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Telco Equipment Sector

5G service on the horizon but softer 5G BTS outlook

NOT RATED
Our recent supply chain check suggested that 1) Chinese operators are prudent China Telco Equipment Sector
on 5G BTS deployment in near term given NSA limitations, financial burden and
extensive 4G coverage, 2) “Co-build, co-share” execution plan remains at early Alex Ng
stage with limited capex impact in FY19-20E, and 3) accelerating US component Tel: (852) 3900 0881
substitution. That said, recent positive feedback on 5G service pre-registration Email: alexng@cmbi.com.hk

(10mn as of early Oct) confirmed strong consumer demand in China. Overall, we
remain positive on domestic 5G supply chain, and expect equipment vendors,
like ZTE (763 HK), and optical component suppliers, Innolight (300308 CH) and
Accelink (002281 CH), to benefit from 5G large-scale deployment in FY20-22E.
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Iris Zhang
B 150k/700K new 5G BTS on track in FY19/20E. We believe it is feasible for Tel: (852) 3761 8780
carriers to deploy 5G equipment on existing 4G sites (each-to-each) to Email: iriszhang@cmbi.com.hk

achieve signal coverage, backed by Massive MIMO technology. Considering
1) 4G BTS size, 2) CM’s spectrum advantage on coverage (CM: 2.6GHz;
CT/CU:3.5GHz), and 3) “Co-build, co-share” initiative, we expect 700K new
5G BTS in FY20E (CM: 300K; CT/CU: 400K), and total 5G macro BTS will
slightly dwindle, compared with 4G. Thus, we expect it may cloud the
demand for sites and optical cable companies, such as China Tower (788
HK) and YOFC (6869 HK) in near term.

B Component import substitution is accelerating. We believe import
substitution on major equipment components (e.g. optical modules, RF/PA/
baseband chips) progressed well, albeit domestic players still seemed hard
to rival global peers on high-speed products in near term. In view of trade
dispute uncertainty and domestic players’ aggressive R&D investment, we
believe local players, like Innolight and Accelink, will gradually catch up with
global leaders and benefit from share gains in the long run.

B 5G opportunities lie in “To-B” segment. Over 10mn pre-registered 5G
subscribers in Sep revealed robust consumer demand for 5G upgrades. We
expect applications such as AR/VR/drone to drive growth in consumer
segment. Meanwhile, we believe larger 5G opportunities lie in enterprise
segment in long run, as the technical leap forward in terms of latency,
reliability and connectivity, highlights greater potential in industrial loT.

B Bullish on equipment vendors and optical component players. We
believe 5G tariff rollout in late Oct will be upcoming catalyst to drive sector
re-rating. Meanwhile, we recommend to eye on Innolight and Accelink for
share gains and strong demand visibility as well as ZTE for domestic
accelerated 5G buildout and 4G enhancement in SEA markets. Key risks ?elgth?:aiigﬁ E:t:rporate Day
include uncertainty in trade dispute and unexpected ASP slump. ' takeaways — 19 Sep 2019

2. New iPhones unexciting as expected,;
Lower starting price is the only

Valuation Table

ek Rating Mkt Cap Price P/E (x) P/B (x) ROE surprise — 11 Sep 2019
(USDmn) (LC) FY1SE FY20E FY19E FYI19E 3. 1H19 preview: All eyes on Huawei,
China Tower 788 HK NR 39,484 1.76 53.3 35.6 1.5 2.9 new tariff and 5G — 12 Aug 2019
YOFC 6869 HK NR 2,439 12.26 10.8 8.3 0.9 9.0
FiberHome 600498 CH NR 4,544  27.66 33.1 26.5 2.9 9.1
Innolight 300308 CH NR 4,069  40.66 42.3 28.8 4.3 11.6
Accelink 002281 CH NR 2,761  29.09 48.6 36.1 4.9 10.3
ZTE 763 HK NR 17,485 20.70 17.8 14.7 2.5 15.7

Source: Bloomberg, CMBIS
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Peers comparison

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

FY19E FY20E FY19E FY20E FY19E FY20E
Equipment
ZTE 763 HK 17,485 20.70 17.8 14.7 25 2.2 15.7 16.0
FiberHome 600498 CH 4,544 27.66 33.1 26.5 2.9 2.7 9.1 104
Nokia NOK US 27,695 491 21.0 12.4 1.8 1.8 5.5 7.6
Ericsson ERIC US 27,513 8.25 27.3 16.7 3.2 2.8 8.9 17.0
Average 24.8 17.6 2.6 2.4 9.8 12.7
Optical Fiber/Cable
YOFC 6869 HK 2,439 12.26 10.8 8.3 0.9 0.9 9.0 9.4
Hengtong 600487 CH 4,129 15.47 12.8 11.4 2.0 18 16.1 18.0
FiberHome 600498 CH 4,544 27.66 33.1 26.5 29 2.7 9.1 10.4
Average 18.9 15.4 2.0 1.8 11.4 12.6
ocC
Accelink 002281 CH 2,761 29.09 48.6 36.1 4.9 4.4 10.3 12.6
Innolight 300308 CH 4,069 40.66 42.3 28.8 43 3.8 115 14.3
O-Net 877 HK 429 4.09 124 11.3 13 1.2 9.4 10.9
FIT 6088 HK 2,688 3.11 9.9 8.8 1.2 11 12.8 13.0
Average 28.3 21.2 2.9 2.6 11.0 12.7
Antenna/RF
Comba 2342 HK 563 1.78 28.7 12.9 1.2 11 3.8 7.6
Tongyu 002792 CH 1,246 26.31 63.6 36.3 4.3 3.9 5.8 12.0
Mobi 947 HK 92 0.88 - - - - - -
Sunway 300136 CH 4,582 33.74 28.9 22.6 6.8 5.2 24.7 24.1
Luxshare 002475 CH 19,461 25.95 27.9 20.3 53 4.2 18.9 20.8
Average 37.3 23.0 4.4 3.6 13.3 16.2
PCB/CCL
Shennan 002916 CH 6,956 146.20 50.1 36.4 105 8.4 223 24.1
Shengyi 600183 CH 8,176 25.62 42.3 34.2 7.4 6.4 18.1 20.0
wus 002463 CH 5,915 24.46 - - - - - -
Average 46.2 35.3 9.0 7.4 20.2 22.1
Infrastructure
China Tower 788 HK 39,484 1.76 53.3 35.6 15 15 2.9 4.2
CCs 552 HK 3,999 4.53 9.1 8.1 0.8 0.8 9.3 9.8
Average 31.2 21.8 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.

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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