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SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30" JUNE 2008

Interim Results Highlights

1H2008 1H2007
(restated*) y-0-y
RMB million RMB million change
Revenue 13,629 9,908 +37.5%
Gross profit 2,145 1,793 +19.6%
Attributable profit to shareholders 567 510 +11.3%
RMB RMB
EPS — basic 0.101 0.094 +7.4%
DPS — interim - - N/A

Remark: (*) The 2007 results were restated in accordance to IFRSs after it completed the acquisition of telecom assets in
13 provinces from its parent company in August 2007.

China Communications Services (“CCS”) reported a weaker-than-expected 11.3% y-0-y rise in net
profit to RMB567 million for the first half, dragged by a suspension of 3G (TD-SCDMA) construction
ahead of the Beijing Olympic Games, a slow-down in business volume from China Unicom, as well as
a surge in material costs amid change in product mix and rising inflationary pressure in the Mainland.

Revenue surged 37.5% y-o0-y to RMB13.6 billion in 1H08, mainly driven by growth in distribution
business. Cost of revenues rose a sharp 41.5% y-o0-y to RMB11.5 billion, due to rising subcontracting
cost, personnel expense and procurement cost of materials and telecom products. As a result, the
Group’s gross profit margin fell 2.4 percentage points from a year earlier to 15.7%, while gross profit
rose 19.6% y-o-y to RMB2.1 billion. In fact, excluding the impact of distribution business, the Group’s
gross profit margin was still under pressure, owing to rising personnel costs.

EPS for 1H08 was RMBO0.101, compared with RMB0.094 a year earlier. No interim dividend was
declared (1HO7: nil).

As of 30 June 2008, the Group had total debts of RMB3.62 billion (31 Dec 2007: RMB2.56 billion).
With cash on hand of RMB7.41 billion, CCS was in a strong net cash position totalling RMB3.79
billion, compared with a net cash of RMB4.07 billion as at the end of 2007.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it.
Neither this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or
representation of any kind or form whatsoever. The information is based upon information which we consider
reliable, but accuracy or completeness is not guaranteed. Opinions expressed herein are subject to change without
notice. At time of this report, East Asia Securities Company Limited has no position in securities of the company or
companies mentioned herein, while its group companies may from time to time have interests in securities of the
company or companies mentioned herein.



EAST ASIA SECURITIES COMPANY LIMITED

Business highlights

Breakdown of service revenue by business segments:

1H2008 1H2007
RMB million % RMB million % Change
Design services 1,243 9.1% 1,143 11.5% +8.7%
Construction services 4,357 32.0% 3,974 40.1% +9.6%
Project supervision & management services 295 2.2% 256 2.6% +15.2%
Telecommunications infrastructure services 5,895 43.3% 5,373 54.2% +9.7%
Network maintenance 928 6.8% 664 6.7% +39.8%
Distribution of telecom services & products 4,250 31.2% 1,871 18.9% +127.2%
Facility management 896 6.6% 771 7.8% +16.2%
Business process outsourcing services 6,074 44.6% 3,306 33.4% +83.7%
IT applications 822 6.0% 538 5.4% +52.8%
Internet services 179 1.3% 238 2.4% -24.8%
Voice VAS 246 1.8% 138 1.4% +78.3%
Other 413 3.0% 315 3.2% +31.1%
Applications, contents and others 1,660 12.2% 1,229 124% +35.1%
Total 13,629 100.0% 9,908 100.0% +37.6%
Breakdown of revenue by customer groups:
1H2008 1H2007
RMB million % RMB million % Change
China Telecom 5711 41.9% 4,756 48.0% +20.1%
China Mobile and China Unicom 2,276 16.7% 1,734 175% +31.3%
Government, corporate & others 5,642 41.4% 3,418 34.5% +65.1%
Total 13,629 100.0% 9,908 100.0% +37.6%

Revenue from telecommunications infrastructure services (TIS) grew 9.7% y-o0-y to RMB5.9 billion,
driven by business volume from China Mobile as well as government, corporate and other non-
customers. In fact, the Group saw sluggish orders from fixed-line operators amid serious mobile-
substitution in the Mainland during the first half.

The business process outsourcing (BPO) segment reported a robust 83.7% y-0-y jump in revenue
to RMB6.1 billion, replacing the TIS segment as the top revenue contributor, comprising 44.6% (1HO7:
33.4%) of the Group’s total. The segment was mainly driven by the distribution service (sale of mobile
handsets and telecommunication terminals), which saw revenue grow a sharp 127.2% y-0-y to
RMB4.25 billion in 1HO8.

The segment of applications, content and others (ACO) rose a solid 35.1% y-0-y in revenue to
RMBL1.7 billion in the first half, thanks to rising IT application and voice value-added services. The
segment accounted for 12.2% of the Group’s total revenue in 1HO08, little changed from 12.4% in
1HO7.

China Telecom remained the largest client of CCS with revenue contribution of RMB5.7 billion, up
20.1% from a year earlier. Nonetheless, the growth was slower than that of the other two mobile
operators as well as the non-operator (government, corporate & others) customers, as China Telecom
continued to hold back its capital spending on fixed-line network investment amid mobile-substitution.
Revenue from China Mobile and China Unicom reported a decent 31.3% y-0-y rise in 1H08. In fact, it
was solely driven by China Mobile, as China Unicom also took a brake on its first-half capex ahead of
the sector reshuffle.

China Communications Services 2
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Outlook & Prospects

Extending TD-SCDMA coverage to boost TIS business CCS revealed that construction work in
China Mobile’s TD-SCDMA Phase One trial project was suspended for 2 months ahead of the Beijing
Olympic Games. The Mainland’s top mobile carrier announced during its interim results briefing that it
would carry out the 2" phase of TD-SCDMA trial and extend the project into another 28 PRC cities,
bringing the total to 38. Orders for 3G network construction is expected to rise sharply following a
much larger coverage, which should help boost the Group’s TIS business. In Phase One of the trial,
CCS grasped a market share of 30%, and it expects to get a similar share in the upcoming network
construction orders.

Top-line growth potential enhanced after sector reshuffle CCS should see better revenue growth
starting 2009, as its parent China Telecommunications Corp and sister company China Telecom
(HKEx: 00728) are to acquire the CDMA network assets and operations from the China Unicom Group,
respectively, amid the latest sector reshuffle. Revenue from the China Unicom Group accounted for
only 2%-3% of CCS'’ total over the last couple of years. After the China Telecom Group’s takeover of
the CDMA operations and network, we expect CCS to win more mobile service contracts from its
parent boosting both its revenue and earnings. According to China Telecom’s management, the China
Telecom Group has budgeted for a total capital expenditure of RMB80 billion in the next 3 years in
order to enhance the CDMA network.

Business volume with China Unicom to revive in 2H08 Business volume with China Unicom
slowed down in 1HO08, as the No. 2 mobile carrier cut back its capital spending in the first half to
RMB7.3 billion from RMB9.3 billion a year earlier. Nonetheless, Unicom has revised up its full-year
capex plan to RMB47.25 billion from the original RMB30.95 billion, versus RMB25.7 billion in FY07, in
order to enhance its GSM network quality following the sector reshuffle. Given a sharply higher capex
plan in the second half, the Group’s business volume with China Unicom is seen rebounding in 2HO08.

CITCC acquisition completed CCS completed the acquisition of China International
Telecommunications Construction Corporation (CITCC) at end of May and has consolidated the
results of CITCC since June 2008. In June, CITCC generated revenue of RMB175 million and a net
profit of RMB4.31 million, accounting for about 1% of the Group’s total. Leveraging on CITCC'’s strong
presence in the northern regions of China and expertise in handling large and complex telecom
infrastructure projects, CCS is expected to gain a higher market share in the PRC’s TIS business and
grasp opportunities in the 3G network set-up and investment in the coming years.

Three focuses in the future CCS’s management has outlined 3 business strategies. First, it would
seek merger & acquisition opportunities to strengthen its business scale and presence. It may
consider asset injection from its parent of the business in Ningxia but not Xizang (or Tibet) due to
earnings concern. Second, it would strive to enhance operational efficiency via better product mix and
introduction of strategic partners. Third, CCS would see benefits from the boom 3G investment in the
Mainland as well as overseas market via the integration of the newly acquired CITCC. In 1H08, CITCC
has sealed a US$30 million optical fibre transmission contract in Congo, and it is talks with other
African countries for telecom infrastructure construction business.

Better outlook in 2009 CCS's profit margin was under pressure in 1H08, due to rising personnel
costs as well as the low-margin distribution operation. In fact, the diluting impact of distribution
business is seen flattening out, as the Group plans to keep the revenue mix of its 3 business
segments (TIS, BPO & ACO) steadily at 40:40:20. Owing to suspended capex of the mobile and
telecom operators as well as the happening of natural disasters, momentum in the Group’s core
business slowed down in 1H08 and the impact of rising costs has surfaced. Nonetheless, following the
sector reshuffle, investment in mobile and telecom infrastructure and service volume are seen picking
up steam in 2H08 and accelerate further in 2009, which should help offset the impact of rising costs
and support CCS’s overall growth and earnings. Trading at 19x FYO8E P/E and 14x FYO9E P/E,
valuation of the counter is not demanding, given the fast-growing mobile industry in the Mainland.
Accordingly, we give the counter a “BUY” recommendation.

Recommendation: BUY
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will
be, directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed
herein reflect a judgment as of the date of this document and are subject to change without notice.
Any recommendation contained in this report does not have regard to the specific investment
objectives, financial situation and the particular needs of any specific addressee. This report is not to
be taken in substitution for the exercise of judgment by respective readers of this report, who should
obtain separate legal or financial advice. East Asia Securities Company Limited and / or The BEA
Group accepts no liability whatsoever for any direct or consequential loss arising from any use of
this report or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities
mentioned in this report. BEA and its associates, its directors, and/or employees may have positions
in, and may effect transactions in securities mentioned herein and may also perform or seek to
perform broking, investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned
in the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.
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