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The Board of Directors, Supervisory Committee and the Directors, Supervisors and senior
management of the Company confirm that this report does not contain any false
information, misleading statements or material omissions, and collectively and individually
accept responsibility for the truthfulness, accuracy and completeness of the contents of
this report.

There are no Directors, Supervisors or senior management who do not warrant or who
dispute the truthfulness, accuracy and completeness of the contents of this report.

This report has been considered and approved at the Twenty-second Meeting of the
Seventh Session of the Board of Directors of the Company. Mr. Bingsheng Teng,
Independent Non-executive Director, was unable to attend the meeting due to work
reasons and has authorised Mr. Chen Shaohua, Independent Non-executive Director, to
vote on his behalf.

The interim financial reports of the Group for the six months ended 30 June 2017 were
unaudited.

Mr. Yin Yimin, Chairman of the Company, Mr. Wei Zaisheng, Chief Financial Officer of the
Company and Mr. Xu Jianrui, Head of Finance Division of the Company, hereby declare
that they warrant the truthfulness, accuracy and completeness of the financial reports
contained in this report.

No profit distribution will be implemented in respect of the interim period of 2017.

This report contains forward-looking statements in relation to subjects such as future
plans, which do not constitute any specific undertakings to investors by the Company.
Investors should beware of investment risks. The attention of investors is drawn in
potential risks inherent in the operations of the Company are described in the section
headed “Report of the Board of Directors (VI) Business outlook for the second half of
2017 and risk exposures” in this report.

This report has been prepared in Chinese and English respectively. In case of discrepancy
in the interpretation of this report, the Chinese version shall prevail, except for the
financial statements prepared in accordance with Hong Kong Finance Reporting
Standards, of which the English version shall prevail.

China Securities Journal, Securities Times, Shanghai Securities News and
http://www.cninfo.com.cn are designated media for the Company’s information disclosure.
Only information of the Company published in the aforesaid media should be relied upon.
Investors should beware of investment risks.
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In this report, unless the context otherwise requires, the following terms shall have the meanings set out below.
Certain other terms are explained in the section headed “Glossary”.

Company or ZTE

Articles of Association
Company Law
Securities Law

Group

Board of Directors
Directors

Supervisory Committee
Supervisors

China or PRC

ITU

MOF

NDRC

CSRC

Shenzhen CSRC
Shenzhen Stock Exchange
Shenzhen Listing Rules

Hong Kong Stock
Exchange

Hong Kong Listing Rules

SFO

PRC ASBEs

HKFRSs

ZTE HK
Nubia

Zhongxing Software

ZTE Corporation, a limited company incorporated in China, the shares of which are
listed on the Shenzhen Stock Exchange and the Hong Kong Stock Exchange,
respectively

The Articles of Association of ZTE Corporation
Company Law of the People’s Republic of China
Securities Law of the People’s Republic of China

ZTE and one or more of its subsidiaries

The board of directors of the Company

Members of the board of directors of the Company
The supervisory committee of the Company

Members of the supervisory committee of the Company
The People’s Republic of China

International Telecommunications Union, is a specialised agency of the United
Nations for information and communication technologies

PRC Ministry of Finance

National Development Reform Commission of China

China Securities Regulatory Commission

The CSRC Shenzhen Bureau

The Shenzhen Stock Exchange

Rules Governing the Listing of Stocks on the Shenzhen Stock Exchange

The Stock Exchange of Hong Kong Limited

Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited

Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)

PRC Accounting Standards for Business Enterprise (Generally accepted accounting
principles in China)

Hong Kong Financial Reporting Standards (including Hong Kong Accounting
Standards (“HKASs”) and Interpretations)

ZTE (H.K.) Limited
Nubia Technology Limited

Shenzhen Zhongxing Software Company Limited



Great Power

Eoptolink

Giga Device

Laimu

Olympic Circuit Technology
Lianchuang Electronic
Enablence Technologies
Union Optech

ZTE Capital

Zhonghe Chunsheng Fund
Jiaxing Fund
Zhongxingxin

Mobi Antenna

Huatong

Nanchang Software
Zhongxing Hetai
Zhongxing Development

Chongging Zhongxing
Development

PN €

Xi’an Microelectronics
Aerospace Guangyu
Zhongxing WXT
Guoxing Ruike

ZTE Group Finance
ZTE Microelectronics

2013 Share Option
Incentive Scheme

Relevant U.S. authorities
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Guangzhou Great Power Energy & Technology Co., Ltd.

Eoptolink Technology Inc., Ltd.

Giga Device Semiconductor (Beijing) Inc.

Shanghai Laimu Electronics Co., Ltd.

Olympic Circuit Technology Co., Ltd.

Lianchuang Electronic Technology Co., Ltd.

Enablence Technologies Inc.

Union Optech Co., Ltd.

Shenzhen ZTE Capital Management Company Limited

Shenzhen Zhonghe Chunsheng Partnership Private Equity Fund | (Limited Partnership)
Jiaxing Xinghe Equity Investment Partnership (Limited Partnership)

Shenzhen Zhongxingxin Telecommunications Equipment Company Limited

Mobi Antenna Technologies (Shenzhen) Co., Ltd.

Huatong Technology Company Limited

Zhongxing Software Technology (Nanchang) Company Limited

Shenzhen Zhongxing Hetai Hotel Investment and Management Company Limited
Zhongxing Development Company Limited

Chongging Zhongxing Development Company Limited

YA ENRERBEREE AT

Xi’an Microelectronics Technology Research Institute

Shenzhen Aerospace Guangyu Industrial Company Limited

Shenzhen Zhongxing WXT Equipment Company Limited

Zhuhai Guoxing Ruike Capital Management Centre (Limited Partnership)
ZTE Group Finance Co., Ltd.

ZTE Microelectronics Technology Company Limited

the share option incentive scheme considered and approved at the Third Extraordinary
General Meeting of 2013, the First A Shareholders’ Class Meeting of 2013 and the
First H Shareholders’ Class Meeting of 2013 of the Company

Bureau of Industry and Security of the United States Department of Commerce,
United States Department of Justice and the Office of Foreign Assets Control of the
United States Department of Treasury
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This glossary contains definitions of certain technical terms used in this report as they relate to the Group. Some
of these definitions may not correspond to standard industry definitions or usage.

4G Fourth-generation mobile networks operating according to IMT-Advanced standards as
defined by ITU, including LTE-Advanced and Wireless MAN-Advanced (802.16m) standards,
which support theoretical download rates of 1Gbit/s at fixed locations and 100Mbit/s in

motion.

4K A video device having a resolution of 3840*2160, which is 4 times the resolution of a 2K
video.

5G Fifth-generation mobile communications, which is a general reference to the ensemble of

post-4G broadband wireless communication technologies. The general view of the industry
is that 5G is capable of providing faster data throughput (1,000 times faster than currently
available) and more connections (100 times more than currently available), more efficient
utilisation of energy (10 times of the current level of efficiency) and shorter end-to-end time
delay (1/5 of the current length of time delay). It goes beyond human-to-human
communication to cover a wide range of applications such as ultra-intensive networks,
machine-to-machine communication and the internet of vehicles.

CDN Content Delivery Network, a network structure capable of redirecting on a real-time basis
a user’s request to the closest service node available to such user based on network flow
and information of various service nodes such as connection, load, distance from the user
and response time.

laaS Infrastructure as a Service, the service that makes available the capacities of IT infrastructures
(such as servers, storage and computation) to users through the Internet, the billing of which
is based on the actual usage of such resources by the users.

ICT New products and services arising from the integration of IT (information technology) and
CT (communications (i.e., the transmission of information) technology).

IDC Internet Data Center, the venue where server groups of hosting corporations, tenants or
websites are managed; it is the infrastructure facility underpinning the secure operation of
various types of e-commerce activities, as well as a platform that supports value chain
management by a corporation and its business alliance (such as distributors, suppliers and
customers). IDC provides ICPs, corporations, media and websites with large-scale
specialised server management service, space leasing, network bandwidth wholesale, as
well as ASP and EC services which are safe and reliable and of high quality.

IPTV Internet Protocol Television is a new technology that utilises the broadband cable TV network
and integrates Internet access, multimedia and communications in one device, providing a
variety of interactive services, such as digital TV, to home users.

LoRa A communication technology to create low-power WANs for IOT applications, which is an
ultra-long distance wireless transmission solution based on frequency expansion adopted
and promoted by Semtech of the United States. Featuring long battery life, large capacity
and low cost, it is capable of long-distance transmission and applicable mainly to license-
free frequency bands.

LTE LTE (Long Term Evolution) which is the long-term evolution of 3G technology, refers to
fourth-generation mobile communication technologies with OFDM as its core technology.
LTE is being promoted by 3GPP and is continuously under evolution. There are two types
of LTE, distinguished by the mode of division duplex, namely FDD-LTE of frequency division
and TDD-LTE of time division. The mixed operation of FDD-LTE and TDD-LTE is supported.
In terms of networking, its supports homogeneous networks formed by macro base stations
as well as heterogeneous networks formed by macro base stations and micro base stations.

NB-loT Narrow Band Internet of Things, a 3GPP-defined LPWAN standard applicable to 3GPP-
licensed frequency bands specifically designed for IOT connection. It mainly features: 1)
connection by massive number of users; 2) substantially stronger coverage compared to
traditional cellular network; 3) low power consumption; 4) simplified and optimised radio
frequency that reduces cost for end-users.



NFV

OTN

PaaS

PON

Pre-5G

PTN

RCS

SaaS

SDN

WDM

Big bandwidth
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Network Function Virtualisation, a solution for the construction of telecommunication network
units using common servers and storage and network equipment promoted by NFV ISG, a
group set up by the European Telecommunications Standards Institute (ETSI) in November
2012. NFV is generally perceived as consisting of three stages: first, implementation of
network units through virtualisation technologies; second, deployment on cloud to realise
centralisation and cloud-based operation; third, the breakdown of NFV network units into
components by function, so that flexible network unit functions are facilitated through
different configuration of components.

Optical Transport Network, a transmission network formed at the optical layer based on
the wavelength-division multiplexing technology. OTN is a “digital transmission system”
and “optical transmission system” regulated by a range of ITU-T recommendations such
as G.872, G.709 and G.798, purporting to solve the problems of traditional WDM
networks, such as poor modulation in the no-wavelength/sub-wavelength services, weak
network formation and weak protection.

Platform as a Service, the provision of services relating to the deployment of and operating
environment for software based on cloud computing infrastructure facilities. It is capable of
supplying resources required for flexible execution of application procedures and billing is
based on actual usage.

Passive Optical Network, a network that provides optical access services to users through
the use of passive optical network technology and facilitates conservation of optical fibre
resources on the main line through the adoption of a point-to-multipoint topological
structure. It also offers flow management and security control functions. PON can be
distinguished into FTTH, FTTDp, FTTB and FTTC, etc based on different destinations of
optical connection, or GPON, EPON, 10G EPON and XG PON, etc based on different
standards.

The adoption of the 5G technology without modifying existing air interfaces standards,
providing in advance a 5G-like user experience on existing terminals.

Packet Transport Network, a network commonly using the MPLS-TP technology, designed
to cater to the sudden nature of packet flow and the requirement for statistical multiplexing
transmission and support multiple services provision with packet services as core services.
PTN offers the advantage of lower total cost of use, while inheriting the traditional strengths
of optical transmission, such as availability and reliability, efficient bandwidth management
and flow, convenient OAM and network management, scalability and higher security.

Rich Communication Suite, which helps carriers to develop the integrated ICT communications
network business with the database of users’ social connections, leveraging their strengths
in network communications. By enabling manufacturers and corporations on the Internet to
cooperate through integrated communication, RCS integrates existing VolP and IM channels
into an integrated communications network and accumulates assets relating to users’
information, thereby adding value to data flow on the Mobile Internet.

Software as a Service, an application model for the provision of Internet-based software
services that offers commercial services to users at lower costs and eliminates problems
of installation, management, support and license, etc relating to the use of software, enabling
users to experience services similar to those provided through local operations.

Software Defined Network is a new network structure that transforms a closed-end
telecommunication equipment accommodating hardware and software into a novel
architecture that features central control, open access and programmable software by
separating the control face and the data face.

Wavelength Division Multiplexing, a technology that transmits a number of laser signals with
different wavelengths simultaneously onto a single optical fiber using multiple lasers, resulting
in the exponential increase of the transmission capacity of optical fiber.

Higher bandwidth requirements for networks to facilitate Big Video, such as 50M bandwidth
required by standard 4K, such that carriers are required to provide greater bandwidth to
video users as compared to traditional video services.
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Glossary

Big Data

Big Video

Distributed database

Core network

Wearable device

Al
Data centre

10T

VR

Cloud Computing

Smart City

Intelligent manufacturing

AR

A data set that is too large and complex to be processed by existing conventional database
management technologies and tools, and that requires the use of new data processing and
management technologies in order to create value from the set in a speedy and economic
manner. It has revolutionary long-term implications for the development of informatisation,
smart applications and business models of the society. Big Data is often characterised by
4Vs: Volume, Variety, Velocity and Value.

Ultra-high-definition videos such as 4K/8K/VR/AR, as opposed to standard-definition and
high-definition videos, which feature richer contents and more exacting requirements for
channels, signifying the big video era for the video business.

A logically coherent database formed by the interconnection of multiple data storage units
located in different physical locations using a high-speed computer network, so as to enable
larger storage capacity and higher volume of simultaneous visits.

Mobile network comprises a wireless access network and a core network, the latter of which
provides services such as call control, billing and mobility.

A new form of terminal device featuring the integration of software and hardware worn
on the human body, capable of ongoing exchange and a considerable level of
computation. It is a product arising from the ongoing developments of communications
technologies, computer technologies and micro-electronic technologies under the
computational concept of the “priority of people” and “human + machine unification.”
It may come in the form of watches, bracelets, spectacles, helmets and footwear, etc.

Artificial Intelligence, the use of machine to aid or replace human in doing certain tasks by
simulating the sight, hearing, senses and thinking of human.

An Internet-based infrastructure centre that operates and maintains equipment for centralised
collection, storage, processing and dispatch of data, and provides related services.

Internet Of Things is a massive network connecting all sorts of information sensory devices,
such as radio frequency identification units, ultra-red sensors, global positioning systems
and laser scanners, to the Internet with the aim of connecting all things to the network for
easy identification and management.

Virtual Reality, a virtual 3D environment created with the aid of the computer system
and sensor technologies, providing the visual experience of a highly simulated reality
and immersive human-machine interaction by engaging all senses of users (sight, sound,
touch and smell).

The concept underlining the fusion of traditional computing technologies such as grid
computation and distributed computation with network technology development. The
core idea is to centralise the management and modulation of massive computing
resources connected through the network, forming a pool of computing resources that
serve users on an as-needed basis. Cloud Computing is applied in business models
such as SaaS, PaaS and laaS.

The application of information technologies such as Cloud Computing, Internet of Things
and Big Data in combination with wireline and wireless broadband communication
technologies to sense, analyse and integrate various key information of the core operation
systems of the city, so as to make automated responses to various requirements such as
livelihood, environmental protection, public security, urban services and industrial/commercial
activities, in realisation of smart management and operation of cities, creating better lives
for citizens and facilitating harmony in and sustainable development for the city.

Intelligent Manufacturing, an integrated intelligent system comprising intelligent machines
and human experts which is capable of intelligent activities such as analysing, inferring,
making judgments, postulating and making decisions in the manufacturing process, such
that manufacturing automation can reach a higher level in terms of flexibility, intelligence
and intensification.

Augmented Reality, a technology that superimposes virtual objects not existing in reality
onto the real world through 3D registration and “aug-mediation”, facilitating a natural
interaction between virtual objects and the reality to create faked reality with real-time
images, which are further projected to end-to-end technologies and devices of other media
via monitoring devices.
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1. Legal name (in Chinese) HEBE RO ERA S
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5. Authorized Representatives Zhao Xianming
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6. Media designated for information disclosure China Securities Journal, Securities Times, Shanghai
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Place where this report is available for No. 55, Keji Road South, Shenzhen, Guangdong Province
inspection The People’s Republic of China
7. Listing information A shares
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8. Change in other relevant information O Applicable v N/A
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Highlights of Accounting Data and Financial Indicators

U]

STATEMENT ON RETROSPECTIVE ADJUSTMENTS TO OR RESTATEMENT OF
ACCOUNTING DATA OF THE PREVIOUS YEAR BY THE COMPANY AS
A RESULT OF CHANGES IN ACCOUNTING POLICIES OR FOR THE
RECTIFICATION OF ACCOUNTING ERRORS

PRC ASBEs

On 10 May 2017, the MOF announced amendments to “ASBE 16 — Government grants” (the “New Standard”)
and required implementation by all enterprises to which the PRC ASBEs are applicable with effect from 12
June 2017. The New Standard has been applied to government grants subsisting as at 1 January 2017 on
a prospective basis. New government grants received during the period from 1 January 2017 to the date of
implementation of the revised standard shall be adjusted in accordance with the revised standard.

In accordance with the New Standard, the Company has modified the presentation of the financial statements
prepared under PRC ASBEs. Government grants relating to day-to-day activities and specifically applied for
the reimbursement of incurred related costs and expenses have been removed from “non-operating income”
in the income statement and restated as set-off of related costs and expenses; other government grants
relating to day-to-day activities (including refund of VAT on software products) are moved from “non-operating
income” in the income statement to “other income” in the income statement. In accordance with the
requirement of the New Standard, the figures for the same period last year have not been adjusted
retrospectively by the Company.

HKFRSs

In accordance with the“Joint Declaration of the China Accounting Standards Committee and the Hong Kong
Institute of Certified Public Accountants on the converged China Accounting Standards for Business
Enterprises and Hong Kong Financial Reporting Standards”, the Company has modified the presentation of
the financial statements prepared under HKFRSs. Government grants relating to day-to-day activities and
specifically applied for the reimbursement of incurred related costs and expenses have been removed from
“other income and gains” in the comprehensive income statement and restated as set-off of related costs
and expenses; the presentation of other government grants relating to day-to-day activities (including refund
of VAT on software products) has remained unchanged and continued to be included under “other income
and gains”. In accordance with HKAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors,
the figures for the same period last year have been adjusted retrospectively by the Company. Such
retrospective adjustments have affected the entries of “other income and gains” and “research and
development costs” on the face of the comprehensive income statement for the same period last year.
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PREPARED IN ACCORDANCE WITH PRC ASBEs

(1) MAJOR ACCOUNTING DATA AND FINANCIAL INDICATORS OF THE GROUP

Unit: RMB in thousands

Change as at
the end of

End of the the reporting

reporting period End of last year period compared

(30 June (31 December with the end of

ltem 2017) 2016) last year

Total assets 144,670,317 141,640,910 2.14%

Owners’ equity attributable to holders of

ordinary shares of the listed company 28,989,974 26,401,151 9.81%

Share capital (thousand shares) Note ! 4,190,015 4,184,628 0.13%
Net assets per share attributable to holders
of ordinary shares of the listed company

(RMB/share) 6.92 6.31 9.67%

Decreased by 0.98

Gearing ratio (%) 70.15% 71.13% percentage point

Unit: RMB in thousands

Same period of

Reporting period last year

(Six months (Six months Changes compared

ended 30 June ended 30 June with the same

Item 2017) 2016) period of last year

Operating revenue 54,010,596 47,757,302 13.09%

Operating profit 3,296,621 495,416 565.42%

Total profit 3,287,400 2,707,781 21.41%
Net profit attributable to holders of ordinary

shares of the listed company 2,292,867 1,766,397 29.80%

Net profit after extraordinary items

attributable to holders of ordinary shares

of the listed company 1,951,508 1,673,242 16.63%

Basic earnings per share (RMB/share) Note 2 0.55 0.43 27.91%

Diluted earnings per share (RMB/share) Nete 3 0.55 0.42 30.95%
Basic earnings per share after extraordinary

items (RMB/share) Note 2 0.47 0.40 17.50%

Increased by 2.45

Weighted average return on net assets 8.28% 5.83%  percentage points

Weighted average return on net assets after Increased by 1.53

extraordinary items 7.05% 5.52%  percentage points

Net cash flows from operating activities (4,206,552) 2,354,931 (278.63%)
Net cash flows from operating activities per

share (RMB/share) (1.00) 0.57 (275.44%)
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Highlights of Accounting Data and Financial Indicators

Note 1: The total share capital of the Company increased from 4,184,628,172 shares to 4,190,014,530 shares following the exercise of
5,386,358 A share options by scheme participants under the 2013 Share Option Incentive Scheme of the Company during the

reporting period;

Note 2: Basic earnings per share and basic earnings per share after extraordinary items for the reporting period and for the same period
last year have been calculated on the basis of the weighted average number of ordinary shares in issue as at the end of the

respective periods;

Note 3: As the 2013 share options granted by the Company have given rise to 1,009,000 and 13,420,000 potentially dilutive ordinary
shares, respectively, for the reporting period and the same period last year, dilutive earnings per share has been calculated on

the basis of basic earnings per share taking into account the said factor.

Extraordinary gains or losses items and amounts deducted are set out as follows:

Unit: RMB in thousands

(1)

(Iv)

Extraordinary item Amount
Non-operating income and others 499,648
Gains/(Losses) from fair value change (58,055)
Investment income 46,421
Less: Losses/(Gains) on disposal of non-current assets 26,356
Less: Other non-operating expenses 52,268
Less: Effect of income tax 61,409
Less: Effect of non-controlling interests (after tax) 6,622
Total 341,359

MAJOR FINANCIAL INDICATORS OF THE GROUP PREPARED IN ACCORDANCE
WITH HKFRSs

Six months ended Six months ended

Item 30 June 2017 30 June 2016
Basic earnings per share (RMB/share) Note 0.55 0.43
Weighted average return on net assets 8.28% 5.83%
Weighted average return on net assets after extraordinary

items 7.05% 5.52%
Item 30 June 2017 31 December 2016
Net assets per share attributable to holders of ordinary shares

of the listed company (RMB/share) 6.92 6.31

Note: Basic earnings per share for the reporting period and the same period last year have been calculated on the basis of the weighted
average number of ordinary shares in issue as at the end of the respective periods.

THE AMOUNT OF NET PROFIT AND SHAREHOLDERS’ EQUITY OF THE
GROUP FOR THE SIXMONTHS ENDED AND AS AT 30 JUNE 2017 CALCULATED
IN ACCORDANCE WITH PRC ASBEs ARE FULLY CONSISTENT WITH THOSE
CALCULATED UNDER HKFRSs.

10
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Summary of the Company’s Business

PRINCIPAL BUSINESSES

The Group is dedicated to the design, development, production, distribution and installation of a broad range
of advanced ICT-related solutions, systems, equipment and terminals, including carriers’ networks,
government and corporate business and consumer business. There was no significant change to the principal
businesses of the Group during the reporting period.

The carriers’ networks is focused on meeting requirements of carriers by providing wireless networks, wireline
networks, core networks, IT systems and products, telecommunication software systems and services and
other innovative technologies and product solutions.

The government and corporate business is focused on meeting requirements of government and corporate
clients, providing top-level design and consultation services as well as integrated informatisation solutions
for the government and corporate informatisation projects through the application of communications
networks, internet of things, big data and cloud computing technologies and related core ICT products.

The consumer business is focused on bringing experience in smart devices to customers while also catering
to the requirements of industry and corporate clients through the development, production and sales of
products such as smart phones, mobile data terminals, family terminals, innovative fusion terminals, wearable
devices, as well as the provision of related software application and value-added services.

THE INDUSTRY IN WHICH WE OPERATE

The Company is a leading provider of integrated communication and information solutions in the world
market. Through the provision of innovative technology and product solutions to telecommunications service
providers and government and corporate customers in more than 160 countries and regions, the Company
enables communications services via multiple means, such as voice, data, multi-media, wireless broadband
and wireline broadband for users all over the world.

The Group owns a complete end-to-end product line and integrated solutions in the telecommunications
industry. Through a complete range of wireless, wireline, cloud computing and IT, government and corporate
business and consumer products, we have the flexibility to fulfil differentiated requirements and demands
for fast innovation on the part of different carriers and customers in the government and corporate sector
around the world. Currently, the Group is providing a full range of services to global mainstream carriers
and customers in the government and corporate sector. In future, the Group will continue to lead the way
in the development of the global communications and information and address ever-changing challenges in
the internet of things and mobile Internet era.

MAJOR ASSETS

There was no significant change in the major assets of the Group during the reporting period. For an analysis
of the Group’s assets and liabilities, please refer to the section headed “Report of the Board of Directors
— () 7. Analysis of the Group’s assets and liabilities” in this report.

11
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Summary of the Company’s Business

IV. TECHNOLOGICAL INNOVATION

During the first half of 2017, the Group increased investment in the R&D and marketing of core sectors in
tandem with its strategy of leading 5G innovations, as it continued to optimise its technologies and market
presence in sectors such as 4G/5G, bearer access, Cloud Computing, smart terminal, Big Data, 10T, chips
and operating systems in persistent implementation of innovation-driven approach, with a special emphasis
on the development of a business ecosphere and an ongoing orientation towards openness and cooperation.

The Group’s annual R&D expenditure is equivalent to more than 10% of its sales revenue. We have
established 20 R&D centres in China, the United States, Sweden, France, Japan and Canada, as well as
more than 10 joint innovation centres established in association with leading carriers to ensure success in
the market through better assessment of market demand and customers’ experience.

As at 30 June 2017, the Group held patent assets of over 68,000 items, including granted global patents
of over 29,000 items, as well as memberships at more than 70 international standardisation organisations
and forums, convenorships and presenter roles at major international standardisation organisations taken up
by more than 30 experts from the Group, the presentation of over 40,000 research papers in aggregate to
international standardisation organisations and editorships and authorships for more than 350 international
standards.

The Group was also a key participant and contributor in the research of 5G technologies and standards. As
a core member of IMT-2020, we headed over 30% of its topical research projects and served as the leader
of the IEEE group, network technology group and transmission technology group, respectively, and were
assigned editorships for three new 5G air-interface standards, namely, RAN2 (Radio Access Network), RAN3
and RAN4. The Group also headed research projects on key 5G technologies, such as 3GPP NOMA (Non
Orthogonal Multiple Access) and network slicing.

During the first half of 2017, the Group undertook leading roles for a number of key national technological
programmes for the “new-generation broadband wireless mobile communication network”, as well as the
R&D and industrialisation of numerous projects, including key R&D programmes of the Ministry of Science
and Technology, the “Internet+” special project of the NDRC and the special technical transformation of
electronic information industry.

The Group has formed the “ZTE Forum for Cooperation of Enterprises, Academies and Research Institutes”
to solicit memberships among leading domestic colleges and research institutes specialising in
telecommunications technologies, in support of the government’s call for the formation of a regime for
cooperation in technological innovation, where the industrial, academic and research sectors join forces in
market-oriented initiatives under the leadership of business enterprises. By far 32 institutions have joined
the Forum and 3 united innovation centres at tertiary institutions have been established to jointly undertake
key national projects and industrialisation projects of the NDRC.
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The Board of Directors of the Company is pleased to present this unaudited interim report together with the
financial statements of the Group for the six months ended 30 June 2017.

FINANCIAL RESULTS

Please refer to page 76 and page 207 of this report for the results of the Group for the six months ended 30
June 2017 prepared in accordance with PRC ASBEs and HKFRSs.

() REVIEW OF BUSINESS IN THE FIRST HALF OF 2017

1. Overview of the domestic telecommunications industry for the first half of 2017

With the growth in cloud computing and big data business, development of big video and big bandwidth
business, ongoing advance of the Broadband China Strategy and continuous expansion in network
data flow, the primary source of operating revenue for carriers shifted from voice and SMS to internet
access via handsets and wireline broadband during the first half of 2017. Affected by the changing
profile in revenue described above, carriers were compelled to drive virtualisation, broadband
transmission, smart application and centralised operation in their plans for networks and related
operations, in order to achieve technological innovation and network coordination. Elsewhere, 5G and
10T represented some of the latest areas of interests for the industry, as the Ministry of Industry and
Information Technology of the PRC issued a public invitation for recommendations on working 5G
frequencies, while domestic carriers and equipment manufacturers were actively involved in the
formulation of 5G standards and the verification of related technologies and solutions, making sure
that they get themselves prepared for 5G deployment at a later stage. Meanwhile, vigorous efforts on
the part of domestic carriers to drive 10T deployment and related business development following the
freezing of NB-loT standards have given rise to market opportunities in relevant areas. According to
statistical data published by the Ministry of Industry and Information Technology of the PRC, the
telecommunications sector reported revenue of RMB645.4 billion for the six months ended 30 June
2017, representing year-on-year growth of 5.6%.

2. Overview of the global telecommunications industry for the first half of 2017

Investment in equipment by the global telecommunications industry during the first half of 2017 was
characterised by regional disparity. As large-scale 5G deployment had yet to begin, investments
continued to be focused on 4G networks, optical fibre transmission and broadband access products.
Certain carriers did start the deployment of Pre-5G networks to alleviate the pressure of network data
flow created by the video business, as well as to enhance users’ experience. In the meantime, with
the imminent launch of 5G, global carriers were announcing 5G plans and actively driving the progress
of 5G, with the hope of alleviating the pressure of network data flow through 5G and further
consolidating their market position by achieving innovation in business models via the three major
applications of 5G.

3. Operating results of the Group for the first half of 2017

For the first half of 2017, the Group reported operating revenue of RMB54.011 billion, representing
year-on-year growth of 13.09%. In connection with carriers’ networks, growth was reported in operating
revenue and gross profit for wireless communications as well as fixed-line and bearer systems, as
domestic carriers continued to invest in 4G network transmission and access systems. In the consumer
business, growth was also reported in operating revenue and gross profit generated by handset
products in line with the development of overseas markets. For the six months ended 30 June 2017,
the Group’s net profit attributable to holders of ordinary shares of the listed company amounted to
RMB2.293 billion, representing year-on-year growth of 29.80%. Basic earnings per share amounted to
RMBO0.55.
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(1)

2

By market
The domestic market

During the reporting period, the Group’s operating revenue from the domestic market amounted
to RMB32.319 billion, accounting for 59.84% of the Group’s overall operating revenue. Driven by
big video, big connection and digitalised services, transformation and restructuring became
imperative for domestic carriers who wanted to nurture competitive strengths for the future. The
Group reported increasing market shares for a number of products which reflected growing
customer recognition and satisfaction, as it continued to cater to domestic carriers’ requirements
in network construction by offering innovative resolutions.

The international market

During the reporting period, the Group’s operating revenue from the international market amounted
to RMB21.692 billion, accounting for 40.16% of the Group’s overall operating revenue. With a
strong focus on high-worth market segments and customers, the Group orchestrated transformation
in its product profile and improved the quality of its operations on the back of formidable strengths
in R&D, variety in product solutions, and constant improvements in capabilities for project work.
In the meantime, the Group achieved rapid growth in handset, home media centre and fixed-line
broadband terminal on the back of its strong ability in customisation and the wealth of its
intellectual properties, as it pursued vigorous development of its consumer business in overseas
markets.

By business segment

During the reporting period, the Group’s operating revenue for carriers’ networks, government
and corporate business and consumer business amounted to RMB32.352 billion, RMB3.765 billion
and RMB17.894 billion, respectively.

Carriers’ networks

In connection with wireless products, the Group became a market leader in the 4G era on the
back of ongoing technological innovation and improvements in product competitiveness, as it
claimed substantially larger shares in the domestic market than it had done during the 2G and
3G eras, while continuously optimising its businesses in the overseas markets. The Group
pioneered in the application of key 5G technologies (Massive MIMO) in 4G networks and launched
Pre-5G products to help carriers enhance network performance at lower costs, to the wide acclaim
of the industry underpinned by commercial application in a number of countries. In connection
with wireless communication for the future, the Group was actively involved in the formulation of
5G standards as a major participant in and contributor to global 5G technologies and related
standards, in an effort to become a forerunner in 5G.

In connection with wireline and optical communications products, the Group maintained its leading
position in the market for optical access products as it continued to lead the way in innovation
in this category. The Group enhanced the marketing of its solutions for bearer products by
capitalising on opportunities relating to 4G/Pre-5G/5G bearers, big video business bearer, data
centre virtualisation bearer, OTN network upgrade and conversion, and bearer for IP and optical
integration. Leveraging our overall superiority in products, we have established a reasonable
presence in the global markets. Meanwhile, the Group continued to strengthen its product
competitiveness in SDN/NFV, 5G bearer, high-end router and switch in full support of the changing
profile of its bearer products.
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Government and corporate business

Focused on key sectors including government, transportation, finance, energy, enterprise,
education and great healthcare, the Group’s operations have won extensive approval from
customers in the government and corporate service sector, as we continued to improve our
product portfolio for the financial sector, while making breakthroughs in market size for the
transportation sector.

Consumer business

In connection with handset terminals, the Group continued to focus on strategy, boutique
products, quality upgrades, breakthroughs in key country markets and brand enhancement. In
connection with the home media centre, we achieved ongoing increase in domestic market shares
as the domestic big-three carriers had included the home video service in their basic services,
while in the overseas market, we seized opportunities presented by technological upgrades and
replacements in developed countries and video digitalisation in emerging markets to make
breakthroughs. Our fixed-line broadband terminal business reported stable growth as it benefited
from the active move of domestic carriers to expand the base of fixed-line broadband users. In
the meantime, we also commenced the commercial launch of our smart home service on a trial
basis.

(1) DISCUSSION AND ANALYSIS OF OPERATIONS UNDER PRC ASBEs

The financial data below are extracted from the Group’s unaudited financial statements prepared in
accordance with PRC ASBEs. The following discussion and analysis should be read in conjunction with the
Group’s financial statements and the accompanying notes thereto.

1. Breakdown of indicators for the reporting period by industry, business and region segments and
comparison with the same period last year

Unit: RMB in thousands

Year-on-year

increase/
Year-on-year Year-on-year decrease in
As a increase/ increase/ gross profit
percentage decrease in decrease in margin
Operating of operating Operating Gross profit operating operating (percentage
Revenue mix revenue revenue costs margin revenue costs points)
I. By industry
Manufacturing of
communication
equipment 54,010,596 100% 36,447,741 32.52% 13.09% 14.53% (0.84)
Total 54,010,596 100% 36,447,741 32.52% 13.09% 14.53% (0.84)
Il. By business
Carriers’ networks 32,351,248 59.90% 18,832,801 41.79% 12.58% 11.81% 0.41
Government and
corporate
business 3,765,334 6.97% 2,444,906 35.07% (18.27%) (10.90%) (5.37)
Consumer business 17,894,014 33.13% 15,170,034 15.22% 24.13% 23.97% 0.11
Total 54,010,596 100% 36,447,741 32.52% 13.09% 14.53% (0.84)
1. By region
The PRC 32,318,969 59.84% 20,058,985 37.93% 16.24% 13.77% 1.35
Asia (excluding the
PRC) 8,051,823 14.91% 5,430,707 32.55% 11.29% (0.55%) 8.03
Africa 1,634,316 3.03% 1,377,147 15.74% (47.28%) (16.66%) (30.96)
Europe, Americas
and Oceania 12,005,488 22.22% 9,580,902 20.20% 24.81% 35.33% (6.20)
Total 54,010,596 100% 36,447,741 32.52% 13.09% 14.53% (0.84)
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Analysis of change in revenue

The Group reported RMB54,010,596,000 in operating revenue for the first six months of 2017, a
13.09% increase as compared to the same period last year, of which domestic operating revenue
increased by 16.24% to RMB32,318,969,000, while international operating revenue increased by
8.71% to RMB21,691,627,000 as compared to the same period last year.

Analysed by business segment, year-on-year growth in operating revenue for the first six months
of 2017 reflected mainly year-on-year growth in the Group’s operating revenue from the two
principal business segments of carriers’ networks and consumer business as compared to the
same period last year. Year-on-year growth of 12.58% in operating revenue from carriers’
networks for the first six months of 2017 reflected mainly year-on-year growth in operating revenue
from 4G system products, fixed-line and bearer system in the domestic market, as well as wireless
products in the European market. Year-on-year growth of 24.13% in operating revenue from the
consumer business for the first six months of 2017 reflected mainly year-on-year growth in
operating revenue from handset products in the international market and home terminal products
in the domestic market. The Group’s government and corporate business registered a year-on-
year decrease of 18.27% for the first six months of 2017 mainly in line with the year-on-year
decrease in operating revenue from domestic and international government and corporate
projects.

Changes in the scope of consolidation as a result of changes in equity interests in the
Company’s subsidiaries and analysis of operating revenue and operating costs for the

comparable period last year

Unit: RMB in thousands

Six months ended 30 June 2017 Six months ended 30 June 2016 Not Year-on-year
increase/

Year-on-year Year-on-year decrease in

increase/ increase/ gross profit

Gross Gross  decrease in  decrease in margin

Operating  Operating profit Operating Operating profit operating operating (percentage
revenue costs margin revenue costs margin revenue costs points)
54,010,596 36,447,741 32.52% 47,410,242 31,483,198 33.59% 13.92% 15.77% (1.07)

Note: Figures of operating revenue and operating costs for the six months ended 30 June 2016 are stated after exclusion
of operating revenue and operating costs of subsidiaries deconsolidated for the six months ended 30 June 2017.

The Company completed the disposal of 85% equity interests in ZTE Supply Chain Co., Ltd.
(“ZTE Supply Chain”) in April 2017 and ZTE Supply Chain had been excluded from the consolidated
statements of the Group as from May 2017. Operating revenue and operating cost of ZTE Supply
Chain included in the consolidated financial statements for the period from May to June 2016
amounted to RMB347,060,000 and RMB341,189,000, respectively. Excluding operating revenue
and operating costs of ZTE Supply Chain for the period from May to June 2016, the Group’s
operating revenue and operating costs for the first six months of 2017 would have increased by
13.92% and 15.77%, respectively, over the same period last year, while gross profit margin would
have been 1.07 percentage points lower as compared to the same period last year.
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2. Breakdown of the Group’s costs by principal items

Unit: RMB in thousands

Six months ended Six months ended
30 June 2017 30 June 2016

As a As a Year-on-
percentage percentage of year
of operating operating increase/
Industry Item Amount costs Amount costs decrease
Manufacturing of Raw materials 28,651,849 78.61% 25,730,966 80.85% 11.35%
communication equipment  Engineering costs 5,403,695 14.83% 5,120,607 16.09% 5.53%
Total 34,055,544 93.44% 30,851,573 96.94% 10.39%

3. Breakdown of the Group’s expenses by principal items

Unit: RMB in thousands

Six months Six months Year-on-year
ended 30 June ended 30 June increase/
Item 2017 2016 decrease
Selling and distribution expenses 5,676,552 5,978,607 (5.05%)
Administrative expenses 1,427,749 1,393,985 2.42%
Finance expenses 289,157 (95,058) 404.19%Note 1
Income tax 744,184 519,427 43.27 Y%pNote 2
Note 1: Attributable mainly to losses from exchange rate volatility for the reporting period versus gains for the same period
last year;
Note 2: Attributable mainly to the increase in profit of the Group for the period.

4. Research and development expense of the Group

Unit: RMB in thousands

Six months Six months Year-on-year
ended 30 June ended 30 June increase/
Item 2017 2016 decrease
Amount of R&D expense Nete! 6,676,679 7,059,164 (5.42%)
R&D expense as a percentage of 12.36% 14.78%  Decreased by
operating revenue 2.42
percentage
points

Amount of capitalised R&D expense 664,552 502,775 32.18%Nete 2
Capitalised R&D expense as a percentage 9.95% 7.12% Increased by
of R&D expense 2.83
percentage
points

Note 1: For the period, certain government grants relating to day-to-day activities were set off against R&D expenses under

the revised accounting standard on government grants. Had the figures for the same period last year been adjusted
retrospectively, R&D expense would have increased by 6.24%, year-on-year;

Note 2: Attributable mainly to the ongoing increase in the Group’s investment in the research and development of products
such as Pre-5G, 5G, high-end routers, SDN, OTN and core chipsets and the extensive market application of these
products during the period.
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5. Breakdown of the Group’s cash flow

Unit: RMB in thousands

Six months Six months Year-on-year

ended 30 June ended 30 June increase/

Item 2017 2016 decrease

Sub-total of cash inflows from operating activities 61,452,257 67,234,449 (8.60%)

Sub-total of cash outflows from operating activities 65,658,809 64,879,518 1.20%
Net cash flows from operating activities (4,206,552) 2,354,931 (278.63%)Nete 1
Sub-total of cash inflows from investing activities 510,169 1,063,494 (52.03%)Note 2
Sub-total of cash outflows from investing activities 2,873,296 1,969,376 45.90%Nete
Net cash flows from investing activities (2,363,127) (905,882) (160.86%)Note

Sub-total of cash inflows from financing activities 16,041,676 15,177,227 5.70%

Sub-total of cash outflows from financing activities 13,537,019 14,976,719 (9.61%)
Net cash flows from financing activities 2,504,657 200,508 1,149.16%Nete 5

Net increase in cash and cash equivalents (4,141,801) 1,314,377 (415.12%)

Note 1

Note 2:

Note 3:

Note 4:

Note 5:

: Attributable mainly to payment of penalties imposed by relevant U.S. authorities amounting to approximately

RMB5,552,091,000;

Attributable mainly to the decrease in cash received from the disposal of investments;

Attributable mainly to the increase in cash paid for investment during the period;

Attributable mainly to the combined effect of the decrease in cash received from the disposal of investment and the
increase in cash paid for investment during the period;

Attributable mainly to the increase in cash received in loans.

For an explanation of reasons for the difference between net cash flows from operating activities and
net profit of the Group for the reporting period, please refer to “Note V 54. Supplemental Information
for the Cash Flow Statement” to the financial report prepared under PRC ASBEs.

6. Reasons for substantial changes in the Group’s principal business and its structure, profit mix
and profitability during the reporting period

M

@

There was no significant change in the principal business and its structure during the reporting
period compared to the same period last year.

Changes in the profit mix during the reporting period compared to the same period last year are
set out as follows:

For the first half of 2017, the Group reported operating profit of RMB3,296,621,000, an increase
by 565.42% compared to the same period last year, which was mainly attributable to growth in
revenue and gross profit and the modified structure of presentation for government grants in line
with the revised accounting standard relating to government grants for the period. Expenses for
the period amounted to RMB14,070,137,000, which was 1.86% lower as compared to the same
period last year, reflecting mainly the combined effect of stronger cost control initiatives, the
set-off of R&D expenses by certain government grants relating to day-to-day activities and
exchange losses owing to exchange rate volatility for the period. Investment income amounted
to RMB51,996,000, a decrease by 85.47% as compared to the same period last year, reflecting
mainly the decrease in investment gains from the disposal of available-for-sale financial assets
for the period. Net non-operating income and expenses amounted to RMB-9,221,000, representing
a year-on-year decrease of 100.42%, which was mainly attributable to the modified structure of
presentation for government grants in line with the revised accounting standard relating to
government grants for the period.
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Changes in the profitability (gross profit margin) of our principal business during the reporting
period compared to the same period last year are set out as follows:

The gross profit margin of the Group for the first half of 2017 was 32.52%, which was largely
unchanged compared to the same period last year.

7. Analysis of the Group’s assets and liabilities

(1)

2

Change in assets and liabilities

As at 30 June 2017

Unit: RMB in thousands

As at 31 December 2016

Year-on-year

increase/
decrease in
percentage
As a As a of total
percentage percentage assets
of total of total (percentage
Item Amount assets Amount assets points)
Total assets 144,670,317 100% 141,640,910 100% -
Cash 27,569,965 19.06% 32,349,914 22.84% (3.78)
Trade receivables 26,007,904 17.98% 25,998,188 18.35% (0.37)
Inventories 25,879,956 17.89% 26,810,568 18.93% (1.04)
Investment properties 2,019,957 1.40% 2,016,470 1.42% (0.02)
Long-term equity investments 757,613 0.52% 665,876 0.47% 0.05
Fixed assets 7,875,519 5.44% 7,516,241 5.31% 0.13
Construction in progress 1,539,373 1.06% 1,729,450 1.22% (0.16)
Short-term loans 17,873,244 12.35% 15,132,120 10.68% 1.67
Long-term loans due within
one year 1,460,322 1.01% 1,932,025 1.36% (0.35)
Long-term loans 4,377,412 3.03% 5,018,276 3.54% (0.51)
Assets and liabilities measured at fair value
@  Items relating to fair value measurement
Unit: RMB in thousands
Gains/
losses  Cumulative
arising from fair value Amount Amount
fair value change dealt Impairment purchased  disposed
Opening  change for with in  charge for for the  of for the Closing
Item balance  the period equity  the period period period balance
Financial assets
Including: 1. Financial assets at fair
value through profit or
loss (excluding
derivative financial
assets) - - - - - - -
2. Derivative financial
assets 54,857 (39,963) 1,341 - - - 17,864
3. Available-for-sale
financial assets 1,315,085 - 1,149,222 - - - 1,310,662
Sub-total of financial assets 1,369,942 (39,963) 1,150,563 - - - 1,328,526
Investment properties 2,016,470 3,487 - - - - 2,019,957
Productive living assets - - - - - - -
Others = — = — — — —
Total 3,386,412 (36,476) 1,150,563 - - — 3,348,483
Financial liabilities " 40,148 (21,579) (11,996) — — — 65,893

Note:
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There was no significant change to the measurement attributes of the principal assets of
the Company during the reporting period.

Fair value changes in items measured at fair value and their impact on the Company’s profit

Assets of the Company are stated at historical costs, except for derivative financial
instruments, equity investments at fair value through profit and loss, a small number of
available-for-sale financial assets and investment properties which are measured at fair
value. Gains or losses arising from fair value changes in the Company’s derivative financial
instruments measured at fair value were subject to uncertainties relating to fluctuations in
forward exchange rates between RMB and foreign currencies such as JPY and EUR.

Internal control systems relating to fair value measurement

The Company has established a fair value measurement internal control system to be
operated through collaboration of various departments under the leadership of the Chief
Financial Officer. The “Fair Value Measurement Internal Control Measures” ( { 2 R {BE 2
BRI EBIEHIYEE) ) has been formulated as a complement to the “ZTE Accounting Policies”
( (PEBEHEFTHE) ) and the “ZTE Internal Control System” ( (P EBE A ZIRHIHIE) )

to regulate the application and disclosure of fair value measurements.

Financial assets and financial liabilities held in foreign currencies

Unit: RMB in thousands

Gains/
losses  Cumulative
arising from fair value
fair value change Impairment
Opening change for dealt with in  charge for Closing
Item balance  the period equity  the period balance
Financial assets
Including: 1. Financial assets at fair value
through profit or loss - - - - -
Including: Derivative financial
assets 54,857 (39,963) 1,341 — 17,864
2. Loans and receivables 36,178,872 - — 706,893 36,370,844
3. Available-for-sale financial
assets 38,490 — (2,626) — 39,596
4. Held-to-maturity investments — — — — —
Sub-total of financial assets 36,272,219 (39,963) (1,285) 706,893 36,428,304
Financial liabilities 13,157,636 (21,579) (11,996) — 13,000,911

Impounded, seized, frozen or collateralised or pledged major assets of the Company which
are not realisable barring the fulfiliment of certain conditions or at all and which are not
available for setting off debts, and restrictions on the rights to possess, use, benefit from
and dispose of such assets and related arrangements as at the end of the reporting period.

O Applicable v N/A
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8. Analysis of investments
(1) Overview
The Group’s third-party investments at the end of the reporting period amounted to approximately
RMB757,613,000, representing an increase of 38.54% compared to approximately RMB546,851,000
as at 30 June 2016.
(2) Material equity investment and non-equity investment conducted by the Group
For details of equity investment and non-equity investment conducted by the Group during the
reporting period, please refer to the section headed “Material Matters (VI) Asset Transactions” in
this report.
(3) Investment in financial assets
@  Investment in securities
A. /nvestment in securities as at the end of the reporting period
Unit: RMB in ten thousands
Gains/loss
arising Cumulative
from fair fair value ~ Amount Amount  Gain/loss Book value
Book value at value change purchased  disposed for the  at the end
Type of Initial A i the beginni change for accounted for during the during the  reporting of the Accounting Source of
securities Stock code  Stock name investment method of the period  the period in equity period period period period classification funds
Stock 300438 Great Power "o 1,547.62 Fair-value 14,175.00 - 9,792.38 - - - 11,340.00 Available-for-sale Issue
measurement financial assets proceeds
Stock 300502 Eoptolink M ' 1,385.12 Fair-value 30,761.78 - 17,404.17 - - 91.41 18,789.29 Available-for-sale Issue
measurement financial assets proceeds
Stock 603986 Giga Device M 1,800.00 Fair-value 56,511.70 - 47,614.80 - - 168.29  49,414.80 Available-for-sale Issue
measurement financial assets proceeds
Stock 603633 Laimy "ot ! 2,000.00 Fair-value 13,670.00 - 7,056.67 - - 41.67 9,056.67 Available-for-sale Issue
measurement financial assets proceeds
Stock 603920 Olympic Circuit Technology 2,562.00 Fair-value 2,562.00 - 25.218.29 - - —  27,780.29 Available-for-sale Issue
Note 1 measurement financial assets proceeds
Stock 002036 Lianchuang Electronic "' 3,266.00 Fair-value 13,196.56 - 8,098.47 - - 2515 11,364.47 Available-for-sale Issue
measurement financial assets proceeds
Stock ENATTSV Enablence Technologies "% 3,583.26 Fair-value 3,193.45 - (262.62) - - - 3,320.64 Available-for-sale Internal
measurement financial assets funds
Other securities investments held at the end of
the period - - - - - - - - - - -
Total 16,144.00 — 134,070.49 - 114,922.16 - - 326,52  131,066.16 — -
Note 1: Figures corresponding to Great Power, Eoptolink, Giga Device, Laimu and Olympic Circuit

Technology are provided with Zhonghe Chunsheng Fund as the accounting subject.

Note 2: Figures corresponding to Lianchuang Electronic are provided with Jiaxing Fund as the
accounting subject.

Note 3: The initial investment for the acquisition of Enablence Technologies shares by ZTE HK, a wholly-
owned subsidiary of the Company, on 6 January 2015 amounted to CAD2.70 million, equivalent
to approximately RMB13,931,000 based on the Company’s foreign currency statement book
exchange rate (CAD1: RMB5.15963) on 31 January 2015. The initial investment amount for the
acquisition of shares in Enablence Technologies on 2 February 2016 was CAD4.62 million,
equivalent to approximately RMB21,901,600 based on the Company’s foreign currency
statement book exchange rate (CAD1: RMB4.74060) on 29 February 2016. The book value of
the investment as at the end of the reporting period was approximately HKD38,333,900,
equivalent to approximately RMB33,206,400 based on the Company’s foreign currency
statement book exchange rate (HKD1: RMBO0.86624) on 30 June 2017.
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B.

Detalls in investment in securities auring the reporting period

Shareholdings in Great Power

As at the end of the reporting period, the Company and ZTE Capital held in
aggregate 31% equity interests in Zhonghe Chunsheng Fund, a partnership
reported in the consolidated financial statements of the Company. As at the end
of the reporting period, Zhonghe Chunsheng Fund held 4.50 million shares in
Great Power, a company listed on the GEM Board of the Shenzhen Stock
Exchange, accounting for 1.60% of the total share capital of Great Power.

Shareholdings in Eoptolink

As at the end of the reporting period, Zhonghe Chunsheng Fund held 7,835,400
shares in Eoptolink (following the implementation of the 2016 equity distribution
plan), a company listed on the GEM Board of the Shenzhen Stock Exchange,
accounting for 3.37% of the total share capital of Eoptolink.

Shareholdings in Giga Device

As at the end of the reporting period, Zhonghe Chunsheng Fund held 6,350,700
shares in Giga Device (following the implementation of the 2016 equity
distribution plan), a company listed on the Shanghai Stock Exchange, accounting
for 3.13% of the total share capital of Giga Device.

Shareholdings in Laimu

As at the end of the reporting period, Zhonghe Chunsheng Fund held 3,333,300
shares in Laimu, a company listed on the Shanghai Stock Exchange, accounting
for 2.77% of the total share capital of Laimu.

Shareholdings in Olympic Circuit Technology

As at the end of the reporting period, Zhonghe Chunsheng Fund held 12,390,900
shares in Olympic Circuit Technology, a company listed on the Shanghai Stock
Exchange, accounting for 3.08% of the total share capital of Olympic Circuit
Technology.

Shareholdings in Lianchuang Electronic

As at the end of the reporting period, the Company and ZTE Capital held in
aggregate 31.79% equity interests in Jiaxing Fund, which was a partnership
reported in the consolidated financial statements of the Company. As at the end
of the reporting period, Jiaxing Fund held 6,887,600 shares in Lianchuang
Electronic, a company listed on the Small and Medium Enterprise Board of the
Shenzhen Stock Exchange, accounting for 1.23% of the total share capital of
Lianchuang Electronic.
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Shareholdings in Enablence Technologies

ZTE HK, a wholly-owned subsidiary of the Company, entered into a Subscription
Agreement with Enablence Technologies on 4 December 2014. ZTE HK
subscribed for 18 million shares issued by Enablence Technologies on 6 January
2015 for a total cash consideration of CAD2.70 million. ZTE HK entered into a
Subscription Agreement with Enablence Technologies on 27 January 2016. On
2 February 2016, ZTE HK subscribed for 77 million shares issued by Enablence
Technologies for a total cash consideration of CAD4.62 million. As at the end
of the reporting period, ZTE HK held 95 million shares in Enablence Technologies,
accounting for 15.30% of its total share capital.

Save as aforesaid, the Group did not invest in non-listed financial enterprises
such as commercial banks, securities companies, insurance companies, trusts
or futures companies, or conduct securities investment such as dealing in stocks
of other listed companies during the reporting period.

/nvestment in securities arter the end of the reporting period

Union Optech, an investee of Jiaxing Fund, was listed on the GEM Board of the
Shenzhen Stock Exchange on 11 August 2017 with the issue of 21.40 million shares
at an issue price of RMB15.96/share. Jiaxing Fund held 2,763,600 shares in Union
Optech, accounting for 3.23% of the total number of shares in Union Optech following
the issue.

@  Derivative investments

Unit: RMB in ten thousands

Closing
balance of
investment

amount as a

percentage of

Initial net assets "2

Name of party investment Opening Amount Amount  Impairment of the  Actual profit

operating the Whether a amount in the balance of p disposed of  provision Closing balance ~ Company at o loss for

ivati C d  Type of deri investment during the during the amount (if  of investment the end of the the reporting

i Note 1 Start date End date amount period period any) amount period (%) period

Financial institution ~ N/A No Foreign exchange ~ — 2017/3/6 2018/6/4 100,566.02  166,081.22  165,752.45 - 100,894.79 3.48% (2,574.12)
forwards

Financial institution N/A No Foreign exchange - 2017/2/23 2017/12/18 116,175.46 144,878.10 169,482.33 - 91,5671.23 3.16% (2,336.25)
forwards

Financial institution ~ N/A No Foreign exchange ~ — 2017/2/3 201712122 18,107.74 99,211.70 53,794.56 - 63,524.88 2.19% (1,620.70)
forwards

Other financial N/A No Foreign exchange ~ — 2017/2/24 2018/5/24 166,795.33  419,947.18  371,839.15 - 214,903.36 7.41% (6,470.74)
institutions forwards

Total - - - 401,644.55  830,118.20  760,868.49 - 470,894.26 16.24%  (12,001.81)
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Source of funds for derivative investment
Litigation (if applicable)

Date of announcement of the Board of Directors in
respect of the approval of derivative investments (if

any)

Date of announcement of the general meeting in
respect of the approval of derivative investments (if

any)

Risk analysis and control measures (including but not
limited to market risks, liquidity risks, credit risks,
operational risks and legal risks) in respect of
derivative positions during the reporting period

Internal funds
Not involved in any litigation

“Announcement Resolutions of the Second Meeting of the
Seventh Session of the Board of Directors” and
“Announcement on the Application for Derivative Investment
Limits for 2016,” both dated 6 April 2016, and “Announcement
Resolutions of the Fifteenth Meeting of the Seventh Session
of the Board of Directors” and “Announcement on the
Application for Derivative Investment Limits for 2017,” both
dated 23 March 2017.

“Announcement on Resolutions of the 2015 Annual General
Meeting” dated 2 June 2016 and “Announcement on
Resolutions of the 2016 Annual General Meeting, the First
A Shareholders’ Class Meeting of 2017 and the First H
Shareholders’ Class Meeting of 2017” dated 20 June 2017.

Value-protection derivative investments were conducted by
the Company during the first half of 2017. The major risks
and control measures are discussed as follows:

1. Market risks: Gains or losses arising from the difference
between the exchange rate for settlement of value
protection derivative investment contracts and the
exchange rate prevailing on the maturity date will be
accounted for as gains or losses on revaluation for
each accounting period during the effective period of
the value-protection derivative investments. Effective
gains or losses shall be represented by the accumulative
gains or losses on revaluation on the maturity date;

2. Liquidity risks: The value-protection derivative
investments of the Company were based on the
Company’s budget of foreign exchange income and
expenditure and foreign exchange exposure and these
investments matched the Company’s actual foreign
exchange income and expenditure to ensure sufficient
fund for settlement on completion. Therefore, their
impact on the Company’s current assets was
insignificant;

3. Credit risks: The counterparties of the derivative
investment trades of the Company are banks with
sound credit ratings and long-standing business
relationships with the Company and therefore the
transactions were basically free from performance
risks;
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Changes in the market prices or fair values of
invested derivatives during the reporting period,
including the specific methods, assumptions and
parameters adopted in the analysis of the fair values
of the derivatives

Statement on whether the accounting policy and
accounting audit principles for derivatives for the
reporting period were significantly different from the
previous reporting period

Specific opinion of Independent Non-executive
Directors on the Company’s derivative investments
and risk control

ZTE CORPORATION INTERIM REPORT 2017

4. Other risks: Failure of personnel in charge to operate
derivative investments in accordance with stipulated
procedures or fully understand information regarding
derivatives in actual operation may result in operational
risks; Obscure terms in the trade contract may result
in legal risks;

5. Control measures: The Company addressed legal risks
by entering into contracts with clear and precise terms
with counterparty banks and strictly enforcing its risk
management system. The Company has formulated
the “Risk Control and Information Disclosure System
relating to Investments in Derivatives” that contains
specific provisions for the risk control, approval
procedures and subsequent management of derivative
investments, so that derivative investments will be
effectively regulated and risks relating to derivative
investments duly controlled.

The Company has recognised gains/losses from investments
in derivatives during the reporting period. Total losses
recognised for the reporting period amounted to RMB120.02
million, comprising losses from fair-value change of
RMB61.54 million and recognised investment losses of
RMB58.48 million. The calculation of the fair value was
based on forward exchange rates quoted by Reuters on a
balance sheet date in line with the maturity date of the
product.

There was no significant change in the Company’s accounting
policy and accounting audit principles for derivatives for the
reporting period as compared to that of the previous
reporting period.

Independent Non-executive Directors’ Opinion:

The Company has conducted value protection derivative
investments by using financial products to enhance its
financial stability, so as to mitigate the impact of exchange
rate volatility on its assets, liabilities and profitability. The
Company has conducted stringent internal assessment of
its derivative investments made and has established
corresponding regulatory mechanisms and assigned
dedicated staff to be in charge thereof. The counterparties
with which the Company and its subsidiaries have entered
into contracts for derivative investments are organisations
with sound operations and good credit standing. We are of
the view that the derivative investments made by the
Company and its subsidiaries have been closely related to
their day-to-day operational requirements and in compliance
with relevant laws and regulations.
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Note 1: Derivative investments are classified according to their types and the financial institutions involved;

Note 2: Net assets as at the end of the reporting period represented net assets attributable to holders of
ordinary shares of the listed company as at the end of the reporting period;

Note 3: The investment amount at the beginning of the period represented the amount denominated in the
original currency translated at the exchange rate prevailing as at the end of the reporting period.

(4) Entrusted fund management and entrusted loans
@  Entrusted fund management

Unit: RMB in ten thousands

Actual
recovery of
Principal Impairment Actual profit ~ profit or loss
Whether a Amount of Method for amount provision or loss for for the
connected entrusted Commencement determining returned for amount the reporting reporting
Name of trustee transaction  Product type investment date Maturity date remuneration the period (if any)  Estimated gain period period
China Merchants Bank, Zhangjiang ~ No Bank investment 1,000 tore! 2016-7-14 2017-1-5 Settlement upon 1,000 - - 0.39 17.02
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 1,000 Mot 2016-10-27 2017-4-20 Settlement upon 1,000 - - 10.30 16.54
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 750 teret 2016-12-14 2017-4-25 Settlement upon 750 - = 8.55 9.90
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 1,000 fere! 2017-4-25 2017-7-26 Settlement upon - - 10.84 7.78 -
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 750 fetet 2017-5-2 2017-6-15 Settlement upon 750 - - 3.7 3.7
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 780 Mote ! 2017-6-20 2017-8-24 Settlement upon - - 6.25 1.06 -
Sub-branch, Shanghai product maturity on an
as-incurred basis
China Merchants Bank, Zhangjiang ~ No Bank investment 1,450 Mo 2017-1-25 T+1 redemption  Investment income 725 - - 14.78 14.78
Sub-branch, Shanghai product for the previous
month settled on
the dividend record
date
Minsheng Bank, Shenzhen Branch No Bank investment 10,000 Mote2 2016-12-20 2017-3-20 Settlement upon 10,000 - - 100 100
product maturity on an
as-incurred basis
Minsheng Bank, Shenzhen Branch ~ No Bank investment 30,000 "ote2 2016-10-25 2017-10-24 Settlement of - - 1,230 606.67 606.67
product investment income
on a quarterly basis
Minsheng Bank, Shenzhen Branch No Bank investment 30,000 "ote2 2017-2-28 2018-2-28 Settlement upon - - 1,314 - -
product maturity on an
as-incurred basis
Minsheng Bank, Shenzhen Branch ~ No Bank investment 7,000 tere2 2017-6-1 2017-8-31 Settlement upon - - 535 - -
product maturity on an
as-incurred basis
Minsheng Bank, Shenzhen Branch ~ No Bank investment 10,000 Mete2 2017-6-15 2017-8-15 Settlement upon - - m - -
product maturity on an
as-incurred basis
Minsheng Bank, Shenzhen Branch No Bank investment 5,000 Note2 2017-6-15 2017-7-17 Settlement upon - - 37 - -
product maturity on an
as-incurred basis
Minsheng Bank, Shenzhen Branch ~ No Bank investment 4,000 "ote? 2017-6-15 T+1 redemption ~ Settlement upon - - - - -
product redemption on an
as-incurred basis
Total 102,730 - - - 14,225 - 3,210.09 753.24 768.62
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Source of funds for entrusted investment Internal funds, issue proceeds

Aggregate amount of overdue and outstanding principal and gain Nil

Litigation incurred (if applicable) N/A

Date of announcement of the Board of Directors regarding the
approval of entrusted investment (if any) N/A

Date of announcement of the general meeting regarding the

approval of entrusted investment (if any) N/A
Whether there are entrusted investment plans in future Yes
Note 1: Seven bank investment products listed above were purchased with internal funds by FEEZEREHE

10.

Note 2:

PRAF) (“ZTE Health”), which was held as to 49.999998% by the Company and 50.000002% by /&
MEREEBRERAA;

Seven bank investment products listed above were purchased with issue proceeds by Suzhou Zhonghe
Chunsheng Il Investment Centre (Limited Partnership) (“Zhonghe Chunsheng Fund III”), in which the
Company and Changshu Changxing Capital Investment Management Company, a wholly-owned
subsidiary of ZTE Capital held 25.83% equity interests in aggregate.

@  During the reporting period, the Company did not enter into any entrusted loans.

(5) Use of Issue Proceeds

O Applicable

v N/A

The Group did not conduct any material disposals of assets and equity interests during the

reporting period.

Analysis of principal subsidiaries and investee companies

Unit: RMB in thousands

Operating
Corporate Total Net Operating profit/ Net profit/
Name of company type Principal business Industry Registered capital assets assets revenue (loss) (loss)
ZTE Kangxun Telecom Company Subsidiary ~Production and sales of Manufacturing of RMB1,755 million 19,998,389 2,961,177 26,919,340 192,176 146,558
Limited electronic components communications and
and circuit boards related equipment
Zhongxing Software Subsidiary ~Software development Manufacturing RMB51.08 million 31,830,041 8,021,329 10,984,512 764,892 674,436
Nubia Subsidiary Production and sales of Manufacturing of RMB118,748,300 5522410 3,113,628 2,874,107  (195425) (162,710)

ZTE Technology & Service
Company Limited

Xi'an Zhongxing New Software
Company Limi