186,497 1,128,926 

 

Growth (%) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Revenue 10.8 8.2 8.3 1.1 2.9 4.2 4.3 5.3 
EBITDA (UBS) 4.9 1.0 -5.2 0.8 4.6 5.3 0.9 3.6 
EBIT (UBS) 0.5 -0.7 -11.2 -6.3 -1.0 -2.2 -11.8 -2.1 
EPS (UBS, diluted) 6.7 2.7 -5.9 -7.9 -0.2 -1.6 -9.4 -0.4 
Net DPS 4.9 2.8 -5.6 -8.5 -0.2 -1.6 -9.4 -0.4 

 

Margins & Profitability (%) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Gross profit margin - - - - - - - - 
EBITDA margin 46.7 43.6 38.1 38.1 38.7 39.1 37.8 37.3 
EBIT margin 28.6 26.2 21.5 20.0 19.2 18.0 15.2 14.2 
Net earnings (UBS) margin 23.4 22.2 19.3 17.6 17.1 16.1 14.0 13.3 
ROIC (EBIT) 53.0 51.0 44.3 35.2 28.5 25.0 21.1 20.8 
ROIC post tax 40.1 38.5 34.0 26.6 21.7 19.0 16.0 15.8 
ROE (UBS) 20.5 18.8 16.1 13.7 12.7 11.7 10.0 9.4 

 

Capital structure & Coverage (x) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Net debt / EBITDA (1.2) (1.5) (1.7) (1.6) (1.5) (1.5) (1.7) (1.9) 
Net debt / total equity % (46.8) (51.6) (52.5) (44.8) (41.3) (41.5) (43.6) (48.0) 
Net debt / (net debt + total equity) % (87.9) NM NM (81.2) (70.5) (70.9) (77.2) (92.1) 
Net debt/EV % (32.8) (36.8) (45.5) (31.5) (30.6) (33.2) (37.8) (46.1) 
Capex / depreciation % 127.0 122.2 132.8 189.0 157.4 132.9 117.6 103.4 
Capex / revenue % 22.9 21.2 22.1 NM NM 28.0 26.6 23.9 
EBIT / net interest NM NM NM NM NM NM NM NM 
Dividend cover (UBS) 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 
Div. payout ratio (UBS) % 43.1 43.2 43.3 43.0 43.0 43.0 43.0 43.0 

 

Revenues by division (Rmbm) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Others 537,806 581,835 630,177 636,924 655,111 682,555 711,984 749,736 
Total 537,806 581,835 630,177 636,924 655,111 682,555 711,984 749,736 

 

EBIT (UBS) by division (Rmbm) 12/11 12/12 12/13 12/14E 12/15E 12/16E 12/17E 12/18E 
Others 153,858 152,730 135,649 127,130 125,841 123,103 108,542 106,217 
Total 153,858 152,730 135,649 127,130 125,841 123,103 108,542 106,217 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts. 
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Forecast returns 

Forecast price appreciation +9.9% 

Forecast dividend yield 3.0% 

Forecast stock return +12.9% 

Market return assumption 9.3% 

Forecast excess return +3.6% 

 
  

Statement of Risk 

We believe competition and regulations remain the key downside risks as China 
Mobile has an over 60% subscriber market share, an over 50% revenue market 
share and a more than 80% net profit market share in China. Competition should 
not only come from within the sector, but also from rising cannibalisation from 
over-the-top (OTT) apps. Overall, China Mobile remains a high-margin, dominant 
operator in an ex-growth industry, for which the government aims to increase 
competition in the medium to long term. 
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Required Disclosures 

This report has been prepared by UBS Securities Co. Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. 

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 47% 37% 

Neutral FSR is between -6% and 6% of the MRA. 42% 32% 

Sell FSR is > 6% below the MRA. 11% 21% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Source: UBS. Rating allocations are as of 31 December 2014. 
1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within 
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies 
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained 
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by 
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if 
any, follows. 

UBS Securities Co. Limited:  Jinjin Wang, CFA.   UBS Securities Pte. Ltd.:  Suresh A Mahadevan, CFA.   
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

China Mobile (HK) Ltd16a, 16b 0941.HK Neutral N/A HK$103.50 18 Mar 2015 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 

16a. UBS Securities (Hong Kong) Limited is a market maker in the HK-listed securities of this company. 
16b. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Additional Prices: China Unicom Ltd., HK$11.84 (18 Mar 2015); China Telecom, HK$4.84 (18 Mar 2015);  Source: UBS. All 
prices as of local market close. 
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Global Disclaimer 
This document has been prepared by UBS Securities Co. Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is 
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation 
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst 
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 
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United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the 
Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the 
document is also deemed to have been prepared by UBS Italia Sim S.p.A.   South Africa:  Distributed by UBS South Africa (Pty) Limited (Registration No. 
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328).   Israel:  This material is distributed by UBS Limited. UBS 
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities 
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not 
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among 
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various 
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as 
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of 
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has been issued by UBS AG (and/or 
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi closed joint stock company 
incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 
11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 
08113-37.   Dubai:  The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United 
Arab Emirates.   United States:  Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, 
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a   ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS 
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or 
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial 
Services Inc., and not through a non-US affiliate.   Canada:  Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration.   Brazil:  
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to 
be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher 
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly 
authorized by Comissão de Valores Mobiliários (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and 
Municipalities.   Hong Kong:  Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch.   Singapore:  Distributed by UBS Securities Pte. Ltd. [MCI 
(P) 016/09/2014 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore 
Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank 
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the 
analysis or document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures 
Act (Cap. 289).   Japan:  Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared 
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to 
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant.   Australia:  Clients of UBS AG: 
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(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd 
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal 
financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, 
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. 
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure 
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is 
available at: www.ubs.com/ecs-research-fsg.   New Zealand:  Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are 
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