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Too cheap to ignore — now the sector
top pick

Low expectations providing rerating opportunities

With CM having underperformed the HSI by ~20% YTD, we move the stock to
our top pick among Chinese telcos. For a telco making 83% of the industry’s
profit, CM’s current discount to peers (China and regional) appears unjustified.
Given low expectations, we see significant rerating potential driven by: 1) solid
earnings growth with the government likely to be more forgiving of stronger
profit at the telcos; 2) improving pay-out, driving 13% p.a. dividend growth
over the next three years, 3) potential for lower-than-expected capex at the FY.
With CM trading on 9.1x FY17E PE ex-cash, investors are not paying much for
the potential upside. Buy.

Cheap valuation and low expectations

CM currently trades on an 11% discount vs. its peers on an EV/EBITDA basis,
compared to other dominant industry players, which can trade at up to 50-60%
premiums (e.g., Indonesia and Thailand) due to their scale and cash flow
generation. We think such a rerating can be delivered by better-than-expected
earnings and dividend payout. We estimate that CM can easily deliver a 16%
improvement to the bottom line via lower admin expenses and by aligning its
depreciation policy with the peers and we expect CM to deliver a 3ppt increase
in dividend payout each year as part of a wider effort to increase SOE payouts.

Government to be more tolerant of industry profit growth

We believe the government could be more forgiving on industry profit growth
as part of an effort to save up for 5G investments and to facilitate CU’s
recovery which may see CM start to deliver better NPAT growth than in recent
years. Separately, we see the potential for a lower-than-expected capex, a
special dividend and relaxation of spectrum re-farming restrictions as other
potential catalysts that could see CM rerate over the next 12 months.

Valuation and risks

We derive our target price using a DCF valuation, with an allowance for a
contribution from associates and cash. Our valuation uses 7.5% WACC and a
0% perpetual growth rate. Downside risks relate to regulation and competition.
See p. 14.
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‘ Forecasts And Ratios

Year End Dec 31 2016A

2017E
756,718.3 800,084.2 839,532.8

2015A 2018E 2019E

Sales (CNYm) 668,335.0 708,421.0

EBITDA (CNYm) 240,028.0 256,677.0 276,379.1 293,672.4 309,240.2
Reported NPAT (CNYm) 108,539.0 108,741.0 114,961.56 122,130.7 129,910.9
DB EPS FD(CNY) 5.30 5.31 5.61 5.96 6.34
PER (x) 15.1 14.2 12.7 12.0 11.3
EV/EBITDA (x) 5.2 4.4 3.4 29 25
DPS (net) (CNY) 2.26 2.39 2.75 3.10 3.49
Yield (net) (%) 2.8 3.2 3.9 43 49

Source: Deutsche Bank estimates, company data

" DB EPS is fully diluted and excludes non-recurring items
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses
the year end close
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Model updated:13 April 2017 Fiscal year end 31-Dec 2014 2015 2016 2017E 2018E 2019E
‘Running the numbers Financial Summary
Asia DB EPS (CNY) 5.38 5.30 5.31 5.61 5.96 6.34

- Reported EPS (CNY) 5.38 5.30 5.31 5.61 5.96 6.34

China DPS (CNY) 2.35 2.26 2.39 2.75 3.10 3.49

Wireless BVPS (CNY) 42,6 44.9 47.8 53.1 55.9 58.6
Weighted average shares (m) 20,103 20,438 20,475 20,475 20,475 20,475

’China Mobile Average market cap (CNYm) 1,321,195 1,632,078 1,549,374 1,460,208 1,462,855 1,462,855
Reuters: 0941.HK Bloomberg: 941 HK Enterprise value (CNYm) 909,392 1,236,933 1,131,779 942,162 864,772 778,562

|Va|l|minn Metrics

’Buy P/E (DB) (x) 12.2 15.1 14.2 12.7 12.0 11.3

P/E (Reported) (x) 12.2 15.1 14.2 12.7 12.0 11.3

Price (14 Jul 17) HKD 82.25  P/BV (x) 1.69 1.58 1.47 1.34 1.28 1.22

Target Price HKD 110.00 FCF Yield (%) 3.0 3.8 4.2 6.6 9.2 10.1
Dividend Yield (%) 3.6 2.8 3.2 3.9 4.3 4.9

52 Week range HKD80.30-99.00 /105 14 1.9 16 1.2 11 0.9

Market Cap (m) HKDm 1,681,061  EV/EBITDA (x) 3.9 5.2 4.4 3.4 2.9 25
USDm 215,319 EV/EBIT (x) 7.8 12.0 9.6 75 6.6 5.6
- Income Statement (CNYm)

Company Profile Sales revenue 641,448 668,335 708421 756,718 800,084 839,533
China Mobile Limited provides a full range of mobile  Gross profit 641,448 668,335 708,421 756,718 800,084 839,533
telecommunications  services in all 31 provinces,  EBITDA 233,665 240,028 256,677 276,379 293,672 309,240
autonomous  regions  and  directly-administered  pepreciation 116,225 136,832 138,090 150,262 161,424 169,347
municipalities in Mainland China as well as in Hong Kong Amortisation 106 274 499 499 499 499
via its wholly-owned China Mobile Peoples Telephone Co EBIT 117,334 102,922 118,088 125,618 131,749 139,394
Ltd. Net interest income(expense) 15,921 15,397 15,770 16,608 18,885 20,719

Associates/affiliates 8,248 23,615 8,636 8,481 9,482 10,235
Exceptionals/extraordinaries 0 0 0 0 0 0
Other pre-tax income/(expense) 1,089 1,800 1,968 2,102 2,223 2,332
Profit before tax 142,592 143,734 144,462 152,809 162,339 172,680
‘ Price Performance Income tax expense 33,187 35,079 35,623 37,744 40,098 42,652
Minorities 126 116 98 104 110 117
110 Other post-tax income/(expense) 0 0 0 0 0 0
100 Ik 4 Net profit 109,279 108,539 108,741 114,961 122,131 129,911
90 1 DB adjustments (including dilution) 0 0 0 0 0 0
;: ;&’lﬁ e ;ftﬁf{; ﬁ ?’-QE ; DB Net profit 109,279 108,539 108,741 114,961 122,131 129,911
80 M
o ‘W [Cash Flow (CNYm)
Cash flow from operations 211,022 235,089 253,701 272,112 286,216 298,357
Jul150ct 18Jan 16Apr 16Jul 16 0ct 16Jan 17Apr 17 Net Capex 170798 -172,448  -189,044 -176,000 -152,016 -151,116
China Mobile HANG SENG INDEX (Rebased) Free cash flow 40,224 62,641 64,657 96,112 134,200 147,242
- Equity raised/(bought back) 8,215 1,024 0 0 0 0
Margin Trends Dividends paid 50,934  -47,933  -47,004  -56,331 63508  -71,451
Net inc/(dec) in borrowings 0 -8,149 -1,722 52,685 0 0
40 Other investing/financing cash flows 24,308 -1,653 -5,360 8,180 9,456 10,536
R Net cash flow 21,813 6,030 10571 100,546 80,148 86,327
28 Change in working capital 5,347 17,751 23,187 22,894 20,936 19,202
%8 Balance Sheet (CNYm)
16 Cash and other liquid assets 418,862 403,172 425,710 526,256 606,404 692,730
12 Tangible fixed assets 658,136 673,643 712,209 732,902 718,447 694,997
14 15 16 17 18E  19E Goodwill/intangible assets 36,066 36,111 37,051 37,051 37,051 37,051
=== EBITDA Margin e==#=== EB|T Margin Associates/investments 70,571 172,673 124,074 132,520 142,002 152,237
Other assets 112,814 142,296 221,950 234,885 246,494 257,050
Growth & Profitability Total assets 1,296,449 1,427,895 1,520,994 1,663,614 1,750,397 1,834,065
Interest bearing debt 4,992 4,995 4,998 4,989 4,989 4,989
8 = 14 Other liabilities 432,814 502,532 533,858 567,665 598,211 626,245
6 o [ }% Total liabilities 437,806 507,527 538,856 572,654 603,200 631,234
L g Shareholders' equity 856,576 917,336 979,021 1,087,839 1,143,866 1,199,382
4 I Minorities 2,067 3,032 3,117 3,221 3,331 3,449
) I: L4 Total shareholders' equity 858,643 920,368 982,138 1,091,059 1,147,197 1,202,831
. 2 Net debt 413870  -398,177  -420,712  -521,267  -601,415  -687,741
0 0
14 15 16 17E  18E  19E Key Company Metrics
Sales growth (%) 1.8 4.2 6.0 6.8 5.7 49
[ Sales growth (LHS) 9= ROE (RHS) DB EPS growth (%) A1 15 0.2 5.7 6.2 6.4
‘Solvency EBITDA Margin (%) 36.4 35.9 36.2 36.5 36.7 36.8
EBIT Margin (%) 18.3 15.4 16.7 16.6 16.5 16.6
0 Payout ratio (%) 43.2 425 45.1 49.0 52.0 55.0
-10 ROE (%) 13.3 12.2 115 1.1 10.9 11.1
-20 4 Capex/sales (%) 26.6 25.8 26.8 23.3 19.0 18.0
jg ] Capex/depreciation (x) 15 13 1.4 1.2 0.9 0.9
50 4 Net debt/equity (%) -48.2 -43.3 -42.8 -47.8 -52.4 -57.2
60 Net interest cover (x) nm nm nm nm nm nm
-70

14 15 16 17E 18E 19E

[ Net debt/equity (LHS) === Net interest cover (RHS)

James Wang

+852 22036145 james-z.wang@db.com
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‘Figure 1: Half year P&L

China Mobile +852 2203 6145 james-z.wang@db.com
Capitalization Summary
Share Price ($) 82.25
Target price ($) 110.00 Shares o/s 20,103
Upside 34% Mkt Cap (RMBm) 1,436,211
Horizon 12 months EV (RMBm) 1,015,499
Rationale DCF
2015
Income Statement (Y.E. Dec) RMBm proforma 2016 2017F 2018F 2019F 1H16 2H16 1H17F 2H17F
Mobile service revenue 552,161 578,213 604,796 626,733 647,378 305,668 272,545 316,988 287,808
Change 5% 5% 4% 3% 6% 4% 4% 6%
Broadband and others 31,928"  45209" 61,129  77,355° 91,425 " 19,7557 25454" 28126" 33,002
Change 42% 35% 27% 18% 30% 52% 42% 30%
Service revenue 584,087 623,422" 665924" 704,087 738,803 325,423 297,999 345,114 320,811
Change " 0% 7% 7% 6% 5% 7% 7% 6% 8%
Revenue 668,335 T 708,421 T 756,718' 800,084' 839,533 370,351 338,070 391,791 364,927
Change " 4% 6% 7% 6% 5% 7% 5% 6% 8%
Networks expenses (53,991) (53,852) (57,523) (60,820) (63,819)
Employee expenses (74,805) (79,463) (84,231) (89,285) (94,642)
Other expenses (299,785)  (318,928)  (339,084)  (356,806)  (372,331)
Operating expenses (428,581)  (452,243) (480,838) (506,911) (530,792) (236,102) (216,141) (250,392) (230,446)
Change " 5% 6% 6% 5% 5% 10% 1% 6% 7%
EBITDA 240,028 256,677 276,379 293,672 309,240 134,350 122,327 141,649 134,730
Change " 2% 7% 8% 6% 5% 3% 12% 5% 10%
EBITDA margin 36% 36% 37% 37% 37% 36% 36% 36% 37%
D&A (136,832) (138,090) (150,262) (161,424) (169,347) (68,118)  (69,972) (72,877) (77,385)
Others 25,141 10,105 10,084 11,205 12,069 5,064 5,041 4,957 5,127
EBIT 128,337 128,692 136,201 143,454 151,961 71,296 57,396 73,729 62,472
Change " 1% 0% 6% 5% 6% 6% -6% 3% 9%
EBIT margin 19% 18% 18% 18% 18% 19% 17% 19% 17%
Net interest income 15,397 15,770 16,608 18,728 20,229 7,508 8,262 8,304 8,304
Income tax and minorities (35,195) (35,721) (37,848) (40,169) (42,648) (18,232)  (17,489) (19,170)  (18,677)
Net profit 108,539 108,741 114,961 122,013 129,542 60,572 48,169 62,863 52,099
Change " -1% 0% 6% 6% 6% 6% -6% 4% 8%
EPS 5.31 5.31 5.61 5.96 6.33
DPS 2.26 2.39 2.75 3.10 3.48
16 2H16 IH1TE  2H17F
Mobile subscribers (m) 826.2 848.9 868.9 884.9 899.9 837.0 848.9 858.9 868.9
Mobile subscriber growth 2.4% 2.7% 2.4% 1.8% 1.7% 2.4% 2.7% 2.6% 2.4%
Mobile ARPU (RMB) 56.4 57.5 58.7 59.6 60.5 61.3 53.9 61.9 55.5
Mobile ARPU growth -8.5% 2.1% 2.0% 1.5% 1.5% 3.2% 1.0% 1.0% 3.0%
Revenue growth 4.2% 6.0% 6.8% 5.7% 4.9%
Cash 403,172 425,710 517,775 588,384 664,309
Gross debt 4,995 4,998 4,989 4,989 4,989
Net debt (398,177)  (420,712) (512,786) (583,395) (659,320)
Net debt to EBITDA -1.7 -1.6 -1.9 -1.99 -2.13
Total assets 1,427,895 1,520,994 1,655,133 1,732,377 1,805,643
Shareholders' equity 917,336 979,021 1,079,357 1,125,847 1,170,962
Return Information 2015 2016 2017F 2018F 2019F
ROIC 11.8% 11.1% 10.6% 10.8% 11.0%
ROA 7.6% 7.1% 6.9% 7.0% 7.2%
ROE 11.8% 11.1% 10.7% 10.8% 11.1%
Capex/Sales 26% 27% 23% 19% 18%
Operating cash flow 235,089 253,701 263,631 276,773 288,243
Capex 172,243 188,209 176,000 152,016 151,116
Free cash flow (post capex) 62,846 65,492 87,631 124,757 137,127
FCF yield 4.3% 4.5% 6.0% 8.5% 9.4%
Valuation & Leverage Metrics 2015 2016 2017F 2018F 2019F
P/E 13.5 135 12.7 12.0 11.3
FCF yield 4.3% 4.5% 6.0% 8.5% 9.4%
DY 3.2% 3.3% 3.9% 4.3% 4.9%
EV/EBITDA 4.4 4.1 34 3.0 2.6
P/BV 1.59 1.49 1.36 1.30 1.25
Payout ratio 43% 45% 49% 52% 55%
Net debt/equity -43% -43% -48% -52% -56%
Net debt/EBITDA -1.7 -1.6 -1.9 -2.0 -2.1
Source: Deutsche Bank, company data
Deutsche Bank AG/Hong Kong Page 3
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CM now the top pick

We have changed our sector top pick to China Mobile, followed by China
Unicom and then China Telecom (previously CT>CU>CM). The rationale for
moving CM to our top pick are:

Valuation cheap: CM is trading at 9.1x FY17E PER (ex-cash basis),
cheaper than both CT and CU on FY17E EV/EBITDA and PER bases
and, on a regional basis, one of the cheapest market leaders.

Expectations are low: with consensus expecting only 6% NPAT growth
and very little in the way of dividend increases;

Regulatory risk lessening: with the government likely to be more
forgiving of improving telco profitability in order to prepare for 5G;

Solid industry trends as well as a number of profit cushions could see
CM deliver better-than-expected profits over the medium term. We
estimate CM could generate RMB17bn in additional profits via tighter
cost control and changes in accounting policies;

Prospect of improving dividend payout: we could see double-digit
growth in dividends this year;

Potential to deliver lower-than-expected capex at the full year: with the
company typically spending less capex than it has guided;

Other low-likelihood catalysts for outperformance could include:
receiving the FDD license and / or permission to re-farm low-frequency
spectrum, employee share scheme as part of the wider SOE reforms,
special dividends at the full year upon receipt of the RMB53bn
TowerCo currently owes CM.

The following table summarizes our view on the key drivers for share price
outperformance for CM.

Figure 2: Path towards outperformance for CM

Higher
probability

1. Delivering a strong 1H/FY17 result

la. PE re-rate from flight to quality growth

2. Payout ratio increase

3. Capex surprise

4. Spectrum re-farm

5. Special dividend

6. FDD license

7. Employee share scheme Lower
probability

Source: Deutsche Bank

Page 4
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While we still like CT for its strong operating momentum, we think the rerating
opportunity for CM is likely to outweigh the additional earnings growth that CT
delivers.

We explore these in the following sections.

For a dominant market player, the valuation is too cheap

While CM is trading broadly in line with its long-run average on a 12-month
forward PE basis, it is trading 19% below the 10-year average on an ex-cash
basis. Furthermore, we would argue that CM’s historical PE is depressed due
to its weak 3G network, which it has now fixed in the 4G era.

On an EV/EBITDA basis, CM is trading 25% below the five-year average and
35% below the 10-year average. CM’'s FY17E EV/EBITDA and PER are also
below the peer group and, on an ex-cash basis, the stock is trading on a PE of

9.1x.

Figure 3: 12-month forward PER broadly in line with LR

Figure 4: 12-month forward EV/EBITDA below LR
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Source: Deutsche Bank, company data

Source: Deutsche Bank, company data

Figure 5: 12-month forward PER ex cash below LR

‘Figure 6: PER and EV/EBITDA vs. peers

average
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Source: Deutsche Bank, company data, Bloomberg Finance LP

Deutsche Bank AG/Hong Kong

Source: Deutsche Bank, company data
Note: based on DB forecasts, allows for RMB53bn cash receivable from TowerCo
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One of the cheapest market leaders in the APAC region

If we compare CM with the regional leaders in mobile, CM is among the
cheapest, second only to SK Telecom, which is affected by regulatory
uncertainty, corporate governance issues and low payout.

Figure 7: FY17E EV/EBITDA Figure 8: FY17E PER
12 X 30 "
10 25
8 20
6 - 15 -
4 - 10 -
2 - 5 -
0 - 0 -
g 2p 24 2z20z29zx g g2fdz2p2ze 24950
L = %) =3 n =
s SPgiJ4i37 8 s 388317 g3¢8 %4
B =g 2 B g ° 2
<] o <] o
3 3
Source: Deutsche Bank, company data | Source: Deutsche Bank, company data
A number of market leaders trade at significant premiums to their peers due to
the certainty of their cash flows and earnings, quality of their brand and strong
balance sheets (e.g., Telkom and AIS). We believe CM shares these traits as
evidenced by:
= 83% share of industry profits, one of the highest in the region;
= Largest proportion of high value and sticky customers;
= Highest level of 4G coverage, albeit the coverage gap to peers has
narrowed;
= Very strong balance sheet and free cash flow generation.
Figure 9: Share of industry profit by operator in their Figure 10: Valuation premium of top five market leaders
respective regions (oy NPAT share) vs peers (FY17E EV/EBITDA basis)
200% 80% -
59% 60%
150% 60% 1
40%
100%
20% - 9%
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0% - -2%
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— . 5
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H W Valuation discount / premium of market leader

Source: Deutsche Bank, company data
Note: for HK, we use Bloomberg Finance LP consensus forecasts, Bharti compared vs. Idea only and

excludes Reliance Comm, which is very indebted

Source: Deutsche Bank, company data
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Figure 11: CM has the highest proportion of main sim
users (who tend to be stickier)
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Source: Deutsche Bank, based on an online survey that DB conducted in March 2016

Figure 12: One of the highest FCF yields among regional

leaders
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Furthermore, we think CM is well positioned in a thriving market with the
Chinese telecom sector having one of the better revenue growth potentials and

more benign regulatory environments.

Compared with HSI
We would also highlight that it is rare for CM to underperform the HSI to such

an extent. The last time CM underperformed was in 2009 when CM received
the TD-SCDMA license and missed out on the market recovery. CM is now
trading 6% below its 10-year relativity vs. the HSI, 13% vs. the five-year

relativity.

Figure

80%
60%
40%
20%
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-40%
-60%

66%

13: CM historical annual performance vs. HSI

Figure 14: 12-month forward PER valuation vs. HSI
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Source: Deutsche Bank, Bloomberg Finance LP Source: Deutsche Bank, company data, Bloomberg Finance LP

Expectations not high

We believe CM's recent weak share price performance is due to the following:

1) weak 1Q17 NPAT growth despite solid top-line trends; 2) smaller-than-

expected increase in FY16 dividend payout; 3) smaller-than-expected capex

guidance declines in FY17.

Page 7
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However, consensus forecasts have also declined a long way with consensus
now forecasting 6% NPAT growth and a very gradual increase in dividend
payout over time.

Figure 15: CM consensus forecasts have declined

Figure 16: Dividend payout expectation (DB vs.

consensus)
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Source: Deutsche Bank, Bloomberg Finance LP

Source: Deutsche Bank, Bloomberg Finance LP
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Regulatory risk lessening

We believe regulatory risks for both the sector and CM are lessening as
evidenced by:

Limited impact in FY16 from tariff reduction and speed upgrade
requirements and manageable impact from measures announced in
FY17 to date;

A recognition by the think-tank for MIIT of the important role that the
telcos play in both building out the 5G network and in contributing to
economic growth via both the 5G capex and its own related revenues
(as per CAICT's 5G white paper);

Limited signs of material asymmetric regulation on CM. We do note
that the delay in handing out the FDD license and denying CM the
right to re-farm its low frequency spectrum is somewhat restricting
CM’s competitive threat to peers but not overly damaging.

The telcos in China have gone a long way in building out the telecom
infrastructure in the country, which is one of the reasons why Chinese telcos
trade at significantly lower EV/EBITDA multiples vs. the regional peers. With
the need for them to contribute to the bG build-out, this is likely to result in the
government being more forgiving should the telcos generate stronger revenue
and profits over the next three years.

Page 8
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Solid industry trends with mobile driving the improvement

Industry trends remain encouraging with the MIIT data showing a slight pickup
in mobile service revenue in recent months (from 4.4% in 1Q17 to 4.9% in the
five months to May), which is driving an overall improvement in sector revenue
as shown below.

For CM, overall mobile net adds picked up in April and May. While the 4G net
adds have declined, this is likely the result of its higher 4G penetration.

Figure 17: Mobile service revenue growth has picked up Figure 18: Driving a slight improvement in overall service
in recent months revenue growth
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Figure 19: CM'’s overall mobile net adds have picked up ‘Figure 20: 4G penetration higher vs. peers
in recent months
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Note: rolling three-month average net adds shown

Larger profit buffers for China Mobile

Furthermore we believe China Mobile has the largest profit buffers among the
three telcos. We believe this comes from the following areas:

= Shortest average depreciation period of 10 years vs. a peer average of
15 years;

Deutsche Bank AG/Hong Kong Page 9
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= Highest proportion of administrative spend despite its scale at 12.4%
vs. a peer average of ~8%; and

= Elevated asset write-off rates in recent periods.

Figure 21: CM has the shortest depreciation period Figure 22: Admin expense highest in the industry
20 15% ~
12.4%
14.9 15.3 ? 11.7%
15 A
10%
10.3
10 A
0,
5% | 4.4%
5 4
0 T T 1 0% T T 1
CM CT Cu CM CT
W Average depreciation period (yrs) W Admin expense as % of total expense

Source: Deutsche Bank, Company Data | Source: Deutsche Bank, Company Data

We estimate a one-year increase in the depreciation period, a 10% reduction in
admin expenses and the reversal of the write-off could total to RMB17bn in net
profits as shown below (16% of FY16 NPAT).

Figure 23: Earnings improvement cushions

RMBm Scenario FY16 reported  Adjusted result Impact on net % of FY16 net

result profit profit
Depreciation Increase depreciation period to 11 years 138,090 126,056 9,026 8%
Admin expense (other expenses) Reduce by 10% 56,220 50,598 4,217 4%
Write-off Reduce to historical levels 7.216 2,000 3,912 4%
Total 17,154 16%

Source: Deutsche Bank, Company data

While it is not possible to expect that all of these changes could occur
overnight, we do see these factors providing potential cushions for profitability
for CM over time.

CM on the path towards an improving payout

2016 was the first year in the past 10 years when CM increased its dividend
payout ratio, following a change in leadership in 2015. We believe CM will look
to gradually step up its dividend payout over time, increasing its payout by 3
percentage points p.a. over the next three years, which would deliver a 13%
p.a. increase in the absolute dividend during this period as shown below.

As discussed in the previous sections, we believe a 3% increase in payout ratio

each year would be a positive surprise for investors with consensus
forecasting an increase of only 1 percentage point each year.

Page 10
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Figure 24: 2016 was the first year of payout increase
since 2007
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Figure 25: CM to see 13% p.a. dividend growth in the
next three years (2016-2019F)
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Why we think the payout ratio will increase?

Under the third plenum, the Chinese central SOEs must reach an average
payout ratio of 30%. We saw some examples of this progress at the FY16
results with Sinopec, Shenhua and a number of utility SOEs in China having
increased their payout ratios. China Mobile's increase would be at the lower
end of what the peer SOEs have delivered in terms of payouts as shown

below.

Figure 26: Examples of payout increases at FY16 result
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Figure 27: SOE payout ratio increase a medium term

trend
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Furthermore, with the government looking to boost returns of the SOEs, we
think an increase in payout ratio will be one of the ways to achieve this
purpose. For CM, we estimate that every 10% reduction to CM’s cash holdings

can improved its ROE by 0.5-1% as shown below.

Deutsche Bank AG/Hong Kong
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Figure 28: Government needing to boost SOE returns
which are sub-par

boost CM's returns

Figure 29: Reducing cash holding is an easy way to
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With SASAC's role moving towards more of an asset manager rather than a
business manager, we think that improving the ROE will be increasingly
focused upon as a key assessment metric for SASAC.

Potential to deliver lower-than-expected capex

The 6% decline in CM'’s FY17 capex guidance was disappointing, particularly
given it was less than the peers and CM is one-year ahead of the peers on its
4G investments. However, we do think there is a good chance that CM’s actual
capex may come in under its guidance on the basis of:

Page 12

A solid track record of positive surprises on the actual capex spent —
on average CM has beaten capex guidance by ~RMB4bn p.a. over the
past eight years;

Potential savings on business networks and building and
infrastructures which are at an all-time high; and

Historically CM’s mobile spend per sub is typically 35-40% lower than
peers. We estimate that CM’s 4G capex spend per 4G subscriber is
31% below peers as at FY16 but will decline to 14% by the end of
FY17, which appears high compared with the historical trend. This
could result in either actual 4G capex being below guidance or
potentially a significantly lower 4G capex guidance for FY18.

Deutsche Bank AG/Hong Kong



17 July 2017

Wireless /
China Mobile
Figure 30: CM historically has tended to positively Figure 31: Spend on business networks and
surprise on the capex infrastructure seems high compared with historical levels
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Figure 32: 4G capex per sub (CM vs. peers)

than peers historically compared with 14% by FY17

Figure 33: CM typically spends 35% less capex per sub
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Note: FY17 estimates based on company’s 4G capex guidance and 4G net adds guidance

Other low-likelihood catalysts for outperformance

Other low likelihood catalysts for outperformance include the following:

= Potential for a special dividend post the RMB53bn payment received

from the TowerCo at the end of FY17 (~HKD3/share);

= Granting of the FDD license which will allow CM to further reduce the
cost of rolling out its 4G network given the larger coverage radius for

the FD-LTE technology;

= Allowing CM to re-farm the lower-frequency bands currently used for

2G and 3G;

= Potential for employee share ownership schemes in the future with a
number of SOEs about to embark on such programs as part of the

mixed ownership trials.

Deutsche Bank AG/Hong Kong
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Valuation and risks

We derive our target price using a DCF valuation, with an allowance for a
valuation contribution from the TowerCo and other associates. Our DCF-based
valuation uses 7.5% WACC (risk-free rate of 3.0%, risk premium of 5.0%, beta
of 0.9) and a 0% perpetual growth rate. We assign a 0% terminal growth rate
to the company to reflect longer-term market share losses.

We apply a 40% discount to CM’s cash holdings to reflect the low rate at
which cash is returned to shareholders. We have applied a 30% HoldCo
discount to the TowerCo stake and the valuation of other associates to reflect
uncertainty in respect of the valuation and typical holding company discounts.

Figure 34: Detailed valuation of CM

HKDm FY17E EBITDA Valuation Implied
EV/EBITDA

EV using DCF valuation 311,479 1,817,507 5.8

TowerCo stake at 30% discount 68,962

Associates and others at 30% discount 50,661

Net cash at 40% discount 317,848

Equity NPV 2,254,978

NPV per share/target price (HKD) 110

Source: Deutsche Bank estimates, company data

Downside risks include the following:
= Asymmetric regulation;

= Intense competition in the mobile business, particularly as its early 4G
adopters start to roll off contracts;

= Higher-than-expected capex, particularly in future years.

Page 14 Deutsche Bank AG/Hong Kong



17 July 2017

Appendix 1

Important Disclosures
*Other information available upon request

|Disclosure checklist
Company Ticker Recent price* Disclosure

China Mobile 0941.HK 82.25 (HKD) 14 Jul 17 14

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other
information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than the
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at
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(as of 7/14/2017)
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-
party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor
is responsible for the accuracy or security controls of these websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own
account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication
may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on.
Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment
banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts
sometimes have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term
ratings. Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high
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time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to
time discuss with our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that
reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities
discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return
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otherwise notify a recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently
becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and company
specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion
of the coverage analyst concerned or of the Research Department Management and as such the majority of reports are
published at irregular intervals. This report is provided for informational purposes only and does not take into account
the particular investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation
of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are
inherently imprecise and a product of the analyst’s judgment. The financial instruments discussed in this report may not
be suitable for all investors and investors must make their own informed investment decisions. Prices and availability of
financial instruments are subject to change without notice and investment transactions can lead to losses as a result of
price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily
indicative of future results. Unless otherwise indicated, prices are current as of the end of the previous trading session,
and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank,
subject companies, and in some cases, other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.
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Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at
https://gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to
review this information before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and all affiliated companies) is not acting as a financial
adviser, consultant or fiduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information
provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever
as to any strategies, products or any other information presented in the materials. Information contained herein is being
provided solely on the basis that the recipient will make an independent assessment of the merits of any investment
decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any
trading strategy.

The information presented is general in nature and is not directed to retirement accounts or any specific person or
account type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in
making Your decision. The information we provide is being directed only to persons we believe to be financially
sophisticated, who are capable of evaluating investment risks independently, both in general and with regard to
particular transactions and investment strategies, and who understand that Deutsche Bank has financial interests in the
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