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ZTE Corporation ;s
The best 4G play

» Best proxy for China 4G telecom capex up-

cycle
Smartphone sales recovery on track

Government and enterprise business (GEB)
for long-term growth

Direct beneficiary amid China’s 4G capex up-cycle

We expect a robust 4G network roll-out roadmap in China led
by China Mobile (CM) and China Telecom (CT) to be a huge
positive to ZTE. We expect the Big Three telecom carriers to add
550k/700k 4G base stations in 2014F/15F, which leads to our
FY14F/15F PRC mobile equipment sales forecast of
RMB17.8b/19.9b for ZTE. More importantly, we expect PRC 4G
equipment order to command much higher GPM of >40% VS
30% company level.

Multiple catalysts in sight

We expect ZTE smartphone shipments to recover strongly in
2H14 given the robust overseas sales performance, especially in
the US. We forecast ZTE shipments of 50m/65m smartphones in
2014F/15F (up 39%/ 30% YoY) with improved margins. We also
expect new business segments like ZTE’s Smart City product,
enterprise IT solutions and wireless charging for new energy
vehicles to support growth beyond 2016F.

Maintain Outperform and target price of HK$24.00

As China’s second-largest telecom equipment maker, ZTE is one
of the best proxies for investment in China’s 4G capex cycle.
We maintain our Outperform rating and target price of
HK$24.00, stil basing it on 20x 2015F P/E. We expect the
smartphone business to improve and look for ZTE to gain
traction in government and enterprise business, supporting our
positive stance on the company.
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Trading data

52-week range HK$13.80 - 18.42

Market capitalization (m)(H share) HK$11,471/US$1,517
Market capitalization (m)(A share) RMB 40,378/US$6,619
Shares outstanding (m) (A share/H share) 2,808/630
Free float (%) 62
3M average daily T/0 (m share) 5
3M average daily /0 (US$ m) 10
Expected return (%) — 12 month 31
Source: Bloomberg, CCBIS
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Stock performance

Year to 31 December 2012 2013 2014F 2015F 2016F Performance over 1M 3M 12M
Revenue (RMB m) 84,119 75,234 81,709 88,329 95,580 Absolute 3 12

YoY (%) (2.5) (10.6) 8.6 8.1 8.2 Relative (%) to HSCEI 6 18

Net profit (RMB m) (2,841) 1,358 2,622 3,218 3,754 Source: CCBIS

YoY (%) N/A N/A 93.1 22.8 16.6

Fully diluted EPS (RMB) (0.83) 0.39 0.76 0.94 1.09 Ronnie Ho
YoY (%) N/A N/A 93.1 22.8 16.6 (852) 2533 2486
P/E (x) N/A 363 190 155 133 ronnieho@ccbintl.com
DPS (HK$) - 0.04 0.24 0.30 0.35

Dividend yield (%) - 0.2 1.3 1.6 1.9 Rocky Zhang
P/B (x) 2.3 2.2 2.0 1.8 1.6 (852) 2533 2411
ROAE (%) (12.4) 6.2 11.0 12.2 12.9 rockyz@cchbintl.com
Net debt/equity (%) 32.1 29.9 31.4 20.1 8.8

Source: CCBIS
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ZTE Corporation (763 HK)

ZTE — 3Q14 snapshot

30 October 2014

(RMB m) 3Q14 2Q14 QoQ 3Q13 YoY

21,103 18,645 13.2% 17,083 23.5%
Revenue

6,410 5,796 10.6% 5,351 19.8%
Gross Profit

30.4% 31.1% 31.3%
GPM (%)

-5,624 -5,964 -5.7% -5,709 -1.5%
OPEX

-26.6% -32.0% -33.4%
OPEX / Sales %

1,995 1,213 64.5% 679 193.7%
Operating profit

9.5% 6.5% 4.0%
OPM (%)

1,059 872 21.3% 271 290.3%
PBT

5.0% 4.7% 1.6%
PBT (%)

703 506 39.0% 242 191.1%

Net Profit

3.3% 2.7% 1.4%
NPM (%)
Source: Company, CCBIS
China technology sector valuation matrix

Stock CCBIS Share price* Market cap EPS growth (%) P/E (X)

Company code rating (local currency) (US$ m) CY14F CY15F CY16F |[CY14F CY15F CY16F
China handset brands
Lenovo 992 HK Neutral 11.48 15,666 20.6 8.0 8.2 155 14.4 13.3
ZTE 763 HK  Outperform 18.34 8,361 93.1 22.8 16.6 19.0 155 13.3
HTC 2498 7T  Not Rated 133.00 3,678 N/A N/A N/A NM NM NM
Coolpad 2369 HK Neutral 1.63 907 104.3 21.0 13.7 9.7 8.0 7.0
TCL Communication 2618 HK Neutral 7.10 1,109 237.9 13.6 3.1 7.9 6.9 6.7
Average 13.0 11.2 10.1
Handset components and other
MEDIATEK 2454 7T  Not Rated 428.50 22,338 N/A 7.8 4.6 14.1 131 125
LARGAN PRECISION 3008 TT  Not Rated 2,095.00 9,313 81.4 22.4 17.9 16.2 13.3 11.3

B CCB International Securities Ltd
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ZTE Corporation (763 HK)

AAC 2018 HK Neutral 45.15
FIH 2038 HK  Not Rated 4.05
TPK 3673 TT Not Rated 175.00
TRULY 732 HK  Not Rated 3.94
UNIMICRON 3037 1T  Not Rated 22.90
BYD ELECTRONIC 285 HK  Not Rated 9.39
Sunny Optical 2382 HK Outperform 12.64
Merry Electronics 2439 1T  Not Rated 114.50
Tongda Group 698 HK  Outperform 1.00

Average
* Price as at close on 30 October 2014
Source: Bloomberg, CCBIS

ZTE PRC eq. sales vs. carriers’ network GPM 12-16F

30 October 2014

7,192 -0.6 24.7 16.6 17.0 13.6 11.7
4,048 57.1 455 3.1 23.7 16.3 15.8
1,852 -88.2 291.7 16.7 65.8 16.8 14.4
1,472 -2.8 22.8 12.8 7.0 5.7 5.1
1,149 N/A 35.6 20.7 25.2 18.6 15.4
2,840 72.9 23.1 18.3 15.1 12.3 10.4
1,815 24.0 26.2 20.3 18.6 14.7 12.2
728 N/A 34.6 29.2 13.9 104 8.0
712 16.9 34.1 20.9 11.7 8.8 7.2

20.8 13.0 11.3

Big-3 telecom 4G base station expansion plan
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ZTE handset division sales vs. GPM 2012-2016F
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ZTE smartphone unit sales & ASP 2012-2016F
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ZTE Corporation (763 HK)

Sales revenue breakdown per division 2012-2016F

30 October 2014

Gross profit margin per division 2012-2016F

RMB m
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ZTE Corporation (763 HK)

ZTE Corporation — income statement

30 October 2014

FYE 31 December (RMB m) 2012 2013 2014F 2015F 2016F 1H13 2H13 1H14 2H14F
Revenue 84,119 75,234 81,709 88,329 95580 37,576 37,658 37,697 44,011
Carrier networks 41,603 40,696 45,265 48,166 51,276 19,051 21,645 21,836 23,429
Terminals 28,819 21,702 24,250 26,750 29,550 12,461 9,241 10,406 13,844
Telecommunication software systems, 13,698 12,836 12,194 13,414 14,755 6,065 6,771 5,455 6,739
services and other products

Cost of revenue -65,545 -54,775 -57,574 -62,235 -67,341 -27,925 -26,850 -26,576 -30,998
Gross profit 18,573 20,459 24,135 26,094 28,240 9,651 10,808 11,121 13,014
Gross profit margin (%) 221 27.2 295 29.5 295 25.7 28.7 29.5 29.6
Other income & gains 4,460 4,549 3,980 4,218 4,393 2,597 1,952 2,191 1,789
Sell & distribution costs -11,341 -10,159 -10,622 -11,306 -12,139 -4,740 -5,418 -4,806 -5,816
G&A expense -2,449 -2,259 -2,533 -2,650 -2,772 -1,085 -1,174 -1,143 -1,390
R&D expense -8,829 -7,384 -8,661 -9,186 -9,749 -3,628 -3,756 -4,127 -4,535
Other operating Income/expenses -706 -2,119 -1,634 -1,767 -1,912 -1,346 =773 -1,052 -583
Operating profit -292 3,088 4,665 5,403 6,061 1,449 1,638 2,185 2,480
Operating margin (%) -0.3 4.1 5.7 6.1 6.3 3.9 4.4 5.8 5.6
Net finance cost -1,739 -1,294 -1,250 -1,200 -1,150 -678 -616 -500 -750
JCE & associates income 48 34 50 50 50 -30 64 -40 90
PBT -1,983 1,828 3,465 4,253 4,961 742 1,086 1,644 1,821
Tax -621 -394 -676 -829 -967 -413 18 -473 -203
M -236 -76 -167 -205 -240 -19 -57 -43 -124
Profit to shareholders -2,841 1,358 2,622 3,218 3,754 310 1,048 1,128 1,493
Net profit margin (%) -3.4 1.8 3.2 3.6 3.9 0.8 2.8 3.0 3.4
EPS (RMB) -0.83 0.39 0.76 0.94 1.09 0.09 0.30 0.33 0.43
EPS (HK$) -1.03 0.51 0.97 1.18 1.38 0.12 0.39 0.42 0.56
EPS growth (%) N/A N/A 93.1 22.8 16.6 26.6 NA 263.9 42.6
GPM (%) 221 27.2 29.5 295 29.5 25.7 28.7 29.5 29.6
OPM (%) -0.3 4.1 5.7 6.1 6.3 3.9 4.4 5.8 5.6
NPM (%) -34 1.8 3.2 3.6 3.9 0.8 2.8 3.0 3.4
ROE (%) -12.6 5.7 10.0 111 11.6 - - - -
Net debt/equity (%) 32.1 29.9 31.4 20.1 8.8 - - - -
Smartphone unit shipment (m) 30 36 50 65 80 19 17 20 30

Source: Historical data from the company, forecasts by CCBIS
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ZTE Corporation (763 HK)

ZTE Corporation | 763 HK - financial summary

Profit and loss

Balance sheet

30 October 2014

FYE 31 December (RMB m) 2012 2013 2014F 2015F 2016F FYE 31 December (RMB m) 2012 2013 2014F 2015F 2016F
Revenue 84,119 75,234 81,709 88,329 95,580 Cash & equivalents 22,660 20,118 18,432 20,262 22,696
COGS (65,545) (54,775) (57,574) (62,235) (67,341) Pledge dep., restricted cash 1,380 709 709 709 709
Gross profit 18,573 20,459 24,135 26,094 28,240 Receivables 35,743 33,107 35,829 38,802 42,060
Otherincome 4,460 4,549 3,980 4,218 4,393 Inventory 11,442 12,434 19,717 21,313 23,062
Operating expenses (23,325) (21,920) (23,450) (24,909) (26,571) Other current assets 13,879 12,454 13,499 14,567 15,737
EBIT (292) 3,088 4,665 5,403 6,061 Total current assets 85,104 78,822 88,186 95,653 104,263
Property, plant & equipment 8,011 7,698 7,217 6,568 5,751
Net financial inc. (exp.) (1,739) (1,294) (1,250) (1,200) (1,150) Intangible assets 2,625 3081 3,024 2886 2,668
JVs & associates 48 34 50 50 50 JVs & associates 456 478 528 578 628
Profit before tax (1,983) 1,828 3,465 4,253 4,961 Other non-current assets 13,716 12,393 12,624 12,860 13,118
Tax (621) (394) (676) (829) (967) Total non-current assets 24,808 23,651 23,392 22,892 22,166
Total profit (2,605) 1,434 2,789 3,424 3,994 Total assets 109,911 102,473 111,579 118,545 126,429
Minority interest (236) (76) (167) (205) (240) Short-term borrowings 18,430 15,343 15,343 15,343 15,343
Net profit attributable to (2,841) 1,358 2,622 3,218 3,754 Trade & bills payable 44,428 40,302 47,641 51,498 55,722
shareholders Other current liabilities 12,566 7,720 13,690 14,307 14,985
Core profit (2,841) 1,358 2,622 3,218 3,754 Total current liabilities 75,424 63,364 76,673 81,148 86,050
Long-term borrowings 990 5,386 4,847 4,362 3,926
Reported EPS (HK$) (1.03) 0.51 0.97 1.18 1.38 Other non-current liabilities 10,905 10,097 3,747 3,955 4,183
Diluted EPS (RMB) (0.83) 0.39 0.76 0.94 1.09 Total non-current liabilities 11,895 15,483 8,594 8,317 8,110
Core EPS (RMB) (0.83) 0.39 0.76 0.94 1.09 Total liabilities 87,319 78,847 85267 89,465 94,160
Dividend (RMB)(m) - 103 655 805 939
DPS (RMB) - 0.03 0.19 0.23 0.27 Share capital 3,440 3,438 3438 3438 3438
Reserves and retained profits 18,017 19,095 21,614 24,177 27,126
Shareholders' equity 21,457 22,533 25,051 27,614 30,564
Minority interest 1,136 1,093 1,260 1,466 1,705
Total equity 22,593 23,626 26,312 29,080 32,269
Total equity and liabilities 109,911 102,473 111,579 118,545 126,429
Cash flow Ratios
FYE 31 December (RMB m) 2012 2013 2014F 2015F 2016F FYE 31 December 2012 2013 2014F 2015F 2016F
Profit before tax (1,983) 1,828 3,465 4,253 4,961 Growth (%)
Amortization & depreciation 1,549 1,745 1,993 2,241 2,489 Revenue (2.5) (10.6) 8.6 8.1 8.2
Net financial charge adj. 1,739 1,294 1,250 1,200 1,150 EBITDA (75.2) 284.6 37.8 14.8 11.8
Non-cash items adjusted (658) 519 (50) (50) (50) EBIT N/A N/A 51.1 15.8 12.2
Change in working capital (660) (6,110) (3,029) (1,586) (1,739) Net profit N/A N/A 93.1 22.8 16.6
Tax paid (958) (525) (676) (829) (967) Core net profit N/A N/A 93.1 22.8 16.6
Other 2,844 1,695 (2,646) (1,460) (1,519)
Operating cash flow 1,873 447 307 3,769 4,325 Profitability (%)
Gross margin 22.1 27.2 29.5 29.5 29.5
Disposal of fixed assets 42 6 - - - EBITDA margin 15 6.4 8.1 8.7 8.9
Capex (2,378) (2,337) (1,454) (1,454) (1,454) EBIT margin 0.3) 41 5.7 6.1 6.3
Other (2,041) 1,160 - - - Net margin (3.4) 1.8 3.2 3.6 3.9
Investment cash flow 4,377) (1,171) (1,454) (1,454) (1,454) Core net margin (34) 1.8 32 3.6 3.9
Tax rate (31.3) 21.6 195 19.5 195
Change in borrowings (1,659) 2,918 (539) (485) (436)
Other 6,195 (3,964) - - - Efficiency (days)
Financing cash flow 4,537 (1,045) (539) (485) (436) Inventory turnover 74 80 102 120 120
Change in cash flow 2,033 (1,769) (1,686) 1,830 2,434 Trade receivables 116 124 116 116 115
Trades payable 173 182 179 193 192
Cash & equivalents, begin 20,662 22,660 20,118 18432 20,262
Forex (35) (772) - - - Returns & leverage (%)
Cash & equivalents, ending 22,660 20,118 18,432 20,262 22,696 ROAA (2.6) 13 24 28 3.1
ROAE (12.4) 6.2 11.0 12.2 12.9
Free cash flow (505) (1,890) (1,148) 2,314 2,870 Net debt (cash)/equity 321 29.9 314 20.1 8.8
Liquidity (x)
Current ratio 11 1.2 12 1.2 12
Quick ratio 1.0 1.0 0.9 0.9 0.9

Source: Company data, CCBIS estimates
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Rating definitions:

Outperform (O) — expected return > 10% over the next twelve months
Neutral (N) — expected return between -10% and 10% over the next twelve months
Underperform (U) — expected return < -10% over the next twelve months

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his personal
views about any and all of the subject securities or issuers and were prepared in an independent manner; and (i) no part of any of
his compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this document;
and (i) he receives no insider information/non-public price-sensitive information in relation to the subject securities or issuers which
may influence the recommendations made by him. The author(s) of this document further confirm that (i) neither he nor his
respective associate(s) (as defined in the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures
Commission issued by the Hong Kong Securities and Futures Commission) has dealt in or traded in the securities covered in this
document within 30 calendar days prior to the date of issue of this document or will so deal in or trade such securities within 3
business days (as defined in the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) after the date of issue of
this document; (ii) neither he nor his respective associate(s) serves as an officer of any of the companies covered in this document;
and (i) neither he nor his respective associate(s) has any financial interests in the securities covered in this document.

CCBI Group has had an investment banking relationship with ZTE (763 HK) within the past 12 months.

Disclaimers:
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subject to change without notice. CCBIS seeks to update its research as appropriate, but various regulations may prevent it from
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as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in nature and
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this document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or valuations or their
underlying assumptions will be achieved. Investment involves risk and past performance is not indicative of future results. Information
in this document is not intended to constitute or be construed as legal, financial, accounting, business, investment, tax or any
professional advice for any prospective investors and should not be relied upon in that regard. This document is for informational
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trading strategies or financial instruments of any kind in any jurisdiction. CCBIS makes no representations on the availability of the
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not been reviewed or endorsed by the third party. Reproduction and distribution of these third party contents in any form is
prohibited except with the prior written consent of such third party. The recipients must make their own assessments of the relevance,
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