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Weekly Wrap: Operators' Cloud Services Enhanced
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° Telecom operators' public cloud platforms rank high, and private cloud
has great potential. Recently, IDC released the China public cloud service
market (2022Q3) tracking report. In the domestic public cloud laaS + PaaS
market, China Telecom Cloud ranked top 3, with a share of 10.2%; China
Mobile's public cloud market share ranked sixth. In recent years, operators ES BB AT
have continuously invested in the core technologies of cloud computing and the
layout of cloud network resources. For example, China Telecom has created a
full-stack cloud product system, and has always adhered to the full-stack ~Cumulative telecom revenue YoY growth
self-development of laaS + PaaS key technologies. China Mobile has rate
continued to improve resource layout and independent research, and has  HL{Z MK 55U ] B 38 3
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taken the lead in establishing self-developed operating systems and servers in —+—Cumulative Telecom Revenue YoY Growih Rate
. . . . . @ Cumulative Emerging Business Revenue YoY Growth Rate
the cloud computing industry. China Unicom has taken the lead in concepts of .
. . . 40% 36.3%
seven scenario-based cloud products. At the same time, IDC predicted that the 35.0%34 30 351%4 1933 406 23 190 326%
dedicated cloud service market will become the fastest-growing field in the W“%
overall cloud computing market in the next five years; the government will still o
i ‘g be the main force in the dedicated cloud service market, but demand from 0 2
2 energy, manufacturing, transportation, and medical industries will also begin to 2o
. . 15%
o strengthen. In 1H22, market share of the three major operators |ncreas§d from Lo 829 8% 80% 9.0%93% 8% 850 5.3% 83% 8% 82% gos
B T 30.2% in 1H21 to 37.0%. The three major operators are accelerating the —_—— ——
§ transformation from IDC business to cloud business from the group strategic %
il @ level, and sustainability in all aspects will be gradually strengthened. 7 ambec  JanMar  JamMay  Jandul JamSep  JamNov
k73 D; ® In 2022, spending in North America grew rapidly. Looking forward into 2023, 2021 2022
P Google's expenditure will be consistent with that in 2022; and it will increase the ~ Seurce: the Ministry of Indusiry and Information Technology.
o roportion of infrastructure investment and significantly reduce the proportion of . ,
0 prop 9 y prop Growth in the total number of operators

office facilities. Amazon will continue to increase investment in technical
infrastructure; Meta guided expenditures to range from US$30 billion to US$33
billion, and will use a more cost-effective new data center architecture to support

mobile phone users
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artificial intelligence loads. Microsoft will continue to increase spending, but there o Total Moblle Users(LHS) - —YoY Growh(RHS)

will be seasonal changes with the construction of cloud facilities. 1700 9 [
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® We give an "Outperform" rating. We recommend China Mobile (00941 HK), 1660 | | o

China Telecom (00728 HK), China Unicom (00762 HK), ZTE (00763 HK), and 1600 | L 3%

BYD Electronic (00285 HK). 1620 | b

® Risk Warning: Slower-than-expected development of cloud computing; 1600 [

overseas cloud business demand may fluctuate. :ZZ i;
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1. Weekly Investment Points

Telecom operators' public cloud platforms rank high, and private cloud has great potential. Recently, IDC released the
China public cloud service market (2022Q3) tracking report. In the domestic public cloud laaS + PaaS market, China Telecom
Cloud ranked top 3 with a share of 10.2%; China Mobile's public cloud market share ranked sixth. In recent years, operators have
continuously invested in the core technologies of cloud computing and the layout of cloud network resources. For example, China
Telecom has created a full-stack cloud product system, and has always adhered to the full-stack self-development of laaS + PaaS
key technologies. China Mobile continues to improve resource layout and independent research, and has taken the lead in
establishing self-developed operating systems and servers in the cloud computing industry. China Unicom took the lead in
concepts of seven scenario-based cloud products. At the same time, IDC predicted that the dedicated cloud service market will
become the fastest-growing field in the overall cloud computing market in the next five years; and the government will still be the
main force in the dedicated cloud service market, but the demand from energy, manufacturing, transportation, and medical
industries will also begin to strengthen. In 1H22, market share of the three major operators increased from 30.2% in 1H21 to
37.0%. The three major operators are accelerating the transformation from IDC business to cloud business from the group
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strategic level, and sustainability in all aspects will be gradually strengthened.

In 2022, spending in North America grew rapidly, and 2023 is expected to become a big year for innovative optical
applications. Recently, North American cloud vendors released performance and expenditure data for 2022. Google's capital
expenditure in 2022 was US$31.4 billion, a yoy increase of 27%; Amazon's annual expenditure was US$58.3 billion, a yoy
increase of 6%, mainly in the expansion of AWS and operation center capacity. Meta's annual capital expenditure was US$32
billion, a yoy increase of 72.54%; Microsoft's capital expenditure was US$24.768 billion, a yoy increase of 6.7%. Looking forward
into 2023, Google's expenditure will be consistent with that in 2022; and it will increase the proportion of infrastructure investment
and significantly reduce the proportion of office facilities. Amazon will continue to increase investment in technical infrastructure.
Meta guided expenditures to range from US$30 billion to US$33 billion, and will use a more cost-effective new data center
architecture to support artificial intelligence loads. Microsoft will continue to increase spending, but there will be seasonal changes
with the construction of cloud facilities. We expect that in mid-2023, more cost-effective technologies such as 800G and coherent
DCI optical interconnection will be widely used. Meanwhile, optical engine and co-packaging technology are also expected to be
launched and implemented; 2023 is expected to become a big year for innovative applications of optical interconnection.

\\

Table 1: 2022 capital expenditure and 2023 outlook of major vendors

Vendor 2022A 2023F Demand Scenario
Google Capital expenditure mainly invested into technology Overall capital expenditure in 2023 is expected to be in  Data center, server,
infrastructure and office facilities. Annual expenditures line with that in 2022; investment in infrastructure will supply chain
increased by 27% yoy to about US$31.4 billion in 2022, and increase, and investment in office facilities will
the amount was about US$24.6 billion in 2021. significantly reduce.

Amazon The annual capital expenditure in 2022 increased by 6% yoy Investment in technology infrastructure is expectedto ~ AWS
to US$58.3 billion, and the capital expenditure in 2021 was  continue to increase
US$55.4 billion; investments were mainly capacity expansion
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in AWS and operation centers.

Meta The annual capital expenditure in 2022 increased by 72.54% Capital expenditure is expected to be in the range of Al, apps
yoy to about US$32 billion, and the capital expenditure in US$30-33 billion; investment will move to a new data
2021 was US$18.5 billion. About US$7 billion of 2022 center architecture in 2023 that is more cost-effective
investments were in Amazon's original and third-party video and can support Al as well as non-Al workloads.
contents.

Microsoft ~ Spending US$6.8 billion in Q4 to support cloud business Sequential growth on CAPEX following the normal Data center
growth. quarterly spending variation of cloud infrastructure

buildout times. Data center investments continue to be
based on near- and long-term customer needs, including
artificial intelligence opportunities.

Source: Companies, Guotai Junan International.

Investment advice: We recommend China Mobile (00941 HK), China Telecom (00728 HK), China Unicom (00762 HK), ZTE
(00763 HK), and BYD Electronic (00285 HK).

Risk warning: Construction of East-to-West Computing Resource Transfer Project and 5G may be slower than expected;
development of cloud computing may be less than expected; overseas cloud business demand may fluctuate.
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Figure 1: The level of capital expenditure of North American vendors is gradually increasing
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Source: Companies, Guotai Junan International.
2. Weekly Market View
Overall performance of stocks we cover in the telecommunications sector outperformed the broader market last week.
Last week, the Hang Seng Index decreased by 4.5%, while the simple average return of stocks we cover in the
telecommunications sector decreased by 1.0%.
Table 2: Sector performance
Share Price Absolute Return Relative Return
Company Stock Code
(HK$) 1 week 1 month 3 month 1 week 1 month 3 month
Hang Seng Index HSI Index 21,738.66 (4.5) 7.5 34.0
Hang Seng China Ent Index HSCEI Index 7,391.18 (5.0 8.1 34.7
=
Hang Seng Tech Index HSTECH Index 4,554.78 3.7) 9.5 42.0 ﬁ
2
g
China Mobile 00941 HK 55.50 0.1 8.1 18.1 4.6 4.9 (15.9) é
China Telecom 00728 HK 3.47 45 23.2 40.4 9.1 20.0 6.3 g
3
China Unicom 00762 HK 5.35 (0.5) 7.3 59.3 4.0 41 25.3 £
>
ZTE 00763 HK 19.00 (3.6) 7.9 31.3 0.9 47 (2.8) £
o
China Tower 00788 HK 0.88 1.1 7.0 15.0 5.6 3.8 (19.0) é
2
China Comservice 00552 HK 3.00 (6.7) (3.0 24.3 (2.2) (6.2) (9.8)
BYD Electronic 00285 HK 25.65 (2.2) 8.0 13.8 2.4 438 (20.2)
Simple Average (1.0) 8.4 28.9 35 5.2 (5.2)
Weighted Average 0.8 11.2 26.6 53 8.0 (7.9)

Source: Bloomberg, Guotai Junan International.
Notes: Data at 3 Feb 2022.
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3. Appendix: Profit Forecasts and Valuation of Major Companies

Table 3: Profit forecasts and valuation table of major companies

Stock Share Price EPS (RMB) PE )
Company Investment Rating
Code (HK$) 21A 22F 23F 21A 22F 23F
China Mobile 00941 HK 56.75 5.673 5.906 6.472 8.2 8.5 75 Buy
China Telecom 00728 HK 3.93 0.307 0.317 0.333 10.4 11.0 10.1 Buy
China Unicom 00762 HK 5.56 0.470 0.540 0.593 9.7 9.1 8.0 Buy
ZTE 00763 HK 19.32 1.470 1.838 2.211 10.7 9.3 7.5 Buy
China Tower 00788 HK 0.92 0.042 0.050 0.055 17.9 16.1 14.3 Accumulate
China Comservice 00552 HK 2.92 0.456 0.479 0.498 5.2 5.4 5.0 Accumulate
BYD Electronic 00285 HK 27.65 1.025 0.836 1.272 22.0 25.2 16.7 Buy

Source: Bloomberg, Guotai Junan International.

Notes: Data at 3 Feb 2023.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy EN Relative Performance >15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate Il Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral ks Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce V=S Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform TN Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Hrff Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.

Underperform kN Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2)  The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

?3) Except for CHINA GRAND PHARMACEUTICAL AND HEALTHCARE (00512 HK),LUZHOU BANK (01983 HK),SF REIT (02191
HK),SINOHYTEC (02402 HK),JINSHANG BANK (02558 HK),BANKOFZHENGZHOU (06196 HK),Guotai Junan and its group companies
do not hold equal to or more than 1% of the market capitalization of the issuer mentioned in this Research Report.

(4)  Guotai Junan and its group companies have not had investment banking relationships with the issuer(s) mentioned in this Research Report
within the preceding 12 months.

5) Guotai Junan and its group companies are making, or will make a market in the securities in respect of CHINA MOBILE- H SHARES
(00941 HK)/ CHINA TOWER CORPORATION- H SHARES (00788 HK) mentioned in this Research Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities (Hong
Kong) Limited (“"Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research reports,
including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does not
guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking estimates
and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and mutable situation, so
uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks, and where necessary
consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2023 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
27/F., Low Block, Grand Millennium Plaza, 181 Queens’ Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793 Website: www.gtja.com.hk
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