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ZTE (763 HK)

MWC 2024: Industry moves towards
developing 6G

As the Mobile World Congress (MWC) unfolded in Barcelona on Monday,
Al/5G+6G innovations emerged as a dominant theme, with leading suppliers in
the telecom industry showcasing their latest technologies. ZTE's A-share
(000063 CH) and H-share (763 HK) prices surged by 10.0% and 10.6%,
respectively, on Tuesday, buoyed by the company's direct involvement in 6G
development. Maintain BUY on ZTE (000063 CH/763 HK) with unchanged TPs
at RMB36.9 and HK$27.4, respectively.

In the race for 6G dominance, the US, along with its allies such as Australia,
Canada, and several other European nations, released a joint statement
(link) on 26 Feb endorsing principles for the development of 6G wireless
communication systems. This coalition aims to cultivate a future where
connectivity is open, secure, and universally accessible, marking a
significant move in the strategic competition with China over telecom
standards.

ZTE has furthered its participation in extensive 6G network testing,
contributing significantly to its R&D efforts while collaborating with major
domestic telcos. The company has showcased its technological prowess
across various domains, including distributed autonomous networks,
computing power network technologies, and communication-sensing
integration. ZTE's contributions have played a crucial role in advancing 6G
concepts and have demonstrated successful voice and text verification
processes. (link)

We maintain BUY on ZTE (000063 CH/763 HK) with unchanged TPs at
RMB36.9 and HK$27.4, respectively. Additionally, ZTE will be announcing
its FY2023 earnings next week, and we encourage investors to follow ZTE’s
FY2023 performance as it may provide a potential timeline of a broader
recovery in the telecom sector.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 114,522 122,954 120,067 126,542 134,289
YoY growth (%) 12.9 7.4 (2.3) 5.4 6.1
Gross margin (%) 35.2 37.2 42.8 42.1 41.7
Net profit (RMB mn) 6,813 8,080 9,371 10,872 12,078
YoY growth (%) 59.9 18.6 16.0 16.0 11.1
P/E (x) 11.2 9.6 8.6 75 6.8
ROE (%) 14.4 14.7 14.8 15.0 14.8

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data
Mkt Cap (HK$ mn) 11,982.2
Avg 3 mths t/o (HK$ mn) 87.5
52w High/Low (HK$) 31.95/13.58
Total Issued Shares (mn) 755.5
Source: FactSet
Shareholding Structure
BlackRock 7.1%
Vanguard Group 4.2%
Source: Bloomberg
Share Performance

Absolute Relative
1-mth 9.8% 5.3%
3-mth -9.3% -4.2%
6-mth -33.2% -27.9%

Source: FactSet

12-mth Price Performance

(HK$ 763 HK
HSI (Rebased)
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Source: FactSet
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https://www.whitehouse.gov/briefing-room/statements-releases/2024/02/26/joint-statement-endorsing-principles-for-6g-secure-open-and-resilient-by-design/
https://www.gizchina.com/2022/11/26/china-takes-the-lead-again-zte-completes-6g-key-sample-test/
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Figure 1: 12M forward P/E band

Figure 2: 12M forward P/E chart
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this report.
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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.

CMBIGM 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 CMBIGM

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
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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. CMBIGM
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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
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 CMBIGM 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.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that could affect the objectivity of this report
and CMBIGM 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 CMBIGM.

Additional information on recommended securities is available upon request.
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This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
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For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
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