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China Tower Corporation Ltd. (788 HK) Company Report

Strong growth in smart tower and energy

businesses Oct 24, 2022

= Expected to benefit from strong growth from smart tower and energy businesses Rating: BUY

TP: HK$ 1.10

= We estimate revenue to grow 7.0%/6.0% YoY for 2022-23E

= Telecommunication service providers (TSP) business supported by 5G network
development plan by telecom operators

= New smart tower and energy businesses will generate momentum for the Group in
2023E Analyst : Ricky Lai

= Tenancy ratio to grow from 1.70 in 2021 to 1.73/1.80 in 2022-23E Tel: (852)2147 8895

» Our TP of HK$ 1.10 represents 2.7x/2.6x 2022-23E EV/EBITDA rickylai@abei.com.hk

We expect TSP business revenue to grow 3.6%/2.8% YoY in 2022-23E, thanks to

, i . Share price (HK$) 0.80
telecom operators’ plan to improve 5G network coverage. Tenancy ratio would reach e 37.50%
1.73/1.80 in 2022-23E. Est. dividend yield 3.79%
Est. total return 41.29%
Growing momentum from smart tower and energy businesses. Based on our Previous Rating & TP BUY/HK$2.2
Previous Report Date Mar 26, 2020

estimates, smart tower revenue would grow 46.5%/30.0% in 2022-23E, thanks to

. . . . .. . . Source(s): Bloomberg, ABCI Securities estimates
increasing demand of smart applications and digital usage in different sectors. Energy

business revenue would grow 63.0%/42.0% in 2022-23E due to increasing demand Key Data
for battery exchange and power backup. 52Wk H/L(HKS) 1.050/0.709
Issued shares (mn) 176,008
Net profit to grow at a CAGR of 22.6% in 2021-24E. Driven by improved tenancy LRIl SIS () eles
- . . L H-share market cap 37,331
ratio, increased contributions from smart tower and energy businesses, and scale (HKS$ mn)
effect, we expect net profit margin to edge up 0.9ppt/1.5ppt to 9.4%/10.9% in Avg daily turnover 989
2022-23E. (HK$ mn)
Major shareholder(s)
Valuation. We revise down our 2022-23E net profit by 13.0%/21.0% to reflect the il Ll 27.9%
weaker-than-expected 3Q22 results. Our TP of HK$ 1.10 implies 2.7x/2.6x 2022-23E i) Bzl 20.7%
EV/EBITDA. Recommend BUY. China Telecom 20.5%

Source(s):Bloomberg

Risk factors: (1) Markup margin may change; (2) Delay in 5G network launch; (3)

Business relies heavily on three major telecom operators; (4) Tenancy ratio may be Share Performance (%)
worse than expected. Absolute Relative*
1-mth (14.0) (1.9)
Results and Valuation 3-mth (22.3) (1.0)
FY ended Dec 31 FY20A FY21A FY22E FY23E FY24E 6-mth (14.9) 9.9
Revenue (RMB mn) 81,099 86,585 92,661 98215 103,504 ‘Relative to HS|
Chg (%,YoY) 6.1 6.8 7.0 6.0 5.4 S
Net profit (RMB mn) 6,428 7,329 8,731 10,715 13,515
Chg (%,YoY) 23.1 14.0 19.1 22.7 26.1
EPS (RMB) 0.037 0.042 0.050 0.061 0.077
Chg (%,YoY) 23.6 14.1 18.3 227 26.1
BPS (RMB) 1.07 1.08 1.10 1.14 1.18
Chg (%,YoY) 25 1.7 1.8 3.0 3.8
P/E (x) 18.1 15.6 14.5 11.8 9.4
P/B (x) 0.62 0.61 0.65 0.63 0.61
ROE (%) 3.5 3.9 46 5.4 6.6
ROA (%) 1.9 2.2 2.3 2.4 2.9
DPS (RMB cents) 1.465 2.250 2.728 3.348 4.223
Dividend Yield (%) 2.03 3.13 3.79 465 5.87

Note: Exchange rate assumption for FY22E-24E:1HKD=0.9 RMB
Source(s): Bloomberg, ABCI Securities estimates
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3Q22 results affected by project and constructions delays

China Tower’s 3Q22 revenue was up 5.9% YoY. EBITDA down 3.8% YoY, while net
profit jumped 20.9% YoY. The 3Q22 net profit was below our expectation by 8% due
to the weaker-than-anticipated revenue growth in TSP business affected by project
and construction delays.

Net profit to grow 19.1%/22.7% for 2022-23E

Tenancy ratio reached 1.72 in Sep 2022, compared to 1.69 in Sept 2021. We forecast
tenancy ratio to reach 1.80 in 2023E. We expect telecommunication service providers
(TSP) business to ramp up in 2023 thanks to strong demand for 5G base stations and
distributed antenna systems (DAS) construction.

Smart tower revenue would grow 46.5%/30.0% in 2022-23E, thanks to demand of
smart applications and digital usage in different sectors, covering environmental
protection, forestry, agriculture, land, water resources, transportation, emergency
response, and digital village. Energy business revenue is expected to grow
63.0%/42.0% in 2022-23E on increasing demand for battery exchange and power
backup. Proliferation of electric vehicles would support the battery exchange
demand.

Exhibit 1: Our estimates for China Tower’s operational data

RMB bn 2020 2021 2022E 2023E 2024E
Tenancy ratio 1.66 1.70 1.73 1.80 1.83
Number of sites (mn) 2.02 2.04 2.08 2.1 213
Average tower revenue per site

(RMB ‘000) 38.0 39.4 40.0 40.5 40.8

Source(s): Group, ABCI Securities estimates

Exhibit 2: Changes in our financial estimates

oLD NEW CHANGE
(RMB bn) 2022E 2023E  2024E 2022E 2023E 2024E 2022E 2023E 2024E
Revenue 98,262 104,484 110,463 92,661 98,215 103,504 (5.7%) (6.0%) (6.3%)
Net Profit 10,036 13,563 18,514 8,731 10,715 13,515 (13.0%) (21.0%) (27.0%)
EPS (RMB) 0057  0.077 0.105 0.050 0.061 0.077 (13.0%) (21.0%) (27.0%)

Source(s): Group, ABCI Securities estimates

Recommend BUY with TP at HK$1.10

We lower 2022-23E net profit by 13.0%/ 21.0% to reflect the weaker-than-expected
3Q22 results. Our DCF-derived TP was HK$ 1.10 (WACC: 12.4%; perpetuity growth
rate: 2.0%), which implies 2.7x/2.6x 2022-23E EV/EBITDA. With an 37.50% upside
potential, we recommend BUY for China Tower.
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Consolidated income statement (2020A-2024E)

FY Ended Dec 31 (RMB mn)

TSP business revenue
- Tower business revenue
- DAS business revenue
Smart tower business
Energy business
Others

Total revenue

D&A expenses
Repairs and maintenance
Employee benefits and expenses

Other operating expenses

Operating profit
Other gains, net
Interest income

Finance costs

Profit before tax
Income tax expense
Shareholders’ profit
Non-controlling interests

EBITDA

EPS (RMB)
DPS (RMB)

Source(s): Group, ABCI Securities estimates

2020A
76,899
73,371
3,528
3,004
935

261

81,099

(47,515)
(5,805)
(6,115)
(9,652)

12,012
318

36
(3,959)

8,407

(1,980)

6,428

59,527

0.037
0.015

2021A
80,197
75,857
4,340
4,060
2,071
257

86,585

(49,982)
(5,796)
(6,875)

(10,897)

13,035
303

22
(3,745)

9,615

(2,287)

7,329

63,017

0.042
0.023

2022E
83,055
77,282
5,772
5,948
3,376
283

92,661

(49,110)
(6,486)
(7.876)

(14,826)

14,362
295

32
(3,308)

11,382

(2,652)

8,731

63,473

0.050
0.027

China Tower (788 HK, BUY)
China Telecom Sector

Oct 24, 2022
2023E 2024E
85,392 86,960
78,465 79,340
6,927 7,619
7,732 9,665
4,794 6,567
297 312
98,215 103,504
(51,072) (52,787)
(7.170) (7,763)
(8,348) (8,798)
(14,732) (13,455)
16,893 20,701
290 285
275 314
(3,489) (3,680)
13,968 17,620
(3,255) (4,105)
10,715 13,515
(1) (1)
67,964 73,488
0.061 0.077
0.033 0.042
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Consolidated balance sheet (2020A-2024E)
As of Dec 31 (RMB mn) 2020A 2021A 2022E 2023E 2024E
PPE 231,684 221,419 295,839 301,515 305,270
Construction in progress 20,185 14,709 12,503 10,627 9,033
Right-of-use assets 34,553 32,877 32,877 32,877 32,877
Other non-current assets 7,754 5,910 9,322 9,484 9,805
Total non-current assets 294,176 274,915 350,541 354,504 356,985
Cash & cash equivalents 5,042 6,471 54,914 62,841 74,271
Trade and other receivables 30,658 34,194 32,484 30,860 29,317
Prepayments & other current assets 7,504 7,679 8,447 9,292 10,221
Total current assets 43,204 48,344 95,845 102,993 113,808
Total assets 337,380 323,259 446,385 457,497 470,794
Borrowings 61,999 37,142 39,371 41,733 44,237
Accounts payable 31,460 25,264 24,001 22,801 21,661
Others 13,176 13,776 128,494 129,717 131,077
Total current liabilities 106,635 76,182 191,865 194,250 196,974
Borrowings 27,121 41,572 43,651 45,833 48,125
Others 17,378 16,151 16,718 17,350 18,008
Total non-current liabilities 44,499 57,7123 60,369 63,183 66,133
Total liabilities 151,134 133,905 252,234 257,433 263,107
186,246 189,354 194,151 200,064 207,686

Total equity
Source(s): Group, ABCI Securities estimates
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Consolidated cash flow statement (2020A-2024E)

As of Dec 31 (RMB mn) 2020A
Operating profit before tax 8,407
Others 49,141
Operating cash flow 57,548
CAPEX (37,800)
Others 101
Investing cash flow (37,897)
Change in borrowings 27,121
Others (47,958)
Financing cash flow (20,837)
Net increase in cash and cash equivalents (1,186)
Cash and cash equivalents at beginning

of year 6,223
Cash and cash equivalents at end of year 5,042
Source(s): Group, ABCI Securities estimates

Financial Ratios

As of Dec 31 (RMB mn) 2020A
Profit margins:

EBITDA margin (%) 73.4%
Operating margin (%) 14.8%
Net profit margin (%) 7.9%
ROE (%) 3.5%
ROA (%) 1.9%
YoY Growth:

Revenue 6.1%
Net profit 23.1%
EBITDA 5.0%

Source(s): Group, ABCI Securities estimates

2021A
9,615
50,888
60,503

(32,513)
1,160
(31,515)

41,572
(69,132)
(27,560)

1,428

5,042
6,471

2021A

72.8%
15.1%
8.5%

3.9%
2.2%

6.8%
14.0%
5.9%

2022E
11,382
67,190
78,672

(30,887)
1,253
(29,635)

43,651
(44,146)
(495)

48,443

6,471
54,914

2022E

68.5%
15.5%
9.4%

4.6%
2.3%

7.0%
19.1%
0.7%

China Tower (788 HK, BUY)
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2023E 2024E
13,968 17,620
23,298 22,862
37,266 40,482
(29,343) (27,876)
1,353 1,461
(27,990) (26,415)
45,833 48,125
(47,181) (50,763)
(1,348) (2,638)
7,928 11,429
54,914 62,841
62,841 74,271
2023E 2024E
69.2% 71.0%
17.2% 20.0%
10.9% 13.1%
5.4% 6.6%
2.4% 2.9%
6.0% 5.4%
22.7% 26.1%
7.1% 8.1%
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Disclosures

Analyst Certification

I, LAl Pak Kin, being the person primarily responsible for the content of this research report, in whole or in part, hereby
certify that all of the views expressed in this report accurately reflect my personal view about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed in this report. | and/or my associates have no financial
interests in relation to the listed company (ies) covered in this report, and | and/or my associates do not serve as officer(s)
of the listed company (ies) covered in this report.

Disclosures of Interests
ABCI Securities Company Limited and/or its affiliates may pursue financial interests to the companies mentioned in the
report.

Definition of equity rating

Rating Definition

Buy Stock return rate= Market return rate (~10%)

Hold - Market return rate (~-10%) < Stock return rate < Market return rate (~+10%)
Sell Stock return < - Market return (~-10%)

Stock return rate: expected percentage change of share price plus gross dividend yield over the next 12 months
Market return rate: average market return rate since 2009 (HSI total return index 2009-21 averaged at 9.2%)

Time horizon of share price target: 12-month
Stock rating, however, may vary from the stated framework due to factors including but not limited to: corporate governance,

market capitalization, historical price volatility relative to corresponding benchmark index, average daily turnover of the
stock relative to market capitalization of the stock, competitive advantages in corresponding industry, etc.

Disclaimers

This report is for our clients only and is for distribution only under such circumstances as may be permitted by applicable
law. It has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. It
is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments. No representation or warranty, either expresses or implied, is provided in relation
to the accuracy, completeness or reliability of the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any opinions expressed in this report are subject to change
without notice and may differ or be contrary to opinions expressed by other business areas as a result of using different
assumptions and criteria. The analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading
desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information. ABCI Securities Company Limited is under no obligation to update or keep current the information
contained herein. ABCI Securities Company Limited relies on information barriers to control the flow of information
contained in one or more areas within ABCI Securities Company Limited, into other areas, units, groups or affiliates of ABCI
Securities Company Limited. The compensation of the analyst who prepared this report is determined exclusively by
research management and senior management (not including investment banking). Analyst compensation is not based on
investment banking revenues, however, compensation may relate to the revenues of ABCI Securities Company Limited as
a whole, of which investment banking, sales and trading are a part. The securities described herein may not be eligible for
sale in all jurisdictions or to certain categories of investors. The price and value of the investments referred to in this
research and the income from them may fluctuate. Past performance is not necessarily indicative of future results. Foreign
currency rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned
in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales
representative. Neither ABCI Securities Company Limited nor any of its affiliates, directors, employees or agents accepts
any liability for any loss or damage arising out of the use of all or any part of this report. Additional information will be made
available upon request.

Copyright 2022 ABCI Securities Company Limited
No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without
the prior written consent of ABCI Securities Company Limited.

Office address: ABCI Securities Company Limited, 13/F Fairmont House, 8 Cotton Tree Drive, Central, Hong Kong.
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