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Important

The Board of Directors, Supervisory Committee and the Directors,
Supervisors and senior management of the Company confirm that
there are no false information and misleading statements in this report
nor any material omissions therefrom, and collectively and individually
accept responsibility for the truthfulness, accuracy and completeness
of the contents of this report.

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

This report has been considered and approved at the Sixteenth
Meeting of the Sixth Session of the Board of Directors of the
Company. Mr. Zhang Jianheng, Vice Chairman, was unable to attend
the Meeting due to work reasons and has authorised Mr. Wang
Zhanchen, Director, to vote on his behalf.

The respective financial statements of the Group for the year ended
31 December 2013 were prepared in accordance with PRC Accounting
Standards for Business Enterprises and with Hong Kong Financial
Reporting Standards respectively, and had been audited by Ernst &
Young Hua Ming LLP and Ernst & Young, and an unqualified auditors’
report has been issued by each of them.

During the year, there was no significant deficiency in internal control
in relation to financial reporting of the Company, nor was any
significant deficiency in internal control in relation to non-financial
reporting identified.

Mr. Hou Weigui, Chairman of the Company, Mr. Wei Zaisheng, Chief
Financial Officer of the Company and Mr. Shi Chunmao, 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.

In view of the state of affairs of the Company, profit distribution for
2013 by way of cash dividend of RMB0.3 (before tax) for every 10
shares held based on the total share capital of 3,437,541,278 shares
of the Company as at 31 December 2013 has been proposed. The
aforesaid matter shall require consideration and approval at the
general meeting.

This report contains forward-looking statements in relation to subjects
such as future plans, which do not constitute any specific undertakings
to investors by the Company. Investors should beware of investment
risks.

This report has been prepared in Chinese and English respectively.
In case of discrepancy, the Chinese version shall prevail, except for
the financial report prepared in accordance with Hong Kong Financial
Reporting Standards, of which the English version shall prevail.
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China Securities Journal, Securities Times, Shanghai Securities News and http://www.cninfo.com.cn are designated
media for the Company’s information disclosure. Only information of the Company published in the aforesaid media
should be relied upon. Investors are asked to beware 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”

ulTU”

“SASAC”
‘(CSRCH
“Shenzhen CSRC”

“Shenzhen Stock
Exchange”

“Shenzhen Listing Rules”

“Hong Kong Stock
Exchange”

“Hong Kong Listing Rules”

“SFO”
“HKFRSs”

“PRC ASBEs”
“Nationz Technologies”
“China All Access”
“ZTE HK”

“Speed”

“ZTE Capital”

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

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

ZTE and one or more of its subsidiaries

The board of directors of the Company

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

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

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

State-owned Assets Supervision and Administration Commission of the State Council
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)

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

Generally accepted accounting principles in China
Nationz Technologies, Inc.

China All Access (Holdings) Limited

ZTE (H.K.) Limited

Huizhou Speed Wireless Technology Co., Ltd.

Shenzhen ZTE Capital Management Company Limited
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“Zhonghe Chunsheng Fund” Shenzhen Zhonghe Chunsheng Partnership Private Equity Fund |

“Ocean Delight”

“ZNV”

“BOCHK”

“Zhongxingxin”
“Zhongxing Xinyu”

“Mobi Antenna”
“Huatong”

“Nanchang Software”
“Zhongxing Hetai”
“Zhongxing Development”

“Chongqing Zhongxing
Development”

“Xi’an Microelectronics”
“Aerospace Guangyu”
“Zhongxing WXT”
“CASC”

“Zhongxing Software”

“ZTE Kangxun”

“ZTE Group Finance”

Ocean Delight Investments Limited

Shenzhen ZNV Technology Co., Ltd.

Bank of China (Hong Kong) Limited

Shenzhen Zhongxingxin Telecommunications Equipment Company Limited
Shenzhen Zhongxing Xinyu FPC Company Limited

Mobi Antenna Technologies (Shenzhen) Co., Ltd.

Huatong Technology Company Limited

Zhongxing Software Technology (Nanchang) Company Limited

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

Chongging Zhongxing Development Company Limited

Xi’an Microelectronics Technology Research Institute

Shenzhen Aerospace Guangyu Industrial Company Limited

Shenzhen Zhongxing WXT Equipment Company Limited

China Aerospace Science and Technology Corporation and its subsidiaries
Shenzhen Zhongxing Software Company Limited

Shenzhen ZTE Kangxun Telecom Company Limited

ZTE Group Finance Co., Ltd.
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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.

2G

3G

4G

5G

GSM

CDMA

UMTS

TD-SCDMA

LTE

Second-generation mobile networks utilising digital wireless technology to provide
larger network capacity, improved voice quality and encryption, as well as seamless
international roaming for users. Existing mobile communications networks are mainly
2G GSM and CDMA utilising GSM, GPRS and IS-95B technology for CDMA with
a data supply capacity of up to 115.2Kbps, or 384Kbps in case of GSM (Global
System for Mobile Communications) featuring EDGE (Enhanced Data Rates for GSM
Evolution) technology.

Third-generation mobile networks supporting peak data rates of 144Kbps at mobile
user speeds, 384Kbps at pedestrian user speeds and 2Mbps in fixed locations,
although some initial deployments were configured to support just 64Kbps. ITU
coordinates 3G standards through its IMT-2000 project and key standardisation
organisations such as 3GPP and 3GPP2.

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

Fifth-generation mobile communication, 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 what is currently available) and more connections (100 times more than what is
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.

A global system for cellular mobile communications originated in Europe, which has
been deployed in more than 170 countries using TDMA radio propagation technology.

Code division multiple access, one of the technology standards for 2G mobile
communications. It is a spread spectrum technology standard that assigns a
pseudonoise (PN) code to all voice and data bits, sends a scrambled transmission
of the encoded voice over the air and reassembles the voice in its original format.
By assigning a unique correlating code to each transmitter, the technology standard
allows several simultaneous conversations to share the same frequency allocations.

A reference to WCDMA standards generally used in Europe. 3G technologies have
been collectively referred to as UMTS (Universal Mobile Telecommunications System)
by European Telecommunications Standards Institute (ETSI) since the early 1990s.

Time division synchronous code division multiple access, a 3G technology developed
by China to support voice and data transmission.

LTE (Long Term Evolution) refers to the long-term evolution of 3G technology with
OFDM as the core technology, and is regarded as 4G in the making. LTE is being
promoted by 3GPP and its major performance targets include maximum speeds of
100Mbps (download) and 50Mbps (upload) using 20MHz bandwidth. There are two
types of LTE, distinguished by the mode of division duplex, namely FDD-LTE of
frequency division and TDD-LTE of time division.
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WLAN

SDR platform

UPP platform

V4 platform

ATCA platform

ICT
Wireless multiple network

fusion

Cloud Radio

Smart Pipe

Internet of Things

Wireless Local Area Network, a local area network in which connection is facilitated
using wireless methods. It is generally deployed indoors to cover a distance of
about 100 metres. The WLAN standards are promoted primarily by IEEE, which has
defined a series of 802.11 standards. WLAN usually uses non-licensed frequency
bands such as 2.4GHz or 5GHz. Within the area it covers, WLAN affords higher
throughput rate than cellular networks. At present, it is widely used in computers,
PAD and smart phones.

Software Defined Radio, a technology by which different modes and protocols
are implemented by modifications in software and configuration without hardware
replacement. The SDR technology provides solutions to a multi-mode, multi-
frequency and scalable wireless system. The SDR platform is a new-generation multi-
mode, multi-frequency and scalable wireless technology platform developed by ZTE.

Unified Packet Platform, a future oriented platform for medium- to high-end
products developed by ZTE using IP packet as core technology. It supports a wide
range of medium-to high-end products in various product lines such as bearer
networks and core networks and raises the start-up thresholds of various products
through standardisation and shared core components for better R&D efficiency and
product competitiveness. It supports two in-depth measurements to satisfy general
application requirements of carriers and corporate users.

A new-generation system platform designed and developed by ZTE to meet market
demands for new-generation core network products, wireless base station controllers,
services and wireline products. lts software is based on a sound framework with
high availability of middleware and its hardware has been improved based on ATCA
architecture.

Advanced Telecom Computing Architecture, an advanced telecom computing
structure announced by PICMG (PCI Industrial Computer Manufacturers Group)
in 2002 to provide a standardised platform system architecture for telecom-grade
applications. It is being extensively used in the telecommunications industry.

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

The fusion of wireless technologies with different protocols and systems to achieve
maximum network operating efficiency and consistency in terminal-users’ experience.
This includes the fusion of 2G, 3G, LTE and WLAN at the system equipment level
and the terminal level.

Cloud Radio is an innovative radio solution capable of automatic selection of optimal
synchronisation modes based on the properties of the mobile networks and mobile
bearer conditions. It can effectively reduce inter-cell interference in LTE networks
and significantly boost network performance in the cell edge.

Relative to the “dummy pipe,” the smart pipe facilitates optimisation of internet
traffic flow through technologies such as flow sensor, classification and control, etc
to enhance users’ experience and deliver added value.

A network interconnecting all things in the physical world, characterised by
comprehensive sensors, reliable transmission and smart processing and aiming at
connection at any time, any location and among any objects. It can help to realize the
organic integration of the human society with the physical world, so that humankind
can manage production and life in a more detailed and dynamic way to generally
enhance the level of informatisation of the society.



Cloud Computing

Core network

Bearer network

PON

PTN

OTN

VoLTE

IPTV

PCT international patent

Mobile Internet
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A 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 scheduling 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.

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

Bearer layer network that provides the basic bearer function for services. It directs
each service information flow from its source to the destination according to various
requirements of the service layer and schedules network resources on the basis of
the attributes of each service requirement to ensure the functionality and performance
of the service, providing QoS assurance and network security assurance required by
communications of different types and natures.

The provision of optical access services to users through the use of passive optical
network technology, offering functions such as Qos, flow management and security
control. PON can be distinguished into FTTH and FTTB, etc based on different
destinations of optical connection, or GPON, EPON and 10G EPON, etc based on
different standards.

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

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.

Voice over LTE, an end to end voice solution built on the LTE network under full IP
conditions, enabling more efficient frequency spectrum and better voice quality. It
has to be supported by an IMS network.

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

PCT stands for Patent Cooperation Treaty. Patent applications filed pursuant to
PCT are referred to as PCT international patent applications. A single filing of an
international patent application under PCT will enable the applicant to demand patent
protection for its inventions in numerous countries at the same time.

Internet access service facilitated through mobile terminals such as smart phones/
handheld digital assistants, notebooks and Pad, etc. Enriched by the popularisation
of smart terminals, Mobile Internet services now include mobile computing, mobile
music, smart phone games, positioning technology, wireless communities and
wireless payments, etc.
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The Company is a leading integrated telecommunications equipment manufacturer in the world market and a
provider of global telecommunications solutions, with shares listed on the main board of the Shenzhen Stock
Exchange and the Main Board of the Hong Kong Stock Exchange.

In November 1997, the Company conducted an initial public offering of A shares for listing on the main board of
the Shenzhen Stock Exchange. The Company is currently the largest telecommunications equipment manufacturer
in China’s A share market in terms of operating revenue. In December 2004, the Company conducted an initial
public offering of H shares for listing on the Main Board of the Hong Kong Stock Exchange, becoming the first
A-share company to be listed on the Main Board of the Hong Kong Stock Exchange.

The Group is dedicated to the design, development, production, distribution and installation of a broad
range of advanced telecommunications systems and equipment, including carriers’ networks, terminals and
telecommunications software systems, services and other products.

The Group is one of the major telecommunications equipment suppliers in China’s telecommunications market and
has also succeeded in gaining access to the international telecommunications market with respect to each of its
major product segments. The Group has achieved a leading market position for its various telecommunications
products in China with longstanding business ties with China’s leading telecommunications service providers such
as China Mobile, China Telecom and China Unicom. With respect to the global telecommunications market, the
Group has provided innovative technology and product solutions to telecommunications service providers in more
than 160 countries and regions, making contributions to facilitate communications via multiple means, such as
voice, data, multi-media, wireless broadband and cable broadband, for users all over the world.
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ZTE Corporation

ZTE

Hou Weigui

Feng Jianxiong

Xu Yulong

Cao Wei

No. 55, Hi-tech Road South,
Shenzhen, Guangdong Province,
the People’s Republic of China
+86 755 26770282

+86 755 26770286
fengjianxiong@zte.com.cn

ZTE Plaza, Keji Road South, Hi-Tech Industrial Park,
Nanshan District,

Shenzhen, Guangdong Province,
the People’s Republic of China
518057

http://www.zte.com.cn
fengjianxiong@zte.com.cn

8/F Gloucester Tower,

The Landmark,

15 Queen’s Road Central,
Central, Hong Kong

Shi Lirong
Feng Jianxiong

China Securities Journal,
Securities Times,

Shanghai Securities News
http://www.cninfo.com.cn
http://www.hkexnews.hk

No. 55, Hi-tech Road South,
Shenzhen, Guangdong Province,
the People’s Republic of China
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7 Listing information
8 Hong Kong share registrar and transfer office
9 Legal advisers

As to Chinese law

As to Hong Kong law

10 Auditors
PRC

Hong Kong

A shares
Shenzhen Stock Exchange

Abbreviated name of stock:

Stock code: 000063

Bonds cum Warrants
Shenzhen Stock Exchange

Abbreviated name of bond:

HhEfE

Bond code: 115003
Maturity on

30 January 2013

H shares

Hong Kong Stock Exchange

Corporate Bonds
Shenzhen Stock Exchange
Abbreviated name of bond:
124 01

Bond code: 112090

Abbreviated name of stock: ZTE

Stock code: 763

Computershare Hong Kong Investor Services Limited
Room 1712-16, 17th Floor, Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong

Beijing Jun He Law Offices

20th Floor, China Resources Building,
Beijing, the People’s Republic of China

Paul Hastings

21-22/F, Bank of China Tower, 1 Garden Road,

Hong Kong

Ernst & Young Hua Ming LLP

21/F, China Resources Building,

5001 Shennan Dong Road,

Shenzhen, Guangdong Province,
the People’s Republic of China

Signing Accountants:
Li Yuxing, Fu Jie

Ernst & Young

22/F, CITIC Tower, No. 1 Tim Mei Avenue,

Central, Hong Kong
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Other relevant information

Initial registration

Date of registration 11 November 1997

Registered address 6/F, Building 710
Lian Tang Pengji Industrial Park
Luohu District, Shenzhen,
Guangdong Province,
the People’s Republic of China

Licence registration number 27939873-X
Tax registration 44030327939873X
Entity code (previously “Corporate Legal 27939873-X

Person Code”)

As at the end of the year

Date of registration 23 October 2013

Registered address ZTE Plaza, Keji Road South, Hi-Tech Industrial Park,
Nanshan District, Shenzhen,
Guangdong Province,
the People’s Republic of China

Licence registration number 440301103852869
Tax registration 44030127939873X
Entity code 27939873-X

Since the initial public offering of A shares and listing on the main board of the Shenzhen Stock Exchange,
there has been no change to the principal business and controlling shareholder of the Company.
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DEAR SHAREHOLDERS,

| hereby presents the annual report of the Group for the year
ended 31 December 2013, and would like to express, on behalf
of the Board of Directors, our sincere gratitude to all shareholders
for their concern and support for ZTE.

In 2013, the Group achieved turnaround to profit for the year thanks to strengthened management over contract
profitability and enhanced efficiency in cost management. The Group’s operating results, business development
and prospects are discussed as follows:

OPERATING RESULTS

The Group’s operating revenue for 2013 amounted to RMB75.23 billion, representing a year-on-year decline of
10.6%, while net profit attributable to shareholders of the listed company amounted to RMB1.36 billion, representing
a year-on-year growth of 147.8%. Basic earnings per share amounted to RMBO0.39, improving by 147.0% as
compared to the previous year. For 2013, the Group’s operating revenue from the domestic market and the
international market amounted to RMB35.63 billion and RMB39.60 billion, respectively.

BUSINESS DEVELOPMENT

Growth was sustained in equipment investment by the global telecommunications industry in 2013, albeit at a slow
pace. As 2G networks were gradually being phased out, the market was dominated by 3G and 4G networks, with
WLAN technologies providing an important complement under the irreversible trend of wireless and broadband
access by users. The thriving popularity of the Mobile Internet assured continuous growth in consumers’ demand
for smart terminals. As national broadband schemes were being proposed in numerous countries across the globe,
policy support and government funding should drive the construction of global broadband networks.

In 2013, in connection with the domestic market, the Group worked in close tandem with the network construction
plans of carriers to capitalise on opportunities in the domestic market for equipment investment, with a special
emphasis on areas with strong carriers’ interest, such as flow operation and the Smart City. Regarding the
international market, the Group persisted in the strategy of in-depth operation in major populous nations and with
mainstream global carriers, underpinned by gradual optimisation of our allocations in key markets. Comprehensive
partnerships with mainstream global carriers have been formed as a result.

In 2013, the Group achieved significant progress in the optimisation of market and product allocations by
implementing the strategy of “staying focused, enhancing efficiency and seeking innovation.”

CORPORATE GOVERNANCE

In 2013, the Company continued to improve its corporate governance systems and regimes, regulate operations
and optimise internal control regimes in accordance with the requirements of the Company Law, Securities Law,
Corporate Governance Standards for Listed Companies, Hong Kong Listing Rules and relevant domestic and
overseas laws and regulations. During the year under review, the Company has formulated its “2013 Internal Control
Work Plan” to confirm key tasks and completion plans in internal control for 2013 in accordance with the “Notice
on the Publication of Supplementary Guidelines for Corporate Internal Control” ( BB ENZE (> R HIBR EIL DI

14
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BA) ) jointly promulgated by 5 ministries and ministerial commissions including the Ministry of Finance and the
CSRC and the “Notice on the Proper Implementation of Pilot Internal Control Standards of Listed Companies in
Shenzhen” ( (EERHBIFRIIBEE LT AR REZEHREAREE TEREA) ) and the “Notice on Further Procuring
Work relating to the Implementation of Internal Control Rules for Shenzhen Listed Companies” ( (BERE—
HIFFIEE LR AT RIEIES SRR T/EMNEA) ) issued by the Shenzhen CSRC, and effectively rolled out
internal control tasks as planned to enhance the standard of the Company’s operations and management and risk
aversion ability. In accordance with the latest requirement under the Hong Kong Listing Rules on Board diversity,
the Nomination Committee of the Company has formulated a Board Diversity Policy and the Working Rules for
the Nomination Committee have been amended accordingly to ensure effective implementation of such policy.
Through the aforesaid measures, our corporate governance systems and regimes have been further improved.

CORPORATE SOCIAL RESPONSIBILITY

Corporate social responsibility and sustainable development represent important elements of the Group’s corporate
culture. We constantly update ourselves with the latest notions and standards in social responsibility and seek
indepth understanding of the demands of our stakeholders, so as to ensure the incorporation of social responsibility
into our corporate strategies and improve our fulfilment of corporate social responsibility on an ongoing basis. The
Group has always been committed to the development of innovative information and communication technologies
based on research, development and innovation as the core to deliver and enhance value for its customers and
partners. We also seek to steer towards a highly efficient development model with low carbon emission by designing
and implementing eoc-friendly and energy-saving solutions. It is our hope that, through our services, people in
different regions will enjoy freedom in communications on an equal basis. By enabling users around the world to
carry out full communication via voice, data, multi-media and wireless broadband, we do play a part contributing
to the sustainable development of the economy, society and environment. The Group’s efforts in corporate social
responsibility has been widely recognised by the government, international organisations and media.

FUTURE PROSPECTS

Looking ahead to 2014, opportunities as well as challenges will abound in the telecommunications industry amid
the full-fledged application of 4G technologies, the amalgamation of ICT industries and an overriding trend of
informatisation. In connection with carriers’ networks, the full-scale roll-out of 4G network deployment over the
world, especially the large-scale construction of 4G networks in China, is set to usher in surging new developments
for the telecommunications industry, although the coexistence of 3G/4G/WLAN is expected to remain in the
scene in the longer term. National broadband schemes, users’ demand and technology upgrades will drive the
construction of global broadband networks, while the building of transmission networks that support wireless or
wireline broadband will also continue. Regarding smart terminals, products of the next generation will feature higher
levels of intelligence affording greater flexibility. Wearable device will present a new direction of development, as
the fulfillment of consumers’ needs becomes a crucial determining factor. In the government and enterprise service
sectors, areas of keen market interest, such as industry informatisation, the Internet of Things, Cloud Computing,
the Smart City and information security, etc, are set to present business opportunities to the Group.

FOCUS OF THE GROUP FOR 2014

To address the increasingly volatile telecommunications industry, the Group will endeavour to integrate its resources
in a scientific manner in 2014, based on the core principle of “Innovation and Intensification.” In particular, the
combination of technological integrations with business model innovations will be sought to realise breakthroughs
in its profit model, while achieving cost savings and optimisation in efficiency through innovation.

Hou Weigui
Chairman

Shenzhen, the PRC

27 March 2014
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February

ZTE won the GTI Award for integrated solutions in its debut presentation.

ZTE remained as the world’s largest applicant for patent rights, filing a total of
3,906 international patent applications in 2012.

ZXCTN 6500, ZTE’s PTN product, was given 1st ranking in overall technology by
Frost & Sullivan.

ZTE rose to a 2nd ranking in global market share for optical network products.

ZTE became the first manufacturer in the industry to complete transmission of
400Gb/s signals over an ultra-long distance of over 5,000 km.

ZTE ranked 2nd in global market share for IPTV.

ZTE retained 1st ranking in percentage shares for China Telecom’s new CDMA
collective procurement contracts.

ZTE’s Cloud Radio was ready for commercial application after obtaining certification
for cross-station synchronisation.

ZTE was vindicated in two Section 337 patent investigations in the United States,
building a “Great Wall” of proprietary rights comprising 50,000 patents.

ZTE secured a 60% share of China Mobile’s 100G OTN collective procurement
project in 2013.

ZTE joined forces with CSL to launch the VoLTE Network.

T
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(I MAJOR ACCOUNTING DATA OF THE GROUP FOR THE YEAR PREPARED IN ACCORDANCE WITH

PRC ASBES

Unit: RMB in millions

Amount for

Item 2013
Operating revenue 75,233.7
Operating profit (1,493.1)
Total profit 1,827.8
Net profit attributable to shareholders of the listed company 1,357.6
Net profit after extraordinary items attributable to shareholders of the listed company 73.0
Net cash flow from operating activities 2,574.6

Extraordinary items and amounts that have been deducted are as follows:

Unit: RMB in millions

Amount for
Item 2013
Non-operating income 594.2
Gains from fair value change 204.0
Investment gains 857.7
Less: Gains/losses arising from the disposal of non-current assets 18.1
Less: Other non-operating expenses 126.4
Less: Effect of income tax 226.7
Total 1,284.7

() MAJOR ACCOUNTING DATA AND FINANCIAL INDICATORS OF THE GROUP FOR THE PAST THREE
YEARS PREPARED IN ACCORDANCE WITH PRC ASBES

Whether the Company has made retrospective adjustments to or restated accounting data of the
previous year because of changes in accounting policies or for the rectification of significant
accounting errors

v Yes O No

In January to February 2014, the Ministry of Finance formulated and promulgated “ASBE No. 39 — Fair Value
Measurement”, “ASBE No. 40 — Joint Venture Arrangements”, amended and promulgated “ASBE No. 30
— Presentation of Financial Statements”, “ASBE No. 9 — Employees’ Remuneration” and “ASBE No. 33 —
Consolidated Financial Statements”. The five aforesaid accounting standards will come into effect on 1 July
2014, although overseas listing enterprises are encouraged to bring forward their implementation. As a company
simultaneously listed in China and Hong Kong, the Company adopted the five aforesaid accounting standards in
the preparation of its 2013 financial statements. Changes in the accounting policies of the Company as a result
of changes in the aforesaid accounting standards have been reflected in 2013, and the corresponding figures for
2012 have also been retrospectively adjusted. The adjustments have only affected the items of long-term employee
remuneration payable and capital reserves in the balance sheet, but have had no impact on profit and loss. For
details, please refer to “Note Il. Principal Accounting Polices and Accounting Estimates—2. Adoption of certain
revised/new accounting standards” to the financial report prepared in accordance with PRC ASBEs.
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Major accounting data of the Group for the past three years prepared in accordance with PRC
ASBEs

Unit: RMB in millions

For the year

For the year ended 31 For the year

ended 31 December 2012 Year-on-year ended 31

Item December 2013 (Restated) change December 2011

Operating revenue 75,233.7 84,118.9 (10.56%) 86,254.5

Operating profit (1,493.1) (5,002.2) 70.15% 429.5

Total profit 1,827.8 (1,983.2) 192.16% 2,635.1
Net profit attributable to shareholders

of the listed company 1,357.6 (2,840.9) 147.79% 2,060.2

Net profit after extraordinary items

attributable to shareholders of the

listed company 73.0 (4,190.5) 101.74% 1,067.2

Net cash flow from operating activities 2,574.6 1,550.0 66.10% (1,812.2)

Unit: RMB in millions

As at As at 31 December Year-on- As at 31 December
31 2012 (Restated) year change 2011
December Prior to After (after Prior to After
Item 2013 adjustment adjustment adjustment) adjustment adjustment
Total assets 100,079.5 107,446.3 107,446.3 (6.86%) 105,368.1 105,368.1
Total liabilities 76,453.8 84,807.6 84,853.5 (9.90%) 79,079.3 79,133.6
Owners’ equity attributable to
shareholders of the listed
company 22,532.7 21,502.5 21,456.6 5.02% 24,231.7 24.177.4
Share capital (million shares) 3,437.5 3,440.1 3,440.1 (0.08%) 3,440.1 3,440.1
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2. Major financial indicators of the Group for the past three years prepared in accordance with PRC

ASBEs
For the For the year ended
year 31 December 2012 Year-on- For the year ended
ended 31 (Restated) year change 31 December 2011
December Prior to After (after Prior to After
Item 2013 adjustment adjustment adjustment) adjustment adjustment
Basic earnings per share
(RMB/share) Note 0.39 (0.83) (0.83) 146.99% 0.61 0.61
Diluted earnings per share
(RMB/share) Nete 2 0.39 (0.83) (0.83) 146.99% 0.61 0.61
Basic earnings per share
after extraordinary items
(RMB/share) Nete 1 0.02 (1.22) (1.22) 101.64% 0.31 0.31
Increased
by 18.63
Weighted average return on percentage
net assets (%) 6.17% (12.43%) (12.46%) points 8.74% 8.76%
Increased
Weighted average return by 18.71
on net assets after percentage
extraordinary items (%) 0.33% (18.34%) (18.38%) points 4.53% 4.54%
Net cash flow from operating
activities per share
(RMB/share) Note 3 0.75 0.45 0.45 66.67 % (0.53) (0.53)
As at 31 December Year-on- As at 31 December
As at 31 2012 (Restated) year change 2011
December Prior to After (after Prior to After
Item 2013 adjustment adjustment adjustment) adjustment adjustment
Net asset per share
attributable to shareholders
of the listed company
(RMB/share) Note 3 6.55 6.26 6.24 4.97% 7.06 7.05
Decreased
by 2.58
percentage
Gearing ratio (%) 76.39% 78.93% 78.97% points 75.05% 75.10%

Note 1:

Basic earnings per share for the reporting period was calculated on the basis of the total share capital as at the end of the period.

Basic earnings per share for 2012 was calculated on the basis of the weighted average number of ordinary shares, namely the
total share capital at the end of the period less 2,536,742 lapsed Subject Shares under the Phase | Share Incentive Scheme of
the Company. Basic earnings per share for 2011 was calculated on the basis of the weighted average number of ordinary shares,
namely the total share capital at the end of the period less 9,125,893 restricted shares remaining in lock-up.

Note 2:

As share options granted by the Company during the reporting period have given rise to 1,767,000 potentially dilutive ordinary

shares, diluted earnings per share has been calculated on the basis of basic earnings per share taking into account the said factor.
As certain Subject Share quotas remaining in lock-up under the Phase | Share Incentive Scheme of the Company have given rise to
0 and 6,874,194 potentially dilutive ordinary shares for 2012 and 2011, respectively, therefore diluted earnings per share has been
calculated on the basis of basic earnings per share taking into account the said factors.
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Note 3: Net cash flow from operating activities per share and net asset per share attributable to shareholders of the listed company for
2013 were calculated on the basis of the total share capital at the end of the period. The corresponding indicators for 2012 were
calculated on the basis of the total share capital at the end of the period less 2,536,742 lapsed Subject Shares under the Phase
| Share Incentive Scheme of the Company. The corresponding indicators for 2011 were calculated on the basis of the total share
capital at the end of the period less 9,125,893 restricted shares remaining in lock-up.

3. Extraordinary items and amounts of the Group for the past three years prepared in accordance with

PRC ASBEs

Unit: RMB in millions

Amount for the Amount for the Amount for the

year ended 31 year ended 31 year ended 31

Item December 2013 December 2012 December 2011
Non-operating income 594.2 559.6 362.9
Gains/(losses) from fair value change 204.0 (107.4) (88.7)
Investment gains 857.7 1,197.7 982.2
Add: Others - - 74.8

Less: Gains/losses arising from the disposal of non-

current assets 18.1 19.4 30.6

Less: Other non-operating expenses 126.4 42.8 132.4

Less: Effect of income tax 226.7 238.1 175.2
Total 1,284.7 1,349.6 993.0

(Il) MAJOR FINANCIAL INFORMATION OF THE GROUP FOR THE PAST FIVE YEARS PREPARED IN
ACCORDANCE WITH HKFRSs

Unit: RMB in millions

Year ended 31 December

2012 2010

Results 2013 (Restated) 2011  (Restated) 2009
Revenue 75,233.7 84,118.9 86,254.5 69,906.7 60,272.6
Cost of sales (54,775.1)  (65,545.5) (62,086.4) (48,241.8) (41,667.8)
Gross profit 20,458.6 18,573.4 24,168.1 21,664.9 18,604.8
Other income and gains 4,905.3 4,609.2 3,664.4 2,639.8 1,723.5
Research and development expenses (7,383.9) (8,829.2) (8,492.6) (7,092.0) (5,781.6)
Selling and distribution expenses (10,158.5) (11,340.9) (11,112.2) (8,890.2) (7,157.8)
Administrative expenses (2,258.7) (2,449.2) (2,605.6) (2,524.0) (2,735.2)
Other expenses (2,119.1) (706.1) (1,684.1) (753.8) (603.2)
Profit from operating activities 3,443.7 (142.8) 3,938.0 5,044.7 4,050.5
Finance costs (1,650.4) (1,888.5) (1,374.2) (728.6) (751.7)
Share of profit and loss of jointly controlled

entities and associates 34.5 48.1 71.3 44 1 26.0
Profit before tax 1,827.8 (1,983.2) 2,635.1 4,360.2 3,324.8
Income tax expense (394.2) (621.4) (392.0) (883.7) (629.1)
Profit before non-controlling interests 1,433.6 (2,604.6) 2,243.1 3,476.5 2,695.7
Attributable to:

Non-controlling interests (76.0) (236.3) (182.9) (226.3) (237.6)
Attributable to:

Shareholders of parent company 1,357.6 (2,840.9) 2,060.2 3,250.2 2,458.1
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Unit: RMB in millions

At 31 December

2012 2011
Assets and liabilities 2013 (Restated) (Restated) 2010 2009
Total assets 102,473.0 109,911.5 107,7841 85,509.2 69,464.9
Total liabilities 78,847.3 87,318.7 81,549.6 60,547.2 51,516.0
Non-controlling interests 1,093.0 1,136.3 2,057.1 1,868.1 1,123.6
Shareholders’ equity attributable to parent
company 22,532.7 21,456.5 24,177.4 23,093.9 16,825.3
(IV) MAJOR FINANCIAL INDICATORS OF THE GROUP FOR THE PAST FIVE YEARS PREPARED IN
ACCORDANCE WITH HKFRSs
2012 2011
Item 2013 (Restated) (Restated) 2010 2009
Basic earnings per share (RMB/share) Note ! 0.39 (0.83) 0.61 0.98 0.78
Net asset per share (RMB/share) Note 2 6.55 6.24 7.05 6.87 5.31
Fully diluted return on net assets (%) 6.03% (13.24%) 8.52% 14.07% 14.61%

Basic earnings per share for the reporting period was calculated on the basis of the total share capital as at the end of the period.

Note 1:
Basic earnings per share for 2012 was calculated on the basis of the weighted average number of ordinary shares, namely the
total share capital at the end of the period less 2,536,742 lapsed Subject Shares under the Phase | Share Incentive Scheme of the
Company.

Note 2: Net asset per share attributable to shareholders of the listed company for 2013 was calculated on the basis of the total share

capital as at the end of the period. The corresponding indicators for 2012 were calculated on the basis of the total share capital
at the end of the period less 2,536,742 lapsed Subject Shares under the Phase | Share Incentive Scheme of the Company.

(V) THE AMOUNTS OF NET PROFIT AND NET ASSETS OF THE GROUP FOR THE YEAR ENDED
AND AS AT 31 DECEMBER 2013 CALCULATED IN ACCORDANCE WITH PRC ASBES ARE FULLY
CONSISTENT WITH THOSE CALCULATED UNDER HKFRSs
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The Board of Directors hereby presents its audited operating results report together with the financial statements
of the Group for the year ended 31 December 2013.

BUSINESS OF THE GROUP

The Group is principally engaged in the design, development, production, distribution and installation of a
broad range of advanced telecommunications systems and equipment, including carriers’ networks, terminals,
telecommunications software systems, services and other products.

FINANCIAL RESULTS

Please refer to page 151 and page 317 of this report for the results of the Group for the year ended 31 December
2013 prepared in accordance with PRC ASBEs and HKFRSs, respectively.

FINANCIAL SUMMARY

Set out on pages 19-22 of this report are the results and financial position summary of the Group for the three
financial years ended 31 December 2013 prepared in accordance with the PRC ASBEs.

Set out on pages 22-23 of this report are the results and financial position of the Group for the five financial years
ended 31 December 2013 prepared in accordance with HKFRSs, which have been extracted from the respective
financial statements of the Group for each of the five financial years ended 31 December 2009, 2010, 2011, 2012
and 2013 prepared in accordance with HKFRSs.

()] Business Review for 2013
1. Overview of the domestic telecommunications industry for 2013

While there was a general slowdown in the domestic telecommunications industry in 2013, the issuance of 4G
licenses and the announcement of the Broadband China strategy together with pertinent implementation plans
injected vitality to support growth in equipment investment by the telecommunications industry. Capital expenditure
of domestic carriers was focused on the large-scale deployment of 4G networks and the construction of relevant
ancillary facilities, with wireless, broadband and transmission continuing to be heavily favoured by the industry.
There was ongoing progress in the development of strategic new sectors such as the Internet of Things and Cloud
Computing with the support of government policies. Meanwhile, the building of the Smart City, as an initiative for
transformation in the process of urban development, has entered the stage of effective implementation. According
to statistics published by the Ministry of Industry and Information Technology, revenue from the telecommunication
services amounted to RMB1,168.91 billion for 2013, representing a year-on-year growth of 8.7%.

2. Overview of the global telecommunications industry for 2013

Growth was sustained in equipment investment by the global telecommunications industry in 2013, albeit at a slow
pace. As 2G networks were gradually being phased out, the market was dominated by 3G and 4G networks, with
WLAN technologies providing an important complement under the irreversible trend of wireless and broadband
access by users. The thriving popularity of the Mobile Internet assured continuous growth in consumers’ demand
for smart terminals. In the meantime, global carriers in danger of being reduced to the role of a mere provider of
network connection were actively investigating new profit models, such as service innovations and applications
for the government and enterprise sectors. As national broadband schemes were being proposed in numerous
countries across the globe, policy support and government funding should drive the construction of global
broadband networks.
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3. Operating Results of the Group for 2013

During 2013, while global carriers tended to adopt a more rational approach in equipment investment, domestic
carriers did gradually increase their investment in equipment because of the issuance of 4G licenses. The Group
optimised its market and product allocation in active support of the technological preferences and network
construction plans of global carriers. Nevertheless, the Group’s overall operating revenue decreased by 10.6% to
RMB75.23 billion as compared to 2012, mainly as a result of the decline in operating revenue from terminal products.
During the year, the Group strengthened its management over contract profitability and exercised stringent control
over the execution of low gross margin contracts, resulting in improved gross margin for international projects
and the increase in operating revenue from domestic systems projects as a percentage of total revenue. Total
expenses (selling and distribution costs, administrative expenses and research and development costs) for the
reporting period decreased significantly as compared to the same period last year, reflecting the Group’s effort
to enhance cost management and improve efficiency. As a result of the aforesaid measures, the Group achieved
turnaround to profit for the year to report net profit attributable to shareholders of the listed company of RMB1.36
billion for 2013, representing a year-on-year growth of 147.8%. Basic earnings per share amounted to RMBO0.39.

1) By market
The domestic market

During the year under review, the Group reported operating revenue of RMB35.63 billion from the domestic
market, accounting for 47.4% of the Group’s overall operating revenue. The Group worked in close tandem with
the network construction plans of carriers to capitalise on opportunities in the domestic market for equipment
investment, with a special emphasis on areas with strong carriers’ interest, such as flow operation and the Smart
City. We were also vigorously involved in the development of strategic new sectors such as Cloud Computing
and the Internet of Things.

The international market

During the year under review, the Group reported operating revenue of RMB39.60 billion from the international
market, accounting for 52.6% of the Group’s overall operating revenue. The Group continued to focus on in-
depth business development and operation in major populous nations and with mainstream global carriers, with
an ongoing focus on markets and products to gradually optimise our allocations in key markets. Comprehensive
partnerships with mainstream global carriers have been formed as a result.

2) By product
During the year under review, the Group reported operating revenue of RMB40.70 billion for carriers’ networks.

Operating revenue for terminals amounted to RMB21.70 billion. Operating revenue for telecommunication software
systems, services and other products amounted to RMB12.83 billion.
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Carriers’ networks

In connection with wireless products, the Group started to reap rewards from its ongoing investments in the
research and development of 4G products with the successful commercial application of its Cloud Radio solution,
especially in the domestic market where the Group edged its peers in market shares for 4G product tenders,
while revenue was also being reported in the international market where the Group’s business was starting to
embrace positive developments. In the traditional 2G/3G markets, we continued to identify further opportunities
in network expansion or upgrade. And while the Group was implementing its strategic business deployment for
4G and seeking further business opportunities in the existing 2G/3G markets, it was also actively engaged in the
research, development and planning of 5G.

In connection with wireline and optical communications products, the Group reported relatively fast growth in
operating revenue from wireline switch and access products on the back of ongoing investment in research and
development and outstanding product competitiveness, while such growth was also being driven by the rapid
development of the broadband market and the construction of supporting facilities for the Mobile Internet.

In terms of the service products, new breakthroughs in mainstream global carriers were made with the sales of
IPTV and video conference products, resulting in enhanced market share for the Group in the interest of sustainable
development.

Terminals

In 2013, operating revenue from terminal products decreased in line with the decline in operating revenue from
feature phones and data cards and the decline in operating revenue from 3G handsets in the domestic market,
while operating revenue from smart terminals as a percentage of total revenue continued to rise, as driven by the
rapid development of the Mobile Internet. The Group will be committed to enhancing the competitiveness of its
terminal products, repackaging them as consumer goods with a more Internet-driven mentality. While maintaining
and enhancing our competitive edge in hardware, we also intend to highlight our software and services, so that
we could win over consumers through innovation on the back of our core competitive strengths.

Telecommunications software systems, services and other products

During the year under review, operating revenue from the Group’s telecommunications software systems, services
and other products reported year-on-year decline of 6.3%, which reflected mainly the decline in operating revenue
from video and network terminal products in both domestic and international markets.

() Discussion and analysis prepared under PRC ASBEs

The financial data below are extracted from the Group’s audited financial statements prepared in accordance

with PRC ASBEs. The following discussion and analysis should be read in conjunction with the Group’s financial
statements audited by Ernst & Young Hua Ming LLP and the accompanying notes thereto set out in this report.

28



ANNUAL REPORT 2013

1. Breakdown of indicators by industry, product and region segments for the year as compared to the
previous year

Unit: RMB in millions

Year-
on-year Year- Year-on-year
increase/ on-year increase/

decrease increase/ decrease in
in decrease gross profit

Gross operating in margin
Operating Operating profit revenue operating (percentage
Revenue mix revenue costs margin Note  costs Note points)
l. By industry
Manufacturing of
communication
equipment 75,233.7 53,125.9 29.39% (10.56%) (17.11%) 5.58
Total 75,233.7 53,125.9 29.39% (10.56%) (17.11%) 5.58
Il. By product
Carriers’ networks 40,695.7 25,491.8 37.36% (2.18%) (14.10%) 8.69
Terminals 21,702.1 18,487.0 14.81% (24.69%) (23.70%) (1.11)
Telecommunication
software systems,
services and other
products 12,835.9 9,147.1 28.74% (6.29%) (10.18%) 3.09
Total 75,233.7 53,125.9 29.39% (10.56%) (17.11%) 5.58
1ll. By region
The PRC 35,636.0 23,770.6 33.30% (9.68%) (18.18%) 6.93
Asia (excluding the PRC) 13,849.5 10,444.4 24.59% (13.78%) (18.18%) 4.06
Africa 5,866.0 4,353.6 25.78% (24.99%) (20.97%) (8.78)
Europe, Americas and
Oceania 19,882.2 14,557.3 26.78% (4.32%) (13.17%) 7.46
Total 75,233.7 53,125.9 29.39% (10.56%) (17.11%) 5.58

Note: The figures for operating revenue and operating costs for the previous year in the above table have been extracted from the restated
statements for the previous year.
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(1) Analysis of change in revenue

The Group reported RMB75,233.7 million in operating revenue for 2013, dropping 10.56% as compared with last
year. Operating revenue generated from the domestic business amounted to RMB35,636.0 million, dropping 9.68%
as compared with last year. Operating revenue generated from the international business also declined 11.34%,
as compared with last year, to RMB39,597.7 million.

Analysed by product segment, year-on-year decline was generally reported for carriers’ networks, terminals,
telecommunication software systems, services and other products. The slight decrease in revenue from the Group’s
carriers’ networks for 2013 reflected mainly the combined effect of the increase in revenue from 4G products
in the domestic market and wireline products in the international market on the one hand, and the decrease in
revenue generated from GSM/UMTS system equipment products in the domestic and international markets and
CDMA systems equipment products in the international market. The decrease in revenue from the Group’s terminals
for 2013 reflected mainly the general decrease in revenue generated from 3G, CDMA and GSM handsets in the
domestic market and GSM handsets and data cards in the international market. The decrease in revenue from the
Group’s telecommunication software systems, services and other products for 2013 mainly reflected the decline
in revenue from video and network terminals in both the domestic and the international markets.

(2) Explanatory statement relating to the adjustment of product classification

“ZTEMT” product mainly comprises mobile phone and related accessories. The said product was included in
“Telecommunication software systems, services and other products” in 2012 and prior years as mobile phone
revenue only accounted for a small proportion of the said product’s revenue and mobile phone was not classified
as a separate item. However, the proportion of mobile phone revenue in the said product started to increase in
2013, therefore the Company reclassified the said product to “Terminals” and restated the data breakdown by
product for the same period of 2012, accordingly.

(3) Changes in the scope of consolidation as a result of changes in equity interests in the Company’s
subsidiaries and analysis of operating revenue and operating costs for the comparable period last year

Unit: RMB millions

2013 2012 Note
Year on year
Year on year Year on year increase/
increased/ increase/ decrease in gross
Gross Gross  decrease in  decrease in profit margin
Operating Operating profit Operating Operating profit operating operating (percentage
revenue costs margin revenue costs margin revenue costs points)
75,233.7 53,125.9 29.39% 82,403.0 62,742.4 23.86% (8.70%) (15.33%) 5.53

Note: Figures of operating revenue and operating costs for 2012 have excluded operating revenue and operating costs of subsidiaries
deconsolidated in 2013.

In 2012, the Company c