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ZTE (763 HK)

Strong 1Q22 results; continuing improvement
in operation and business development

ZTE announced 1Q22 results. 1Q22’s revenue/NP to shareholders grew
6.4%/1.6% YoY to RMB27.9bn/RMB2.2bn, respectively. We think the results are
solid and largely in-line with our expectations. Looking forward, we remain
positive on ZTE’s business development and continuing improvement of
operation. Maintain BUY, with unchanged TP of HK$29.65.

B 1Q22 results in line with expectations. 1Q22 revenue/NP to shareholders
accounted for 22%/28% of our full year forecasts. 1Q22’s GPM increased to
37.8% vs. 35.2% in FY21, led by higher GPM from telecom segment. NP
before extraordinary items grew 117% YoY, suggesting an improvement of
business operations. Looking forward, we expect FY22E revenue to grow at
12.9% YoY, while NP to shareholders to grow at 15.7% YoY.

B Telco’s FY22E capex to grow 4% YoY and ZTE to gain share. China
telecom operators announced FY22E capex budget, a total of RMB352bn (4%
YoY increase). The pace of 5G BTS deployment are steady, with 670k 5G
BTS planned for 2022 (vs. 640k/650k for 2020/21). However, 5G-related
capex budget reduced slightly by 5%, due to BTS de-spec trend as the growth
momentum for 5G investment is easing. We maintain our positive outlook for
ZTE and believe its carrier revenue growth should exceed the telco’s capex
growth (6.1% vs. 3.9%). The Company will still be a key beneficiary as the
telco is shifting its investment from 5G infrastructure to industrial digitalization.
Currently, ZTE’s share in telco’s capex is ~22.3%, which we expect to rise
slightly to 22.8% in 2022.

B Maintain BUY with TP unchanged at HK$29.65. Current valuation is
attractive after significant broad market pullback as investors have concerns
on 1) China lockdown resulting in a weaker than expected economy; 2)
Russian/Ukraine conflict is driving higher material costs; 3) lingered supply
constraints and worldwide inflation. Potential risks include Sino-U.S. trade
tension, additional component restriction/technology ban, and 5G deployment
delays.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Turnover (RMB mn) 101,451 114,522 129,803 146,400 163,351
YoY growth (%) 11.8% 12.9% 13.3% 12.8% 11.6%
Gross margin (%) 31.6% 35.2% 35.6% 35.2% 35.0%
Net profit (RMB mn) 4,260 6,813 7,845 9,096 10,253
YoY growth (%) -17.3% 59.9% 15.1% 15.9% 12.7%
Diluted EPS (RMB) 0.92 1.47 1.66 1.92 2.17
YoY growth (%) -24.8% 59.8% 12.8% 15.9% 12.7%
Consensus EPS (RMB) NA NA 1.72 1.98 2.11
PE (x) 13.7 8.6 7.6 6.6 5.8
Yield (%) 1.1% 1.1% 1.1% 1.1% 1.1%
ROE (%) 9.8% 13.2% 13.4% 13.7% 13.5%
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) 115,517
Avg. 3mths t/o (HK$ mn) 136
52W High/Low (HK$) 31.75/12.7
Total Issued Shares (mn) 755.5

Source: Bloomberg

Shareholding Structure

BlackRock 8.58%
Capital Group 5.08%
Schroders 4.93%

Source: Bloomberg

Share Performance

Absolute Relative
1-mth -7.0% -1.1%
3-mth -27.9% -13.9%
6-mth -35.2% -17.9%
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1. ZTE (763 HK) — Overhang removed,;

Focus on core business development
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2. ZTE (763HK) — ZTE finished 2021
with good results; Positive potentials
could materialize ahead — 31 Jan
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Figure 1: Earnings revision

Old Diff (%)
FY22E FY23E FY23E
Revenue 129,803 146,400 163,351 129,803 146,400 na 0% 0% na
Gross Profit 46,196 51,526 57,112 45,693 51,515 na 2% 1% na
Operating Profit 9,740 11,286 12,719 10,192 11,713 na 0% -1% na
Net profit 7,845 9,096 10,253 7,806 8,975 na 0% -1% na
EPS (US$ cents) 1.66 1.92 2.17 1.64 1.85 na 0% -1% na
Gross Margin 35.6% 35.2% 35.0% 35.2% 35.2% na 0.5 ppt 0.2 ppt na
Operating Margin 7.5% 7.7% 7.8% 7.9% 8.0% na 0 ppt -0.1 ppt na
Net Margin 6.0% 6.2% 6.3% 6.0% 6.1% na 0 ppt -0.1 ppt na

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
US$ mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 129,803 146,400 163,351 129,849 144,251 154,494 0% 1% 6%
Gross Profit 46,196 51,526 57,112 45,797 50,620 54,405 1% 2% 5%
Operating Profit 9,740 11,286 12,719 9,561 10,984 11,472 2% 3% 11%
Net profit 7,845 9,096 10,253 8,050 9,260 9,926 -3% -2% 3%
EPS (US$ cents) 1.66 1.92 2.17 1.72 1.98 2.11 -4% -3% 3%
Gross Margin 35.6% 35.2% 35.0% 35.3% 35.1% 35.2% 0.3 ppt 0.1 ppt -0.3 ppt
Operating Margin 7.5% 7.7% 7.8% 7.4% 7.6% 7.4% 0.1 ppt 0.1 ppt 0.4 ppt
Net Margin 6.0% 6.2% 6.3% 6.2% 6.4% 6.4% -0.2 ppt -0.2 ppt -0.1 ppt

Source: Company data, CMBIGM estimates

Figure 3: 12M forward P/E chart Figure 4: 12M forward P/E band
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 101,451 114,522 129,803 146,400 163,351 Net profit 4,722 7,036 8,087 9,377 10,570
Cost of sales (69,379) (74,160) (83,607) (94,875) (106,239 Depreciation/amortization 1,465 1,671 1,687 1,723 1,777
Gross profit 32,071 40,362 46,196 51,526 57,112 Change in working capital (1,965) 2,615 (2,364) (6,318)  (3,939)
Others 6,011 4,401 6,434 7,411 7,776
Selling exp (7,579) (8,733) (9,898) (11,164) (12,457) Net cash from operating 10,233 15,724 13,844 12,193 16,185
Admin exp (4,995) (5,445) (5,929) (6,541) (7,134)
R&D exp (14,797) (18,804) (21,313) (23,424) (26,136) Capex (6,472)  (5,686) (3,993) (4,476)  (4,902)
Finance costs (421)  (963) 212 473 814 Other (610)  (4,906)  (1,430) 1,110 1,218
Other operating exp. 1,191 2,259 472 416 520 Net cash from investing (7,082) (10,592) (5,423) (3,366) (3,684)
Operating profit 5,471 8,676 9,740 11,286 12,719
Share issuance 14,167 538 0 0 0
Other non-oper exp. (407)  (177)  (225)  (254)  (284) Dividend paid (2,951)  (2,618) (2,531) (2,726) (2,974)
Pre-tax profit 5064 8499 9,515 11,032 12,435 Other (11,505) 4,859 2,474 6,284 6,141
Net cash from financing (290) 2,779 (57) 3,559 3,167
Income tax expense (342) (1,463) (1,427) (1,655) (1,865)
Minority interests (446)  (223) (243)  (281)  (317) Netchangein cash 2,861 7,910 8,365 12,386 15,667
Net profit to shareholders 4260 6,813 7,845 9,096 10,253 Cashatbeginningoftheyear 285506 31,403 39,071 47,436 59,821
Exchange difference 37 (242) 0 0 0
Cash at the end of the year 31,403 39,071 47,436 59,821 75,488
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Current assets 106,977 127,871 140,763 162,262 179,434 Revenue mix
Cash & equivalents 35660 50,713 62,173 74,559 90,226 Carrier business 74,018 75,712 80,327 85,338 90,343
Account receivables 15,891 17,509 18,053 20,452 20,722 Consumer business 16,160 25,731 32,497 39,989 47,986
Inventory 33,689 36,317 36,983 40,996 40,502 Gov.and enterprise 11,272 13,079 16,979 21,073 25,022
Prepayment 322 607 495 576 633
Other current assets 21,415 22,725 23,058 25679 27,353 Growth (%)
Revenue 11.8% 12.9%  13.3%  12.8%  11.6%
Non-current assets 43,658 40,892 38,889 38,456 38,252 Gross profit -4.9% 25.8%  145%  11.5%  10.8%
PPE 11,914 11,437 11,102 11,000 11,055 Operating profit -27.6% 58.6%  12.3%  15.9%  12.7%
Deferred tax assets 3,437 3,195 3,023 3,377 3,663 Net profit -17.3% 59.9% 15.1% 15.9% 12.7%
Other non-current assets 28,307 26,261 24,764 24,079 23,534
Total assets 150,635 168,763 179,652 200,717 217,686 Profit & loss ratio (%)
Gross margin 31.6% 352%  356%  352%  35.0%
Current liabilities 74,395 78,685 79,183 85989 87,788 Operating margin 5.4% 7.6% 7.5% 7.7% 7.8%
ST borrowings 10,559 8,947 8,701 10,024 11,317 Net profit margin 4.2% 5.9% 6.0% 6.2% 6.3%
Account payables 14,998 16,102 18,347 20,499 22,232
Tax payable 0 0 0 0 0 Balance sheet ratio
Other current liabilities 48,838 53,637 52,134 55467 54,240 Net debt/total equity (%) Netcash Netcash Netcash Netcash Netcash
Current ratio (x) 1.4 1.6 1.8 1.9 2.0
Non-current liabilities 30,117 36,791 40,021 45,849 51,395 Receivable turnover days 64 53 50 48 46
LT borrowings 22614 29,908 32,629 37,590 42,438 Inventory turnover days (161) (172) (160) (150) (140)
Deferred tax liability 134 150 161 180 195 Payable turnover days (93) (96) (90) (75) (60)
Other non-current liabilities 7369 6,732 7,231 8079 8,762
Total liabilities 104,512 115,476 119,204 131,838 139,183 Profitability (%)
ROE 9.8% 13.2%  13.4%  13.7%  13.5%
Share capital 4,613 4,731 4,731 4731 4,731 ROA 2.8% 4.0% 4.4% 4.5% 4.7%
Reserve 23,276 25360 25,360 25,360 25,360
Retained earnings 14,824 20,651 27,502 35573 44,791 Per share data (RMB)
Other 583 740 808 886 974 EPS 0.92 1.47 1.66 1.92 2.17
Minority interest 2,826 1,806 2,048 2,330 2,647 DPS 0.20 0.20 0.20 0.20 0.20
Total equity 46,123 53,288 60,448 68,879 78,503 BPS 9.35 10.88 12.34 14.07 16.03
Total liabilities and equity 150,635 168,763 179,652 200,717 217,686
Source: Company data, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



14 B R

“MB INTERNATIONAL

26 Apr 2022

L

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, 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.

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 (ll) 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.
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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 4



