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COMPANY UPDATE BUY 
(Maintained) 
Share Price HK$22.85 
Target Price HK$29.10 
Upside +27.3% 
(Previous TP HK$28.50) 

COMPANY DESCRIPTION 
ZTE Corporation develops and markets 
switches, access servers, videoconferencing 
systems, mobile communication systems, data 
communication devices, and optical 
communication devices.  

STOCK DATA 
GICS sector Information Technology 
Bloomberg ticker: 763 HK 
Shares issued (m): 755.5 
Market cap (HK$m): 172,024.2 
Market cap (US$m): 22,154.4 
3-mth avg daily t'over (US$m): 20.8 

Price Performance (%) 
52-week high/low HK$27.45/HK$16.92 

1mth 3mth 6mth 1yr YTD 
15.8 10.9 22.5 (15.5) 17.2 

Major Shareholders % 
Zhongxingxin 30.34 

FY21 NAV/Share (Rmb) 12.55 

FY21 Net Debt/Share (Rmb) 2.66 
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ZTE Corporation (763 HK) 
 

Growth Recovery On The Back Of Market Share Gains And Margin Expansion 
While the telco’s 5G capex plans remain unexciting, we believe it is time to revisit ZTE 
as we believe its earnings growth is now on a recovery trend. We see potential in 
market share gains in its carrier network business, as well as robust demand from new 
infrastructure investments and China’s digitalisation theme amid the 5G era. ASP has 
stabilised and margins look set to recover on the back of operating scale and cost 
optimisation. Maintain BUY and raise target price to HK$29.10.  

WHATS NEW 
• 5G base station construction plans in 2021. According to Ministry of Industry and 

Information Technology (MIIT), China will build no less than 600k units of new 5G base 
stations in 2021. These include: a) 440k 2.6Ghz/3.5Ghz frequency base stations by the 
three China telecommunications companies (telcos), and b) 400k 700Mhz frequency base 
stations co-built by China Broadcasting Network Corp (CBN) and China Mobile over 
2021-22. This means that China will build 600k-840k units of base stations in 2021, 
depending on the progress of the 700Mhz network.  

• Telco equipment tenders to pick up in 2H21. China’s construction of base stations 
had a slow start in 2021, with only 49k base stations completed in 1Q21. The 
construction pace is expected to remain slow in 2Q21, as most of the equipment tenders 
will take place in 2Q-3Q21. However, given that the telcos usually target to achieve their 
base station construction target by year end, and that the 700Mhz base stations’ tenders 
and construction should begin in 2H21 as well, the pace of construction should pick up 
significantly in 2H21.  

• ZTE set to gain more market share going forward. In 2021, 5G base station 
constructions are shifting towards tier-3 and 4 cities, in which ZTE historically has a 
stronger presence. This compares with 2020, where the focus was on tier-1 and 2 cities. 
We believe this is the primary reason ZTE had a lower market share in 5G equipment in 
2020 at 30% compared with 4G equipment (at 35%). With the construction focus shifting 
to lower tier cities, we believe ZTE’s market share will gradually recover to its historical 
levels. In addition, we are expecting ZTE to benefit from import substitution, as foreign 
brands Nokia and Ericsson have been facing pressure in order wins since 2020. 

• Digitalisation era will provide a strong boost to ZTE’s growth. Thanks to the 
increased penetration of 5G and the government’s policy guidelines on digitalisation, we 
are expecting acceleration in growth in various products, including servers, IDC related 
products, transmitters and optical networks. This will provide a significant boost to ZTE’s 
corporate business (~10% of 2020 revenue), as well as its wireline carrier business. 

 
KEY FINANCIALS 
Year to 31 Dec (Rmbm) 2019 2020 2021F 2022F 2023F

Net turnover  90,737 101,451 116,589 129,524 139,609
EBITDA  9,373 5,708 9,453 11,407 12,257
Operating profit  7,608 4,016 7,527 9,768 11,054
Net profit (rep./act.)  5,148 4,260 5,912 7,041 8,031
Net profit (adj.)  5,649 3,943 5,912 7,041 8,031
EPS (Fen) 134.9 94.2 112.7 158.1 181.7
PE (x) 14.1 20.2 16.9 12.0 10.5
P/B (x) 2.8 2.0 1.5 1.4 1.2
EV/EBITDA (x) 17.0 27.9 16.8 13.9 13.0
Dividend yield (%) 1.1 1.1 1.1 1.1 1.1
Net margin (%) 5.7 4.2 5.1 5.4 5.8
Net debt/(cash) to equity (%) 23.3 4.1 21.2 22.3 20.5
Interest cover (x) 9.7 13.6 8.6 10.4 11.1
Consensus net profit  - - 6,024 7,172 8,807
UOBKH/Consensus (x)  - - 0.98 0.98 0.91
Source: ZTE, Bloomberg, UOB Kay Hian 
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STOCK IMPACT 
• ASP to stabilise and margins could see upside. According to ZTE’s 5G capex and 

base station build plans, we estimate that ASP has largely stabilised with no further 
downside. While upside is also limited due to the telco’s prudent spending plans, we still 
expect ZTE to see margin upside, as the 5G equipment supply chain should have 
matured given the increased operating scale. ZTE has also continuously looking to 
optimise its cost structure eg minimising size and utilising its in-house developed chipset 
since 2H20, which lowered cost by 20-30%. As a result, ZTE’s carrier network business’ 
gross margin has surged to ~37% in 1Q21, compared with 33.8% in 2020. We expect the 
segment’s margins to see sustained improvement through 2021 and now expect the 
segment to achieve 37.5% margin in 2021. 

• Carrier network business to register double-digit revenue growth in 2021-22 at 
14%/10% respectively despite unexciting capex plans by Chinese telcos. This is supported 
a bottomed-out ASP, market share gains, as well as potential growth from wireline 
equipment on the back of China’s digitalisation incentives. 

• Corporate business will be one of the key growth drivers going forward. In 2020, the 
segment was primarily driven by pandemic-related demand ie data centre and transmitters, 
and we expect the theme of digitalisation to pick up from 2021 as a key growth driver. As 
such, we now expect the segment to register 28%/25%/25% growth through 2021-2023. 
In 2020, the corporate business only contributed ~10% of ZTE’s revenue; given its robust 
growth, its contribution should reach 16% by 2023. 

• The chip shortage. For the corporate and consumer business, ZTE should have enough 
components inventory for the rest of 2021. For the carrier business, its inventory should last 
through the most of 2022, so chip shortage is not a major concern. 

• Management guided revenue to reach Rmb115b-117b, and gross margin of 34% in 
2021. Revenue guidance for 2022-23 is at Rmb130b/Rmb150b respectively. This 
compares with our 2021-2023 revenue estimates of Rmb117b/Rmb130b/Rmb140b 
respectively, and our 2021 gross margin estimates of 33.7%. 

EARNINGS REVISION/RISK  
• We raise 2021-23 net profit estimates by 2.1%/6.5%/1.3% to Rmb5,911m, Rmb7,041m 

and Rmb8,030m respectively as we lift our: a) sales assumption for the corporate business 
for 2022-23; and b) carrier network margin assumptions for 2021-22. This is partially offset 
by our lower margin assumptions for the corporate business for 2020-23. 

VALUATION/RECOMMENDATION 
• Maintain BUY and raise our target price to HK$29.10, based on 19x 2021F PE, on a par 

with historical forward mean. We believe ZTE will continue to see margin improvements 
going forward after the market consolidates, and as operating leverage for 5G products 
increases. On the other hand, revenue should continue to see stable growth, on the back 
of market share gains in its carrier network business, and the robust growth in 
government and corporate demand for servers and transmission equipment. 
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PROFIT & LOSS  
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Net turnover 101,450.7 116,589.3 129,524.3 139,608.5

EBITDA 5,708.3 9,453.4 11,407.0 12,256.6

Deprec. & amort. 1,692.4 1,926.6 1,639.3 1,203.1

EBIT 4,016.0 7,526.8 9,767.7 11,053.5

Total other non-operating income 1,572.7 500.0 500.0 500.0

Associate contributions (420.5) (420.5) (420.5) (420.5)

Net interest income/(expense) (420.5) (1,100.0) (1,100.0) (1,100.0)

Pre-tax profit 5,064.2 7,700.8 9,167.7 10,453.5

Tax (342.5) (1,155.1) (1,375.2) (1,568.0)

Minorities (445.7) (617.9) (735.6) (838.7)

Preferred dividends (16.2) (16.2) (16.2) (16.2)

Net profit 4,259.8 5,911.6 7,040.8 8,030.5

Net profit (adj.) 3,943.2 5,911.6 7,040.8 8,030.5

  

  
 

 BALANCE SHEET   
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Fixed assets 11,913.9 16,268.7 19,883.7 22,919.1

Other LT assets 31,743.7 34,833.9 37,784.3 41,470.2

Cash/ST investment 31,403.1 20,925.8 19,013.6 18,709.7

Other current assets 75,574.2 91,404.1 99,197.0 105,419.0

Total assets 150,634.9 163,432.5 175,878.6 188,518.0

ST debt 10,559.2 10,559.2 10,559.2 10,559.2

Other current liabilities 63,835.8 61,417.7 67,445.5 72,279.7

LT debt 22,614.3 22,614.3 22,614.3 22,614.3

Other LT liabilities 7,503.1 7,497.6 7,497.6 7,497.6

Shareholders' equity 43,296.8 57,900.2 63,583.0 70,549.3

Minority interest 2,825.7 3,443.6 4,179.2 5,017.9

Total liabilities & equity 150,634.9 163,432.5 175,878.6 188,518.0
 

CASH FLOW  
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Operating 10,232.7 (8,810.6) (250.4) 1,394.9

Pre-tax profit 5,064.2 7,700.8 9,167.7 10,453.5

Tax (6,599.8) (6,599.8) (6,599.8) (6,599.8)

Deprec. & amort. 1,692.4 1,926.6 1,639.3 1,203.1

Associates 420.5 420.5 420.5 420.5

Working capital changes (1,326.3) (10,845.3) (3,504.0) (2,743.4)

Non-cash items 10,981.7 (1,413.5) (1,374.1) (1,339.0)

Investing (7,082.1) (516.3) (462.6) (456.0)

Capex (maintenance) (13,835.2) (7,000.0) (6,650.0) (6,317.5)

Investments 9,446.7 9,446.7 9,446.7 9,446.7

Others (2,693.6) (2,963.0) (3,259.3) (3,585.2)

Financing (289.9) (1,150.3) (1,199.2) (1,242.9)

Dividend payments (2,951.0) (1,184.3) (1,234.2) (1,277.9)

Issue of shares 0.0 0.0 0.0 0.0

Proceeds from borrowings (1,294.0) 0.0 0.0 0.0

Others/interest paid 3,955.0 34.0 35.0 35.0

Net cash inflow (outflow) 2,860.6 (10,477.2) (1,912.2) (304.0)

Beginning cash & cash equivalent 28,505.8 31,403.1 20,925.8 19,013.6

Changes due to forex impact 36.6 0.0 0.0 0.0

Ending cash & cash equivalent 31,403.1 20,925.8 19,013.6 18,709.7

  

  

  
 

 KEY METRICS   

Year to 31 Dec (%) 2020 2021F 2022F 2023F

Profitability       
EBITDA margin 5.6 8.1 8.8 8.8

Pre-tax margin 5.0 6.6 7.1 7.5

Net margin 4.2 5.1 5.4 5.8

       
Growth       
Turnover 11.8 14.9 11.1 7.8

EBITDA (39.1) 65.6 20.7 7.4

Pre-tax profit (29.3) 52.1 19.0 14.0

Net profit (17.3) 38.8 19.1 14.1

Net profit (adj.) (30.2) 19.6 40.3 15.0

EPS (30.1) 19.6 40.3 14.9

       
Leverage       
Debt to total capital 41.8 35.1 32.9 30.5

Debt to equity 76.6 57.3 52.2 47.0

Net debt/(cash) to equity 4.1 21.2 22.3 20.5

Interest cover (x) 13.6 8.6 10.4 11.1
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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