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Ticker 1883 HK

B Downside revision on weaker-than-expected voice traffic volume early 2010 Rating BUY
B Mobile VAS and VPN services remain as long-term growth driver Price (HK$) 2.04
B Strong cash flow and dividend payout ratio at 50% Target Price (HK$) 2.68 (+31%)

. . . 12m Price R HK .22-3.

B Expect further M&A to raise geographical exposure; good for cross-selling m Price Range (HKS) 1.22-3.00
o ) ) ) Market cap. (US$m) 632.6

B Maintain BUY with revised target price at HK$2.68 per share. Daily /o (US$M) 0.6
Free float (%) 35.0

Downward revision on weaker-than-expected voice calls volume in early 2010.
According to Ministry of Industry and Information Technology (MIIT), China Financial summary

outbound calls by fixed line and IP phones mounted to 907m minutes between Jan Year to Dec 08A 09A 10F 11F 12F
and May 2010, down 5.7% YoY from 961m minutes for the first 5 months of 2009. Turnover (HK$m) 2,486 2,717 2,877 3,084 3,291
Including the new category of mobile IDD outbound, total voice calls outbound rose Net Profit (HK$m) 332 372 458 557 591
19% YoY to 1,044m minutes for the first 5 months of 2010, slower than our original EPS (HK$) 0.168 0.188 0.192 0.234 0.248
estimates. Although it is an incomplete picture of the whole IDD market in China, we P/E (x) 16.0 143 139 115 10.8
review our assumptions on top line growth of the company. Table 1 shows our P/B (x) 35 31 34 27 23
revised assumptions on top line growth rates of voice services, SMS services, EV/EBITDA (x) 92 83 97 83 71
mobile VAS as well as data services such as VPN. Notice that we expect voice Yield (%) 31 35 38 45 46
services to increase 15% in traffic volume while fall 10% in ASP in 2010 due to ROE (%) 237 230 254 26.0 229
slowing market growth shown by MIIT data. ROCE (%) 269 274 252 233 206

N. Gear. (%) Cash Cash Cash Cash Cash

Table 1. Revised top line growth rates for various segments in 2010
Source: SBI/Bloomberg

Turnover Growth rate Volume ASP
HK$m FY12/09A FY12/10F component Component 10F 11F 12F
Voice services 1,726.9 3.5% 15.0% -10.0% Consensus EPS (RMB) 0.216 0.254 0.255
SMS services 286.0 12.5% 12.5% 0.0%  Previous earnings (RMBm) 5522 666.0 -
Mobile VAS 112.0 17.5% na. na Previous EPS (RMB) 0232 0279 -
VPN and others 591.7 7.5% n.a. n.a.
Price performance
Total Revenue 2,716.6 0.6% n.a. n.a.
Year to Dec im 3m  12m
Source: Company data, SBI E2-Capital -
Relative to HSI (%) (11.2) (17.0) 9.2
Actual price changes (%) (9.6) (21.3) 19.7
Mobile VAS remains as the key growth driver. Although revenue from mobile
VAS was HK$112m for FY12/09A, representing 4.1% revenue in the year, we 5
believe it is the major growth driver going forward. We assume stable gross margin 4
for these segments. In Table 2, it shows that mobile VAS and VPN services are 3
expected to contribute the most gross profit increment for FY12/10F. With increasing &
penetration of 3G and smartphone, we think there is increasing demand for VAS on % 2 7
the customers’ side and thus mobile VAS services on the operators’ side. Given 1 w
higher margin of mobile VAS and VPN, we believe mobile VAS and VPN services 0
will contribute even larger share to future profit growth beyond 2010. Apr-07 Oct-07 Apr-08 Oct-08 Apr-09 Oct-09 Apr-10

Table 2. Gross profit growth breakdown
Source: Bloomberg

Growth Gross Gross profit
Turnover rate margin Incremental Kevin Mak
HK$m FY12/09A FY12/10F estimate FY12/10F (852) 2533 3708
Voice services 1,726.9 3.5% 20.0% 12.1  kevinmak@sbie2capital.com
SMS services 286.0 12.5% 35.0% 12.5
Mobile VAS 112.0 17.5% 80.0% 15.7
VPN and others 591.7 7.5% 35.0% 15.5

Source: Company data, SBI E2-Capital
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Execution — Cross selling model supported by strong cash flow. As we have always emphasized, Citic 1616 is a strong cash
generator. The company expects to maintain payout ratio as high as 50%, yet the company could afford to pay HK$467.0m cash for
acquisition in 2009 and held HK$686.2m cash at the end of 2009. To grow the business further, the company plans to leverage on its
strong cash flow for M&As to 1) increase geographical exposure in Asia, US, Europe as well as South Africa and Middle East; 2) capture
more corporate customers for cross selling its service portfolio of voice services, SMS services, mobile VAS and data services. Leveraging
from the existing platform, operational expenses incremental is relatively limited compared to new business earned. Margin could be very
high with this cross-selling model.

Update on the last acquisition in Macau. Citic 1616 acquired 20% of Companhia De Telecomunicacoes de Macau (CTM) by cash of
HK$467.0m and consideration shares of HK$933.4m at price of HK$2.30 per share. By the end of May 2010, the transaction was
completed. The management indicated that CTM would contribute profit to the company for the last 7 months in 2010. CTM is engaged in
fixed telephone services, telegram services, fixed telex services, fixed services for data transmission (except internet) and leased circuit
services in Macau under a franchise with exclusive rights. CTM is also granted the licences from the Macau government to provide mobile
services including GSM and WCDMA in competition with other operators in Macau. We think this is a typically favourable M&A for Citi1l616
because of the increased geographical exposure as well as multi-segment exposure for cross-selling.

Maintain BUY with revised target price at HK$2.68. We revised our sales estimate to HK$2,876.6m for FY12/10F and HK$3,083.9m for
FY12/11F (from HK$3,290.8m for FY12/10F and HK$3,667.2m for FY12/11F). Net profit estimate is revised to HK$458.1m for FY12/10F
and HK$556.8m for FY12/11F (from HK$552.2m for FY12/10F and HK$666.0m for FY12/11F). Based on 12% WACC, our new target price
is HK$2.68 (from HK$3.06). Maintain BUY. Downside risks include 1) faster-than-expected traffic volume growth in China; 2)
Slower-than-expected 3G penetrations in China.

Table 3. Pro-forma profit and loss

Year to Dec (HK$m) 08A 09A 10F 11F 12F
Turnover 1,358.3 2,716.6 2,876.6 3,083.9 3,290.6
Other revenue 10.0 55 7.0 9.0 11.5
Other net (loss)/gain (11.5) 0.5 (14.4) (15.4) (16.5)
Network, operations and support expenses (916.2) (1,801.0) (1,901.1) (2,044.3) (2,178.0)
Depreciation and amortisation (56.7) (110.9) (118.7) (123.7) (137.2)
Staff costs (93.8) (220.5) (244.5) (246.7) (263.3)
Other operating costs (72.0) (141.9) (143.8) (154.2) (164.5)
Profit from operations 217.9 448.3 461.1 508.5 542.6
Finance costs (0.0) 0.0 0.0 0.0 0.0
Share of profit/(loss) in associates (0.9) (1.3) 84.3 154.4 164.7
Profit before taxation 217.0 447.0 545.4 662.9 707.4
Income tax (36.0) (75.4) (87.3) (106.1) (116.7)
Net Profit 181.0 371.5 458.1 556.8 590.6

Source: Company data, SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:
STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not
received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this report
may not be eligible for sale in some jurisdictions. The information contained in this report has been compiled by the Research Department of SBI E2-Capital
Securities Limited (‘SBI E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital
or any other person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of
SBI E2-Capital as of the date of this report only and are subject to change without notice. Neither SBI E2-Capital nor any other person, accepts any liability
whatsoever for any loss howsoever arising from any use of this report or its contents or otherwise arising in connection therewith. Each recipient of this report
shall be solely responsible for making its own independent investigation of the business, financial condition and prospects of the companies referred to in this
report. SBI E2-Capital and their respective officers, directors and employees, including persons involved in the preparation or issuance of this report, may from
time to time (1) have positions in, and buy or sell, the securities of companies referred to in this report (or related investments); (2) have a consulting, investment
banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law, have acted upon or used the
information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in respect of any
company referred to in this report, prior to or immediately following its publication. This report may not have been distributed to all recipients at the same time.
This report is issued only for the information of and may only be distributed to professional investors and dealers in securities and must not be copied,
published, reproduced or redistributed (in whole or in part) by any recipient for any purpose. This report is distributed in Hong Kong by SBI E2-Capital. Any
recipient of this report who requires further information regarding any securities referred to in this report should contact the relevant office of SBI E2-Capital
located in such recipient’'s home jurisdiction.
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