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CITIC 1616
Fast Growing platform of CITIC Group

to summarize...

Ticker 1883 HK
B [nterim results generally in line with previous estimates Rating BUY
B Acquisition of China Enterprise Communications (CEC) overall a positive Price (HK$) 2.80
m  Revised CTM contribution and integrate CEC business from 2011 onwards Target Price (HKS) 3.26 (+16%)
B Reposition as the key telecommunications investment platform of CITIC Group 12m Price Range (HKS) 1.93-3.00

Market cap. (US$m) 855.6
B Target revised up to HK$3.26, thanks to contribution of CEC acquisition. Daily /o (US$M) 11

Reiterate BUY. Free float (%) 35.0

Acquires China Enterprise Communications (CEC). In line with our M&A growth Financial summary
hypothesis, CITIC 1616 announced a HK$258m acquisition from its ultimate Year to Dec 08A 09A 10F 11F 12F
shareholder CITIC Group and proposed a change in company name to “CITIC Turnover (HK$m) 2,486 2,717 2,637 3,011 3,206
Telecom International”. The asset to be acquired is 49% equity interest of CEC and Net Profit (HK$m) 332 372 426 578 633
100% of CEC-HK, which is a leading IP-VPN (internet protocol-virtual private EPS (HK$) 0.168 0.188 0.179 0.242 0.265
network) services provider in China, being one of the few licensees in China. The P/E (x) 194 174 182 135 123
consideration is to be paid by HK$187.6m in cash, and the company is to assume P/B (x) 42 38 38 30 26
US$9.1m debt to controlling shareholder. Management indicated that the EV/EBITDA (x) 115 104 130 101 87
price-to-sales ratio is 1.55x based on 2009 sales, of which 2009 was the first year Yield (%) 26 29 27 37 41
CEC-HK (the operation unit) began to make profit of HK$4.5m. Upon completion of ROE (%) 237 230 227 251 228
the transaction, CITIC 1616 also will be granted a 10-year call option for the ROCE (%) 269 274 210 218 19.2
additional 45.1% equity interest in CEC. N. Gear. (%) Cash Cash Cash Cash Cash
Valuation for the acquisition at 9.8x P/E for 2010F. For 2009A, sales and net Source: SBI/Bloomberg
profit of CEC-HK was RMB154.4m and RMB4.5m, which represented a net margin
of 2.9% for its first profitable year. With net margin expected to normalize to 15%, 10F 11F 12F
potential attributable profit is RMB23m. Since the transaction is to complete most Consensus EPS (HK$) 0195 0232  0.246
likely in Q4, we ignore synergies and sales growth for 2010. As such, the total Previous earnings (HK$m) 458.1  556.8 -
consideration of HK$258m is equivalent to 9.8x FY12/10F P/E for CEC-HK based Previous EPS (HK$) 0.185  0.234 -
on HK$1.1454 for RMB1. We believe the price for the acquisition is fair in short-term
valuation but the acquisition is largely positive for medium to longer term. We expect Price performance
more synergies to emerge in 2011, which boost a high growth for next year, followed Year to Dec 1im 3m 12m
by market growth from 2012 onwards, which is reflected in our revised model. In Relative to HSI (%) 309 203 341
our view, there is low execution risk as CITIC 1616 has in the past repeatedly Actual price changes (%) 296 302 353

demonstrated their ability to merge acquired assets into the fold.

CEC-HK has VPN access in China and limited overlap with existing operations.

CITIC 1616 did not own the required license to run VPN business in China. Instead, 2

prior to the acquisition, fully-owned subsidiary CPCNet to own a minority stake in 3 -

China VPN operations. CPCNet had exposure to the around one-third market share ¥ 2 _AF'AWM.’,
in VPN market in China. Its service fee is 30% to 40% higher than China Unicom == 1 \or

and China Telecom, the remaining 2 major operators, due to CITIC 1616’s focus on 0

the higher-end market. Upon acquiring CEC, CITIC 1616 owned the required license Apr-07 Apr-08 Apr-09 Apr-10

and lower-to-mid end client base. We believe CEC has reached a critical mass and
is supposed to realize cost saving in 2011 upon its merge with CPCNet. From 2012
onwards, we expect CITIC 1616 could realize strong growth with exposure to both
high-end and low-end market VPN market in China.

CITIC’s repositioning. We believe CITIC 1616 would likely re-position itself after
changing its name. Its new name and logo are intended to reflect the company’s role
as key telecom business investment platform overseas for CITIC Group. As a
platform, the company may leverage on M&A opportunities from CITIC Group. CITIC
Group has telecom operations such as telecom licenses, transmission network and
content providers, to name a few.

Please refer to important disclosures at the end of this report

Source: Bloomberg

Kevin Mak
(852) 2533 3708
kevinmak@sbie2capital.com



<SBI

13 Soptember E2-Capital
Interim results generally in line with expectation. Revenue decreased 3.2% YoY to HK$1,291.2m for 1H FY12/10A while net profit
increased slightly by 1.3% YoY to HK$180.1m. Turnover was 8.1% below our expectation. In the previous report, we downward revised our
growth assumptions on voice calls in-and-out of China, yet the actual figure was still weaker than our expectation. As we have mentioned,
according to Ministry of Industry and Information Technology (MIIT), China outbound calls by fixed line and IP phones are on a down-trend.
There was a contraction in voice call volume in 1H. According to MIIT figure up to Jul, fixed line and IP phone international call was even
falling faster at 9.6% YoY to 178m minutes in the month, leading to a downward revision of voice segment performance.

On the other hand, despite a weaker-than-expected turnover, profit from associates was HK$21.7m, largely above our expectation of
HK$11.9m. The management attributed this to robust Macau economy and synergies with respect to the acquisition of 20% of Companhia
De Telecomunicacoes de Macau (CTM). Actual net profit and dividend payout were close to our estimation for the period.

Table 1. Acutal figure and previous estimates for 1H FY12/10A

Year-end Dec (HK$m) our estimates 1H FY12/10A Deviation (%)
Turnover 1,404.8 1,291.2 -8.1
Profit from operations 204.2 187.4 -8.2
Share of profit/(loss) in associates 11.9 21.7 81.7
Profit before taxation 216.2 209.1 -3.3
Net profit 181.6 180.1 -0.8
Dividend 50.8 50.4 -0.8

Source: Company data, SBI E2-Capital

Maintain BUY with revised target price at HK$3.26. The ticker rose to HK$2.80 beyond our target price from HK$2.04 in our last update.
We revised our sales estimate to HK$2,637m for FY12/10F and HK$3,011m for FY12/11F (from HK$2,877m for FY12/10F and HK$3,084m
for FY12/11F). Net profit estimate is revised down to HK$426.2m for FY12/10F while revised up to HK$577.7m for FY12/11F (from
HK$458.1m for FY12/10F and HK$556.8m for FY12/11F). The positive effect of the M&A is actually reflected later, possibly beyond 2011.
Based on 12% WACC, our new target price is HK$3.26 (from HK$2.68). We maintain our BUY rating.

Table 3. Pro-forma profit and loss

Year to Dec (HK$m) 08A 09A 10F 11F 12F
Turnover 1,358.3 2,716.6 2,637.4 3,010.5 3,205.7
Other revenue 10.0 55 7.0 9.0 115
Other net (loss)/gain (11.5) 0.5 8.7) (14.0) (14.9)
Network, operations and support expenses (916.2) (1,801.0) (1,738.7) (1,988.2) (2,113.9)
Depreciation and amortization (56.7) (110.9) (118.7) (123.7) (137.2)
Staff costs (93.8) (220.5) (225.5) (232.3) (247.3)
Other operating costs (72.0) (141.9) (150.9) (149.5) (159.1)
Profit from operations 217.9 448.3 401.9 511.8 544.7
Finance costs (0.0) (0.0) (0.0) (0.0) (0.0)
Share of profit/(loss) in associates (0.9) (1.3) 87.9 150.7 160.5
Profit before taxation 217.0 447.0 489.8 662.6 705.2
Income tax (36.0) (75.4) (63.6) (84.9) (72.5)
Net Profit 181.0 371.5 426.2 577.7 632.7

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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