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ZTE (763 HK)

3Q26 earnings: Sequential margin improvement
on strong compute growth

ZTE reported 3Q26 revenue of RMB38.8bn, up 34.0% YoY but down 9.8% QoQ,
while net profit increased 394.5% YoY but declined 9.4% QoQ to RMB1.31bn.
Net profit excluding non-recurring items rose 363.7% YoY but fell 53.8% QoQ
to RMBO0.59bn. Despite the sequential decline in revenue, 3Q26 GPM improved
1.3ppts QoQ to 24.6%. We raise our FY26E/FY27E revenue forecasts by
1.1%/1.0%, respectively, while cutting our FY26E net profit forecast by 8.7%
and raising FY27E by 2.5%, reflecting stronger top-line momentum but
continued margin dilution (4Q25/1Q26 GPM: 29.4%/28.3%) from the business
mix shift in the near term. Maintain BUY, with TP lowered to HK$31, based
on 18x 2027E P/E (prev. 22x 2027E P/E), broadly in line with its two-year
historical forward average.

B Computing remained the key growth engine. Computing-related revenue
increased 70%+ YoY in 9M26 with contribution rising to 38% of total
revenue, compared with 35% in 1H26. Server and storage revenue grew
over 70%, while datacenter revenue increased nearly 130%. ZTE also
reported scale and market-share gains for its computing products across
the internet, financial, power and government sectors. However, the higher
contribution from computing products continued to weigh on the Company’s
overall margin.

M Consumer business remained an important growth pillar. Family and
personal terminals together accounted for 23% of 9M26 revenue. Growth
was supported by upgrades in Wi-Fi 7, FTTR and Al-enabled home devices,
alongside the commercialization of Al-agent smartphones. Overseas
expansion also continued, with gaming smartphones gaining traction in SEA
and LATAM, while ZTE maintained its leading position in the global 5G FWA
and MBB markets.

B Maintain BUY on sustained compute-led growth and emerging signs
of margin stabilization, with TP adjusted to HK$31. We expect the rapid
expansion of ZTE’s computing business to sustain revenue growth.
However, given its lower-margin profile, computing will likely continue to
dilute group GPM through 2027E. Our TP is based on 18x 2027E P/E,
broadly in line with its two-year historical forward average. Risks: Continued
weak telecom capex, Al capex slowdown, rising component costs, etc.

Earnings Summary

(YE 31 Dec) FY24A FY25A FY26E FY27E FY28E
Revenue (RMB mn) 121,299 133,895 150,920 172,320 192,743
YoY growth (%) (2.4) 10.4 12.7 14.2 11.9
Gross margin (%) 37.9 30.3 25.4 24.9 24.7
Net profit (RMB mn) 8,424.8 5,617.7 5,940.0 6,962.1 7,615.8
YoY growth (%) 9.7) (33.3) 5.7 17.2 9.4
P/E (x) 9.2 13.9 13.1 11.2 10.2
ROE (%) 12.0 7.6 7.7 8.5 8.8

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data

Mkt Cap (HK$ mn) 14,430.1
Avg 3 mths t/o (HK$ mn) 204.9
52w High/Low (HK$) 41.58/18.85
Total Issued Shares (mn) 755.5

Source: FactSet

Shareholding Structure

Vanguard 7.3%
Blackrock 7.2%
Source: Bloomberg

Share Performance

Absolute Relative
1-mth -14.9% -10.1%
3-mth -22.2% -16.4%
6-mth -21.2% -11.8%

Source: FactSet
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Figure 1: Earnings revision

Diff (%)
FY28E FY27E
Revenue 150,920 172,320 192,743 149,219 170,586 190,994 1.1% 1.0% 0.9%
Gross profit 38,398 42,843 47,566 38,092 42,514 47,225 0.8% 0.8% 0.7%
Net profit 5,940 6,962 7,616 6,508 6,793 7,199 -8.7% 2.5% 5.8%
EPS (RMB) 1.24 1.46 1.59 1.36 1.42 1.50 -8.7% 2.5% 6.1%
Gross margin 25.4% 24.9% 24.7% 25.5% 24.9% 24.7% -0.1 ppt 0 ppt 0 ppt
Net margin 3.9% 4.0% 4.0% 4.4% 4.0% 3.8% -0.5 ppt 0 ppt 0.2 ppt

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs. BBG consensus

CMBI estimates Consensus Diff (%)
FY26E FY27E FY28E FY26E FY27E FY27E
Revenue 150,920 172,320 192,743 148,469 165,071 189,302 1.7% 4.4% 1.8%
Gross profit 38,398 42,843 47,566 39,793 41,824 47,560 -3.5% 2.4% 0.0%
Net profit 5,940 6,962 7,616 5,835 6,745 7,455 1.8% 3.2% 2.2%
EPS (RMB) 1.24 1.46 1.59 117 1.39 1.54 6.3% 4.6% 3.4%
Gross margin 25.4% 24.9% 24.7% 26.8% 25.3% 25.1% -1.4 ppt -0.5 ppt -0.4 ppt
Net margin 3.9% 4.0% 4.0% 3.9% 4.1% 3.9% 0 ppt 0 ppt 0 ppt

Source: Bloomberg consensus, CMBIGM estimates

Figure 3: P/E chart Figure 4. P/E band
34 - (HKD)
29 45 -
40
24 35 i
! v 30 1 . A \V‘\.f\.. A
19 1 " A_l W\ 25 - 1" \\w,,".l ;ﬁm‘
J NS
9 A 10 A
5 4
4 0
> o D AP AP AP AP PO OO OO XX X DO PP PP OO OO O
51/'1«'1/‘1«‘1/"1/‘1/‘1/‘1/‘1/'1/"/'1/9/ APV VAR VN VR VA VA VAR VR Vi Vi VA Vi
FV I HFSEE NN N RN AN PR PR T E S
1-yr Forward P/E Mean Closing Px 10.5x e 141X
Mean+1SD Mean-1SD 17.6x 21.2x 24.8x
Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2



CME INTERNATIONAT

27 Oct 2026 @:_#Eﬁﬁv

Financial Summary

INCOME STATEMENT 2023A 2024A PAOVASTAN 2026E 2027E 2028E
YE 31 Dec (RMB mn)

Revenue 124,251 121,299 133,895 150,920 172,320 192,743
Cost of goods sold (72,650) (75,311) (93,391) (112,522) (129,476) (145,177)
Gross profit 51,601 45,988 40,504 38,398 42,843 47,566
Operating expenses (40,623) (35,652) (34,402) (30,809) (33,972) (37,613)
Selling expense (10,172) (8,901) (9,223) (7,848) (7,754) (8,288)
Admin expense (5,632) (4,477) (4,220) (3,622) (4,136) (4,626)
SG&A expense (1,336) (1,176) (1,090) (1,229) (1,403) (1,570)
R&D expense (25,289) (24,031) (22,755) (21,129) (24,125) (26,984)
Others 1,806 2,933 2,887 3,018 3,446 3,855
Operating profit 10,978 10,335 6,102 7,589 8,872 9,953
Other income 173 76 201 226 258 289
Other expense (228) (189) (260) (293) (334) (374)
Gain/loss on financial assets at FVTPL (702) (625) 102 102 102 102
Investment gain/loss (205) 112 453 219 219 219
Other gains/(losses) (914) (745) (521) (587) (591) (609)
EBIT 9,102 8,965 6,076 7,255 8,625 9,579
Net Interest income/(expense) 1,101 265 227 (545) (610) (948)
Other income/expense 158 (687) (375) (375) (375) (375)
Pre-tax profit 10,203 9,230 6,303 6,710 7,915 8,631
Income tax (962) (874) (738) (710) (882) (938)
After tax profit 9,241 8,356 5,565 6,000 7,032 7,693
Minority interest (85) (69) (53) 60 70 77
Others 0 0 0 0 0 0
Net profit 9,326 8,425 5,618 5,940 6,962 7,616
BALANCE SHEET 2023A 2024A 2025A 2026E 2027E 2028E
YE 31 Dec (RMB mn)

Current assets 158,505 141,787 143,934 170,774 176,266 183,874
Cash & equivalents 51,013 28,027 25,482 38,759 43,158 38,504
Restricted cash 27,530 15,859 8,269 8,269 8,269 8,269
Account receivables 21,968 23,886 24,063 28,863 25,902 35,353
Inventories 41,131 41,258 47,017 51,632 54,787 56,582
Prepayment 242 692 1,443 892 1,197 1,239
Financial assets at FVTPL 153 13,769 17,396 20,010 20,574 21,351
Other current assets 16,466 18,297 20,263 22,349 22,379 22,575
Non-current assets 42,454 65,536 73,806 79,673 81,249 83,364
PP&E 14,360 14,178 13,422 12,850 12,273 11,706
Right-of-use assets 1,557 1,552 1,534 1,494 1,432 1,333
Deferred income tax 4,146 4,396 5,166 5,009 4,635 4,276
Intangibles 8,999 7,159 6,017 4,948 4,431 4,336
Goodwill 0 14 0 0 0 0
Financial assets at FVTPL 832 716 1,793 1,793 1,793 1,793
Other non-current assets 12,559 37,520 45,874 53,579 56,685 59,922
Total assets 200,958 207,323 217,739 250,447 257,515 267,238
Current liabilities 83,030 82,635 81,981 112,295 105,970 109,590
Short-term borrowings 7,560 7,027 3,629 6,117 4,179 4,637
Account payables 32,219 36,568 36,866 54,547 52,070 56,732
Tax payable 1,413 1,205 1,128 1,298 1,334 1,385
Other current liabilities 10,771 7,984 9,673 15,039 12,097 9,176
Contract liabilities 31,067 29,851 30,685 35,294 36,290 37,661
Non-current liabilities 49,596 51,577 60,117 58,477 66,916 67,763
Long-term borrowings 42,576 44,059 45,713 43,082 51,307 51,859
Bond payables 0 1,005 7,810 7,810 7,810 7,810
Obligations under finance leases 960 973 940 1,082 1,112 1,154
Deferred income 78 91 108 124 128 132
Other non-current liabilities 5,982 5,450 5,547 6,380 6,560 6,807
Total liabilities 132,627 134,213 142,098 170,772 172,886 177,353
Share capital 4,783 4,784 4,784 4,784 4,784 4,784
Capital surplus 0 0 0 0 0 0
Retained earnings 34,715 39,873 42,539 46,513 51,396 56,575
Other reserves 28,510 28,152 28,103 28,103 28,103 28,103
Total shareholders equity 68,008 72,808 75,426 79,400 84,283 89,462
Minority interest 323 302 216 276 346 423
Total equity and liabilities 200,958 207,323 217,739 250,447 257,515 267,238

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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CASH FLOW 2023A 2024A 2025A 2026E 2027E 2028E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 9,241 8,356 5,565 6,000 7,032 7,693
Depreciation & amortization 4,926 4,969 4,758 5,121 5,417 5,781
Change in working capital (324) (2,505) (7,017) 8,283 (2,863) (6,595)
Others 3,563 661 612 7,766 5,666 6,220
Net cash from operations 17,406 11,480 3,919 27,170 15,252 13,099
Investing

Capital expenditure (4,005) (4,015) (3,893) (6,210) (6,870) (7,522)
Acquisition of subsidiaries/ investments (17,001) (25,299) (3,060) (2,307) (248) (461)
Net i -

invegtrr?q(tzeﬁgs from disposal of short-term 104 535 77 422 437 455
Others (635) (415) (575) (4,669) (1,009) (1,388)
Net cash from investing (21,536) (29,193) (7,451) (12,764) (7,689) (8,916)
Financing

Dividend paid (4,836) (5,419) (4,368) (6,086) (6,450) (6,848)
Net borrowings 11,164 (253) 5,473 4,957 3,287 (1,989)
Proceeds from share issues 1,676 374 0 0 0 0
Others (633) (521) (575) 0 0 0
Net cash from financing 7,372 (5,818) 530 (1,129) (3,163) (8,837)
Net change in cash

Cash at the beginning of the year 47,072 51,013 28,027 25,482 38,759 43,158
Exchange difference 66 24 (117) 0 0 0
Cash at the end of the year 51,013 28,027 25,482 38,759 43,158 38,504
GROWTH 2023A 2024A 2025A 2026E 2027E 2028E
YE 31 Dec

Revenue 1.1% (2.4%) 10.4% 12.7% 14.2% 11.9%
Gross profit 12.8% (10.9%) (11.9%) (5.2%) 11.6% 11.0%
Operating profit 4.0% (5.9%) (41.0%) 24.4% 16.9% 12.2%
EBIT 2.1% (1.5%) (32.2%) 19.4% 17.5% 12.4%
Net profit 15.4% (9.7%) (33.3%) 5.7% 17.2% 9.4%
PROFITABILITY 2023A 2024A 2025A 2026E 2027E 2028E
YE 31 Dec

Gross profit margin 41.5% 37.9% 30.3% 25.4% 24.9% 24.7%
Operating margin 8.8% 8.5% 4.6% 5.0% 5.1% 5.2%
Return on equity (ROE) 14.7% 12.0% 7.6% 7.7% 8.5% 8.8%
GEARING/LIQUIDITY/ACTIVITIES AOPACTN 2024A 2025A 2026E 2027E 2028E
YE 31 Dec

Current ratio (x) 1.9 1.7 1.8 15 1.7 17
VALUATION 2023A 2024A PAOASYAN 2026E 2027E 2028E
YE 31 Dec

P/E 8.3 9.2 13.9 13.1 11.2 10.2
P/E (diluted) 8.3 9.2 14.0 13.1 11.2 10.2

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

27 Oct 2026 @ Eﬁ@ﬁ

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 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, has been prepared and distributed in Hong Kong by CMBIGM under its regulatory framework for the regulated
activities licensed and regulated by the Securities and Futures Commission of Hong Kong. The report is 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, directly or indirectly, to any other person, published in whole or in part for any purpose without prior written consent
of CMBIGM.

Additional information on recommended securities is available upon request. If there is any inconsistency between the Chinese and English versions of this
Important Disclosure, the English version shall prevail.

For recipients of this document in the United Kingdom

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
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

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
as a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules
intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is
intended for distribution in the United States solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined
in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its
respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations.
Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities
and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law.
Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

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



