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The Board of Directors, Supervisory Committee and the Directors, Supervisors and senior
management of the Company warrant that the contents of this report are true, accurate
and complete without any false information, misleading statements or material omissions,
and accept individual and collective legal responsibility.

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
Eighth Session of the Board of Directors of the Company.

The interim financial reports of the Group for the six months ended 30 June 2020 were
unaudited.

Mr. Li Zixue, Chairman of the Company, Ms. Li Ying, 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 or conversion of capital reserves will be implemented in respect of the
interim period of 2020.

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 are asked to beware of investment risks and their attention is drawn to the
description of the potential risks inherent in the operations of the Company set out in the
section headed “Report of the Board of Directors (VI) Business outlook for the second half
of 2020 and risk exposures” in this report.

This report has been prepared in Chinese and English respectively. In case of discrepancy,
the Chinese version shall prevail, except for the financial statements prepared in
accordance with Hong Kong Financial 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.
Investors are asked to 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

MOF

CSRC

Shenzhen CSRC
Shenzhen Stock Exchange
Shenzhen Listing Rules
Hong Kong Stock Exchange

Hong Kong Listing Rules

SFO

PRC ASBEs

HKFRSs

ZTE HK
Zhongxing Software
Mentech

Union Optech

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

PRC Ministry of Finance

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
Shenzhen Zhongxing Software Company Limited
Dongguan Mentech Optical & Magnetic Co., Ltd

Union Optech Co., Ltd.



Shijia Science & Technology
China Eagle Electronic
Beken

Anji Technology

Novoray

ST PD Group

Enablence Technologies
ZTE Capital

Zhonghe Chunsheng Fund |

Jiaxing Fund

Zhonghe Chunsheng Fund l1lI

Zhongxingxin

Zhongxing Hetai

R & E

Xi’an Microelectronics
Aerospace Guangyu
Zhongxing WXT
Guoxing Ruike

ZTE Group Finance
ZTE Microelectronics

2017 Share Option Incentive
Scheme
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Suzhou Shijia Science & Technology Inc.

Huizhou China Eagle Electronic Technology Inc.
Beken Corporation

Anji Microelectronics Technology (Shanghai) Co., Ltd.
Novoray Corporation

Pang Da Automobile Trade Co., Ltd

Enablence Technologies Inc.

Shenzhen ZTE Capital Management Company Limited

Shenzhen Zhonghe Chunsheng Partnership Private Equity Fund | (Limited
Partnership)

Jiaxing Xinghe Equity Investment Partnership (Limited Partnership)

Suzhou Zhonghe Chunsheng Partnership Investment Fund Il (Limited
Partnership)

Zhongxingxin Telecom Company Limited

Shenzhen Zhongxing Hetai Hotel Investment and Management Company
Limited

MABEEESRMERLDF

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 2016

Annual General Meeting, the First A Shareholders’ Class Meeting of 2017
and the First H Shareholders’ Class Meeting of 2017 of the Company
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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

5G

ICT

Al

AR

VR

CDN

PON

SA

NSA

MEC

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.

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.

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

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.

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.

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).

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.

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 based on different
destinations of optical connection, or GPON, EPON, 10G EPON and XG PON, etc based
on different standards.

Standalone Access. In the context of 5G, it refers to the use of 5G base stations for
signalling and data transmission at the same time. It adopts the new 5G packet
switching core network architecture instead of the 4G core network. 5G SA networks
can be deployed entirely independent of the 4G network.

Non-Standalone Access. In the context of 5G, non-standalone access is an option in 5G
deployment. Under this model, the control function is dependent on the control interface
of the existing LTE network, while 5G is entirely focused on the user interface.

Mobile Edge Computing, through which services and cloud computing functions
required by telecom users IT can be provided from a nearby point using wireless
access networks to create a telecom service environment featuring high performance,
low latency and high bandwidth, accelerating the fast download of contents, services
and applications in the network to allow uninterrupted premium network experience on
the part of consumers.



Common Edge

OTN

WDM

Big Data

Big Video

Distributed database

Core network

Data centre

10T

Cloud Computing

Intelligent
manufacturing

Cloud computer
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An innovative plan launched by ZTE, Common Edge is a platform engaged in both the
provision of resource computation and wireless network capacity. By facilitating the in-
depth integration of mobile access network and Internet services, it does not only
improve user experience and conserve bandwidth resources, but can also provide third-
party applications integration by submerging computing capacities to the edge of the
network, thereby offering opportunities for innovative services at the mobile edge
entrance.

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.

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

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. In particular, 4K is a range
of resolution, namely, a display quality approximating 4096 pixels in horizontal
resolution.

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.

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, 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.

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.

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.

An overall service plan including cloud resources, transmission protocol and cloud
terminal, providing desktop, application, hardware and other resources to users on a
service-on-demand basis with flexible allocation using multiple forms of cloud terminals
through efficient and safe transmission protocol.
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1. Legal name (in Chinese) PEBEMRDAERAT
Chinese abbreviation A B
Legal name (in English) ZTE Corporation
English abbreviation ZTE
2. Legal representative Li Zixue
3. Secretary to the Board of Ding Jianzhong
Directors/Company Secretary
Securities affairs representatives Xu Yulong
Correspondence address No. 55, Keji Road South, Shenzhen, Guangdong Province,
The People’s Republic of China
Telephone +86 755 26770282
Facsimile +86 755 26770286
E-mail IR@zte.com.cn
4. Registered and office address ZTE Plaza, Keji Road South, Hi-Tech Industrial Park,

Nanshan District,
Shenzhen, Guangdong Province,
The People’s Republic of China

Postal code 518057
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Principal place of business in Hong Kong 31/F, Tower Two, Times Square,
1 Matheson Street, Causeway Bay,
Hong Kong
5. Authorised representatives Gu Junying

Ding Jianzhong

6. Media designated for information disclosure China Securities Journal, Securities Times,
by the Company Shanghai Securities News
Authorised websites on which this report http://www.cninfo.com.cn
is made available http://www.hkexnews.hk
Place where this report is available No. 55, Keji Road South, Shenzhen,
for inspection Guangdong Province,

The People’s Republic of China

7. Listing information A shares
Shenzhen Stock Exchange
Abbreviated name of stock: A &
Stock code: 000063

H shares

Hong Kong Stock Exchange
Abbreviated name of stock: ZTE
Stock code: 763

8. Change in other relevant information O Applicable v'N/A
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Highlights of Accounting Data and Financial Indicators

WHETHER THE COMPANY HAS MADE RETROSPECTIVE ADJUSTMENTS TO
OR RESTATEMENT OF ACCOUNTING DATA OF THE PREVIOUS YEAR

BECAUSE OF CHANGES

RECTIFICATION OF ACCOUNTING ERRORS

OYes v'"No

IN ACCOUNTING POLICIES OR FOR THE

MAJOR ACCOUNTING DATA AND FINANCIAL INDICATORS OF THE GROUP
PREPARED IN ACCORDANCE WITH PRC ASBEs

End of the
reporting period

Unit: RMB in thousands

Changes as at the
end of the
reporting period
compared with the

End of last year
(31 December

Item (30 June 2020) 2019) end of last year
Total assets 165,432,364 141,202,135 17.16%
Owners’ equity attributable to holders of
ordinary shares of the listed company 41,156,116 28,826,868 42.77%
Share capital (thousand shares)Note 4,613,435 4,227,530 9.13%
Net assets per share attributable to
holders of ordinary shares of the listed
company (RMB/share) 8.92 6.82 30.79%
Increased by 0.12
Gearing ratio (%) 73.24% 73.12% percentage point

Unit: RMB in thousands

Same period of

Reporting period last year
(Six months (Six months Changes compared
ended ended with the same
Item 30 June 2020) 30 June 2019) period of last year
Operating revenue 47,199,373 44,609,219 5.81%
Operating profit 2,840,600 2,343,209 21.23%
Total profit 2,840,971 2,237,477 26.97%
Net profit attributable to holders of
ordinary shares of the listed company 1,857,289 1,470,699 26.29%
Net profit after extraordinary items
attributable to holders of ordinary
shares of the listed company 902,115 612,138 47.37%
Basic earnings per share
(RMB/share) Note 2 0.40 0.35 14.29%
Diluted earnings per share
(RMB/sharg) Note 3 0.40 0.35 14.29%
Basic earnings per share after
extraordinary items (RMB/share) Nete 2 0.20 0.15 33.33%
Decreased by 0.92
Weighted average return on net assets 5.28% 6.20% percentage point
Weighted average return on net assets Decreased by 0.02
after extraordinary items 2.56% 2.58% percentage point
Net cash flows from operating activities 2,040,770 1,266,617 61.12%
Net cash flows from operating activities
per share (RMB/share) 0.44 0.30 46.67%
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Note 1:

Note 2:

Note 3:

The total share capital of the Company was increased from 4,227,529,869 shares to 4,613,434,832 shares following the non-
public issue of 381,098,968 A shares by the Company and the exercise of 4,805,995 A share options by scheme participants
under the 2017 Share Option Incentive Scheme of the Company during the reporting period.

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.

As the 2017 share options granted by the Company have given rise to 22,143 thousand and 30,440 thousand potentially dilutive
ordinary share for the six months ended 30 June 2020 and the six months ended 30 June 2019, respectively, 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

Extraordinary item Amount
Non-operating income, other income and others 1,272,667
Gains/(Losses) from fair value change (121,434)
Investment income 57,351
Less: Losses on disposal of non-current assets 26,618
Less: Other non-operating expenses 28,670
Less: Asset impairment loss 7,165
Less: Effect of income tax 171,920
Less: Effect of non-controlling interests (after tax) 19,037
Total 955,174

MAJOR FINANCIAL INDICATORS OF THE GROUP PREPARED IN
ACCORDANCE WITH HKFRSs

Six months Six months

ended ended

Item 30 June 2020 30 June 2019

Basic earnings per share (RMB/share) ot 0.40 0.35

Weighted average return on net assets 5.28% 6.20%

Weighted average return on net assets after extraordinary items 2.56% 2.58%

30 June 31 December

Item 2020 2019
Net assets per share attributable to holders of ordinary shares of

the listed company (RMB/share) 8.92 6.82

Note:

Basic earnings per share 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.

THE AMOUNTS OF NET PROFIT AND SHAREHOLDERS’ EQUITY OF THE
GROUP FOR THE SIX MONTHS ENDED AND AS AT 30 JUNE 2020
CALCULATED IN ACCORDANCE WITH PRC ASBEs ARE FULLY
CONSISTENT WITH THOSE CALCULATED UNDER HKFRSs
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Summary of the Company’s Business

PRINCIPAL BUSINESSES

The Group is dedicated to the provision of ICT products and solutions that satisfy the needs of
customers, integrating design, development, production, sales and services with a special focus on
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’ network is focused on meeting carriers’ requirements in network evolution with the provision
of wireless access, wireline access, bearer networks, core networks, 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 informatization solutions for the government and corporations through the
application of products such as communications networks, I0T, big data and cloud computing.

The consumer business is focused on bringing experience in smart devices to customers while also
catering to the requirements of industry clients through the development, production and sales of
products such as smart phones, mobile data terminals, home information terminals and innovative fusion
terminals, 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, providing innovative technology and product solutions to customers in numerous countries and
regions around the world.

The Group owns complete end-to-end products and integrated solutions in the telecommunications
industry. Through a complete range of “wireless, wireline, cloud computing and terminal” products, we
have the flexibility to fulfil differentiated requirements and demands for fast innovation on the part of
different customers around the world.

In future, the Group will continue to focus on mainstream markets and products, enhancing customer’s
satisfaction as well as market share in an ongoing effort and constantly strengthening its product
competitiveness through persistent endeavours in proprietary innovation of core technologies, while
forging closer cooperation with partners with a more open-minded approach to build a mutually beneficial
industrial chain and embrace together the brilliant and best new era of “mobile smart interconnection of
all things”.

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 — (ll) 7. Analysis of the Group’s assets and liabilities” in this report.

TECHNOLOGICAL INNOVATION

Thanks to consistent investment in innovation over the years in line with its core 5G development
strategy, the Group is equipped with the ability to provide a complete range of end-to-end 5G solutions
and well-positioned to advance its large-scale global 5G commercial deployment on the back of its
leading technologies, products and solutions in wireless products, core networks, bearers, chips,
terminals and industrial applications.
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Summary of the Company’s Business

In connection with wireless products, the Group has won a number of second-phase 5G centralised
procurement projects of the domestic big three carriers, assisting China Mobile in the construction of a
5G SA network with the highest specifications, largest scale and most complete scenarios on a global
basis. We have also assisted China Telecom and China Unicom in the construction of the world’s largest
shared and jointly constructed 5G SA network capable of providing consecutive coverage above the Gb
level. The Group’s practical experience in large-scale 5G SA construction in China has provided a useful
example for 5G commercial applications elsewhere in the world.

The Group is equipped with the ability in chip design and development. Our full range of high-
performance wireless products based on our proprietary 7nm chip have helped carriers to build
evolution-ready 5G networks with maximum cost efficiency.

In addition to typical scenarios such as macro-coverage, indoors, hotspot streets and high-speed rail
tunnels, the full-scenario and full-frequency 5G products of the Group also provide coverage of special
scenarios such as air flight routes and surface ultra-high speed EMS trains. Our FAST (time and
frequency synchronisation), SuperDSS (super dynamic spectrum sharing), Massive MIMO performance
optimisation and other solutions have generally enhanced the ratio of network resource utilization.
Common Core, our fully integrated core network based on cloud native and an advanced micro-service
based architecture, have formed a most powerful brain supporting the integrated access of 2/3/4/5G and
IOT access, while also supporting 5G SA and NSA to deliver a one-stop architecture that facilitates swift
connection of services and intelligent end-to-end slicing deployment. Our Common Edge supports
multiple modes such as 4G/5G/WiFi and provides full-scenario MEC hardware, fully-integrated edge cloud
and an open platform. Our 5G news centre platform supports traditional SMS, GSMA UP2.4 rich media
news and business news. In April, the Group and Zhejiang Mobile connected the first call of 5G news. In
May, we completed the first service dispatch in the world. Our ubiquitous Al has contributed to energy
conservation and efficiency enhancement for networks on all fronts and provided support to business
innovation.

In the 5G bearer segment, we have completed the large-scale deployment of our full range of end-to-end
products. As at the end of June 2020, close to 100,000 units had been dispatched. The proprietary chip
for FlexE (Flex Ethernet), network processor and switch triplet which supports ultra-low latency has
yielded the best test indicators in power consumption leading peers by a significant gap, while the
indicator for ultra-high precision time protocol synchronisation technology has attained perfect
synchronisation under 3GPP, winning the highest rating of “Established Player” from GlobalData. In
connection with optical transmission, we have constructed more than 600 OTN networks around the
world featuring 100G/100G+. Our unique Flex Shaping technology has facilitated a 30% improvement in
100G+ transmission distance, making 100G+ deployment substantially easier and upgrade substantially
cheaper. Our ZXONE 9700 products have received the top “Leader” rating of GlobalData, an authoritative
third-party institution.

In fixed-line access, TITAN, our flagship product in optical access claims the largest capacity and highest
level of integration among peers. Our serialised optical and copper-wire access solutions based on
resource-sharing have expedited the integrated application of fixed and mobile 5G communication, as
investigations have been made in the support of simultaneous 5G+FTTH (Fiber to the home) using one
optical fibre to share FTTH network facilities and accelerate 5G deployment. We have deployed the
world’s largest PON-based mobile backhaul network in Indonesia, where more than 16,000 base stations
are supported through the Group’s FTTM (Fiber to the mobile) solution. Our OLT (Optical Line Terminal)
equipped with a built-in blade solution has expedited our home broadband and 5G service for better user
experience. Its unique built-in blade server features the integration of edge computing and access
equipment, and the trial commercial application of Access CDN has commenced at Zhejiang Mobile and
Anhui Mobile. Our PON and OLT have twice won the National Class Il Scientific and Technological
Progress Award.

10
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In the business of Big Video, our Big Video systems with an aggregate capacity of 130 million has
captured further market shares, leading the market in competitiveness and progress in commercial
application on the back of integration of CDN products. Our innovative 5G smart pavilion live broadcast
solution, the first of its kind in the world, has been put to application in numerous collaborations with the
big three carriers of China.

The Group has grown into a Chinese enterprise with a global track record of success in the
communication energy sector and an integrated network energy solution provider with global servicing
capabilities. As a pioneer in 5G power supply solutions, and a mainstream supplier for data centres, the
Group has been engaged in ongoing innovation to provide high-quality green energy solutions to global
customers. As at 30 June 2020, the energy products of the Group served 386 carriers in over 160
countries and regions with the successful completion of more than 280 data centre cases.

In the cloud video business, the Group provides users with integrated “5G+ smart video” industry
applications through the assortment of latest and most sought-after technologies in 5G, Cloud
Computing, Big Data and Al. Our recently announced operational grade uSmart cloud computer solution
has profoundly unlocked a new form of safe office to assist the speedy resumption of work and
production in the aftermath of the epidemic. Meanwhile, remote live broadcast, remote medical
consultation, remote interview and Al smart temperature have all played a part in making outstanding
contributions to the fight against the epidemic. In the financial market, the Group facilitated stable online
operation of the first new-generation omni-channel coordination centre at a major state-owned bank to
contribute to the digital transformation of the financial industry.

As one of the Group’s strategic products targeting the ICT sector developed on the back of 18 years of
R&D efforts and more than 100 licensed patents, our GoldenDB (distributed database), leading innovative
development in China’s basic financial technology field, has been successfully commissioned for CITIC
Bank’s credit card and core accounting business system as the only domestically developed distributed
database covering the full range of banking businesses and all types of services.

In 5G industry application, the Group advocates a scenario-focused and value-driven approach and the
principle of developing clouds on an as-needed basis and activating networks in tandem with the clouds.
The first defined integrated cloud network solution has been developed to empower the transformation
and upgrade of industries and extensive applications have been commenced in association with our
partners.

The Group is positioned within the first quadrant in terms of global patents and a major participant in and
contributor to global 5G technology research and standard formulation. As at 30 June 2020, the Group
had filed applications for approximately 76,000 patented assets globally, among which more than 36,000
patents had been licensed. We had filed patent applications for more than 4,100 chips and more than
5,000 5G patents in strategic global deployment, positioning ourselves within the first quadrant in terms
of strategic global 5G deployment. According to the February 2020 report of IPlytics, the Group has
submitted disclosures of 2,561 5G SEP (standard essential patents) to ETSI, ranking among the top three
globally. The Group is a member of more than 70 international organisations and forums for
standardisation, such as ITU, 3GPP, ETSI, IEEE, NGMN (The Next Generation Mobile Networks) and
CCSA (The China Communications Standards Association), and more than 60 specialists served in key
roles such as chairmen and reporters of leading international standardisation organisation.

11
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FINANCIAL RESULTS

Please refer to page 73 and page 220 of this report for the results of the Group for the six months ended 30
June 2020 prepared in accordance with PRC ASBEs and HKFRSs, respectively.

() REVIEW OF BUSINESS FOR THE FIRST HALF OF 2020

1. Overview of the domestic telecommunications industry for the first half of 2020

The domestic telecommunication industry sustained stable development during the first half of
2020. According to the data published by the Ministry of Industry and Information Technology of the
PRC, the domestic telecommunications sector reported revenue of RMB692.7 billion for the six
months ended 30 June 2020, representing year-on-year growth of 3.2%. Rapid growth was also
sustained in domestic mobile Internet access traffic flow with an average mobile Internet access
traffic volume (DOU) of 10.14 GB per user recorded for the month of June, representing year-on-
year growth of 29.3% and more 1.55 GB per user compared to last December.

During the first half of 2020, domestic carriers expedited the launch and completion of second-
phase 5G tenders, taking the development of 5G network to the stage of large-scale deployment,
which will usher in a new round of opportunities for development in sectors such as consumers
electronics, industrial manufacturing, port operation, mining, energy, railway transport, education and
new media, among others.

Note: Data derived from the “Economic Performance of the Telecommunications Industry in the First Half of 2020” published by
the Ministry of Industry and Information Technology of the PRC.

2. Overview of the global telecommunications industry for the first half of 2020

Investment in 5G was gaining pace around the world during the first half of 2020. According to the
statistics of Global mobile Suppliers Association (GSA), 84 carriers from 36 countries and regions
had launched 5G retail sales as at 30 June 2020. 5G terminals have been launched with growing
variety in types and models, as an increasing number of users were signing up for 5G services.

The outbreak of COVID-19 has exerted a certain impact on the global telecommunications industry
in the short term,as operations in technological exchange, business tender, project work and
delivery in certain countries have been suspended or postponed. From a longer-term perspective,
however, sound infrastructure facilities for communication and online applications (e.g., home office,
online teaching) will play an increasingly crucial role in the control of the epidemic and protection of
people’s livelihood.

Underpinned by new technologies such as 5G, Cloud Computing, Al and Big Data, the ICT industry
has continued to grow and expand, driving the digitalisation process in different industries and
facilitating rapid development of the digital economy in various countries.

3. Operating results of the Group for the first half of 2020

For the first half of 2020, the Group reported operating revenue of RMB47.199 billion, representing
a year-on-year increase of 5.81%, reflecting primarily the year-on-year growth in revenue from
carrier’'s network and government and corporate business. Net profit attributable to holders of
ordinary shares of the listed company for the six months ended 30 June 2020 amounted to
RMB1.857 billion, representing a year-on-year increase of 26.29%. Basic earnings per share
amounted to RMBO0.40.
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By market
The domestic market

For the reporting period, the Group’s operating revenue from the domestic market amounted
to RMB31.751 billion, accounting for 67.27% of the Group’s overall operating revenue. During
the first half of 2020, the Group maintained a stable overall market share with optimised
market positions in key cities. The deployment of new products such as data centre and edge
computing was completed in a satisfactory manner, forming a solid foundation for nurturing
long-term product competitiveness and making breakthrough in future market positions.

The international market

For the reporting period, the Group’s operating revenue from the international market
amounted to RMB15.448 billion, accounting for 32.73% of the Group’s overall operating
revenue. While the first half of 2020 was characterised by increasing uncertainties in the
international market, the Group overcame various difficulties and persisted in the globalisation
strategy with a consistent focus on the carriers of populous nations and leading multinational
carriers, as it reported overall stability in its international operations with an optimised revenue
mix and further improvements in turnover efficiency.

By business segment

For the reporting period, the Group’s operating revenue for carriers’ networks, government and
corporate business and consumer business amounted to RMB34.970 billion, RMB4.816 billion
and RMB7.413 billion, respectively.

Carriers’ network

During the first half of 2020, the competitiveness of the Group’s products in carriers’ network
was further enhanced, as it reported considerable breakthroughs in the international as well as
domestic markets.

In connection with wireless products, the Group continued to command a pivotal role in the
innovation of 5G technologies and applications as a first-quadrant player in terms of 5G
industrialisation. The Group has secured 46 5G commercial contracts globally, covering major
5G markets such as China, Europe, Asia Pacific and the Middle East. The Group was actively
involved in the second-phase 5G tendering of the big three domestic carriers, establishing
itself firmly in the first quadrant in the domestic market. In connection with wireline products,
the marketing of our proprietary specialised core chip featuring high integration density, high
performance and low power consumption has significantly enhanced our competitiveness in
wireline products, while we held a second-place global ranking in terms of the aggregate
shipment volumes for PON, FTTx and 100G optical transmission networks. In connection with
video and energy products, the Group offered a full range of products, such as video
conference, video 10T and cloud computer, on the back of its technologies in video encoding/
decoding, access, transmission and storage, which will form a new growth niche for carriers’
network in the 5G era.

Government and corporate business

The Group is well-trusted by clients in the government and corporate business, having been
involved in the segment for over a decade with in-depth development of the traditional key
market sectors like energy, transportation, government affair and finance. Core products
developed by the Group, such as server, video, digital communication, database and operating
system, have enjoyed extensive applications in the government and corporate sector. During
the first half of 2020, the Group was engaged in active efforts to develop new applications for
the infrastructure and 5G sectors and popular new segments such as digital transformation
and upgrade, while vigorously marketing its proprietary products to enhance the
competitiveness of its two principal product types, namely, computing and connection, in an
ongoing effort to optimise its market position.
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Consumer business

The Group’s consumer business involves handset, mobile data terminal, home information
terminal and integrated innovative terminal. The handset business focuses on the 5G terminal
in an active effort to explore the domestic and international carrier and consumer markets,
while the mobile data terminal business was targeted at the carriers’ market. We have been a
consistent global leader in home information terminal and integrated innovative terminal,
thanks to our formidable strengths in R&D, customisation and delivery, as well as our
longstanding intensive cooperation with upstream component manufacturers and downstream
carriers along the industry chain.

(I) 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 set out in this report.

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

Unit: RMB in thousands

Year-on-
year
Year-on- Year-on- increase/
year 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 47,199,373 100% 31,418,303 33.43% 5.81% 15.85% (5.78)
Total 47,199,373 100% 31,418,303 33.43% 5.81% 15.85% (5.78)
Il. By business segment
Carriers’ networks 34,969,589 74.09% 22,260,793 36.34% 7.65% 23.98% (8.39)
Government and
corporate business 4,816,598 10.20% 3,455,139 28.27% 2.48% 16.59% (8.68)
Consumer business 7,413,186 15.71% 5,702,371 23.08% (0.15%) (8.03%) 6.60
Total 47,199,373 100% 31,418,303 33.43% 5.81% 15.85% (5.78)
Ill. By region
The PRC 31,751,164 67.27% 21,910,519 30.99% 15.79% 33.80% (9.29)
Asia (excluding the PRC) 6,923,102 14.67% 3,856,222 44.30% (11.33%) (14.72%) 2.21
Africa 2,522,750 5.34% 1,147,424 54.52% (7.09%) (24.17%) 10.25
Europe, Americas and
Oceania 6,002,357 12.72% 4,504,138 24.96% (9.93%) (4.34%) (4.39)
Total 47,199,373 100% 31,418,303 33.43% 5.81% 15.85% (5.78)
(1) Analysis of change in revenue

The Group reported RMB47,199,373,000 in operating revenue for the six months ended 30
June 2020, a 5.81% increase as compared to the same period last year. Operating revenue
from domestic business amounted to RMB31,751,164,000, increasing by 15.79% as compared
to the same period last year; operating revenue from international business amounted to
RMB15,448,209,000, decreasing by 10.12% as compared to the same period last year.
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Analysed by business segment, the Group reported year-on-year growth in operating revenue
for the first half of 2020, reflecting mainly year-on-year growth in revenue from carriers’
network and government and corporate business. For the first half of 2020, the Group
reported a 7.65% year-on-year growth in operating revenue from carriers’ network, reflecting
mainly year-on-year growth in revenue from 5G system equipment and core networks in the
domestic market. For the first half of 2020, the Group reported a 2.48% year-on-year growth
in operating revenue from government and corporate business, reflecting mainly year-on-year
growth in revenue from optical transmission products in the international and domestic
markets and servers and railway transportation systems integration in the domestic market.

(2) Changes in the scope of consolidation for the reporting period 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 Six months ended Year-on-year

30 June 2020 30 June 2019 Nete 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)
47,199,373 31,418,303 33.43% 44,561,890 27,086,193  39.22% 5.92% 15.99% (5.79)

Note: Figures of operating revenue and operating costs for the six months ended 30 June 2019 are stated after exclusion
of operating revenue and operating costs of subsidiaries deconsolidated for the six months ended 30 June 2020.

ZTE Singapore Pte Ltd, ZTE (Albania) Limited, ZICT (Nigeria) Limited, ZTE (Lithuania) Limited,
Shenzhen Zhongrui Detection Technology Co., Ltd and Foshan Zhongxing Gaojian New Energy
Technology Limited completed deregistration with industrial and commercial administration
authorities on 6 January 2020, 20 January 2020, 27 February 2020, 10 March 2020, 9 May
2020 and 12 May 2020, respectively, and the aforesaid companies have been excluded from
the consolidated financial statements of the Group as from the respective dates on which such
deregistrations were completed.

Zhongxing New Energy Automobile Company Limited, a subsidiary of the Company, completed
the disposal of 5.1% equity interests in Shenzhen Zhongxin New Energy Technology Company
Limited on 4 March 2020. Shenzhen Zhongxin New Energy Technology Company Limited and
its subsidiaries have been excluded from the consolidated financial statements of the Group as
from 4 March 2020.

2. Breakdown of the Group’s costs by principal items

Unit: RMB in thousands

Six months ended Six months ended
30 June 2020 30 June 2019
As a As a

percentage percentage Year-on-year

of operating of operating increase/

Industry Item Amount costs Amount costs decrease

Manufacturing of Raw materials 23,951,198 76.23% 19,859,301 73.23% 20.60%

communication Engineering 5,988,551 19.06% 6,103,113 22.50% (1.88%)
equipment costs

Total 29,939,749 95.29% 25,962,414 95.73% 15.32%
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3. Breakdown of the Group’s expenses by principal items

Unit: RMB in thousands

Six months Six months Year-on-year

ended ended increase/

Item 30 June 2020 30 June 2019 decrease
Selling and distribution expenses 3,940,595 4,025,746 (2.12%)
Administrative expenses 2,265,126 2,538,508 (10.77%)
Finance expenses 632,833 662,809 (4.52%)
Income tax 517,590 412,914 25.35%

4. Research and development expense of the Group

Unit: RMB in thousands

Six months Six months
ended 30 June ended 30 June Year-on-year
Item 2020 2019 increase/decrease
Amount of R&D expense 6,637,376 6,471,866 2.56%
R&D expense as a percentage of Decreased by 0.45
operating revenue 14.06% 14.51% percentage points
Amount of capitalised R&D expense 1,112,693 1,016,546 9.46%
Increased by
Capitalised R&D expense as a 1.05 percentage
percentage of R&D expense 16.76% 15.71% points
5. Breakdown of the Group’s cash flow
Unit: RMB in thousands
Six months Six months Year-on-year
ended ended increase/
Item 30 June 2020 30 June 2019 decrease
Sub-total of cash inflows from
operating activities 56,586,446 49,563,207 14.17%
Sub-total of cash outflows from
operating activities 54,545,676 48,296,590 12.94%
Net cash flows from operating
activities 2,040,770 1,266,617 61.129%Note 1
Sub-total of cash inflows from
investing activities 1,810,774 1,789,932 1.16%
Sub-total of cash outflows from
investing activities 9,458,696 6,657,961 42.07%
Net cash flows from investing
activities (7,647,922) (4,868,029) (57.119%)Note 2
Sub-total of cash inflows from
financing activities 47,536,790 23,807,769 99.67%
Sub-total of cash outflows from
financing activities 33,606,453 14,781,723 127.35%
Net cash flows from financing
activities 13,930,337 9,026,046 54.33%Note 3
Net increase in cash and cash
equivalents 8,469,212 5,502,549 53.91%
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Note 1: Reflecting mainly the increase in cash received from the sales of goods and provision of labour services by the Group

during the period;

Note 2: Reflecting mainly the increase in cash paid in connection with investing activities by the Group during the period;

Note 3: Reflecting mainly the increase in cash received as investment by the Group during the period.

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 56. Supplemental
Information for the Cash Flow Statement” to the financial statements prepared under PRC ASBEs.

Reasons for substantial changes in the Group’s principal business and its structure, profit mix
and profitability

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 2020, the Group reported operating profit of RMB2,840,600,000, a year-on-
year increase by 21.283%, which was attributable mainly to the reduction in bad debt
impairment; loss of trade receivable; expenses for the period amounted to
RMB13,475,930,000, a year-on-year decrease by 1.63%, which was mainly attributable to the
effect of the epidemic and strengthened control over expenses; investment gain decreased
90.41% to RMB30,257,000, which was attributable mainly to the decrease in gains on disposal
of listed equity interests by fund partnerships under ZTE Capital during the period; net non-
operating income and expenses amounted to RMB371,000, representing a year-on-year
increase of 100.35%, which reflected mainly to the payment of default penalty to Shenzhen
Investment Holdings Co., Ltd. during the same period last year.

Changes in the profitability (gross profit margin) of the principal business during the reporting
period compared to the same period last year are set out as follows:

The Group’s gross profit margin for the first half of 2020 was 33.43%, a reduction of 5.78
percentage points compared to the same period last year, reflecting mainly the year-on-year
decline in gross profit margins for the carriers’ networks and government and corporate
business. The year-on-year decline in the gross profit margin of carriers’ networks reflected
the increase in revenue from low-margin domestic products as a percentage of total revenue,
while the year-on-year decline in the gross profit margin of government and corporate
business reflected decline in the gross profit margin of the government and corporate
business of domestic subsidiaries and the increase in revenue from low-margin domestic
products as a percentage of total revenue.
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7.

Analysis of the Group’s assets and liabilities

(1)

2)

Change in assets and liabilities

As at 30 June 2020

Unit: RMB in thousands

As at 31 December 2019 Year-on-year

increase/
decrease in
As a As a percentage of
percentage percentage  total assets
of total of total  (percentage
Item Amount assets Amount assets points)
Total assets 165,432,364 100% 141,202,135 100% —
Cash 45,867,997 27.73% 33,309,347 23.59% 414
Trade receivables 16,898,230 10.21% 19,778,280 14.01% (3.80)
Inventories 37,179,092 22.47% 27,688,508 19.61% 2.86
Investment properties 1,960,864 1.19% 1,957,242 1.39% (0.20)
Long-term equity
investments 2,292,452 1.39% 2,327,288 1.65% (0.26)
Fixed assets 10,314,505 6.23% 9,383,488 6.65% (0.42)
Construction in
progress 845,174 0.51% 1,171,716 0.83% (0.32)
Short-term loans 16,619,177 10.05% 26,645,966 18.87% (8.82)
Long-term loans due
within one year 718,638 0.43% 612,261 0.43% —
Long-term loans 21,835,076 13.20% 10,045,093 7.11% 6.09

Assets and liabilities measured at fair value

Unit: RMB in thousands

Gains/
losses Cumulative
arising from  fair value Amount Amount
fair value change Impairment purchased disposed of
Opening change for dealt with charge for for the for the Closing
Item balance the period in equity the period period period balance
Financial assets
Including: 1. Trading financial assets
(excluding derivative
financial assets) 560,662 479,288 - - 119,242 164,086 1,066,532
2. Derivative financial
assets 106,065 (75,110) 192 - - - 31,147
3. Other debt investment 2,430,389 - - 1,013 7,804,375 6,246,365 3,987,386
4. Investment in
other equity
instruments Nete ! 1,594,254 (24,515) - - 1,344 83,421 1,530,232
Sub-total of financial assets 4,691,370 379,663 192 1,013 7,924,961 6,493,872 6,615,297
Investment properties 1,957,242 3,622 - - - — 1,960,864
Productive living assets - - - - - - -
Others - - - - - - -
Total 6,648,612 383,285 192 1,013 7,924,961 6,493,872 8,576,161
Financial liabilities Nete 2 126,223 5,561 (257) - - - 131,527

Note 1:

Note 2:

Financial liabilities included derivative financial liabilities.
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Assets of the Group are stated at historical costs, except for derivative financial instruments,
equity and debt investments at fair value through current profit and loss, account receivables
and investment properties at fair value through other comprehensive income, which are
measured at fair value.

There was no substantial change to the measurement attributes of the principal assets of the
Group during the reporting period.

For details of assets of the Company subject to restrictions in ownership or use as at the
end of the reporting period, please refer to Note V. 57 “Assets subject to restrictions in
ownership or use” to the financial reports prepared under PRC ASBEs.

Analysis of investments

(1)

2)

3

Overview

The Company’s long-term equity investments at the end of the reporting period amounted to
RMB2,292,452,000, representing a decrease of 18.03% compared to RMB2,796,606,000 as at
30 June 2019. Other third-party investments amounted to approximately RMB2,596,764,000,
representing an increase of 17.18% compared to RMB2,215,993,000 as at 30 June 2019.

The Company did not conduct any significant equity investment or significant non-equity
investment during the reporting period.

Financial assets at fair value

Unit: RMB in ten thousands

Gains/
losses

arising  Cumulative

from fair fair value Amount Amount
Initial value change dealt purchased disposed of Cumulative
investment change for with in for the for the investment Closing
Asset type cost the period equity period period gain balance Source of funds
Stock 14,950.86  47,671.97 - 1,394.16 9,156.60 21,195.20  100,378.84 lIssue fund, internal funds and
conversion of debt interests into
equity interests
Financial - (7,511.00) 19.20 - - 7,047.45 3,114.67 Internal funds
derivatives
instruments
Others Mo 373,268.34  (2,194.63) - 791,101.92  640,230.62 3,989.63  558,036.22 Issue fund and internal funds
Total 388,219.20  37,966.34 19.20  792,496.08  649,387.22 32,232.28  661,529.73 —

Note: “Others” includes entrusted fund management, receivable financing and equity investments at fair value through
current profit or loss.
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4)
@

Investment in financial assets

Investment in securities

A.

Investment in securities as at the end of the reporting period

Unit: RMB in ten thousands

Gains/loss  Cumulative

Book value arising from fair value Amount Amount  Gain/loss
atthe  fair value change  purchased disposed for the  Book value
Type of Initial ~ Accounting beginning of change for  accounted  during the  during the  reporting at the end of Accounting
securities  Stock code Stock name investment  method the period  the period for in equity period period period  the period classification Source of funds
Stock 002902 Mentec "ot 379.30  Fair-value 4,102.22 (1,600.37) - - 1,328.35 (418.70) 2,390.30 Trading financial assets Issue fund
measurement
Stock 300691 Union Optech "ot¢2 1,277.63  Fair-value 4,743.33 (3,124.36) - - 4,303.22 (201.44) 506.27 Trading financial assets Issue fund
measurement
Stock 002796 Shijia Science & 789.69  Fair-value 2,776.63 (1,986.94) - - 3,525.03 574.99 — Trading financial assets Issue fund
Technology " measurement
Stock 002579 China Eagle Electronic "2 1,382.31  Fair-value - (13.40) - 1,382.31 - (2.76) 1,368.91 Trading financial assets Issue fund
measurement
Stock 603068 Beken o3 2,175.99  Fair-value 9,097.11 (54.20) - - - (12.68) 9,042.91 Trading financial assets Issue fund
measurement
Stock 688019 Anji Technology "'¢* 4,350.00  Fair-value 27,512.92 52,616.08 - - - 52,704.03 80,129.00 Trading financial assets Issue fund
measurement
Stock 688300 Novoray "e® 1,000.83  Fair-value 4,090.50 2,099.70 - - - 2,149.70 6,190.20 Trading financial assets Issue fund
measurement
Stock 601258 ST PD Group Me# 11,85  Fair-value - 0.10 - 11.85 - 0.10 11.95 Trading financial assets Conversion of
measurement debt interests
into equity
interests
Stock ENA: TSV Enablence Technologies "*¢® 358326  Fair-value 1,003.94 (264.64) - - - (264.64) 739.30 Other non-current Internal funds
measurement financial assets
Other securities investments held at the end of the period - - - - - - - - - - -
Total 14,950.86 - 53,326.65  47,671.97 - 1,394.16 9,156.60  54,528.60  100,378.84 - -

Note 1: The Company and ZTE Capital held in aggregate 31% equity interests in Zhonghe Chunsheng Fund
I, a partnership reported in the consolidated financial statements of the Company. Figures
corresponding to Mentech are provided with Zhonghe Chunsheng Fund | as the accounting
subject;

Note 2: The Company and ZTE Capital held in aggregate 31.79% equity interests in Jiaxing Fund, a
partnership reported in the consolidated financial statements of the Company. Figures
corresponding to Union Optech, Shijia Science & Technology and China Eagle Electronic are
provided with Jiaxing Fund as the accounting subject;

Note 3: The Company and Changshu Changxing Capital Management Company Limited, a wholly-owned
subsidiary of ZTE Capital, held in aggregate 25.83% equity interests in Zhonghe Chunsheng Fund
Ill, a partnership reported in the consolidated financial statements of the Company. Figures
corresponding to Beken, Anji Technology and Novoray are provided with Zhonghe Chunsheng
Fund Il as the accounting subject;

Note 4: Following the implementation of the reorganisation plan of ST PD Group during the first half of
2020, the debt interests of Shenzhen Zhongxing Cloud Service Company Limited (“Zhongxing
Cloud”), a wholly-owned subsidiary of the company, in ST PD Group were converted into shares
of ST PD Group. Figures corresponding to ST PD Group are provided with Zhongxing Cloud as
the accounting subject;

Note 5: 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 HKD8,103,200, equivalent to
approximately RMB7,393,000 based on the Company’s foreign currency statement book exchange
rate (HKD1: RMB0.91235) on 30 June 2020.
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Details in investment in securities during the reporting period

a.

Shareholdings in Mentech

During the first half of 2020, Zhonghe Chunsheng Fund | transferred 520,000
shares in Mentech (a company listed on the Small and Medium Enterprise
Board of the Shenzhen Stock Exchange). As at the end of the reporting
period, Zhonghe Chunsheng Fund | held 1,248,200 shares in Mentech,
accounting for 0.59% of the total share capital of Mentech.

Shareholdings in Union Optech

During the first half of 2020, Jiaxing Fund transferred 2,250,000 shares in
Union Optech (a company listed on the GEM Board of the Shenzhen Stock
Exchange) it held. As at the end of the reporting period, Jiaxing Fund held
333,500 shares in Union Optech, accounting for 0.15% of the total share
capital of Union Optech.

Shareholdings in Shijia Science & Technology

During the first half of 2020, Jiaxing Fund transferred 771,300 shares in Shijia
Science & Technology (a company listed on the Small and Medium Enterprise
Board of the Shenzhen Stock Exchange) it held. As at the end of the
reporting period, Jiaxing Fund no longer held any shares in Shijia Science &
Technology.

Shareholdings in China Eagle Electronic

During the first half of 2020, Zhuhai Topsun Electronic Technology Co.,Ltd.
(“Zhuhai Topsun”) was acquired by China Eagle Electronic (a company listed
on the Small and Medium Enterprise Board of the Shenzhen Stock Exchange).
Following the completion of the acquisition, the shares in Zhuhai Topsun held
by Jiaxing Fund were converted into shares in China Eagle Electronic. As at
the end of the reporting period, Jiaxing Fund held 1,063,600 shares in China
Eagle Electronic, accounting for 0.27% of the total share capital of China
Eagle Electronic.

Shareholdings in Beken

As at the end of the reporting period, Zhonghe Chunsheng Fund Il held
1,122,200 shares in Beken (a company listed on the Shanghai Stock
Exchange), accounting for 0.81% of the total share capital of Beken.

Shareholdings in Anji Technology

As at the end of the reporting period, Zhonghe Chunsheng Fund Ill held
2,314,509 shares in Anji Technology (a company listed on the STAR Market of
the Shanghai Stock Exchange), accounting for 4.36% of the total share capital
of Anji Technology.

Shareholdings in Novoray

As at the end of the reporting period, Zhonghe Chunsheng Fund Il held
1,000,000 shares in Novoray (a company listed on the STAR Market of the
Shanghai Stock Exchange), accounting for 1.16% of the total share capital of
Novoray.

Shareholdings in ST PD Group

ST PD Group (a company listed on the Shanghai Stock Exchange)underwent
reorganisation in the first half of 2020 and, following the implementation of the
reorganisation plan, Zhongxing Cloud’s debt interests in ST PD Group were
converted into shares of ST PD Group. As at the end of the reporting period,
Zhongxing Cloud held 108,900 shares in ST PD Group, accounting for
0.001% of the total share capital of ST PD Group.
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i 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 investment 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 investment of CAD4.62 million. As at the
end of the reporting period, ZTE HK held 95,000,000 shares in Enablence
Technologies, accounting for 14.80% of its total share capital.

J- 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.

Entrusted fund management

A.

General information of the Group’s entrusted fund management during the reporting
period is set out in the table below:

Unit: RMB in ten thousands

Overdue and
Amount Outstanding unrecovered

Product type Source of funds incurred Nete balance amount
Bank financial product Internal funds 7,000 7,000 —
Total 7,000 7,000 -

Note: The amount incurred under entrusted management represents the maximum daily balance under
entrusted fund management during the reporting period, namely, the maximum value of the daily
outstanding aggregate balance under entrusted fund management during the reporting period.

The Group did not have high-risk entrusted fund management with individually
material amounts, low level of security, poor liquidity or non-guaranteed repayment.

The Group did not expect any principal amount under the Group’s entrusted fund
management to be irrecoverable or other situations that might result in impairment.

©) Derivative investments

Unit: RMB in ten thousands

Closing balance of
investment

amount as a
percentage of net
Initial investment Opening Amount Amount  Impairment assets "3 of the  Actual profit
Whether a amount in the balance of purchased  disposed of provision Closing balance ~ Company at the  or loss for
Name of party operating  Connected d Type of deri derivati investment during the  during the amount  of investment end of the period the reporting
the derivative i lationshi i Note 1 i Start date  End date amount Mot period period (if any) amount (%) period
Financial institution N/A No Foreign exchange - 2019/9/16  2021/6/18 196,739.61 46,516.64  160,699.16 - 82,557.09 2.01% (156.49)
forwards
Financial institution N/A No Foreign exchange - 201911115 2021/3/15 269,892.49 51,347.66  254,047.11 - 67,193.04 1.63% (127.37)
forwards
Financial institution N/A No Foreign exchange - 202019 2021/5/13 35,797.75 54,726.92 39,486.72 - 51,037.95 1.24% (96.74)
forwards
Other financial institutions ~ N/A No Foreign exchange - 2019/8/19  2022/12/26 979,575.89 405,645.75  1,048,117.71 - 337,103.93 8.19% (639.08)
forwards/interest
rate swap/
structured
forwards
Total - - - 1,482,005.74 558,236.97  1,502,350.70 - 537,802.01 13.07% (1,019.68)
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Source of funds for derivative investment Internal funds
Litigation (if applicable) Not involved in any litigation

Date of announcement of the Board of Directors “Announcement Resolutions of the Forty-sixth Meeting of the Seventh

in respect of the approval of derivative Session of the Board of Directors” and “Overseas Regulatory Announcement

investments (if any) Announcement on the Application for Derivative Investment Limits for 2019,”
both dated 27 March 2019, and “Announcement Resolutions of the Fifteen
Meeting of the Eighth Session of the Board of Directors” and “Overseas
Regulatory Announcement Announcement on the Application for Derivative
Investment Limits for 2020,” both dated 27 March 2020.

Date of announcement of the general meeting in “Announcement on Resolutions of the 2018 Annual General Meeting” dated
respect of the approval of derivative 30 May 2019 and “Announcement on Resolutions of the 2019 Annual
investments (if any) General Meeting” dated 19 June 2020.

Risk analysis and control measures (including  Value-protection derivative investments were conducted by the Company

but not limited to market risks, liquidity risks, during the first half of 2020. The major risks and control measures are

credit risks, operational risks and legal risks) in discussed as follows:

respect of derivative positions during the

reporting period 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;

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.
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Changes in the market prices or fair values of
invested derivatives during the reporting period, during the reporting period. Total loss recognised for 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

10.

Note 1: Derivative
of such derivative investments.

Note 2:

Note 3:

The Company has recognised gains/losses from investments in derivatives

amounted to RMB10 million, comprising losses from fair-value change of
RMB80 million and recognised investment gains of RMB70 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
the provisions of relevant laws and regulations and of the Articles of
Association.

investments are classified according to the financial institutions involved and the types

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.

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.

Material disposals of assets and equity interests by the Group during the reporting period.

OApplicable

v'N/A

Analysis of principal subsidiaries and investee companies

Unit: RMB in thousands

Corporate  Principal Industry in which it Total Operating  Operating
Name of company type operations operates Registered capital assets Net assets revenue profit  Net profit
Zhongxing Software Subsidiary Software development Software development  RMB51.08 million 10,359,296 2,936,216 9,280,271 1,768,920 1,752,422
ZTE Capital Subsidiary Entrusted management Investment fund RMB30 million 1,859,622 1,806,893 - 583,660 577,524
and venture
investment fund
Zhongxing Subsidiary Design, production and Design, production and ~ RMB131,578,947 8,226,506 4,873,420 6,024,545 332,836 330,820
Microelectronics sales of integrated sales of integrated
circuit circuit
ZTE HK Subsidiary Sales of and technical Sales of and technical ~ HKD995 million 19,208,134 744,616 4,758,410 (344,133) (381,556)
support for support for
communication communication
products products

For information of other subsidiaries and principal investee companies, please refer to Note XIV.4
“Long-term equity investments” and Note VII to the financial report prepared in accordance with

PRC ASBEs.
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During the reporting period, 4 subsidiaries made a material impact on the consolidated operating
results and 4 of them reported year-on-year change in operating results of more than 30%:
Zhongxing Software reported year-on-year growth in net profit of 100.72%, reflecting mainly growth
in revenue; ZTE Capital reported year-on-year increase in net profit of 164.24%, reflecting mainly
the increase in fair-value gain on stocks of listed companies held by subsidiary fund partnerships
under ZTE Capital for the period; Zhongxing Microelectronics reported year-on-year increase in net
profit of 240.88%, reflecting mainly growth in revenue; ZTE HK reported year-on-year decrease in
net profit of 196.54%, reflecting mainly reduction in revenue.

For details of subsidiaries acquired or disposed of during the reporting period and their impact,
please refer to Note VI to the financial statements prepared under ASBEs.

There was no structured entity under the control of the Company within the meaning of “ASBEs
No. 41 — Disclosure of Interests in Other Entities.”

MANAGEMENT DISCUSSION AND ANALYSIS UNDER HKFRSs

The financial data below are extracted from the Group’s unaudited financial statements prepared in
accordance with HKFRSs. The following discussion and analysis should be read in conjunction with the
Group’s financial statements and the accompanying notes as set out in this report.

Revenue

The following table sets out the revenue attributable to the major business segments of the Group for the
periods indicated, in monetary amount and as a percentage of the total operating revenue:

Unit: RMB in millions

For the six months ended For the six months ended
30 June 2020 30 June 2019

As a percentage As a percentage

of operating of operating

Business segment Revenue revenue Revenue revenue

Carriers’ networks 34,969.6 74.1% 32,485.2 72.8%
Government and corporate

business 4,816.6 10.2% 4,700.0 10.5%

Consumer business 7,413.2 15.7% 7,424.0 16.7%

Total 47,199.4 100.0% 44,609.2 100.0%

The following table sets out the revenue of the Group attributable to the PRC, Asia (excluding the PRC),
Africa, Europe, the Americas and Oceania for the periods indicated, in monetary amount and as a
percentage of the total operating revenue:

Unit: RMB in millions

For the six months ended For the six months ended
30 June 2020 30 June 2019

As a percentage As a percentage

of operating of operating

Regions Revenue revenue Revenue revenue

The PRC 31,751.2 67.3% 27,421.7 61.5%

Asia (excluding the PRC) 6,923.1 14.7% 7,807.7 17.5%

Africa 2,522.7 5.3% 2,715.3 6.1%
Europe, the Americas and

Oceania 6,002.4 12.7% 6,664.5 14.9%

Total 47,199.4 100.0% 44,609.2 100.0%
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The Group reported RMB47,199.4 million in operating revenue for the six months ended 30 June 2020, a
5.8% increase as compared to the same period last year. Operating revenue from domestic business
amounted to RMB31,751.2 million, increasing by 15.8% as compared to the same period last year;
operating revenue from international business amounted to RMB15,448.2 million, decreasing by 10.1% as
compared to the same period last year.

Analysed by business segment, the Group reported year-on-year growth in operating revenue for the first
half of 2020, reflecting mainly year-on-year growth in revenue from carriers’ networks and government
and corporate business. For the first half of 2020, the Group reported a 7.6% year-on-year growth in
operating revenue from carriers’ network, reflecting mainly year-on-year growth in revenue from products
such as 5G system equipment and core network in the domestic market. For the first half of 2020, the
Group reported a 2.5% year-on-year growth in operating revenue from government and corporate
business, reflecting mainly year-on-year growth in revenue from optical transmission products in
international as well as domestic markets, server and railway transportation integration in the domestic
market.

Cost of Sales and Gross Profit

The following tables set out (1) the cost of sales of the Group and cost of sales as a percentage of total
operating revenue and (2) the Group’s gross profit and gross profit margin for the periods indicated:

Unit: RMB in millions

For the six months ended For the six months ended
30 June 2020 30 June 2019

As a percentage As a percentage

of business of business

segment segment

Business segment Cost of sales revenue Cost of sales revenue

Carriers’ networks 22,547.2 64.5% 18,665.9 57.5%
Government and corporate

business 3,483.5 72.3% 3,059.9 65.1%

Consumer business 5,733.7 77.3% 6,332.5 85.3%

Total 31,764.4 67.3% 28,058.3 62.9%

Unit: RMB in millions
For the six months ended For the six months ended
30 June 2020 30 June 2019

Gross profit Gross profit

Business segment Gross profit margin Gross profit margin

Carriers’ networks 12,422.4 35.5% 13,819.3 42.5%
Government and corporate

business 1,333.1 27.7% 1,640.1 34.9%

Consumer business 1,679.5 22.7% 1,091.5 14.7%

Total 15,435.0 32.7% 16,550.9 37.1%

Cost of sales of the Group for the first half of 2020 increased by 13.2%, year-on-year, to RMB31,764.4
million, reflecting mainly year-on-year growth in the cost of carriers’ network and government and
corporate business. The Group’s overall gross profit margin decreased by 4.4 percentage points to 32.7%
for the first half of 2020, reflecting lower gross profit margin for carriers’ network and the government and
corporate business.
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Cost of sales of the Group’s carriers’ networks for the first half of 2020 amounted to RMB22,547.2
million, a 20.8% increase compared to the same period last year. The relevant gross profit margin was
35.5%, compared to 42.5% for the same period last year. The lower gross profit margin for carriers’
network reflected mainly increase in revenue from low-margin domestic products as a percentage of total
revenue.

Cost of sales of the Group’s government and corporate business for the first half of 2020 amounted to
RMB3,483.5 million, a 13.8% increase compared to the same period last year. The relevant gross profit
margin was 27.7%, compared to 34.9% for the same period last year. The lower gross profit margin for
the government and corporate business reflected mainly decline in gross profit margin for the government
and corporate business of domestic subsidiaries and the increase in revenue from domestic low-margin
products as a percentage of total revenue.

Cost of sales of the Group’s consumer business for the first half of 2020 amounted to RMB5,733.7
million, decreasing by 9.5% compared to the same period last year. The relevant gross profit margin was
22.7%, compared to 14.7% for the same period last year. The higher gross profit margin for the
consumer business reflected mainly improved gross profit margin for handset products in the domestic
market and home terminals in the international market.

Other Income and Gains

Other income and gains of the Group for the first half of 2020 amounted to RMB2,157.5 million,
representing an 18.6% increase compared to RMB1,818.5 million for the same period last year, reflecting
mainly the increase in the Group’s interest income for the period.

Research and Development Costs

The Group’s research and development costs for the first half of 2020 increased by 2.6% to RMB6,637.4
million from RMB6,471.9 million for the same period last year as the Group’s consistent investment in
core technologies such as 5G wireless, core network, bearer, access and chips during the period.
Research and development costs as a percentage of operating revenue decreased by 0.4 percentage
point to 14.1%, as compared to 14.5% for the same period last year.

Selling and Distribution Expenses

The Group’s selling and distribution expenses for the first half of 2020 decreased by 2.1% to
RMB3,940.6 million from RMB4,025.7 million for the same period last year, attributable primarily to the
impact of the epidemic and the Group’s stronger effort in control over selling expenses during the period.
Selling and distribution expenses as a percentage of operating revenue decreased by 0.7 percentage
point to 8.3%, compared to 9.0% for the same period last year.

Administrative Expenses

Administrative expenses of the Group for the first half of 2020 decreased by 10.6% to RMB2,474.7
million, as compared to RMB2,767.0 million for the same period last year. Such decrease reflected mainly
the decrease in staff cost for the period. Administrative expenses as a percentage of operating revenue
decreased by 1.0 percentage point to 5.2%, compared to 6.2% for the same period last year.

Credit Impairment Loss

Credit impairment loss of the Group for the first half of 2020 amounted to RMB279.1 million, representing

a decrease of 80.3% compared to RMB1,416.1 million for the same period last year, which was mainly
attributable to the decrease in the Group’s bad debts provision for trade receivables for the period.
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Loss on Disposal of Financial Assets Measured at Amortised Cost

Loss on disposal of financial assets measured at amortised cost of the Group for the first half of 2020
amounted to RMB69.8 million, representing a decrease of 17.0% compared to RMB84.1 million for the
same period last year, reflecting mainly the decrease in the Group’s international factored interest without
recourse for the period.

Other Expenses

Other expenses primarily include non-operating expenses, loss on fair value changes and exchange loss.
Other expenses of the Group for the first half of 2020 was RMB438.2 million, representing an increase of
13.5% from RMB386.0 million for the same period last year, which was attributable primarily to the
increase in the Group’s exchange loss for the period.

Profit from Operating Activities

The Group’s profit from operating activities for the first half of 2020 amounted to RMB3,752.8 million,
increasing by 16.6% as compared to RMB3,218.7 million for the same period last year, attributable
mainly to the decrease in the Group’s bad debts provision for trade receivables for the period. Operating
profit margin was 8.0%, increasing by 0.8 percentage point compared to 7.2% for the same period last
year.

Finance Costs

Finance costs of the Group for the first half of 2020 amounted to RMB847.9 million, increasing by 3.0%
compared to RMB823.1 million for the same period last year, which was attributable mainly to the
Group’s higher interest expenses in line with the increase in financing for the period.

Income Tax Expense

The Group’s income tax expense for the first half of 2020 was RMB517.6 million, increasing by 25.4%
compared to RMB412.9 million for the same period last year, reflecting mainly the increase in the
Group’s profit for the period.

Profit Attributable to Non-Controlling Interests

The Group’s profit attributable to non-controlling interests for the first half of 2020 amounted to
RMB449.9 million, increasing by 148.6% compared to RMB181.0 million for the same period last year,
which was attributable mainly to the increase in profit for the Group’s subsidiaries with a higher level of
minority interests for the period.

Other Comprehensive Income

Other comprehensive income of the Group for the first half of 2020 amounted to RMB-115.5 million,
compared to RMB51.1 million for the same period last year, reflecting mainly the Group’s losses on
translation of the Group’s statements denominated in foreign currencies owing to exchange rate
fluctuation for the period versus gains on translation of statements denominated in foreign currencies
owing to exchange rate fluctuation for the same period last year.

Debt-equity Ratio and the Basis of Calculation

Debt-equity ratio is calculated by dividing interest-bearing liabilities by the sum of interest-bearing
liabilities and equity (including non-controlling interests).

The Group’s debt-equity ratio for the first half of 2020 was 52.2%, increasing by 1.9 percentage points as
compared to 50.3% for 2019, attributable mainly to the issue of SCPs by the Group during the period.
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Cash Flow Data

Unit: RMB in millions

For the six For the six

months ended months ended

Item 30 June 2020 30 June 2019
Net cash outflow from operating activities (663.5) (625.1)
Net cash outflow from investing activities (6,100.7) (4,637.9)
Net cash inflow from financing activities 15,087.4 10,687.6
Net increase in cash and cash equivalents 8,323.2 5,424.6
Cash and cash equivalents at the end of the period 36,975.0 26,636.7

Cash and cash equivalents of the Group as of 30 June 2020 amounted to RMB36,975.0 million, which
were mainly denominated in RMB and to a smaller extent in USD, EUR, INR and other currencies.

Operating Activities

The Group reported net cash outflow from operating activities of RMB663.5 million for the first half of
2020, compared to RMB625.1 million for the same period last year, reflecting mainly year-on-year
increase in cash received from sales of goods and provision of services by RMB8,132.5 million, decrease
in tax refund received by RMB883.1 million, decrease in other cash receipts relating to operating
activities by RMB226.2 million, increase in cash paid for the purchase of goods and services by
RMB®6,371.2 million, increase in cash payments to and on behalf of employees by RMB2,272.2 million,
decrease in payments of tax expenses by RMB1,746.4 million, and decrease in other cash payments
relating to operating activities by RMB648.0 million.

Investing Activities

The Group’s net cash outflow from investing activities was RMB6,100.7 million for the first half of 2020,
compared to RMB4,637.9 million for the same period last year, reflecting mainly the increase in the
Group’s term deposits of three months or above included in cash paid for investment for the period.

Financing Activities

The Group’s net cash inflow from financing activities for the first half of 2020 was RMB15,087.4 million,
compared to RMB10,687.6 million for the same period last year, reflecting mainly the combined effect of
the increase in cash received for the Group’s non-public issue of A shares and issue of SCPs and the
payment for perpetual instruments during the period.

Indebtedness
Unit: RMB in millions
30 June 31 December
Item 2020 2019
Secured bank loans 229.5 252.2
Unsecured bank loans 38,510.8 36,530.9
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Unit: RMB in millions

30 June 31 December

Item 2020 2019
Short-term bank loans 16,905.2 26,738.0
Long-term bank loans 21,835.1 10,045.1

Credit facilities available to the Group included long-term and short-term bank loans, which were mainly
used as working capital. As at 30 June 2020, the Group’s RMB short-term and long-term bank loans
subject to fixed interest rates amounted to RMBG6,935.7 million and RMB1,084.5 million respectively.
Short-term bank loans and long-term bank loans in TRY and EUR subject to fixed interest rates
amounted to the equivalent of approximately RMB273.3 million and RMB214.7 million, respectively. Short-
term USD bank loans subject to fixed interest rates amounted to the equivalent of approximately
RMB1,203.3 million. The remaining RMB, USD, EUR and TRY loans were subject to floating interest rates.
The Group’s borrowings were mainly denominated in USD and EUR, apart from certain RMB loans.

The Group’s bank loans as at 30 June 2020 increased by RMB1,957.2 million as compared to 31
December 2019, which were mainly applied to replenish its working capital.

Contractual Obligations

Unit: RMB in millions

30 June 2020

Less than More than
Item Total 1 year 2-5 years 5 years
Bank loans 38,740.3 16,905.2 21,795.3 39.8

Capital Commitments
The Group had the following capital commitments as of the dates indicated:

Unit: RMB in millions

30 June 31 December

Item 2020 2019
Land and buildings:

Contracted, but not provided for 3,196.3 3,097.0
Investment in associates:

Contracted, but not provided for 28.2 48.7

Details of Material Acquisitions and Disposals of Subsidiaries, Associates and Joint Ventures of the
Group

During the first half of 2020, no material acquisitions and disposals of subsidiaries, associates and joint
ventures of the Group occurred.

Disclosure required under the Hong Kong Listing Rules
In accordance with paragraph 40(2) of Appendix 16 to the Hong Kong Listing Rules, the Company
confirms that, save as disclosed herein, there has been no material change in the current information

regarding the Company from the information disclosed in the 2019 Annual Report of the Company in
relation to matters set out in paragraph 32 of Appendix 16.
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(IV) WARNINGS OF AND REASONS FOR ANY PROJECTED ACCUMULATED NET

V)

LOSS FROM THE BEGINNING OF THE YEAR TO THE END OF THE NEXT
REPORTING PERIOD OR SUBSTANTIAL CHANGE IN ACCUMULATED NET
PROFIT FROM THE BEGINNING OF THE YEAR TO THE END OF THE NEXT
REPORTING PERIOD AS COMPARED TO THE SAME PERIOD LAST YEAR

OApplicable v'N/A

RECORDS OF RECEPTION OF INVESTORS, COMMUNICATIONS AND PRESS
INTERVIEWS DURING THE REPORTING PERIOD
Key contents Information
Nature Time Location Mode Audience received discussed furnished
Results April 2020 Shenzhen  Live Internet Investors and securities Day-to-day Published
presentation video houses including operations of announcements
broadcast Southern AMC, Bosera the Company and regular
Fund, China AMC, GF reports

Fund, Zhong Ou AMC,
New China Life,
Huitong Rongxin, China
Merchants Securities,
Haitong Securities,
Huatai Securities and
Credit Suisse

(Vl) BUSINESS OUTLOOK FOR THE SECOND HALF OF 2020 AND RISK

EXPOSURES

1. Business outlook for the second half of 2020

The 5G era has dawned upon us. Global 5G development is expected to roll out in full gear in the
next 5 years, underpinned by a rapidly maturing industry chain and vigorous supply of innovative
applications driving a new boom for the communications industry. First of all, 5G will continue to
benefit from the volume of mobile data, as new applications such as ultra-HD video and AR/VR are
poised to provide supreme experience to users, while mobile data consumption is expected to
sustain robust growth. Meanwhile, the integration of infrastructure for the intelligent Internet of
Everything built on the back of 5G, in a development no less significant than the birth of the global
Internet in the 1990s, is expected to come initially into shape in the next 5 years. The industrial
applications of 5G, such as automated driving and intelligent manufacturing to name but a few, will
give rise to new businesses, models and growth opportunities in the ICT sector.

In connection with carriers’ networks, global 5G investment is approaching its apex, as global
carriers are estimated to splash out capital expenditure of USD1,100 billion from 2020 to 2025,
78% of which will be committed to 5G, according to GSMA (Global System for Mobile
Communications Association). Firmly established as a first-quadrant 5G player, the Group will
continue to play a pivotal role in the innovation of 5G technologies and applications with greater
investment in core technologies such as chip, algorithm and network architecture to maintain its
technological edge and facilitate the provision of end-to-end solutions that would enable carriers to
build highly competitive 5G networks in a speedy manner. Meanwhile, we will work with industry
leaders of various sectors to develop innovative 5G applications as part of a mutually beneficial 5G
business ecosphere built through cooperation.

In connection with the government and corporate business, the Group will seize opportunities
presented by applications in new 5G infrastructure and vertical 5G sectors with a strong focus on
the traditional key market sectors of energy, transportation, government affair and finance,
incubating business channels to assist in further digital transformation in various industries.
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In connection with the consumer business, the Group will leverage opportunities in the markets for
5G terminals and multi-format terminals. We will enhance our brand promotion effort in key country
markets, while making efforts to unveil, innovate, consolidate, explore and broaden major pathways
for the generation of commercial value through cooperation with upstream as well as downstream
partners along the industry chain, with a view to building a full-scenario smart experience and value
chain for consumers.

The Group will be committed to the attainment of qualitative growth. In terms of corporate business
operation, we will maintain revenue growth, sound profitability, ample liquidity and a reasonable
gearing ratio to ensure healthy operation. In terms of the optimisation of market profile, we will
focus on high-worth countries and markets and seek to increase our market shares therein. In terms
of product R&D, we will remain committed to the investment in core products, such as 5G and
bearer products and chips to establish our leading position in key technologies and enhance
product safety for the benefit of business sustainability, while expediting digital transformation of the
corporation and bolstering the incubation of innovative businesses. In terms of management
processes, compliance control and internal governance will be enhanced to facilitate regulated
operations, so as to foster a positive image in the international market and win greater trust among
domestic and overseas clients. In terms of corporate value, we will strive for greater trust on the
part of shareholders and actively seek to expand financing channels, so as to facilitate stable
growth in corporate value by enhancing value management.

2. Risk exposures
(1) Country risks

Given the complex nature of international economic and political conditions and the presence
of the Group’s business and branch organisations in over 100 countries and regions, as well
as the differences in macro-economy, policy and regulation and political and social
backgrounds among the countries where the Group’s businesses are operated, the Group will
continue to be exposed to risks relating to legal compliance, taxation, exchange rates and
political developments (such as war and domestic unrest), which might affect the operations of
the Group. The Group ensures compliance primarily through the establishment of a complete
compliance management regime to identify and comply with trade and taxation policy
requirements in these countries (including export control and GDPR (General Data Protection
Regulation)); we also work with independent professional organisations to analyse and identify
country risks. We take out necessary export insurance for businesses in regions with higher
evaluated risks, and we also resort to financing to avoid possible losses.

(2) Risk associated with intellectual property rights

The Group has always attached great importance to product technology research and
development as well as the protection and management of intellectual property rights.
Trademarks of the Group’s products and services are all registered, and such products and
services are all protected under relevant patent rights. While the Group has adopted highly
stringent measures to protect its intellectual property rights, potential disputes over intellectual
property rights between the Group and other telecommunications equipment manufacturers,
franchisee companies and carriers under partnerships with the Group cannot be totally ruled
out. The Group will continue to drive the solution of related issues with an open-minded,
cooperative and mutually beneficial approach.
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Exchange rate risks

The Group’s consolidated financial statements are expressed in RMB. The exchange rate risk
of the Group arises mainly from foreign exchange exposures associated with the sales,
purchases and financing settled in currencies other than RMB and the volatility of exchange
rates, which might affect the operations of the Group. The Group adopts ongoing measures to
strengthen foreign exchange risk management based on the whole process of business and
seeks to minimise exposures through initiatives such as business strategic guidance, internal
settlement management, financing mix design and value-protected derivative exchange
instruments. The Group has also strengthened liquidity risk management in countries
practicing exchange control and endeavoured to facilitate RMB pricing and settlement for
overseas projects to lower its exchange risks in the long term.

Interest rate risk

The interest rate risk of the Group is mainly associated with interest-bearing liabilities.
Fluctuations in the interest rates of RMB or foreign currencies will result in changes in the
total amount of interest payable by the Group and will therefore affect the Group’s
profitability. The Group seeks to lower its interest rate risk mainly by managing the total
amount and structure of its interest bearing liabilities. Control over the total amount of
interest-bearing liabilities is mainly achieved by improving the cash turnover efficiency and
increasing the free cash flow of the Group. Structured management of interest-bearing
liabilities is achieved mainly through portfolio control of a mixture of long-term/short-term
domestic and overseas loans denominated in RMB or foreign currencies with fix or floating
interests, complemented by derivative instruments such as interest rate swaps, sought from a
diverse range of low-cost financing channels in the global market taking into account the
trends of market changes.

Customer credit risk

The Group provides one-stop communications solutions to its customers. With the rapid
expansion of its business, the Group is serving a large customer base with differing credit
status, and its business will inevitably be affected by the varied credit profiles of these
customers. The Group seeks to mitigate the aforesaid impact mainly by identifying and
managing credit risks through the adoption of internal credit management measures, such as
customer credit search, customer credit rating, customer credit limit management, overall risk
control and credit control against customers with faulty payment records, and by transferring
credit risks through the purchase of credit insurance and appropriate financial instruments.
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() CORPORATE GOVERNANCE

1.

Compliance of the Company’s corporate governance with relevant requirements of the CSRC

The Company has been making improvements to its corporate governance regimes and structures,
regulating corporate operations and optimising internal control structures on an ongoing basis in
accordance with the requirements of the Company Law, the Securities Law, Corporate Governance
Standards for Listed Companies and relevant laws and regulations of the CSRC. The Company
conducts internal control in accordance with the requirements of provisions such as the “Notice on
the Publication of the Corporate Internal Control Supplementary Guide” ({8 EN 2% 1 2 rky &6 32 4 &
E$55|3# %1)). During the reporting period, the general meeting, Board of Directors and Supervisory
Committee of the Company were operated in compliance with the law, and the corporate
governance of the Company was in compliance with provisions set out in the regulatory documents
on corporate governance of listed companies issued by the CSRC.

Company focused its efforts on the following internal control work in the first half of 2020:

(1)  The conclusion and assessment of the internal control work for 2019 was completed, on which
basis the 2019 Internal Control Audit Work Report and 2019 Internal Control Assessment
Report were published; the internal control work plans for 2020 was formulated and internal
control assessment for 2020 was commenced with stronger effort in pre-emptive supervision
and inspection as well as supervision and inspection during the process.

(2) Improvements were made to our internal control organisation with trial implementation of the
penetrating management model for internal control; institutional development was strengthened
to improve the internal control system and regime; inspection was implemented through a
three-tier line of defense comprising business execution, ability building and supervision of
implementation, utilising internal control self-assessment and business audit tools.

(3) Risk evaluation methods were optimise and risk classification and hierarchy was developed to
strengthen duties of risk management units at all levels, while standardising the risk control
process for identifying, assessing and addressing risks; key internal control tasks for various
segments were streamlined and launched and the operating model of the internal control
system was optimised to enhance the management duties of the internal control ability
development modules and improve the process for rectifying deficiencies.

(4)  The organisational ability relating to internal control was enhanced as management officers were
asked to sign the “internal control undertaking”, while activities to foster the culture of internal
control among all employees, such as lectures on internal control, seminars on internal control
in business operations and sharing of internal control cases were organised on a continuous
basis.

Information on the convening of general meeting

On 19 June 2020, the Company convened the 2019 Annual General Meeting by way of a combination of
on-site and online voting. For details, please refer to the “Announcement of Resolutions of the 2019
Annual General Meeting” published by the Company on 19 June 2020 on http://www.cninfo.com.cn and
in China Securities Journal, Securities Times and Shanghai Securities News.

During the period from 1 January to 30 June 2020, the Company had fully complied with all the
principles and code provisions of the Corporate Governance Code set out in Appendix 14 of
the Hong Kong Listing Rules, save for the deviation described in the below.

Code Provision A.1.3 stipulates that a notice of at least 14 days should be given of a regular board
meeting to give all directors an opportunity to attend.

Such requirement for the length of notice of meeting was waived, upon the unanimous approval of all
Directors on the Board of Directors of the Company, in respect of the notice sent by the Company to the
Directors on 15 April 2020 to convene the Sixteenth Meeting of the Eighth Session of the Board of
Directors on 24 April 2020 for the purpose of considering and approving the first quarter 2020 results of
the Group and its announcement. The Directors’ attendance at the meeting has not been affected by the
said waiver.
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4. Securities Transactions by Directors and Supervisors

The Directors and Supervisors of the Company confirmed that the Company had adopted the Model
Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”) as set out in
Appendix 10 to the Hong Kong Listing Rules. Having made due enquiries with all Directors and
Supervisors of the Company, the Company was not aware of any information that reasonably
suggested that the Directors and Supervisors had not complied with the requirements in the Model
Code during the reporting period.

5. The Audit Committee

The Audit Committee of the Company has discussed with the management the accounting
standards and practices adopted by the Group, and has also discussed and reviewed this report,
including the financial statements of the Group for the six months ended 30 June 2020.

(I) PROFIT DISTRIBUTION OR CONVERSION OF CAPITAL RESERVE

According to the Articles of Association of ZTE, aggregate profit distribution of the Company in the form
of cash in the past three years shall not be less than 30% of the annual average profit available for
distribution in the past three years; the profit distribution plan of the Company shall be formulated by the
Board of Directors and approved by the general meeting. Following a resolution on the profit distribution
plan by the general meeting, the Board of Directors should complete the distribution of dividend (or
shares) within two months after the general meeting; where the Board of Directors of the Company
formulates a profit distribution proposal, the views of Independent Non-executive Directors should be
sufficiently heard and an independent opinion should be furnished by the Independent Non-executive
Directors; after the announcement of the profit distribution plan is published in accordance with the law,
the views and propositions of shareholders, the minority shareholders in particular, should be sufficiently
heard. If the Board of Directors has not drawn up a cash profit distribution proposal, the reasons for not
making the profit distribution and the use of funds not applied to profit distribution and retained at the
Company should be disclosed in regular reports, and the Independent Non-executive Directors should
furnish an independent opinion thereon.

According to the “Proposal for Profit Distribution for 2019” considered and approved at the Fifteenth
Meeting of the Eighth Session of the Board of Directors of the Company held on 27 March 2020: a
dividend of RMB2 in cash (before tax) for every 10 shares shall be distributed to all shareholders based
on the total share capital (including A shares and H shares) as at the record date for profit distribution
and dividend payment. The proposal was approved at the 2019 Annual General Meeting of the Company
held on 19 June 2020. A dividend of RMB2 in cash (before tax) for every 10 shares was distributed based
on the total share capital of 4,613,434,898 shares (comprising 3,857,932,364 A shares and 755,502,534 H
shares) as at the record date. The record date for A shares is 11 August 2020. The ex-dividend date for
A shares is 12 August 2020. The record date for H shares is 30 June 2020. The dividend payment date is
12 August 2020. Profit distribution for 2019 was completed on 12 August 2020.

The aggregate profit distribution of the Company in the form of cash in 2017-2019 accounted for
101.31% of the annual average profit available for distribution in the past three years, in compliance with
Article 234 of the Articles of Association which states that “the aggregate profit distribution of the
Company in the form of cash in the past three years shall not be less than 30% of the annual average
profit available for distribution in the past three years.”

The Company did not conduct any adjustments or changes to its profit distribution policy during the
reporting period.

The Company does not propose any profit distribution for the six months ended 30 June 2020.
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(Ill) MATERIAL LITIGATION AND ARBITRATION

During the reporting period, the Group did not incur any material litigation or arbitration. Details of
progress during and subsequent to the reporting period of immaterial litigation and arbitration
proceedings incurred prior to the reporting period are set out as follows:

1.

On 11 June 2010, A lawsuit on breach of agreement and infringement of rights was instituted against
the Company and its wholly-owned subsidiary ZTE (USA), Inc. (“ZTE USA”) by Universal Telephone
Exchange, Inc. (“UTE”) at the district court of Dallas, Texas, the United States, alleging that the
Company and ZTE USA had violated a confidential agreement between UTE and ZTE USA, for
which UTE was seeking a compensation of USD20 million in actual damages. UTE further claimed
that it had lost a telecommunications project contract, which otherwise should have been secured,
as a result of inappropriate actions of the Company and ZTE USA, for which UTE was seeking a
compensation of USD10 million in actual damages and USD20 million in punitive damages. Upon
receipt of the writ of summons from the court, an attorney has been appointed by the Company to
defend its case.

On 23 February 2012, the Company and ZTE USA applied to the court for the rejection of UTE’s
suit on the grounds that there was an arbitration clause under the confidential agreement. On 1
March 2012, the attorney representing UTE concurred with the Company’s application to subject the
case to the arbitration clause and executed with the Company an agreement which was then
submitted to the court. On 1 May 2012, UTE filed an application for arbitration to the American
Arbitration Association in respect of the case to demand compensation from the Company. UTE
subsequently raised the amount of compensation claimed. On 19 September 2014, the arbitration
court declared court trial of the case closed. On 17 February 2017, the arbitration court made a
final rule to reject all compensation claims of UTE. On 21 February 2017, the Company submitted a
request to the district court of Dallas, Texas for the ratification of the arbitration ruling. On 16
March 2017, UTE filed a motion to the district court of Dallas, Texas for the annulment of the
arbitration award. On 19 June 2017, the district court of Dallas, Texas supported the request of UTE
and ruled to annul the award of the arbitration court and ordered the case to be returned to the
American Arbitration Association to reopen arbitration. On 7 July 2017, the Company filed an appeal
with the court of appeal of Dallas, Texas in respect of the aforesaid ruling. On 19 November 2018,
the court of appeal of Dallas, Texas ruled to overturn the ruling of the district court of Dallas, Texas
of annulling the arbitration award and reinstated the arbitration award. On 4 December 2018, UTE
made an application to the court of appeal of Dallas, Texas for review. On 4 January 2019, UTE
made an application to the court of appeal of Dallas, Texas for the case to be heard by the full
court. On 14 February 2019, the court of appeal of Dallas, Texas ruled to reject the aforesaid
application of UTE. On 1 April 2019, UTE made an application to the Supreme Court of Texas for
Civil Matters for review. On 4 October 2019, the Supreme Court of Texas for Civil Matters rejected
the application for review by UTE. On 2 January 2020, UTE submitted a petition to the U.S.
Supreme Court for the review of the case. On 24 February 2020, the U.S. Supreme Court rejected
petition of UTE, upon which all litigation procedures relating to the case was closed.

Based on the legal opinion furnished by legal counsels engaged by the Company and the progress
of the case, the aforesaid case will not have any material adverse impact on the financial conditions
and operating results of the Group for the current period.
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On 26 July 2011, InterDigital Communications, LLC, InterDigital Technology Corporation and IPR
Licensing, Inc (all three of which being wholly-owned subsidiaries of InterDigital, Inc. and referred to
hereinafter as the “Three Companies”) filed a claim with United States International Trade
Commission (“ITC”) and the Federal District Court of Delaware alleging infringement upon their 3G
patent rights by the Company and ZTE USA, a wholly-owned subsidiary of the Company.
Defendants in this case included other companies in the industry. In the ITC case, the three said
companies demanded the issue of a permanent exclusion and injunction order against certain of the
Company’s terminal products. In the case filed with the District Court, damages for losses and
payments of legal fees were also demanded of the defendants in addition to the plea for injunction
order, although no specific amount of compensation was named. The litigation procedure at the
District Court has been suspended. On 28 June 2013, ITC issued its preliminary judgment of the
case, ruling that one of the patent relating to the case was invalid, while the Company and ZTE
USA had not infringed upon the remaining patents relating to the case, and that Section 337 had
not been violated. (Section 337 investigation commonly refers to the investigation of unfair acts and
unfair measures in the importation of articles into or subsequent sales of articles in the United
States). On 19 December 2013, ITC issued its final verdict on the case, ruling that the Company and
ZTE USA had not violated Section 337. The three companies filed an appeal with the United States
Court of Appeals for the Federal Circuit in respect of the final verdict. On 18 February 2015, the
United States Court of Appeals for the Federal Circuit ruled to uphold the final verdict of ITC.

On 2 January 2013, the Three Companies and InterDigital Holdings, Inc. (also a wholly-owned
subsidiary of InterDigital, Inc.) filed a claim with ITC and the Federal District Court of Delaware
alleging infringement upon their 3G and 4G patent rights by ZTE and ZTE USA. Defendants in this
case included other companies in the industry. In the ITC case, the Three Companies and
InterDigital Holdings, Inc demanded the issue of a permanent exclusion and injunction order against
certain of the Company’s terminal products. In the case filed with the District Court, damages for
losses and payments of legal fees were also demanded of the defendants in addition to the plea for
injunction order, although no specific amount of compensation was named. On 13 June 2014, ITC
issued its preliminary judgment of the case, ruling that the Company and ZTE USA had not
infringed upon the patents relating to the case, and that Section 337 had not been violated. On 15
August 2014, ITC issued its final verdict on the case, ruling that the Company and ZTE USA had
not infringed upon the patents relating to the case and had not violated Section 337. The three
companies aforesaid and InterDigital Holdings, Inc. filed an appeal with the United States Court of
Appeals for the Federal Circuit in respect of the said final verdict. In June 2015, the three
companies aforesaid and InterDigital Holdings, Inc. withdrew their appeal. On 28 October 2014, the
Federal District Court of Delaware issued its verdict which ruled that the Company and ZTE USA
had infringed upon three out of four patents involved. On 22 April 2015, the Federal District Court of
Delaware announced its ruling on another patent involved in the case and ruled that the Company
and ZTE USA had not infringed upon the patent. The Company and ZTE USA engaged a legal
counsel to conduct active defense of the case and file an appeal to the United States Court of
Appeals for the Federal Circuit against the ruling of the Federal District Court of Delaware that the
three patents involved in the litigation have been subject to infringement. In November 2017, United
States Court of Appeals for the Federal Circuit ruled that the Company and ZTE USA had infringed
upon two out of three patents involved in the aforesaid case. No ruling has yet been made in
respect of the one remaining patent involved in the case. In January 2020, the court approved the
request of the Company and the aforesaid Three Companies and InterDigital Holdings, Inc. to
withdraw the case, upon which all litigation procedures relating to the case was closed.

Based on the progress of the case, the aforesaid case will not have any material adverse impact on
the financial conditions and operating results of the Group for the current period.
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3. In November 2012, ZTE Brazil filed an application with the Civil Court of Brasilia to freeze the assets
of a Brazilian company on the grounds that the said Brazilian company had failed to honour
purchase payments of approximately BRL31,353,700 (equivalent to approximately RMB40,484,300).
On 7 February 2013, the Civil Court of Brasilia ruled to suspend the freezing of the assets of such
Brazilian company on the grounds that such company was not currently involved in any significant
debt dispute with any other companies and that there was no indication that it would be subject to
bankruptcy. In July 2013, ZTE Brazil filed a litigation with the Civil Court of Brasilia to demand an
compensation amount of BRL31,224,300 (equivalent to approximately RMB40,317,300) together with
accrued interests and legal fees payable immediately by the Brazilian company. In January 2016,
the Civil Court of Brasilia handed down the first trial judgement, ruling the Brazilian company to pay
a compensation amount of BRL31,224,300 (equivalent to approximately RMB40,317,300) together
with accrued interests and an adjustment amount for inflation. In April 2016, the Civil Court of
Brasilia notified ZTE Brazil that the said Brazilian company had filed an application for appeal in
respect of the aforesaid first trial judgement. On 29 August 2016, ZTE Brazil was notified that the
federal district court had handed down a second trial judgement rejecting the appeal of the said
Brazilian company. In November 2016, the federal district court ruled to activate provisional
enforcement procedures to require the said Brazilian company to pay to ZTE Brazil BRL31,224,300
(equivalent to approximately RMB40,317,300) together with accrued interests and an adjustment
amount for inflation. In February 2017, the federal district court ruled to reject the request of the
said Brazilian company filed in October 2016 for clarification of the aforesaid second trial
judgement. The court trial proceedings of the aforesaid case have ended.

On 30 November 2012, Civil Court No. 15 of Sao Paulo City, Brazil notified ZTE Brazil that the said
Brazilian company had filed a lawsuit with the said court alleging that ZTE Brazil had committed
fraud and negligence in the course of cooperation and demanding compensation for direct and
indirect losses in the aggregate amount of approximately BRL82,974,500 (equivalent to
approximately RMB107 million). The Company has appointed a legal counsel to conduct active
defense in respect of the said case.

Based on the legal opinion furnished by legal counsels engaged by the Company and the progress
of the case, the aforesaid case will not have any material adverse impact on the financial conditions
and operating results of the Group for the current period.

4. On 12 July 2017, the Company received a notice of arbitration filed with the London Court for
International Arbitration (LCIA) against the Company by a Sudanese carrier and its Mauritanian
subsidiary (Case No: LCIA No. 173683 and LCIA No. 173696). On the same date, the Company also
received a notice of arbitration filed with Dubai International Financial Centre — London Court for
International Arbitration (DIFC-LCIA) against the Company by a Mauritanian subsidiary of the said
Sudanese carrier (the “Mauritanian Subsidiary”) (Case No: DIFC-LCIA No. 17098). The Sudanese
carrier and its Mauritanian Subsidiary filed claims against the Company for damages arising from
breach of contract amounting to USD31.80 million in aggregate, together with legal fees, arbitration
fees and other related costs. Upon receipt of the aforesaid arbitration notices, the Company has
appointed an attorney for active response to the case.

On 10 August 2017, the Company submitted its written defences to LCIA and DIFC-LCIA,
respectively, for the aforementioned arbitrations. In the meantime, the Company filed counter-
arbitration petitions against the Mauritanian Subsidiary for an aggregate amount of approximately
USD22,711,900.

In May 2018, the Company received the application for arbitration and other evidences submitted by
the Mauritanian Subsidiary to DIFC-LCIA. In the said application for arbitration, the Mauritanian
Subsidiary demanded compensation amounting to approximately USD37.45 million and other
damages for breach of contract, as well as the settlement of other related costs by the Company.
Upon receipt of the said information, the Company submitted a written defense to DIFC-LCIA and
made counter-claims against the Mauritanian Subsidiary under the arbitration.

In October 2018, the Company received the application for arbitration and other evidences
submitted by the Mauritanian Subsidiary to LCIA. In the said application for arbitration, the
Mauritanian Subsidiary demanded compensation amounting to approximately USD31.88 million, as
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well as the settlement of other related costs by the Company. Upon receipt of the said information,
the Company submitted a written defense to LCIA and made counter-claims against the Mauritanian
Subsidiary under the arbitration.

In May 2019, the aforesaid Sudanese carrier withdrew its application for LCIA arbitration (Case No:
LCIA No.173696).

On 31 January 2020, LCIA made a ruling on case LCIA No.173683 to reject the USD30,060,326
claim of the counterparty and order the payment of USD4,209,877 and GBP260,095.20 together with
interests to the Company by the said Mauritanian Subsidiary.

On 23 July 2020, DIFC-LCIA made a ruling on case No: DIFC-LCIA No. 17098 to order the payment
of USD6,678,111.29 to the Company by the counterparty and USD1,562,796.50 by the Company to
the counterparty with the two parties each assuming its respective arbitration costs.

Upon this ruling, all arbitration procedures for the three arbitration cases were concluded.

Based on the legal opinion furnished by legal counsels engaged by the Company and the progress
of the case, the aforesaid case will not have any material adverse impact on the financial conditions
and operating results of the Group for the current period.

5. On 31 October 2018, a natural person filed a litigation with the Guangdong Provincial Higher People’s
Court (“Guangdong Higher Court”) against the Company as defendant and ZTE Integration and
Nubia Technology Limited as third parties without independent rights of claim, on the grounds that
the Company had infringed upon his interests as a shareholder of ZTE Integration, demanding (1) a
RMB200 million compensation payable to him by the Company; and (2) the assumption by the
Company of all costs of the litigation (including but not limited to litigation costs and legal fees
amounting to RMB200,000).

On 9 April 2019, the Company received judiciary documents from the Guangdong Higher Court,
including a notice of response to action, summons for exchange of evidence and a notice requiring
the provision of evidence, among others. The Company has appointed an attorney for active
response to the case.

Based on the legal opinion furnished by the legal counsel engaged by the Company and the
progress of the cases, the aforesaid case will not have any material adverse impact on the financial

conditions and operating results of the Group for the current period.

Note: The exchange rates are based on the book exchange rates of the Company as at 30 June 2020 where BRL amounts are
translated at the exchange rate of BRL1: RMB1.2912.

(IV) MEDIA QUERIES OF THE COMPANY DURING THE REPORTING PERIOD
OApplicable v'N/A

(V) APPROPRIATION OF NON-OPERATING CAPITAL OF THE LISTED COMPANY
BY THE CONTROLLING SHAREHOLDER AND ITS RELATED PARTIES
DURING THE REPORTING PERIOD
OApplicable v'N/A

(V) BANKRUPTCY, REORGANISATION OR RELATED ACTIONS OF THE
COMPANY DURING THE REPORTING PERIOD

OApplicable v'N/A
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(Vi) THE COMPANY’S SUBSCRIPTION FOR ZHONGTOU ZHANLU PHASE | FUND

ZTE Zhongchuang (Xi’an) Investment Management Company Limited, a subsidiary of the Company, has
established by way of promotion as general partner Shaanxi Zhongxing Innovative Investment Fund
Partnership Enterprise (Limited Partnership) (A& F HAIFHREE S SR LEBREE) (renamed as
“Shaanxi Zhongtou Zhanlu Equity Investment Partnership Phase | (Limited Partnership)” (BRAa RKREE —
HRERESBLEEREE)), “Zhongtou Zhanlu Phase I”) and subscribed for Zhongtou Zhanlu Phase
| with a capital contribution of RMB1 million. The Company has also subscribed for shares in Zhongtou
Zhanlu Phase | as limited partner with a capital contribution of RMB39 million. For details, please refer to
the “Announcement Resolutions of the Eleventh Meeting of the Eighth Session of the Board of Directors”,
“Overseas Regulatory Announcement Announcement on the Subscription for Shaanxi Zhongxing
Innovative Investment Fund” and “Overseas Regulatory Announcement Announcement on the completion
of filing and registration of Shaanxi Zhongxing Innovative Investment Fund” published by the Company on
19 November 2019, 21 November 2019 and 4 December 2019, respectively.

On 5 June 2020, the Company received a notice from ZTE Zhongchuang (Xi’an) Investment Management
Company Limited, the fund manager, that the issue fund of Zhongtou Zhanlu Phase | had been
completed. For details, please refer to the “Overseas Regulatory Announcement Announcement on the
completion of issue fund of Zhongtou Zhanlu Phase |I” published by the Company on 8 June 2020.

(Vi) IMPLEMENTATION AND IMPACT OF THE COMPANY’S SHARE OPTION
INCENTIVE SCHEME

1. Approval procedures performed and grant of options

The 2017 Share Option Incentive Scheme has been implemented by the Company to further refine
the corporate governance structure of the Company, improve corporate incentive systems of the
Company, enhance loyalty and sense of responsibility of the management and key personnel of the
Company and retain talent, so as to facilitate sustainable development of the Company and ensure
the realisation of its development targets pursuant to the “2017 Share Option Incentive Scheme
(Draft) of ZTE Corporation” (the “2017 Share Option Incentive Scheme (Draft)”) considered and
approved by the 2016 Annual General Meeting, the First A Shareholders’ Class Meeting of 2017 and
the First H Shareholders’ Class Meeting of 2017. Pursuant to the “Resolution on Matters pertaining
to the grant of share options under the 2017 Share Option Incentive Scheme” and “Resolution on
Adjustments to the list of participants and the number of share options to be granted under the
2017 Share Option Incentive Scheme” considered and passed at the Twentieth Meeting of the
Seventh Session of the Board of Directors on 6 July 2017, the date of grant was set for 6 July
2017 (Thursday). The Company granted 149,601,200 share options to 1,996 scheme participants.
The exercise price of the share options granted shall be RMB17.06 per A share.

2. Scheme participants, number of share option and adjustments to the exercise price

Pursuant to the “Resolution on the adjustments to the participants and number of share options
granted under the 2017 Share Option Incentive Scheme”, “Resolution on the fulfillment of exercise
conditions for the first exercise period under the 2017 Share Option Incentive Scheme”, “Resolution
on the Non-fulfillment of exercise conditions for the second exercise period under the 2017 Share
Option Incentive Scheme” and “Resolution on the cancellation of certain share options” considered
and passed at the Fifth Meeting of the Eighth Session of the Board of Directors of the Company
held on 1 July 2019, the adjustments to participants and volume granted under the 2017 Share
Option Incentive Scheme, confirmation of the fulfillment of exercise conditions for the first exercise
period, non-fulfillment of exercise conditions for the second exercise period under the 2017 Share
Option Incentive Scheme and cancellation of share options previously granted to original
participants who no longer fulfilled the conditions to be a participant or share options that did not
meet the exercise conditions were approved. The number of participants under the 2017 Share
Option Incentive Scheme was adjusted from 1,996 to 1,687, and the number of share options
granted was adjusted from 149,601,200 to 119,115,591. The number of participants for the first
exercise period was adjusted from 1,996 to 1,684, and the number of exercisable share options was
adjusted from 49,866,471 to 39,664,153. A total of 70,210,561 share options, comprising share
options previously granted to original participants who no longer qualified as participants, share
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options previously granted to participants who did not qualify for exercise in the first exercise period
under the share option incentive scheme and share options not exercisable as a result of the non-
fulfillment of exercise conditions for the second exercise period under the share option incentive
scheme, were cancelled. For details, please refer to the “Overseas Regulatory Announcement
Announcement on the Adjustment of Participants and Number of Share Options under the 2017
Share Option Incentive Scheme”, “Overseas Regulatory Announcement Announcement on the
Fulfilment of Exercise Conditions for the First Exercise Period under the 2017 Share Option
Incentive Scheme”, “Overseas Regulatory Announcement Announcement Non-fulfillment of Exercise
Conditions for the Second Exercise Period under the 2017 Share Option Incentive Scheme” and
“Overseas Regulatory Announcement Announcement on the Cancellation of Certain Share Options”
published by the Company on 1 July 2019.

On 5 July 2019, as verified and confirmed by the Shenzhen Branch of China Securities Depository
and Clearing Corporation Limited, the Company completed the cancellation of the 70,210,561
granted share options. For details, please refer to the “Overseas Regulatory Announcement
Announcement on the Completion of Cancellation of Certain Share Options” published by the
Company on 5 July 2019.

At the Twenty-second Meeting of the Eighth Session of the Board of Directors of the Company held
on 28 August 2020, the “Resolution on the cancellation of certain share options” and the
“Resolution on the adjustment of the exercise price of Share Options under the 2017 Share Option
Incentive Scheme Pursuant to the rules” were considered and approved, pursuant to which the
cancellation of 66 share options unexercised as at the close of the exercise period under first
exercise period and the adjustment of the exercise price of share options under the 2017 Share
Option Incentive Scheme to RMB16.86 were approved. For details, please refer to the
“Announcement on the Cancellation of Certain Share Options” and “Announcement on the
Adjustment of the Exercise Price of Share Options under the 2017 Share Option Incentive Scheme
Pursuant to the Rules” published by the Company on 28 August 2020.

Date of grant, validity period, vesting period, exercise period and exercisable percentage

The share option incentive scheme of the Company shall remain in force for 5 years from the date
of grant (i.e. 6 July 2017). The closing price of the Company’s A shares on the trading date which
is 1 day prior to the date of grant was RMB23.52/share. There shall be a vesting period of 2 years
from the date of grant, after which share options can be exercised according to the following
proportion, subject to the fulfillment of the exercise conditions:

Exercisable share
options as a percentage
of the total number of

Exercise period Duration share options granted
First exercise Commencing from the first trading day after expiry 1/3
period of the 24-month period from the date of grant

and ending on the last trading day of the
36-month period from the date of grant
Second exercise Commencing from the first trading day after expiry 1/3
period of the 36-month period from the date of grant
and ending on the last trading day of the
48-month period from the date of grant
Third exercise Commencing from the first trading day after expiry 1/3
period of the 48-month period from the date of grant
and ending on the last trading day of the
60-month period from the date of grant

Pursuant to the “Resolution on the fulfilment of exercise conditions for the first exercise period
under the 2017 Share Option Incentive Scheme” and the “Resolution on the Non-fulfillment of
exercise conditions for the second exercise period under the 2017 Share Option Incentive Scheme”
considered and passed at the Fifth Meeting of the Eighth Session of the Board of Directors of the
Company held on 1 July 2019, it was confirmed that the exercise conditions for the first exercise
period had been fulfilled and the exercise conditions for the second exercise period had not been
fulfilled under the 2017 Share Option Incentive Scheme. For details, please refer to the “Overseas
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Regulatory Announcement Announcement on the Fulfillment of Exercise Conditions for the First
Exercise Period under the 2017 Share Option Incentive Scheme” and “Overseas Regulatory
Announcement Announcement Non-fulfillment of Exercise Conditions for the Second Exercise Period
under the 2017 Share Option Incentive Scheme” published by the Company on 1 July 2019.

The first exercise period under the 2017 Share Option Incentive Scheme of the Company shall
comprise the exercise dates within the period from 16 July 2019 to 5 July 2020. There were 1,684
participants entitled to exercise a total of 39,664,153 exercisable share options. For details, please
refer to the “Overseas Regulatory Announcement Announcement on the Commencement of the First
Exercise Period under the 2017 Share Option Incentive Scheme” published by the Company on 14
July 2019.

Details of share options held by the participants and their exercise during the reporting period

The share options under the 2017 Share Option Incentive Scheme of the Company were exercised
on a voluntary basis. During the reporting period, a total of 4,805,995 share options were exercised
at an exercise price of RMB17.06. The closing price of A shares as at the end of the reporting
period was RMB40.13 and the number of the Company’s A shares has increased by 4,805,995
shares accordingly. Proceeds received from the exercise of share options were placed in a
designated account of the Company. Details of share options held and exercised by scheme
participants during the reporting period are set out in the following table:

Number of
unexercised Number of
options  Number of Number of Number of Number of Number of outstanding
at the options options options options options  options at ~ Weighted
beginning granted exercisable  exercised  cancelled lapsed the end average
of the during the during the during the  during the  during the of the closing
reporting  reporting  reporting  reporting  reporting  reporting  reporting price (RMB/

Name of participant Position of participant period period period period period period period  share)\©

Xu Ziyang Director and President 126,000 0 42,000 42,000 0 0 84,000 39.16

Wang Xiyu Executive Vice President 133,434 0 45,966 45,966 0 0 87,468 37.00

Li Ying Executive Vice President and Chief 79,600 0 26,800 26,800 0 0 52,800 39.16
Financial Officer

Xie Junshi Executive Vice President 112,468 0 0 0 0 0 112,468 N/A

Ding Jianzhong Secretary to the Board of Directors 33,160 0 0 0 0 0 33,160 N/A
and Company Secretary

Other participants - 44,047,951 0 4,691,361 4,691,229 0 0 39,356,722 41.76

Total - 44,532,613 0 4806127 4,805,995 0 0 39,726,618 41.68

Note: The weighted average closing price of the A shares of the Company on the trading day immediately preceding the date
of exercise.

During the period from the end of the reporting period under review to the date of publication of
this report, a total of 66 A share options have been exercised by scheme participants under the
2017 Share Option Scheme of the Company, and the cancellation of 66 share options unexercised
after the close of the first exercise period under the 2017 Share Option Scheme has yet to be
processed.

For details of the date of grant, validity period, vesting period, exercise period and exercise price
under the 2017 Share Option Incentive Scheme in respect of the share options set out above,
please refer to the above.

Accounting policies and impact on the financial conditions and operating results of the Company
For details of the specific accounting treatments of share options and the impact on the Company’s

financial conditions and operating results for the reporting period and in future are set out in Note
Xl to the financial statements prepared under PRC ASBEs.
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(IX) NON-PUBLIC ISSUANCE OF A SHARES BY THE COMPANY

For details of matters pertaining to the Company’s non-public issue of A shares, please refer to the
announcements of the Company dated 31 January 2018, 1 February 2018, 28 March 2018, 10 April
2018, 29 October 2018, 19 November 2018, 17 January 2019, 23 January 2019, 25 February 2019,
20 March 2019, 5 August 2019, 7 August 2019, 22 August 2019 and 21 October 2019 and the circulars
of the Company dated 2 March 2018 and 28 February 2019.

On 15 January 2020, the Company entered into the Subscription Agreement with 10 subscribers. The
issue price for the Company’s non-public issuance of A shares was set at RMB30.21 per share and a
total of 381,098,968 shares were issued, raising gross proceeds of RMB11,512,999,823.28, the net
proceeds (after deducting all expenses related to the issuance) is RMB11,459,418,724.31, which will be
applied: (1) technology research and product development relating to 5G network evolution; and (2)
replenishment of working capital. The subscribers are independent professional or institutional investors in
China. The total nominal value of the A Shares issued is RMB381,098,968 and the net price per A Share
is RMB30.07. On the signing date of the Subscription Agreement pursuant to which the issue price and
other terms of the Proposed Non-public Issuance of A Shares were determined (i.e. 15 January 2020),
the closing price of H Shares was HK$27.05 and the closing price of A Shares was RMB36.92. The new
shares under the non-public issue of A shares by the Company were listed on the Shenzhen Stock
Exchange on 4 February 2020. For details, please refer to the announcements “DETERMINATION OF
ISSUE PRICE FOR THE NON-PUBLIC ISSUANCE OF A SHARES AND ENTERING INTO OF
SUBSCRIPTION AGREEMENT”, “COMPLETION OF NON-PUBLIC ISSUANCE OF A SHARES” and
“Announcement on the Adjustment to the Listing Date of Non-public Issuance of New A Shares”
published by the Company on 16 January 2020, 23 January 2020 and 2 February 2020, respectively.

On 3 February 2020, the party responsible for the implementation of investment projects utilising issue
proceeds of the non-public issue of A shares of the Company entered into the “Agreement for Tripartite
Supervision of Issue Proceeds” with CSC Financial Co., Ltd., the sponsor, and various regulatory banks.
For details, please refer to the “Overseas Regulatory Announcement Announcement on the Agreement for
Tripartite Supervision of Issue Proceeds” published by the Company on 4 February 2020.

On 14 February 2020, the Company applied issue proceeds raised from the non-public issue of A shares
in replacement of internal funds previously invested in the projects for which the issue proceeds had
been intended with a total fund replacement amount of RMB4,972 million. The application of unused
issue proceeds amounting to not more than RMB2,500 million as interim working capital replenishment to
be utilised over a term of not more than 12 months from the date of approval by the Board of Directors.
The aforesaid matter has been considered and approved by the Fourteenth Meeting of the Eighth Session
of the Board of Directors of the Company. For details, please refer to the “Announcement of the
Resolutions of the Fourteenth Meeting of the Eighth Session of the Board of Directors”, “Overseas
Regulatory Announcement Announcement on the Application of Issue Proceeds In Replacement of
Internal Funds Previously Invested in Projects for which the Issue Proceeds are Intended” and “Overseas
Regulatory Announcement Announcement on the Partial Application of Unutilised Issue Proceeds to the
Interim Replenishment of Working Capital” published by the Company on 14 February 2020.

43



ZTE CORPORATION INTERIM REPORT 2020

The following table sets out the use of the issue proceeds of the non-public issue of A shares of the
Company during the reporting period. As at the date of 30 June 2020, the balance of the issue proceeds
was RMB93,494,900, and the Company stored the issue proceeds in a special account. For details,
please refer to the “Overseas Regulatory Announcement Special report on the storage and use of the
issue proceeds in the semi-annual period of 2020” published by the Company on 28 August 2020.

RMB in ten thousands

Item Amount
Net proceeds 1,145,941.87
Plus: expenses related to the issuance that have not been replaced 358.11

Net accumulated interest income after deducting service fee 294.66

Minus: net fund replacement amount during the reporting period
(technology research and product development relating to

5G network evolution) 497,245.15

Amount used during the reporting period
(replenishment of working capital) 390,000.00
interim working capital replenishment 250,000.00
Balance of the issue proceeds as at the end of the reporting period 9,349.49

The Company will continue to use the balance of the issue proceeds of the non-public issue of A shares
in accordance with the plan for the use of the issue proceeds as disclosed in the Company’s circular
dated 28 February 2019. The Company has repaid ahead of schedule the aforesaid unused issue
proceeds utilised as interim working capital replenishment in the amount of RMB1,280 million to the
designated account for issue proceeds, For details, please refer to the “Overseas Regulatory
Announcement Announcement on the partial repayment ahead of schedule of the unused issue proceeds
utilised as interim working capital replenishment” published by the Company on 28 July 2020.

On 28 July 2020, the Company applied issue proceeds in replacement of internal funds previously
invested in the projects for which the issue proceeds had been intended with a total fund replacement
amount of RMB1,357 million and further replaced internal funds amounting to RMB3,581,098.97 utilised
for the payment of issue expenses. The aforesaid matter has been considered and approved at the
Twentieth Meeting of the Eighth Session of the Board of Directors of the Company. For details, please
refer to the “Announcement Resolutions of the Twentieth Meeting of the Eighth Session of the Board of
Directors” and “Overseas Regulatory Announcement Announcement of the application of issue proceeds
in replacement of internal funds previously invested in the projects for which the issue proceeds had
been intended and utilised for the payment of issue expenses” published by the Company on 28 July
2020.

(X) ISSCSIySE AND PAYMENT OF THE COMPANY’S MEDIUM TERM NOTES AND

1. Completion of payment of 2015 tranche | medium term notes

The “Resolution of on the Proposed Registration and Issue of Perpetual Medium Term Notes” was
considered and approved at the Twentieth Meeting of the Sixth Session of the Board of Directors
and the First Extraordinary General Meeting of 2014 of the Company, granting approval to the
Company’s application to the National Association of Financial Market Institutional Investors for the
registration and issue of Perpetual Medium Term Notes with an amount of not more than RMB9
billion. The National Association of Financial Market Institutional Investors has accepted the
registration of the Company’s RMB9 billion Medium Term Notes.

On 27 January 2015, the Company completed the issue of 2015 Tranche | Medium Term Notes
(“Medium Term Notes”) with an amount of RMB6,000 million for a term of 5+N years (maturity upon
redemption by the Company pursuant to the terms of the issue). The Medium Term Notes became
due on 27 January 2020 (the due payment date coincided with statutory holidays and was
rescheduled to 31 January 2020). The Company completed the payment of the principal and
interests of the Medium Term Notes with a total amount of RMB6,348,600,000 on 31 January 2020.
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2. Issue of the Company’s 2020 SCPs

The “Resolution on the Proposed Registration and Issue of Perpetual Medium Term Notes” and the
“Resolution on the Proposed Registration and Issue of Super and Short-term Commercial Paper
(“SCP”)” was considered and approved at the Twenty-fourth Meeting of the Seventh Session of the
Board of Directors of the Company and the First Extraordinary General Meeting of 2017 of the
Company. The Company’s Tranche | Medium Term Notes with a registered amount of RMB2,000
million and SCP with a registered amount of RMB8,000 million have been registered with and
approved by the National Association of Financial Market Institutional Investors (FEIR TR M H X
S B %) (“NAFMII”). For details, please refer to the “Overseas Regulatory Announcement
Announcement on the Approval of Registration for the Medium Term Notes and Super and Short-
term Commercial Paper” published by the Company on 10 October 2019.

During the reporting period, the Company completed seven tranches of SCP issue for an aggregate
amount of RMB8,000 million. For details, please refer to the relevant announcements published by
the Company on 26 March 2020, 22 April 2020, 26 May 2020, 12 June 2020 and 28 June 2020,
respectively.

The payment date for Tranche IV SCP 2020 would be 23 August 2020 (which is a statutory holiday,
hence the due payment date was rescheduled to 24 August). The payment date for Tranche V SCP
2020 would be 24 August 2020. The Company completed a total payment of RMB2,006,657,534.24
in principal and interests for Tranche IV and Tranche V SCP 2020 on 24 August 2020.

3. The Com