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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (Rmbm) 331,202 352,285 372,449 389,059 399,895
YoY (%) 2% 6% 6% 4% 3%
Net income (Rmbm) 20,054 18,134 17,412 18,205 22,197
YoY (%) 13.43% -9.57% -3.98% 4.56% 21.93%
EPS (Rmb) 0.25 0.22 0.22 0.22 0.27
Diluted EPS (Rmb) 0.25 0.22 0.22 0.22 0.27
ROE (%) 6.6 5.7 5.3 5.3 6.2
Debt/asset (%) 18.5 17.2 17.9 17.4 17.0
Dividend Yield (%) 3.4 3.8 3.8 3.8 3.8
PE (x) 11.2 12.4 12.9 12.4 10.2
PB (x) 0.7 0.7 0.7 0.7 0.6
EV/Ebitda (x) 33 2.7 3.1 2.7 2.4

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible debentures,
stock options and warrants, were exercised.
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‘ Telecommunications service volume grew 76.4% YoY in 2017, according to latest data released by the
Ministry of Industry and Information Technology, but revenue among the major telcos grew at
substantially slower mid- single-digits pace as competition increased with China Unicom’s (762:HK — BUY)
entry into wireless services and China Mobile’s (941:HK — N-R) aggressive expansion into wireline
services. Taking into account changes in accounting methods, we lower our EPS forecasts from Rmb0.24
to Rmb0.22 in 17E (flat YoY), from Rmb0.26 to Rmb0.22 in 18E (+4.6% YoY) and from Rmb0.30 to Rmb0.27
in 19E (+21.9% YoY). We lower our target price from HK$4.50 to HK$4.05. Maintain Outperform rating.

Service pressure. Telcos have sought to raise average revenue per user (Arpu) by offering differentiated
data packages. However, after Unicom began offering a promotional package featuring unlimited data,
we see the race to compete as likely to cap Arpu in the near-term. China Telecom has begun to offer
promotional bundled packages with more favourable prices. Net 4G subscriber additions in 17E came to
60m, while we expect net 4G additions in 18E to just 40m. Meanwhile, China Mobile continues to offer
free bundled packages for wireline subscribers, slowing growth in wireline subscribers for both China
Telecom and Unicom. We expect China Telecom’s wireline Arpu to remain stable at current levels, but for
China Mobile’s overall wireline subscriber base to exceed China Telecom’s in 18E.

Upcoming operating expenses. As we stated in our industry report Telecom: Sector outlook -
Technological burden (published 24 January), we consider the 5G network infrastructure roll-out more as
a burden than a business opportunity for telecom operators. Taking into consideration a likely heavy 5G
capital outlay, telcos’ ROEs are likely to decline as a result of the release of the next-generation services.
Although lower tower leasing prices (-9% comparing to previous price) will help boost China Telecom'’s
earnings, we do not believe it will be sufficient to fully offset the negative impact from the changes in
deprecation accounting method and slow growth in its top line. Meanwhile, although doing so may help
the company generate Opex savings, to date we have see no clear signals that the firm is shutting down
its 2G networks.

Maintain Outperform. we lower our EPS forecasts from Rmb0.24 to Rmb0.22 in 17E (flat YoY), from
Rmb0.26 to Rmb0.22 in 18E (+4.6% YoY) and from Rmb0.30 to Rmb0.27 in 19E (+21.9% YoY). The
company’s stock is currently trading at 12.4x 18E PE and 0.7x 18E PB. We lower our target price from
HKS$4.50 to HK$4.05, representing a 0.8x 18E PB multiple. With 16.7% upside, we maintain our
Outperform rating.
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Fig 1: Key operating data

2017 3Q
Mobile subscribers 249.96 240.56 215
4G subscribers 182.04 167.52 121.87
Broadband subscribers 133.53 131.31 123.12
FTTH subscribers 126.17 121.80 105.99
Access line in service 121.80 12331 126.86
Households 75.75 78.64
Government enterprises 40.34 40.41
Public telephones 7.22 7.81

Source: Company, SWS Research

Fig 2: China Telecom and Unicom ROE
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Fig 3: Arpu trend
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Fig 4: Wireline subscriber trends
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Income Statement 2015 2016 2017E 2018E 2019E
Revenue 331,202 352,285 372,449 389,060 399,895
D&A -67,664 -67,938 -74,504 -81,621 -82,350
Networks, operation and support expenses -81,240 -94,092 -90,382 -92,505 -93,171
SG&A -54,472 -56,417 -63,316 -66,140 -67,982
Employee benefit expenses -52,541 -54,460 -64,061 -66,918 -68,782
other income-net -48,843 -52,177 -53,380 -54,011 -54,423
Total operating expense -304,760 -325,084 -345,643 -361,196 -366,708
Operating profits 26,442 27,201 26,806 27,864 33,187
Financing cost -4,273 -3,235 -3,490 -3,490 -3,490
Profit before income tax 26,693 24,097 23,315 24,373 29,696
Income tax expense -6,551 -5,988 -5,829 -6,093 -7,424
Profit for the year 20,142 18,109 17,487 18,280 22,272
Minority interest 88 25 75 75 75
Net income 20,054 18,134 17,412 18,205 22,197

Source: Company, SWS Research

Balance sheet 2015 2016 2017E 2018E 2019E
Current Assets 78,108 73,972 86,029 109,021 127,959
Bank balances and cash 34,388 27,948 37,301 59,273 77,545
Trade and other receivables 37,334 40,893 43,597 44,617 45,282
Inventories 6,281 5,081 5,081 5,081 5,081
Other current assets 105 50 51 51 51
Long-term investment 1,624 1,535 1,535 1,535 1,535
PP&E 373,981 389,648 417,359 422,564 414,939
Intangible and other assets 10,739 11,244 14,842 17,568 19,502
Total Assets 629,561 652,368 675,808 694,001 697,451
Current Liabilities 255,929 318,998 322,492 327,889 330,749
Borrowings 116,550 112,426 121,062 121,062 121,062
Trade and other payables 120,209 123,550 126,739 129,147 130,056
Other current liabilities 82,934 91,088 90,461 93,451 95,401
Long-term liabilities 64,830 9,370 17,075 17,075 17,075
Total Liabilities 324,810 336,073 347,272 352,669 355,529
Minority Interests 967 971 971 971 971
Shareholder Equity 303,784 315,324 327,565 340,361 355,951
Total Liabilities and equity 629,561 652,368 675,808 694,001 712,451

Source: Company, SWS Research

Cash Flow statement 2015 pL ) 2017E 2018E 2019E
Profit before taxation 26,693 24,097 23,315 24,373 29,696
Plus : Depr. and amortisation (67,664) (67,938) (74,504) (81,621) (82,350)
Finance cost (4,273) (3,235) (3,490) (3,490) (3,490)
Losses from investments 2,092 5,643 (627) 2,990 1,950
Change in working capital 18,940 9,545 485 1,387 244
Others

CF from operating activities 108,750 101,130 91,848 104,279 106,817
CAPEX (102,022) (96,772) (89,000) (80,000) (85,000)
Proceeds from disposal of property 755 1,560 3,114 3,178 3,137
Other CF from investing activities 2,733 2,550 0 0 0

CF from investing activities (102,250) (99,038) (85,886) (76,822) (81,863)
Equity financing 0 0 0 0 0
Net change in liabilities 10,999 (2,979) 8,636 0 0
Dividend and interest paid 6,160 (6,489) 5,246 5,484 6,682
Other CF from financing activities (30) (87) 0 0 0

CF from financing activities 4,809 (9,555) 3,390 (5,484) (6,682)
Net cash flow 11,433 (7,252) 9,353 21,972 18,272

Source: Company, SWS Research

Please refer to the last page for important disclosures Page 3
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Key Financial Ratios

Ratios per share (Rmb)

Earnings per share 0.25 0.22 0.22 0.22 0.27
Operating CF per share 1.34 1.25 1.13 1.29 1.32
Dividend per share 0.10 0.11 0.11 0.11 0.11
Net assets per share 3.77 3.91 4.06 4.22 441
Key Operating Ratios (%)

ROE 6.58% 5.73% 5.30% 5.33% 6.22%
EBITDA Margin 28.41% 27.01% 27.20% 28.14% 28.89%
EBIT Margin 7.98% 7.72% 7.20% 7.16% 8.30%
Growth rate of Revenue(YoY) 2.10% 6.37% 5.72% 4.46% 2.79%
Growth rate of Profit(YoY) 13.43% -9.57% -3.98% 4.56% 21.93%
Debt-to-asset ratio 18.50% 17.23% 17.90% 17.43% 16.98%
Turnover rate of net assets 108.68% 111.38% 113.37% 113.98% 112.04%
Turnover rate of total assets 52.61% 54.00% 55.11% 56.06% 56.13%
Effective tax rate (%) 24.54% 25.00% 25.00% 25.00% 25.00%
Dividend yield (%) 3.41% 3.77% 3.77% 3.77% 3.77%
Valuation Ratios (X)

P/E 11.24 12.42 12.94 12.38 10.15
P/B 0.74 0.71 0.69 0.66 0.63
EV/Sales 0.94 0.72 0.85 0.76 0.69
EV/EBITDA 331 2.68 3.13 2.69 2.39

Source: Company, SWS Research

Please refer to the last page for important disclosures Page 4
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the
group company(ies). A group company/(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company
serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv)
do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. [ hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends
of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by
issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the
sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.

Please refer to the last page for important disclosures Page 5
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Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used
in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service
marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the
Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within
Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant
Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or
any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect of
any matters arising from, or in connection with, the report.
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