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The Company. ZTE Corporation (ZTE) develops and markets
switches, access servers, videoconferencing systems, mobile
communication devices and optical communications devices.

No significant downside for mobile CAPEX in near term.
During the results presentation, ZTE’s management highlights that
the mobile CAPEX by Chinese telcos is unlikely to see significant
decline in near future given significant increase in mobile data
usage. Telcos have to invest for expanding mobile data capacity
which creates replacement demand. Also management sees
growth potential from overseas markets which should partly offset
the impact of potential decline in mobile CAPEX by Chinese telcos.
European telcos just came out of 3-year frame 4G contracts with
other vendors, and now starting to deploy 4G more aggressively.
ZTE is now being invited to bid for new 4G tenders in continental
Europe. We believe that ZTE will have a major breakthrough in
developed markets in 2015 which should create growth opportunity
to the group. ZTE will be the beneficiary of industry consolidation
as operating environment is becoming more favorable in the 4G
era.

ZTE also expands it product portfolio and the group is now
supplying networking products and storage products under its own
brand to customers. Gross margin of networking products is as
high as 50-60%. Increasing contribution from new products should
have positive effect on overall profitability.

Handset division continues to improve. ZTE targets to ship 60m
units of smartphone in 2015, up 25% YoY. Management
emphasizes that the group will continue to focus on higher value-
added products, bringing better user experience to customers, and
increasing sales from APP store. The group will focus on unique
smart voice command feature as key differentiation from other
handset brands. Management also targets to further expand gross
profit margin of handset division in 2015.

New business opportunity. Regarding new business areas, ZTE
will focus on wireless charging system, internet/IT solutions for
government, power, railway & financial sectors. The group signed
agreement with over 20 cities in China in deploying high-power
wireless-charging system, which will make top line contribution in
2015.

ZTE’s management shares our view that the increase localization
rate of IT products and software by mainland financial sector
creates growth opportunity. ZTE has already secured contracts
from financial institutions for providing total solutions including
networking products, database software, storage and application.

[ZTE Corporation]

(HKS) (HK$ million)
20 - 400
15 MW - 300
10 - 200
(bbb ik [ 0
Mar14 May14 Jul14 Sep14 Nov14 Jan15
W Turnover (RHS) Price (LHS)
Key Financials
in RMB m 2013 2014 2015E 2016E
Revenue 75,233.7 81,471.0 91,845.3 98,716.2
Gross Profit 20,458.6 23,712.0 27,082.4 29,175.6
Gross Margin % 27.2 29.1 29.5 29.6
Net Profit 1,357.7 2,634.0 3,326.0 3,785.8
Net Margin % 1.8 3.2 3.6 3.8
EPS (Basic) 0.39 0.77 0.98 1.1
ROE (%) 6.2 1.1 12.5 13.0
Dividend Yield (%) 0.20 1.40 1.48 1.58
PER (x) 38.59 18.10 14.27 12.52
PBR (x) 2.30 1.80 1.70 1.50

Source: Bloomberg, Company Data.

2014 results. ZTE reported a net profit of RMB2.6bn in 2014
which was in line with guidance announced on 19 Jan 2015.
Sales were up 8.3% year-on-year (YoY) to Rmb81.2bn with
networking equipment sales grew 15% YoY, accounting for
57.4% of total turnover. Handset and terminal sales grew
6.5% YoY and accounted for 28.4% of total turnover in 2014.
Sales of other services and software (including government/
enterprise projects and smart city) reported YoY decline of
9.7% which was a result of lower overseas services income.
The group’s gross margin improved about 2ppt YoY to 29.1%
in 2014 on across the board gross margin improvement
thanks to better product mix.

Our view. We maintain the view that ZTE is no longer a pure
equipment supplier. Increasing contribution from new
businesses will trigger a re-rating. News flow on LTE network
equipment tenders from China & overseas telecom
operators, and breakthrough in wireless charging equipment
will be share price catalysts.
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Figure 1: Peer Comparisons

Ticker Company PE EVIEBITDA PIB ROE ROA Div yield
Price  MarketCap  2015F  2016F  2015F  2016F 2013  2014F 2013  2014F 2013 2014F 2013 2014F
Ley US$m X X X X X X % % % % % %
763 HK Zte Corp-H 17.30 11312.1 141 125 13.6 124 19 17 6.2 12,5 2.5 2.1 14 15
000063CH  Zte Corp-A 219 11312.2 19.0 16.5 127 122 3.0 2.7 6.2 124 25 29 0.9 0.9
2342 HK Comba Telecom Systems Holdin 25 532.6 111 9.8 15 6.6 11 1.0 -6.4 10.1 0.2 36 0.4 23
552 HK China Communications Servi-H 33 2938.7 6.7 6.6 32 29 0.8 0.7 10.6 103 43 4.8 35 43
6168 HK China U-Ton Holdings Ltd 13 2833 na. na. na. n.a. 43 n.a. 4.7 n.a. 14.9 n.a. 0.0 na.
2369 HK Coolpad Group Ltd 14 770.1 104 9.4 88 1.1 18 16 135 143 45 42 0.7 16
2618 HK Tcl Communication Tech Hidgs 79 1255.7 1.2 6.5 6.7 5.7 23 19 120 289 6.4 6.5 49 5.0
2000 HK Sim Technology Group Ltd 0.4 1418 na. n.a. n.a. n.a. 0.6 n.a. 121 n.a. -36 n.a. 0.0 na.
941 HK China Mobile Ltd 101.3 2674835 14.7 14.1 49 46 19 18 16.1 12.7 8.9 82 28 2.9
728 HK China Telecom Corp Ltd-H 4.8 50413.8 152 139 39 3.6 11 1.0 6.5 6.8 3.2 37 2.0 2.2
762 HK China Unicom Hong Kong Ltd 115 35639.6 159 136 34 3.2 1.0 0.9 49 6.0 2.2 2.7 2.2 23
Average 13.0 11.6 6.5 5.9 18 15 1.6 12.7 43 4.6 18 2.1
JNPRUS Juniper Networks Inc 22.7 9242.7 12.1 10.6 6.4 5.9 19 24 6.2 113 -36 6.1 0.4 17
MSIUS Motorola Solutions Inc 65.4 14160.0 16.6 15.9 9.9 9.1 53 29.9 317 53.1 117 13 2.0 2.1
CSCOUS  Cisco Systems Inc 215 140176.1 121 115 6.7 6.3 24 24 18.1 179 8.5 9.4 2.8 2.8
ALUFP Alcatel-Lucent 34 10600.6 134 10.6 59 5.6 5.1 3.7 414 195 0.5 2.2 0.0 0.0
ERICBSS  Ericsson Lm-B Shs 107.6 41779.0 16.1 146 8.2 14 24 23 8.7 116 41 53 n.a. 34
NOKIVFH  Nokia Oyj 7.0 28203.7 19.7 17.8 9.5 9.3 29 29 -85 154 15.0 8.6 n.a. 23
Average 15.0 135 11 13 33 13 2.5 215 5.9 6.5 13 2.0

Source: Bloomberg
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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 cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




