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e According to the latest interim report of CM, it has realized operation revenue of
324.7 billion RMB (similarly hereinafter) in 1H14, a 7.1% increase on a year-on-
year basis, while its net profit is 57.7 billion yuan decreased by 8.5%. Since this
June, the reform of transformation from business tax to VAT has begun in
telecommunication industry. And this is the main reason for the slow-down of
revenue increase of CM. Therefore, it has seen a continuous slide of four
seasons in the performance.

¢ However, on account of the adjustment of inter-network settlement costs,
capital expenditure of speeding up 4G network establishment, etc. in the first
half year, the performance of their financial statement is better than our
expectation. Moreover, the company’s revenue structure has been constantly
optimized. The proportion of data services accounting for whole communication
service income has increased to 40.9%.

¢ The company may be the biggest beneficiary of 4G, the conservative estimate
of the number of newly increased 4G users in the whole year may be more than
50 million. It has established the biggest 4G network in the world. Furthermore,
the company has the largest proportion—68%—of 2G user, which surpassed
52% of China Unicom and 40% of China Telecom. This also shows the biggest
potential for their 4G upgrade. Besides, there is sufficient supply of TD-LTE 4G
smart phones. We believe that the number of 4G newly increased users may
surge in the second half year.

e 4G network is expected to promote the flow operation strategy of the company,
amd we don't exclude that the turning point of ARPU will appear in one year or
two years. In the first half year, ARPU has decreased 2.6% to 63.5 yuan on a
year-on-year basis. However, data ARPU has risen markedly 19% to 26 yuan.
With the increase of data ARPU, it is expected to offset the decrease of voice
ARPU in the future. The increase of flow income will be the main driving force
of income rise.

o Expense control is relatively a positive factor in that this will relieve the pressure
of transformation from business tax to VAT. Meanwhile, we think its negative
impact to 4G expansion is limited, because subsidy cut is relative, and it still
supports 4G. Besides, there are nearly 150 kinds of 4G smart phones available
with the price below a thousand yuan. Therefore, the universal low price is
expected to reduce the customers' sensitivity of subsidy cut.

Investment Action

In general, with the outside competition such as the license granting of virtual
network operators and fast growth of WeChat and other OTTs, and the inner
pressure from the tariff adjustment of operators, the operators are facing
increasingly great market pressure. However, with the help of prior-launch
advantage, completed infrastructure of 4G network and improved 4G user
experience, the company may be the biggest beneficiary of 4G.

In the 3G age, China Unicom enjoyed at least 20X PE for its leading position.
Entering into 4G age, China mobile may take more competitive status, we grant it a
corresponding 15-time valuation level for earnings per share in 2014, with the target
price of HK$103.75 and “Accumulate” rating.

Key Financial Summary

FYE 12/12 12/13 12/14F 12/15F
Turnover (RMB mn) 581,835 630,177 650,689 685,501
Net Profit, adj. (RMB mn) 129,274 121,692 111,668 117,140
EPS, adj. (RMB) 6.43 6.05 5.49 5.76
P/E (X) 11.65 12.38 13.65 13.01
BVPS (RMB) 35.99 39.24 41.76 45.10
P/B (X) 2.08 1.91 1.79 1.66

DPS (HKD) 3.41 3.31 3.04 3.19
Div. Yield 3.6% 3.5% 3.2% 3.4%

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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_ Accumulate
Rating:
Upgrade to Accumulate
Target Price (HKD) 103.75
Forecast Dividend (HKD) 3.04
Closing Price (HKD) 94.40
Potential Upside 12.9%

Company Description

China Mobile is the largest mobile communication service provider in
China's mainland, and has a maximum number of mobile users and the
largestscale of mobile communication network in the world. The company
mainly operates the business of mobile voice, data, VolP, and multimedia,
and it has the international networking unit management right of
computer &internet and the business management right of the Bureau of
International Gateway.

Company Data

Market Cap. (HKD mn) 1,920,947
Enterprise Value (HKD mn) 1,078,581
52 week range (HKD) 63.65- 96.5

Closing Price in 52 w eek range *:1
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Performance slidein 1H14 lessthan our expectation

According to the latest interim report of CM, it has realized operation
revenue of 324.7 billion yuan in 1H14, a 7.1% increase on a year-on-year
basis, while its net profit is 57.7 billion yuan decreased by 8.5%. In the
second quarter, the operation revenue is 169.9 billion yuan and the net profit
is 32.5 billion yuan, a 6.5% increase and a 7.8% decrease YoY respectively.
Compared with 6.9% in 1Q14, the service revenue only increase 2.6% YoY
in 2Q14, which is attributable to the reform of transformation from business
tax to VAT since June. Therefore, it has seen a continuous slide of four
seasons in the performance.
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Figure 2. Quarterly performance change (y-y change)
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However, on account of the adjustment of inter-network settlement costs,
capital expenditure of speeding up 4G network establishment in the first half
year, etc., the performance of the financial statement is better than our
expectation. It is worth mentioning that although there is just single-digit
growth in the operation revenue, it has surpassed the 3.6% of China Unicom
in the same period.

Besides, the revenue structure of the company still keeps optimizing. In the
first half year, the communication service income has realized 292.7 billion
yuan, among which data services surged 27.8% YoY to 121.3 billion yuan.
And its proportion in the communication service has also risen to 40.9%.
Also, WIFI business of the company has reached an income of 72 billion
yuan, and jumped 51.8% on a year-on-year basis, showing that the
company is benefitting from 4G business.

4G contribution will speed up

After gaining TD LTE license in the last December, CM has launched 4G
business service in advance. Up to the end of June, the number of their 4G
users has reached 13.94 million. And the number is still growing every
month. According to the latest data, the company has 6.5 million newly
added 4G users in July, a 11.5% increase higher than 5.83 million of June.
This shows that the 4G transfer is speeding up.
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We predict that the company may be the biggest beneficiary of 4G, and the
conservative estimate of the number of newly increased 4G users in the
whole year may be more than 50 million. The company has established the
biggest 4G network in the world. Up to the end of June, they have built up
410 thousand 4G base stations covering more than 300 cities,
accomplishing 80% of their goal with an obvious improvement in network
speed. Moreover, user experience is believed to improve most. Up to the
end of June, the company has the largest proportion—68%—of 2G user,
which surpassed 52% of China Unicom and 40% of China Telecom. This
also shows the biggest potential for their 4G upgrade. Moreover, the supply
of TD-LTE 4G smart phone is sufficient with nearly 250 kinds, and there are
nearly 150 kinds of 4G smart phones with the price below 1000 yuan.
Meanwhile, there will be flagship phone available in the second half year to
meet the needs of different classes. Plus with expectable tariff adjustment
measures, we believe that the number of newly increased 4G users will
increase more in the second half year.

Figure 3. Mobile subs change
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Figure 4. Mobile subs breakdown
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Besides, 4G network is expected to promote the flow operation strategy of
the company, so we don't exclude that the turning point of ARPU will appear
in one year or two years. In recent years, ARPU of the company has slid
constantly. In the first half year of 2014, it has decreased 2.6% to 63.5 yuan

on a year-on-year basis, and the decrease of voice ARPU is the main cause.

It has decreased 11.8% to 35.3 yuan. However, data ARPU has risen
markedly 19% to 26 yuan. With the increase of data ARPU in future, it is
expected to offset the decrease of voice ARPU. It is worth mentioning that
the mobile data flow has maintained the surge of 91.4% on a year-on-year
basis in the first half year. In the future, based on the optimizing network,
this trend is believed to be continued, and the increase of flow income will
be the main driving force of income rise.
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Figure 5. Composition of blended ARP
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Positive impact on perfor mance by expense control

CM has clearly noted that there will be a strict marketing expense control in
2014-2016. Under this guidance, the company’s marketing expense will
decrease 20 billion yuan in 2014, among which 5 billion yuan is terminal
subsidy. Specifically, it means to directly benefit customers in package tariff
from phone subsidy and payment with given fee. The predicted phone
subsidy is only 21 billion yuan in 2014, far less than the 34 billion yuan of
last year.

We consider that expense control is relatively a positive factor, because it
will relieve the pressure of the reform of transformation from business tax to
VAT. As for the negative impact for 4G expansion worried by the market, we
believe it is limited. Because subsidy cut is relative, it controls 2G, 3G but
still supports 4G. Besides, there are nearly 150 kinds of 4G smart phones
available with the price below 1000 yuan. Therefore, the universal low price
may reduce the customers' sensitivity of subsidy cuts.

Catalyst
Number of newly increased 4G users exceeds our expectation;
ARPU improvement.

Risks
Fiercer 4G market competition;
Performance slide exceeds our expectation.
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Periodicity: | 2011 [ 2012 | 2013 | 2014F | 2015F
Valuation Ratios
Price Earnings 11.95 11.65 12.38 13.65 13.01
Price to Book 2.32 2.08 1.91 1.79 1.66
Dividend Yield 3.53% 3.61% 3.51% 3.22% 3.38%
Per share data
EPS Adjusted(RMB) 6.27 6.43 6.05 5.49 5.76
Book Value Per Share(RMB) 32.34 35.99 39.24 41.76 45.10
Dividends Per Share(HKD) 3.33 3.41 3.31 3.04 3.19
Growth &Margin
Rewvenue growth 8.81% 8.19% 8.31% 3.25% 5.35%
Operating profit growth 2.93% 1.10% -11.48% -10.21% 5.35%
Net profit growth 5.21% 2.70% -5.87% -8.24% 4.90%
Operating Margin 28.61% 26.73% 21.85% 19.00% 19.00%
Net Profit Margin 23.40% 22.22% 19.31% 17.16% 17.09%
Dividend Payout Ratio % 43.14% 43.18% 43.49% 44.00% 44.00%
Key ratios
Return on Assets 13.87% 12.90% 10.97% 9.17% 8.88%
Return on Equity 20.55% 18.84% 16.05% 13.62% 13.26%
Liability ratio 31.72% 31.06% 32.27% 33.00% 33.00%
Effective Tax Rate 24.37% 24.47% 23.19% 22.80% 22.80%
Income Statement(RMB:mn)
Revenue 537,806 581,835 630,177 650,689 685,501
Operating expenses 383,948 429,105 492,491 527,058 555,256
Operating Profit 153,858 155,549 137,686 123,631 130,245
- Interest Expense 565 390 331 350 370
- Net Non-Operating Losses (Gain (7,442) (16,124) (21,224) (21,500) (22,000)
Pretax Income 166,582 171,300 158,579 144,781 151,875
- Income Tax Expense 40,603 41,919 36,776 33,010 34,628
Income Before XO Items 125,979 129,381 121,803 111,771 117,248
- Minority Interests 109 107 111 103 108
Net Profit 125,870 129,274 121,692 111,668 117,140
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PSR Rating System

Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2014 Phillip Securities (Hong Kong) Limited
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