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ZTE (763 HK/000063 CH)

Al server momentum drives growth; A key
beneficiary of Al infrastructure and localization

ZTE delivered robust sales growth in 1H25, with revenue rising 15% YoY to
RMB71.6bn. NP declined 12% YoY to RMB5.1bn. A shift in product mix toward
higher-volume servers weighed on profitability, dragging GPM and NPM down
by 8.0ppt and 2.1ppt to 32.5% and 7.1%, respectively. By segment: 1) Carrier
revenue (49% of 1H25 sales) declined 6% YoY, reflecting subdued telecom
capex in China (-9% YoY in 2025 from CM/CT/CU combined, per their
guidance); 2) Consumer revenue (24%) grew 8% YoY to RMB17.2bn,
supported by strong overseas smartphone shipments; 3) Government &
Enterprise (27%) emerged as the key growth engine, with revenue surging
110% YoY, which was largely fuelled by over 200% growth in server and
storage sales, with Al servers accounting for ~55% of total server sales. We
believe ZTE is well-positioned to sustain robust growth in the coming years,
backed by the Al infrastructure investment cycle and domestic semiconductor
localization trends. Maintain BUY rating while raising H-share TP to HK$42
and A-share TP to RMB57.

B Carrier: Segment revenue declined 6% YoY to RMB35.0bn in 1H25, mainly
due to continued softness in domestic telecom capex, though overseas
sales were stable. Despite near-term headwinds, we expect the pace of
segment decline to moderate through new product offerings and recent
contract wins (e.g., antenna, switch, Al server tenders). Segment GPM
came in at 52.9% (-1.4ppt YoY). We forecast 2025 Carrier revenue to
reach RMB70bn, roughly flat YoY, with low-single-digit growth in
2026E/27E.

B Government & Enterprise: Revenue more than doubled (+110% YoY) to
RMB19.3bn, driven by strong demand for Al infrastructure (particularly
servers, storage, and data communications equipment) from domestic
cloud service providers. Segment GPM fell by 13.5ppt YoY to 8.3% in 1H
mainly due to an unfavourable product shift towards lower-margin hardware
sales. We expect the strong top-line growth momentum to continue, with
est. YoY growth of 135% and 76% in 2025E and 2026E, respectively.

B Consumer: Revenue increased 8% YoY to RMB17.2bn, lifted by over 30%
growth in overseas handset shipments on operator partnerships and
stronger traction of the Nubia and Red Magic gaming brands. Segment
GPM declined by 1.2ppt YoY to 17.8% due to lower margins in certain home
terminal products. We project high single-digit revenue growth in 2025E
and 11% YoY in 2026E.

B Maintain BUY, with H-share TP of HK$42, based on 25x 2026E P/E (vs.
13.2x 2025E P/E prev.), largely in line with peers’ avg of 25.7x 2026E P/E.
A- share TP is RMB57, based on 34x 2026E P/E (vs. prior 15x 2024E P/E),
9% higher than its domestic peers’ average of 31.2x, given ZTE’s rapidly
growing Al server revenue and strengths in networking capabilities, a key
factor in Al server manufacturing. H-share’s valuation is ~70% of our A-
share’s valuation, which we consider justified, as it is close to 34% A/H
premium YTD 2025 as the company transforms into an Al infra. player. We
raise our sales forecasts by 9%/7% for 2025/26E, to reflect larger-than-
expected Al server order wins. We cut 2025/26E NPM by 1.2ppt/1.8ppt, to
account for the heavier revenue mix toward integration-heavy Al servers,
which would dilute margins. We view ZTE as a key beneficiary riding the
Al infrastructure tailwind. While near-term margin is likely to remain
under pressure, ZTE’s strategic positioning in Al infrastructure should
support a potential rerating. Risks: 1) market share loss in Al servers, 2)
greater-than-expected margin pressure, and 3) supply chain disruption due
to geopolitical events.
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Earnings Summary - 763 HK
(YE 31 Dec) FY23A FY24A FY25E FY26E FY27E
Revenue (RMB mn) 124,251 121,299 145,015 162,912 178,374
YoY growth (%) 1.1 (2.4) 19.6 12.3 9.5
Gross margin (%) 41.5 37.9 31.8 30.1 29.2
Net profit (RMB mn) 9,325.8 8,424.8 7,976.0 8,034.7 9,567.8
YoY growth (%) 15.4 9.7) (5.3) 0.7 19.1
P/E (x) 16.9 18.8 19.9 19.7 16.6
ROE (%) 14.7 12.0 10.6 10.0 11.1
Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: CMBI estimates vs. BBG consensus

CMBI estimates Consensus Diff (%)
RMB mn FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 145,015 162,912 178,374 135,872 148,863 162,288 7% 9% 10%
Gross profit 46,078 49,068 52,121 46,465 48,313 50,952 -1% 2% 2%
Net profit 7,976 8,035 9,568 8,573 9,163 9,766 -1% -12% -2%
EPS (RMB) 1.67 1.68 2.00 181 1.93 2.05 -8% -13% -3%
Gross margin 31.8% 30.1% 29.2% 34.2% 32.5% 31.4% -2.4 ppt -2.3 ppt -2.2 ppt
Net margin 5.5% 4.9% 5.4% 6.3% 6.2% 6.0% -0.8 ppt -1.2 ppt -0.7 ppt
Source: Bloomberg, CMBIGM estimates
Figure 2: Earnings revision
New Old Diff (%)
RMB mn FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenue 145,015 162,912 178,374 133,258 152,553 179,495 9% 7% -1%
Gross profit 46,078 49,068 52,121 48,969 54,286 62,178 -6% -10% -16%
Net profit 7,976 8,035 9,568 8,978 10,300 11,873 -11% -22% -19%
EPS (RMB) 1.67 1.68 2.00 1.88 2.15 2.48 -11% -22% -19%
Gross margin 31.8% 30.1% 29.2% 36.7% 35.6% 34.6% -5 ppt -5.5 ppt -5.4 ppt
Net margin 5.5% 4.9% 5.4% 6.7% 6.8% 6.6% -1.2 ppt -1.8 ppt -1.3 ppt

Source: Company data, CMBIGM estimates

Figure 3: ZTE (H) forward P/E chart

Figure 4: ZTE (H) P/E band
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Figure 5: ZTE (A) forward P/E chart Figure 6: ZTE (A) P/E band
30 - (RMB)
60 -
= A
50 A
v h »
20 M .uv/ ‘L J\J ‘L\A/J 40 wl J“"'I'\ |
M\ A s R \anr”
15 - '\ /' \n.. I‘W'\J 30 -——‘WLL'WM\F
20 4 _
10 A
10 A
5 0
§y88da8a3gaagadqgngsq g8y yye«8{IIII 888
835888328882 8838345 838 8o88&828882888325888
— 1-yr Forward P/E Mean Closing Px ~———10.5x —14.4x
Mean+1SD Mean-1SD 18.2x 22.1x 25.9x

Source: Company data, CMBIGM estimates

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



2 Sep 2025 BEER

CME INTERNATIONAT

# = WM oA M W

Figure 7: Peers table

Mkt Cap P/E (x) EPS (US$)

Company Ticker (US$mn) FY25E FY26E FY25E FY26E
IEIT SYSTEMS 000977 CH 14,145 68.52 27.7 221 0.26 0.35
RUIJIE NETWORK 301165 CH 11,478 102.90 59.8 53.0 0.18 0.24
FIBERHOME 600498 CH 4,860 27.27 34.2 26.5 0.11 0.14
HUAQIN 603296 CH 13,670 95.97 26.3 21.3 0.51 0.63
FOXCONN 601138 CH 154,839 55.60 34.3 24.2 0.23 0.32
DAWNING INFO 603019 CH 18,654 90.92 51.3 40.3 0.25 0.32
Average 38.9 31.2 0.26 0.33

Domestic peers

IEIT SYSTEMS 000977 CH 14,145 68.52 21.7 22.1 0.26 0.35
RUIJIE NETWORK 301165 CH 11,478 102.90 59.8 53.0 0.18 0.24
FIBERHOME 600498 CH 4,860 27.27 34.2 26.5 0.11 0.14
HUAQIN 603296 CH 13,670 95.97 26.3 21.3 0.51 0.63
FOXCONN 601138 CH 154,839 55.60 34.3 24.2 0.23 0.32
DAWNING INFO 603019 CH 18,654 90.92 51.3 40.3 0.25 0.32
Average 38.9 31.2 0.26 0.33

Overseas peers
DELL DELL US 82,921 122.15 15.6 12.9 7.84 9.51
HEWLETT PACKA HPE US 29,617 22.57 12.1 9.7 1.87 2.33
SMCI SMCI US 24,686 41.54 19.9 15.8 2.09 2.62
ARISTA ANET US 171,625 136.55 48.7 42.1 2.80 3.25
Average 24.1 20.1 3.65 4.43
Average of domestic + overseas 315 25.7 1.95 2.38

Source: Bloomberg consensus as of 1 Sep, 2025; CMBIGM
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Financial Summary

INCOME STATEMENT 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Revenue 122,954 124,251 121,299 145,015 162,912 178,374
Cost of goods sold (77,228) (72,650) (75,311) (98,937) (113,844) (126,253)
Gross profit 45,727 51,601 45,988 46,078 49,068 52,121
Operating expenses (35,166) (40,623) (35,652) (37,367) (40,174) (42,292)
Selling expense (9,173) (10,172) (8,901) (9,191) (9,836) (10,413)
Admin expense (5,333) (5,632) (4,477) (4,627) (4,873) (4,978)
SG&A expense (951) (1,336) (1,176) (1,261) (1,335) (1,373)
R&D expense (21,602) (25,289) (24,031) (25,830) (28,203) (29,988)
Others 1,893 1,806 2,933 3,542 4,073 4,459
Operating profit 10,561 10,978 10,335 8,711 8,894 9,829
Other income 196 173 76 302 340 372
Other expense (239) (228) (189) (188) (211) (231)
Gain/loss on financial assets at FVTPL (1,142) (702) (625) 0 0 0
Investment gain/loss 1,087 (205) 112 151 0 0
Other gains/(losses) (1,548) (914) (745) (480) (518) (540)
EBIT 8,915 9,102 8,965 8,497 8,505 9,430
Net Interest income/(expense) (163) 1,101 265 810 870 1,734
Other income/expense (657) 158 (687) (169) 0 0
Pre-tax profit 8,752 10,203 9,230 9,306 9,375 11,164
Income tax (960) (962) (874) (1,396) (1,406) (1,675)
After tax profit 7,792 9,241 8,356 7,910 7,969 9,489
Minority interest (289) (85) (69) (65) (66) (79)
Others 0 0 0 0 0 0
Net profit 8,080 9,326 8,425 7,976 8,035 9,568
BALANCE SHEET 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec (RMB mn)

Current assets 137,874 158,505 141,787 152,069 160,235 173,011
Cash & equivalents 47,072 51,013 28,027 25,832 31,133 39,922
Restricted cash 9,274 27,530 15,859 13,729 13,729 13,729
Account receivables 19,098 21,968 23,886 31,736 30,751 31,802
Inventories 45,235 41,131 41,258 45,481 48,089 48,763
Prepayment 279 242 692 807 907 993
Financial assets at FVTPL 514 153 13,769 15,135 15,654 16,640
Other current assets 16,402 16,466 18,297 19,348 19,973 21,162
Non-current assets 43,080 42,454 65,536 74,327 73,921 75,892
PP&E 13,877 14,360 14,178 13,332 12,433 11,526
Right-of-use assets 1,080 1,557 1,552 4,237 3,967 3,674
Deferred income tax 3,719 4,146 4,396 4,744 4,906 5,215
Intangibles 9,926 8,999 7,159 7,138 7,024 6,869
Goodwill 0 0 14 15 16 17
Financial assets at FVTPL 1,028 832 716 701 701 701
Other non-current assets 13,450 12,559 37,520 44,160 44,875 47,890
Total assets 180,954 200,958 207,323 226,396 234,157 248,903
Current liabilities 78,424 83,030 82,635 103,225 108,939 113,753
Short-term borrowings 9,962 7,560 7,027 23,980 29,296 33,140
Account payables 32,595 32,219 36,568 40,716 40,067 39,047
Tax payable 1,447 1,413 1,205 1,226 1,268 1,348
Other current liabilities 3,498 10,771 7,984 9,925 9,992 10,120
Contract liabilities 30,922 31,067 29,851 27,377 28,316 30,099
Non-current liabilities 42,987 49,596 51,577 45,178 42,051 45,308
Long-term borrowings 35,126 42,576 44,059 33,529 30,152 32,936
Bond payables 0 0 1,005 4,377 4,377 4,377
Obligations under finance leases 789 960 973 991 1,025 1,089
Deferred income 87 78 91 111 115 122
Other non-current liabilities 6,985 5,982 5,450 6,170 6,382 6,784
Total liabilities 121,410 132,627 134,213 148,403 150,989 159,061
Share capital 4,736 4,783 4,784 4,784 4,784 4,784
Capital surplus 0 0 0 0 0 0
Retained earnings 27,309 34,715 39,873 44,897 50,138 56,891
Other reserves 26,596 28,510 28,152 28,076 28,076 28,076
Total shareholders equity 58,641 68,008 72,808 77,757 82,997 89,750
Minority interest 902 323 302 236 170 92
Total equity and liabilities 180,954 200,958 207,323 226,396 234,157 248,903

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5



CME INTERNATIONAT

2 Sep 2025 @:_#Eﬁﬁ

2022A 2023A 2024A 2025E 2026E 2027E

YE 31 Dec (RMB mn)

Operating

Profit before taxation 7,792 9,241 8,356 7,910 7,969 9,489
Depreciation & amortization 4,386 4,926 4,969 5,474 5,853 12,107
Tax paid (587) (437) (237) (327) (159) (461)
Change in working capital (8,471) (324) (2,505) (9,237) (2,482) (6,560)
Others 4,458 3,999 898 (2,794) 4,669 5,328
Net cash from operations 7,578 17,406 11,480 1,026 15,849 19,904
Investing

Capital expenditure (4,952) (4,005) (4,015) (4,482) (4,882) (5,289)
Acquisition of subsidiaries/ investments 3,636 (17,001) (25,299) (1,212) (523) (994)
il:l}stegtrrt:]t;?gs from disposal of short-term 2 104 535 255 274 203
Others (471) (635) (415) (3,796) (1,089) (2,045)
Net cash from investing (1,762) (21,536) (29,193) (9,235) (6,221) (8,034)
Financing

Dividend paid (3,688) (4,836) (5,419) (6,078) (6,266) (6,497)
Net borrowings 5,442 11,164 (253) 12,169 1,938 6,628
Proceeds from share issues 171 1,676 374 (76) 0 0
Others (471) (633) (521) (28) (28) (28)
Net cash from financing 1,455 7,372 (5,818) 5,987 (4,356) 104
Net change in cash

Cash at the beginning of the year 39,071 47,072 51,013 28,027 25,832 31,133
Exchange difference 260 66 24 0 0 0
Others 7,741 3,876 (23,011) (2,194) 5,300 8,790
Cash at the end of the year 47,072 51,013 28,027 25,832 31,133 39,922
GROWTH 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Revenue 7.4% 1.1% (2.4%) 19.6% 12.3% 9.5%
Gross profit 13.3% 12.8% (10.9%) 0.2% 6.5% 6.2%
Operating profit 23.7% 4.0% (5.9%) (15.7%) 2.1% 10.5%
EBIT (5.8%) 2.1% (1.5%) (5.2%) 0.1% 10.9%
Net profit 18.6% 15.4% (9.7%) (5.3%) 0.7% 19.1%
PROFITABILITY 2022A 2023A 2024A 2025E 2026E 2027E
YE 31 Dec

Gross profit margin 37.2% 41.5% 37.9% 31.8% 30.1% 29.2%
Operating margin 8.6% 8.8% 8.5% 6.0% 5.5% 5.5%
Return on equity (ROE) 14.7% 14.7% 12.0% 10.6% 10.0% 11.1%
GEARING/LIQUIDITY/ACTIVITIES 2022A AOPACTN 2024A 2025E 2026E 2027E
YE 31 Dec

Current ratio (x) 1.8 1.9 1.7 15 1.5 1.5
VALUATION 2022A PAOPACTN 2024A 2025E 2026E 2027E
YE 31 Dec

P/E 19.4 16.9 18.8 19.9 19.7 16.6
P/E (diluted) 19.4 16.9 18.8 19.9 19.7 16.6

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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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