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According to a purchase announcement released on China Mobile’s 
website on 21 June, China Mobile had officially started its 4G-LTE base 
station bidding process, including 207k base stations and 550k carrier 
sectors. Bids must be submitted by 15 July, and results will be 
announced in August. 

We expect the bidding process will shed-light on the price for different 
types of base stations (upgrade vs. New and 1.9GHz vs. 2.6GHz). Given 
the tight schedule to finish the deployment within 2013, we also expect 
the majority of the deployment will be upgrades, which will mainly benefit 
local equipment suppliers (eg ZTE). 

Bid size estimated to be CNY25bn 
Based on historical results, if we assume per-carrier sector ASP of 
CNY45k, the bidding amount could be as high as CNY25bn (~USD4bn), 
making it the largest telecom equipment bid in China this year. 

ZTE expected to capture 25-30% share 
We expect major telecom equipment vendors, including Huawei, ZTE, 
ALU, NSN, and Datang, to participate in this bid. Based on TD-LTE 
bidding results in 2012, ZTE won 23% share in the 20k nationwide TD-
LTE trial deployment and 100% share in China Mobile’s TD-LTE 
deployment in Hong Kong. 

Assuming ZTE captures 25% of the contract (~CNY6.2bn), it will account 
for 7% of its FY13F sales and a significant portion (20-25%) of its FY13F 
operating profit. 

Comba and CCS will also benefit 
Comba will see benefit from selling antenna used in the base stations. 
CCS will provide construction services in building and upgrading the 
base stations. 

Capex concerns lifted and positive to ZTE/CCS/Comba 
The market had been uneasy about delays in China Mobile’s 4G-LTE 
capex, which was leading to further concerns on ZTE’s ability to 
recognize 4G-LTE related revenue and whether the 200k TD-LTE base 
stations can be done this year. The latest development had shed light on 
the situation and is positive for ZTE, CCS, and Comba, in our view. 

China Telecom Chairman Mr. Wang Xiaochu indicates a hybrid-LTE 
network is necessary 
On 21 June, Mr. Wang Xiaochu gave a speech in 2013 Tianyi Handset 
Fair & Mobile Internet Forum, stating the necessity to build a hybrid-LTE 
network in the 4G era. This is also the first public statement by China 
Telecom to accept a TDD-LTE license. 

According to Mr. Wang Xiaochu, the operational model under the hybrid 
network is to use FDD-LTE for broad area coverage and use TDD-LTE 
to provide supplementary coverage in metropolitan areas where voice 
and data services are highly concentrated. 
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For further reading, please refer to the reports below: 

China communication equipment - TD-LTE: How to benefit? 

ZTE Corp (763 HK, Buy) - Core earnings could turn around in 2Q13F 

China Communications Services (552 HK, Buy) - A good proxy for mobile 
traff 

 

APPEDIX 
 
Fig. 1: Market share by network technology and equipment vendors 

Source: C114, China Mobile 

 
 
Fig. 2: China telecom industry forecast 

Source: Company disclosure, Nomura estimates 

 

China Telecom
GSM TD-SCDMA TD-LTE GSM WCDMA CDMA

Ericsson 26% 8% 10% 20% 27%
Huawei 24% 24% 25% 25% 30% 29%
Alcatel-Lucnet 18% 13% 13% 5% 11% 20%
NSN 16% 8% 5% 20% 11%
ZTE 5% 29% 23% 18% 21% 30%
Others 11% 18% 24% 12% 0% 21%

Operator/Technlogy
China Mobile China Unicom

CNY bn FY07 FY08 FY09 FY10 FY11 FY12 FY13F FY14F FY15

China Telecom industry CAP 228   295   372    302    333 361 393 402 364

Y-Y 4% 30% 26% -19% 10% 8% 9% 2% -9%

Capex-sales ratio 31% 36% 43% 32% 32% 34% 33% 32% 27%

China Mobile (group) 122 162 162 169 160 173 222 210 195

China Telecom (group) 43 62 92 70 72 73 75 84 69

China Unicom (group) 46     71     113    70      77        100     80      91      85      

Others 17     1       6        (7)       25        16       16      16      16      

Total

Mobile 101 162 199 150 131 142 147 179 142

2G 63 79 92 62 76 59 38 32 32

3G/4G 38 83 107 88 55 82 109 147 110

Fixedline broadband 55 69 94 96 111 143 107 137 137

Infrastructure/Others 72 64 79 57 91 77 138 85 85

China Mobile Group FY07 FY08 FY09 FY10 FY11 FY12 FY13F FY14 FY15

Total 122 162 162 169 160 173 222 210 195

GSM/WiFi 63 79.1 55.6 54.7 73.2 56.1 38.3 30 30

TD-LTE 41.5 53      39      

Transmission 17 24.5 29.8 28.6 23.1 35.7 59.0 59.0 59.0

Business Development 7 8.2 15.5 16.2 7.7 7.6 11.4 11.4 11.4

BSS 7 9.5 10.4 8.7 7.7 10.2 11.4 11.4 11.4

Infrastructure 8 10.9 11.6 11.2 11.6 14.0 24.7 12.0 12.0

Others 2 4.1 6.5 5.0 5.1 3.8 3.8 3.8 3.8

TD-SCDMA (3G) 17 26 33 45 12 21 22      19      18      

TD-LTE (4G) 5

Wireline (Railcom) 19 20 10 10 10

China Unicom Group FY07 FY08 FY09 FY10 FY11 FY12 FY13F FY14 FY15

Total 46.0 70.5 112.5 70.2 76.7 99.8 80 91 85

Mobile netw orks (3G) 15.8 33.1 20.3 15.7 21.4 37.7 25.6 11.7 7.4

4G/FD-LTE 23.8 21.5

Broadband & data 8.1 9.2 19.1 22.5 19.8 25.5 19.2 20.0 20.0

Mobile netw orks (2G) 0.0 0.0 36.0 7.5 2.5 3.2 2.0 2.0

Transmission 14.0 18.3 24.8 17.0 15.4 25.5 19.2 18.0 18.0

Others 8.0 9.9 12.4 7.6 17.6 7.8 16 16.0 16.0

China Telecom Group FY07 FY08 FY09 FY10 FY11 FY12 FY13F FY14F FY15

Total CAPEX 43.0 62.0 92.0 70.0 71.6 72.5 75.0 84.4 68.7

Wireless(CDMA) 5.0 24.0 54.0 27.0 22.0 18.8 20.0 13.2

4G/LTE 26.2 23.7

Fixedline (listco) 38.0 38.0 38.0 43.0 49.6 53.7 55.0 45.0 45.0

Fixedline breakdow n 38.0 43.0 49.6 53.7

http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=570928&appname=GRP&cid=RFJsY0NLcTZ4dVk90�
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=609694&appname=GRP&cid=RFJsY0NLcTZ4dVk90�
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=618260&appname=GRP&cid=RFJsY0NLcTZ4dVk90�
http://go.nomuranow.com/research/globalresearchportal/getpub.aspx?pid=618260&appname=GRP&cid=RFJsY0NLcTZ4dVk90�
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Appendix A-1 

Analyst Certification 

I, Leping Huang, hereby certify (1) that the views expressed in this Research report accurately reflect my personal views about 
any or all of the subject securities or issuers referred to in this Research report, (2) no part of my compensation was, is or will be 
directly or indirectly related to the specific recommendations or views expressed in this Research report and (3) no part of my 
compensation is tied to any specific investment banking transactions performed by Nomura Securities International, Inc., 
Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
 
The term "Nomura Group" used herein refers to Nomura Holdings, Inc. or any of its affiliates or subsidiaries, and may refer to one or more 
Nomura Group companies. 

Materially mentioned issuers 
  
Issuer Ticker Price Price date Stock rating Sector rating Disclosures 
Comba Telecom Systems  2342 HK  HKD 2.44  21-Jun-2013 Buy  Not rated    
China Communications 
Services  552 HK  HKD 4.60  21-Jun-2013 Buy  Not rated  A10  
ZTE Corp  763 HK  HKD 11.64  21-Jun-2013 Buy  Not rated  A10  
 

 

A10 The Nomura Group is a registered market maker in the securities / related derivatives of the issuer. 

 

Comba Telecom Systems (2342 HK) HKD 2.44 (21-Jun-2013)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
26-Oct-12 3.80 3.03 
23-Aug-12 2.65 2.08 
23-Mar-12 6.30 4.89 
09-Jan-12 8.00 5.45 
24-Aug-11 10.00 5.16 
29-Sep-10 Buy 7.936 
29-Sep-10 11.00 7.936 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology Our target price for Comba of HKD3.80 is based on 14x FY13F EPS of HKD0.28. Our target P/E 14x 
is a 20% premium to the HK/China technology average, reflecting faster earnings growth we expect driven by 4G capex. 
 
Risks that may impede the achievement of the target price Downside risks include: 1) high dependency on China Mobile 
(57% of 1H11 sales), 2) delayed capex on 4G TD-LTE, and 3) wage inflation (while our earnings forecast assumes 15% wage 
inflation, we estimate 10% more inflation would cut OPM by 2pp). 
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China Communications Services (552 HK) HKD 4.60 (21-Jun-2013)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
13-Jun-13 6.00 4.71 
29-Mar-12 5.20 3.59 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We derive our TP of HKD6.0 based on 12.0x FY13F EPS of CNY0.39/HKD0.50. 
 
Risks that may impede the achievement of the target price Major risks to our investment view include: 1) CCS's China 
concentration means that if business slows in China, it could have a significant impact on the company's revenue; 2) higher 
material and labour costs could lower the company's profitability; 3) an increase in the number of competitors could threaten 
CCS's position among China telecom operators; 4) since revenue is largely dependent on a few major customers in China, 
losing any particular customer could subject CCS’s revenue to downside risk; and 5) telecom operators may cut capex. 
 

ZTE Corp (763 HK) HKD 11.64 (21-Jun-2013)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
24-Jan-13 20.00 14.68 
26-Oct-12 Buy 10.66 
26-Oct-12 15.00 10.66 
03-Aug-12 Neutral 10.42 
03-Aug-12 10.00 10.42 
10-Jul-12 22.00 12.90 
10-Feb-12 28.00 22.05 
29-Nov-11 31.00 23.30 
07-Oct-11 28.00 21.70 
05-Sep-11 30.00 20.30 
04-May-11 31.00 26.80 
18-Mar-11 Buy 35.95 
02-Dec-10 36.00 29.80 
29-Sep-10 39.00 31.15 
26-Aug-10 Buy 27.65 
26-Aug-10 32.00 27.65 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We derive our TP of HKD20 by applying a target P/E of 26x (in line with cycle average) to our 2013F 
EPS forecast of CNY0.64. 
 
Risks that may impede the achievement of the target price Downside risks include 1) any regulatory policy change that is 
unfavourable to Chinese vendors; 2) larger-than-expected capex reduction plans by Chinese and overseas operators; 3) 
mounting price competition in the 2G/3G market; and 4) a significant increase in bad-debt and failure to control operating costs. 
 

 
  



Nomura  |   China Communication Equipment  June 24, 2013

 

    
                                   

5 

Important Disclosures 
Online availability of research and conflict-of-interest disclosures 
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not registered/qualified as research analysts under FINRA/NYSE rules, may not be associated persons of NSI, and may not be subject to 
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Nomura Global Financial Products Inc. (“NGFP”) Nomura Derivative Products Inc. (“NDPI”) and Nomura International plc. (“NIplc”) are 
registered with the Commodities Futures Trading Commission and the National Futures Association (NFA) as swap dealers. NGFP, NDPI, and 
NIplc are generally engaged in the trading of swaps and other derivative products, any of which may be the subject of this report. 
  

Any authors named in this report are research analysts unless otherwise indicated. Industry Specialists identified in some Nomura International 
plc research reports are employees within the Firm who are responsible for the sales and trading effort in the sector for which they have 
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Distribution of ratings (Global) 
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Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. 
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management 
discretion. In most cases, the fair value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as discounted cash flow or multiple analysis, etc. 
 

STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that 
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target 
price and estimates have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances 
including, but not limited to, when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: please see valuation methodologies for explanations of relevant benchmarks for stocks, 
which can be accessed at: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx; Global Emerging 
Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 

SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next 12 months. Benchmarks are as follows: United States: S&P 500; 
Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia. 
 

Explanation of Nomura's equity research rating system in Japan and Asia ex-Japan 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, 
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. A 'Buy' recommendation indicates that 
potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 15% or downside is less than 5%. A 
'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' indicates that the rating and target price 
have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when Nomura is 
acting in an advisory capacity in a merger or strategic transaction involving the subject company. Securities and/or companies that are labelled 
as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity identified in the top banner. Investors should 
not expect continuing or additional information from Nomura relating to such securities and/or companies. 
 

SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  

Target Price 
A Target Price, if discussed, reflects in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
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