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Mixed 3Q results

ZTE released its 3Q23 results. Quarterly revenue of RMB28.7bn (-12.4% YoY
and -9.1% QoQ) was below market expectation, largely due to lower-than-
expected telecom revenue. 3Q net profit was RMB2.4bn, with 5.1% YoY and -
16.3% Qo0Q. GPM was resilient at 44.6% in 3Q23 (vs. 38.1%/42.0% in 3Q22/
2Q23), showing Company’s competitiveness in the telecom market. We revised
down our EPS forecast for 2023-25E by 5%/7%/9%, reflecting a slowdown in
growth in 3Q23. Maintain BUY with adjusted TP of HK$27.4.

B 3Q revenue missed market expectations, mainly due to 1) server
revenue missed expectations, 2) lower-than-expected telecom sales as a
result of delayed 5G tender, 3) ongoing pressure on consumer and
enterprise/ government segments under macro headwinds. We think the 5G
tender delay was a temporary impact on seasonality. However, we trimmed
our revenue forecasts by 9%/13%/14% for 2023, 2024 and 2025,
respectively, reflecting greater-than-expected headwinds on non-carrier
revenue and slower-than-expected server business ramp-up.

M Resilient GPM continued to be the spotlight. Despite the decline in
revenue, GPM remained at 44.6% for 3Q23. We expect full-year GPM to be
42.8%. Looking forward, considering the Company’s competitiveness in the
telecom market, we believe the Company’s margin will remain stable at the
current level.

B Maintain BUY, with revised TP to HK$27.4, based on the 11.4x (close
to 3-year avg.) FY24E P/E. We trim our net profit forecasts by 5%/7%/9%
for 2023E/24E/25E, due to cautious outlook for global telecom spending
and soft consumer/ corporates spending. Potential downside risks include
Sino-US trade tensions, additional component restriction/technology ban,
and 5G deployment delays.

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 42.4 41.9 41.5
Net profit (RMB mn) 6,813 8,080 9,371 10,872 12,078
YoY growth (%) 59.9 18.6 16.0 16.0 111
P/E (x) 114 9.8 8.6 75 6.8
ROE (%) 13.2 13.8 13.8 14.2 14.0
Diluted EPS (RMB) 1.47 1.71 1.94 2.23 248
Net gearing (%) Net Cash Net Cash Net Cash Net Cash Net Cash

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data
Mkt Cap (HK$ mn) 125,105.3
Avg 3 mths t/o (HK$ mn) 146.1
52w High/Low (HK$) 31.95/13.86
Total Issued Shares (mn) 755.5
Source: FactSet
Shareholding Structure
BlackRock 6.95%
Vanguard Group 4.3%
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Share Performance
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Figure 1: Earnings revision

New Old Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 120,067 126,542 134,289 132,278 144,704 156,765 -9% -13% -14%
Gross Profit 51,338 53,287 56,050 54,554 59,074 63,811 -6% -10% -12%
Net profit 9,371 10,872 12,078 9,886 11,653 13,312 -5% -7% -9%
EPS (RMB) 1.94 2.23 2.48 2.05 2.40 2.74 -5% -7% -9%
Gross Margin 42.8% 42.1% 41.7% 41.2% 40.8% 40.7% 1.5 ppt 1.3 ppt 1 ppt
Operating Margin 8.7% 9.6% 10.1% 9.0% 8.8% 8.7% -0.2 ppt 0.8 ppt 1.3 ppt
Net Margin 7.8% 8.6% 9.0% 7.5% 8.1% 8.5% 0.3 ppt 0.5 ppt 0.5 ppt
Source: Company data, CMBIGM estimates
Figure 2: CMBIGM estimates vs. consensus
New Old Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 120,067 126,542 134,289 125,343 133,893 142,526 -4% -5% -6%
Gross Profit 51,338 53,287 56,050 52,070 55,493 59,084 -1% -4% -5%
Net profit 9,371 10,872 12,078 9,893 10,808 11,835 -5% 1% 2%
EPS (RMB) 1.94 2.23 2.48 2.09 2.29 2.43 -7% -2% 2%
Gross Margin 42.8% 42.1% 41.7% 41.5% 41.4% 41.5% 1.2 ppt 0.7 ppt 0.3 ppt
Operating Margin 8.7% 9.6% 10.1% 9.1% 9.5% 9.8% -0.4 ppt 0.1 ppt 0.3 ppt
Net Margin 7.8% 8.6% 9.0% 7.9% 8.1% 8.3% -0.1 ppt 0.5 ppt 0.7 ppt
Source: Company data, CMBIGM estimates
Figure 2: 12M forward P/E band Figure 3: 12M forward P/E chart
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Financial Summary

INCOME STATEMENT 2020A 2021A

YE 31 Dec (RMB mn)

Revenue 101,451 114,522 122,954 120,067 126,542 134,289
Cost of goods sold (69,379) (74,160) (77,228) (68,728) (73,255) (78,239)
Gross profit 32,071 40,362 45,727 51,338 53,287 56,050
Operating expenses (26,483) (31,828) (35,166) (39,346) (40,810) (42,610)
SG&A expense (12,574) (14,178) (14,506) (14,401) (14,798) (15,301)
R&D expense (14,797) (18,804) (21,602) (25,591) (26,718) (28,085)
Others 888 1,154 942 645 705 775
Operating profit 5,589 8,534 10,561 11,992 12,477 13,440
Other gains/(losses) (268) (51) (2,303) (2,065) (1,170) (1,240)
Interest income 1,239 1,497 2,440 3,851 3,968 3,777
Interest expense (1,496) (1,481) (1,946) (3,362) (3,189) (2,651)
Pre-tax profit 5,064 8,499 8,752 10,417 12,085 13,426
Income tax (342) (1,463) (960) (1,143) (1,326) (1,473)
After tax profit 4,722 7,036 7,792 9,274 10,759 11,953
Minority interest (446) (223) 289 97 112 125
Others (16) 0 0 0 0 0
Net profit 4,260 6,813 8,080 9,371 10,872 12,078
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 106,977 127,871 137,874 149,117 145,957 155,361
Cash & equivalents 35,660 50,713 56,346 66,086 63,529 68,474
Account receivables 15,891 17,509 17,751 18,104 17,258 18,797
Inventories 33,689 36,317 45,235 45,147 45,167 47,005
Other current assets 12,811 16,747 13,690 15,213 15,442 16,218
Contract assets 8,926 6,585 4,851 4,566 4,561 4,867
Non-current assets 43,658 40,892 43,080 45,570 48,510 52,164
PP&E 11,914 11,437 12,913 14,262 15,507 16,784
Right-of-use assets 1,047 815 1,080 1,141 1,189 1,243
Deferred income tax 3,437 3,195 3,719 3,861 3,857 4,116
Intangibles 9,367 8,095 7,342 7,685 8,205 8,836
Goodwill 186 0 0 0 0 0
Other non-current assets 17,706 17,351 18,026 18,620 19,752 21,184
Total assets 150,635 168,763 180,954 194,687 194,468 207,524
Current liabilities 74,395 78,685 78,424 75,032 72,827 76,681
Short-term borrowings 10,559 8,947 9,962 9,017 6,046 6,737
Account payables 17,152 21,717 19,075 16,702 17,417 17,737
Tax payable 878 1,216 1,447 1,441 1,440 1,536
Other current liabilities 20,262 19,012 17,017 19,739 19,823 20,684
Contract liabilities 14,998 16,102 17,700 15,198 15,181 16,200
Accrued expenses 10,545 11,691 13,222 12,935 12,920 13,788
Non-current liabilities 30,117 36,791 42,987 50,785 44,126 43,918
Long-term borrowings 22,614 29,908 35,126 42,165 35,516 34,730
Deferred income 2,228 1,873 2,322 3,087 3,083 3,290
Other non-current liabilities 5,275 5,010 5,539 5,533 5,527 5,898
Total liabilities 104,512 115,476 121,410 125,816 116,953 120,599
Share capital 4,613 4,731 4,736 4,827 4,865 4,865
Capital surplus 23,276 25,360 25,893 27,752 27,790 27,790
Retained earnings 14,824 20,651 27,309 34,789 43,469 53,003
Other reserves 583 740 704 697 697 697
Total shareholders equity 43,297 51,482 58,641 68,066 76,822 86,356
Minority interest 2,826 1,806 902 805 693 568
Total equity and liabilities 150,635 168,763 180,954 194,687 194,468 207,524

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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CASH FLOW 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 4,722 7,036 7,792 9,274 10,759 11,953
Depreciation & amortization 3,971 4,588 4,386 4,813 5,325 5,901
Change in working capital (1,965) 2,615 (9,058) (2,675) 595 (3,645)
Others 3,504 1,484 4,458 3,787 4,162 5,172
Net cash from operations 10,233 15,724 7,578 15,199 20,841 19,381
Investing

Capital expenditure (6,472) (5,686) (4,952) (8,872) (9,145) (9,727)
Acquisition of subsidiaries/ investments (7,364) (17,062) (11,010) 0 0 0
il:ls‘tasptrr?](‘:;?gs from disposal of short-term 6,510 10,274 13,450 0 0 0
Others 243 1,882 1,221 (1,782) 671 606
Net cash from investing (7,082) (10,592) (1,291) (10,654) (8,474) (9.122)
Financing

Dividend paid (2,951) (2,618) (3,688) (5,252) (5,381) (5,194)
Net borrowings (1,294) 5,309 5,442 7,378 (9,621) (94)
Others 3,955 88 (300) 1,666 7 0
Net cash from financing (290) 2,779 1,455 3,791 (14,925) (5,289)
Net change in cash

Cash at the beginning of the year 28,506 31,403 39,071 47,072 55,628 53,071
Exchange difference 37 (242) 260 268 0 0
Cash at the end of the year 31,403 39,071 47,072 55,628 53,071 58,016

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in
this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
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

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

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 inve stment 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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