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Telco Equipment Sector

Ericsson’s solid 3Q19 and upbeat outlook delivered

positive signals to supply chain NOT RATED
Ericsson (ERIC US) topped consensus with 3Q19 earnings and raised FY20E Chinatelco equipment Sector
revenue guidance by 9%, given stronger-than-expected 5G demand. Mgmt noted

that the global 5G market ramped earlier than expected, and they Alex Ng

anticipated large China 5G deployment to start in 2020E, while the competition Tel: (852) 3900 0881

would be tougher than US market. We believe Ericsson’s results suggested 1) Email: alexng@cmbi.com.hk

global accelerated 5G deployment and 2) share gains of Chinese vendors, such
as ZTE (763 HK), and we expect the supply chain, such as SCC (002916 CH)
and WUS (002463 CH) to continue to benefit from robust domestic 5G demand.

Gary Pang

Tel: (852) 3900 0882

Email: garypang@cmbi.com.hk

B 3Q19 beat along with guidance lift. Adj. operating profit grew 71% YoY, )
23% above consensus, while revenue decreased 6% YoY, in line with Iris Zhang
market expectation. Networks segment (69% of sales) grew 9% YoY with Tel: (852) 3761 8780
GPM at 42%. By region, North America grew 28% YoY backed by strong Email: iriszhang@cmbi.com.hk
4G/5G demand; Northeast Asia increased 5% YoY on strong Korea 5G
demand offset by China’s 4G slowdown; Europe and Latin America dropped
5% YoY. The company guided FY20E revenue of SEK230-240bn
(previously SEK210-220bn) with OPM unchanged at >10%.

B Chinese vendors outperformed global peers; Bullish on China 4Q19E
demand. Huawei’'s 27% total sales growth in 3Q19 and ZTE’s 28% YoY
sales growth consensus in 2H19E seemed more aggressive, compared with
2% YoY FY19E global RAN equipment market growth forecasted by
Dell’'Oro, and Ericsson’s 4% YoY growth in networks segment adjusted for
FX. Going forward, we believe Chinese vendors’ global share gains will
continue, backed by robust demand and earlier deployment in China. As CU
has deployed 28K 5G BTS by mid Oct, considering CU’s 50K 5G BTS target
for FY19E, we believe domestic 5G deployment will accelerate in 4Q19E.
Meanwhile, we think global peers can hardly expand presence in China 5G
market, given carriers’ various customized equipment requirements under
“Co-build, co-share” framework. Hence, we are bullish on ZTE (763 HK) and
component players, like SCC (002916 CH).

B Europeto embrace 5G in 2020E. Ericsson’s results suggested that current
European markets haven’t stepped into 5G large-scale construction phase.
However, we think Huawei brushed US sanctions with continued strong
growth in European markets. It now has signed 60 commercial 5G contracts
with half from Europe. We believe Europe 5G demand will surge since
FY20E and some particular markets (e.g. Spain, Germany and Italy) will

drive Chinese vendors’ steady growth in overseas segment.
Related Reports

B China 5G tariff rollout as near-term catalyst. We expect sector re-rating 1. 5G service on the horizon but softer
to continue driven by 5G tariff rollout and 5G deployment acceleration. 5G BTS outlook — 10 Oct 2019
Bullish on ZTE and component names, like SCC and WUS (002463 CH). 2. China Tech Corporate Day

takeaways — 19 Sep 2019

Valuation Table 3. New iPhones unexciting as expected:;

. - Mkt Cap  Price P/E (x) P/B (x) ROE Lowe_r starting price is the only
9 (USDmn) (LC) FYI9E FY20E FY19E FY19E surprise — 11 Sep 2019

ZTE 763 HK NR 17,809  20.70 17.8 14.7 25 15.7

Ericsson ERICUS NR 30,221  9.06 30.6 17.3 35 6.7

Nokia NOK US NR 29,500  5.23 22.2 13.0 1.9 5.5

scc 002916 CH NR 7,302 156.35 48.9 35.5 10.8 23.5

wus 002463 CH NR 5969 25.41 38.0 29.1 8.2 21.8

Source: Bloomberg, CMBIS
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Focus Charts

Figure 1: Total network equipment market shares in  Figure 2: China network equipment market shares in

1H19

1H19
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Ericsson
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Source: IDC, HIS Markit, CMBIS

Figure 3: Ericsson’s quarterly sales breakdown

Source: IDC, HIS Markit, CMBIS

Revenue Growth
(SEK mn) 2Q19 2Q19
South East Asia, Oceania and India 6,148 6,965 7,432 -4% 0% -1%
North East Asia 3,824 6,516 6,356 13% 37% 10%
North America 16,171 17,699 18,985 43% 23% 27%
Europe and Latin America 13,124 14,085 14,308 1% 1% -3%
Middle East and Africa 5,412 5,641 6,046 -8% -3% 4%
Others 4,227 3,904 4,000 21% -1% -13%
Total 48,906 54,810 57,127 13% 10% 6%

Source: Company data, CMBIS

Figure 4: Ericsson’s 3Q19 sales breakdown by markets
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« Growth in Europe (Networks and Digital Services) offset by
decline in Latin America (large deployments in 2018)

« Decline in Managed Services from exited contracts

South East Asia, Oceania & India

« Strong Managed Services sales

« Digital Services declined due to lower legacy product sales

Middle East & Africa

» 4G and 5G deliveries in key markets

« Decline driven by contract exits in Managed Services
North East Asia

« 5G deliveries in South Korea

* 4G deployments in mainland China slowed down
North America

* 4G and 5G investments

« Strong Managed Services sales

Ericsson equipment (radio and core) in 19 live 5G networks

Source: Company data
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Peers comparison

Market Cap Price P/E (x) P/B (x) ROE (%)

Ticker (US$ mn) (LC) FY1I9E FY20E FY19E FY20E FY19E FY20E
Equipment
ZTE 763 HK 17,809 20.70 17.8 14.7 25 2.2 15.7 16.0
FiberHome 600498 CH 4,509 27.19 32.6 26.1 29 2.6 9.1 10.4
Nokia NOK US 29,500 5.23 22.2 13.0 1.9 1.9 55 7.6
Ericsson ERIC US 30,221 9.06 30.6 17.3 35 3.1 6.7 175
Average 25.8 17.8 2.7 2.4 9.3 12.9
Optical Fiber/Cable
YOFC 6869 HK 2,449 12.56 11.0 8.5 1.0 0.9 9.0 9.4
Hengtong 600487 CH 4,074 15.42 125 11.1 2.0 1.7 16.1 18.0
FiberHome 600498 CH 4,509 27.19 32.6 26.1 29 2.6 9.1 10.4
Average 18.7 15.2 2.0 1.8 11.4 12.6
ocC
Accelink 002281 CH 2,792 28.96 48.7 36.2 4.9 4.4 10.3 12.6
Innolight 300308 CH 4,059 40.15 42.3 28.7 4.2 3.7 11.2 13.9
O-Net 877 HK 422 4.03 13.2 11.3 1.3 1.2 9.4 10.9
FIT 6088 HK 2,991 3.17 11.0 9.8 14 1.2 12.7 13.0
Average 28.8 21.5 2.9 2.6 10.9 12.6
Antenna/RF
Comba 2342 HK 572 1.77 29.2 13.1 1.2 11 3.8 7.6
Tongyu 002792 CH 1,240 26.65 61.9 31.1 43 3.8 5.8 12.0
Mobi 947 HK 90 0.87 - - - - - -
Sunway 300136 CH 5,093 37.43 32.0 25.0 7.5 5.8 24.7 24.1
Luxshare 002475 CH 21,921 29.40 31.6 23.0 6.0 4.8 18.9 20.8
Average 38.7 23.0 4.7 3.9 13.3 16.2
PCB/CCL
Shennan 002916 CH 7,302 156.35 48.9 355 10.8 8.6 235 25.2
Shengyi 600183 CH 8,013 25.53 41.0 33.1 7.2 6.2 18.1 20.0
wus 002463 CH 5,969 25.41 37.9 29.1 8.2 6.7 21.8 22.6
Average 44.9 34.3 9.0 7.4 20.8 22.6
Infrastructure
China Tower 788 HK 38,597 1.71 51.7 33.7 15 14 2.9 4.2
CCs 552 HK 4,194 4.48 9.5 8.4 0.9 0.8 9.3 9.8
Average 30.6 211 1.2 1.1 6.1 7.0

Source: Bloomberg, CMBIS
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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