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Hytera Communications

Well poised for upcoming boom (002583)

Broadband-Narrowband convergence and emerging markets major Rating Buy
catalysts for global private network growth over the next seven years.

Analog and digital communications respectively underpinned 55% and Contribution analyst:

41% of the global private network market in 2016, with analog expected Wu Chaoze (CE No. BEM208)

to contract to 32% and digital expand to 61% by 2020, according to IHS. wuchaoze@.csc.com.cn +86 010 8515 6318

The switch from analog to digital in recent years has boosted revenues
Issuing analyst:

Steven Liu, CFA, PhD, (CE No.: AM0971)

for private network system and terminal providers, while the next seven
years will see broadband-narrowband convergence and emerging

markets pick up the baton to drive the next wave of growth, with global S +852 3465 5652
broadband private network market size anticipated to advance at a CAGR

of over 23% to USD2.6bn by 2020, and emerging markets in regions like

South America, countries along the Belt and Road and Africa estimated

to be worth an aggregate RMB150bn for years to come. Date: 13 November 2017

Hytera, one of few companies in the world that can provide a full suite
of cutting-edge Professional Digital Trunking (PDT), digital mobile radio
(DMR) and Terrestrial Trunked Radio (TETRA) products and solutions, is
poised for solid growth over the next two years on the back of: (1) its

Share prices performance
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DMR/TETRA technologies; (3) continuously high input into R&D to o

shorten the gap with broadband system vendors; and (4) an extensive o

global sales network of nearly 1,000 dealers around the world. We gé
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predominant position in the public safety field; (2) rising market shares
in the metro transportation and commercial sectors thanks to its leading

thereby project Hytera to reach a revenue of RMB5.4bn/7.7bn in
2017/2018, up 58%/41% YoY. Recommend a Buy rating.
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Risk factors: (1) rivals like Huawei and TD Tech will keep chipping away at

Hytera, in our view; (2) expansion in the European private network

market may be held back by fierce competition; (3) Sepura may continue

to lose money if its integration misses expectations; and (4) Motorola

Solutions’s ongoing patent actions against Hytera in the US, Germany and

Australia expose Hytera to substantial claims risks.
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1. Private network ushering in the broadband-narrowband convergence
era

1.1 Analog-to-Digital conversion boosts revenues for private network

terminal/system providers

Private networks mainly serve the purpose of transmitting data or voice for certain organizations or groups that attach
high importance to information security, with public safety, transportation and commercial sectors respectively
accounting for around 45%, 25% and 5% of its adoption. Global/Chinese private network market size was
RMB87.8bn/9.82bn in 2014, and is estimated to soar to RMB113.6bn/16.97bn by 2017, with stock investors in this field
growing at a CAGR of 7.7% from 2012 to 2017.

According to IHS, analog and digital communications respectively underpinned 55% and 41% of the global private
network market in 2016, with analog expected to contract to 32% and digital expand to 61% by 2020, a CAGR of -17%
and 11%, respectively. A switch from analog to digital in the last seven years has boosted revenues for private network
system and terminal providers.

Figure 1: Global private network market size (hundred million
yuan)

Figure 2: China private network market size (hundred
million yuan)
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Currently, major digital communications standards applied in private networks include TETRA, P25, DMR and PDT, with
TETRA and DMR terminals respectively claiming a market share of 22% and 40%. In 2015, Motorola Solutions led the
global DMR terminal/system industry with a 47%/46.5% market share, followed by Hytera, which secured a market share
of 65% in the DMR Tier Ill segment and is projected to maintain a growth rate of more than 30% over the next two years.
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Figure 3: IHS projects a CAGR of -17% for analog terminals Figure 4: Percentage of industries that adopt private
networks
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Figure 5: Geographical distribution of widely used private network communications standards

Source: Hytera; Research Dept, CSCI

1.2 Emerging markets and broadband-narrowband convergence new growth

drivers

While narrowband communications has such advantages as wide coverage, low costs and low latency, it can’t
accommodate to emerging services such as video analysis, image recognition and big data, which is why broadband-
narrowband convergence is gaining in popularity nowadays around the world, such as TETRA + LTE in Europe, P25 + LTE
in the US, and PDT + LTE in China.

Please read the disclaimer on the last page.




@D*EEEE%

Listed company in-depth

Figure 6: Private network communications technology Figure 7: Broadband/Narrowband private networks play
evolution important roles in respective areas
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Figure 8: Broadband-Narrowband convergence catering to evolving demands in private networks
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Table 1: A comparison of broadband/narrowband private networks
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According to IHS, global broadband private network market size was USD1.1bn in 2016, and is estimated to grow at a
CAGR of over 23% to USD2.6bn by 2020, benefiting from the broadband private network construction drive in the US,
Western Europe, the Middle East, China and Australia.

Figure 9: Broadband-Narrowband convergence solutions in Figure 10: Global broadband base station/terminal market
major global economies will grow at a CAGR of more than 23% in the next four years,
according to IHS
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In the US, AT&T has been selected by the First Responder Network Authority (FirstNet) to build and manage the first
broadband network dedicated to America’s police, firefighters and emergency medical services, covering all 50 states,
five US territories and the District of Columbia. Motorola Solutions as a major network terminal and system supplier of
this project is expected to make over USD50mn of revenue accordingly in 2018.

Motorola Solutions has also been chosen as an equipment and system integration provider of the Emergency Services
Network (ESN) currently under construction and to be rolled out in 2020, benefiting over 200,000 users across police,

fire and emergency medical services in the UK.

Table 2: Some broadband-narrowband convergence policies issued in China in 2017
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In China, government authorities are stepping up broadband private network construction, with the MPS already
designating a “PDT + TD-LTE” model for all future domestic public safety networks. Statistics show that in the first eight
months of 2017, at least nine local Chinese PSBs invited tenders for broadband private network projects, with more such
demands also coming from airports and ports.
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Table 3: LTE private network projects in China’s public safety sector, Jan-Aug 2017
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North America, Europe and Asia Pacific respectively command 33%, 28% and 25% of the global private network market,
with North America contributing to over 60% of Motorola Solutions’s total revenue. Emerging markets like South
America, countries along the Belt and Road and Africa represent an estimated market potential of RMB150bn, with the
Middle East and Africa seeing a Y/Y growth of 100% in TETRA sales in 2016, according to IHS. YTD, Hytera has been
awarded orders by the Philippine National Police and Uzbekistan’s national security project, and is set to land more such
deals in the emerging markets, accelerating its overseas revenue growth.

Figure 11: North America contributes to over 60% of Motorola Figure 12: Europe, North America and Asia responsible
Solutions’s total revenue, followed by Europe, Asia Pacific and for 85% of global TETRA sales
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Table 4: Hytera has won some big orders in the emerging markets in recent years
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2. Hytera: Solid growth foreseeable over the next two years

2.1 A leading provider of PDT, DMR and TETRA

Founded in 1993 and headquartered in Shenzhen, Hytera Communications Corporation Limited (“Hytera”) boasts to be
one of just a few companies in the world able to provide a full suite of cutting-edge PDT, DMR and TETRA products and
solutions and the world’s No.1 DMR Tier lll Trunking provider. Following the acquisition of Sepura, a global leader in
TETRA digital radio products, Hytera has around 8,000 employees serving customers in 120 countries and regions in
fields such as government organizations, public safety institutions, utilities, transportation and oil & gas. Around 40% of
Hytera's staff are engaged in R&D.

Figure 13: Hytera’s shareholding structure
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Figure 14: Product line revenue as a percentage of Hytera’s Figure 15: Revenue forecast for Hytera’s major product
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In 1H17, digital private network products brought in a sales revenue of RMB1.346bn for Hytera, up 41.06% Yoy, in line
with expectations; overseas revenue was RMB1.054bn, up 84.97% YoY, mainly driven by a string of big orders from
abroad. The Sepura acquisition has incurred an M&A consulting fee of more than RMB50mn for the first three quarters
of 2017 and a loss of RMB30mn for 3Q17. Deducting the Sepura impact, Hytera’s 3Q17 profit is estimated to fall within
the range of RMB130mn-180mn. Sepura is expected to reach break-even by the end of this year, and turn a profit next
year.

Figure 16: Hytera’s total operating revenue and overseas Figure 17: Hytera’s net profit attributable to the parent company,
revenue, 2012-1H17 2012-1H17
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Figure 18: Hytera injects over 10% of its revenue into R&D Figure 19: Hytera’s system/terminal sales revenue 2012-2016
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2.2 Abundant orders in hand

Hytera currently dominates the domestic PDT market with a market share topping 80%, which continues to expand as
local PSBs speed up the process of replacing analog private networks with PDT ones. In 2016, Hytera completed building
14 provincial PDT communications platforms, logging a sales revenue of RMB690mn, up 142% YoY. Swelling PDT
demands in segments such as judiciary and prisons on top of public safety have seen Hytera’s successful PDT bids in the
off-peak first eight months of 2017 more than double in both volume and value, with the momentum expected to carry
forward throughout 2017, reaching a revenue of more than RMB1.2bn.
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Table 5: Hytera’s successful PDT bids in the first eight months of 2017
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Figure 20: Hytera’s PDT sales revenue growth forecast Figure 21: Hytera’s split-screen scheduling system
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In March, Motorola Solutions filed a lawsuit alleging that Hytera’s DMR terminals and systems are made leveraging
Motorola Solutions’s patents and trade secrets that were taken by three engineers who left the company to join Hytera.
This reflects the intensifying competition between the two global DMR giants. In 2015, Motorola Solutions led the global
DMR terminal/system industry with a 47%/46.5% market share, followed by Hytera, which secured a market share of
65% in the DMR Tier Ill segment and is projected to maintain a growth rate of more than 30% over the next two years
partly on the back of turning dealers of the likes of Motorola Solutions and Airbus into its own. 2016 saw Hytera’s DMR
sales revenue climb 32% YoY to RMB1.38bn, which is expected to reach RMB2bn in 2017, up 45% YoY, with 1H17 DMR
sales revenue touching RMB770mn, up 60% YoY, mainly thanks to a string of big orders from emerging markets.

Figure 22: Hytera’s DMR sales revenue growth forecast Figure 23: Hytera’s five major DMR products
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Source: Research Dept, CSCI Source: Hytera’s website; Research Dept, CSCI

Hytera has made strong inroads into the global TETRA arena through its 2012 takeover of Rohde & Schwarz Professional
Mobile Radio GmbH, a subsidiary of Rohde & Schwarz specializing in PMR systems and 2017 acquisition of Sepura. It has
landed a series of blockbuster international orders in recent years, including a EUR130mn public safety network project
in the Netherlands in 2015, and an 800M trunking communications platform for Taiwan Taoyuan International Airport,
a TETRA network project for FIFA, TETRA equipment supply for the Peruvian National Police, a public safety platform
procurement project in Angola and a city safety project of the Cajamarca Emergency Command Center in Peru in 2016.
TETRA brought in a revenue of RMB437mn in 2016, up 40% YoY, and is expected to generate RMB900mn in 2017 and
over RMB1.5bn in 2018 following the final acceptance of the Netherlands public safety project in Jan. 2018.
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Table 6: Some TETRA projects won by Hytera from 2015 to 2017
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Figure 24: Hytera’s TETRA sales revenue growth forecast Figure 25: Hytera’s new-gen TETRA products
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3. Hytera expands its global foothold through M&A

A M&A spree in recent years has seen Motorola Solutions beef up its range of PTT and two-way radio hardware/software
products with WAVE PTT apps and related management server software provided by Twisted Pair, build up its
communications and collaboration software suite by acquiring PTT specialist Kodiak Networks, and snap up Airwave, the
largest private operator of a public safety network in the world, delivering mission-critical voice and data
communications to more than 300 emergency and public service agencies in the UK.
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Table 7: Motorola Solutions’s M&A spree 2015-2017
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Figure 26: Motorola Solutions’s product/service revenue in Figure 27: Services responsible for 40% of Motorola
recent years Solutions’s 2016 revenue
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Hytera, of course, won't sit by and let its competitor take over. It completed the acquisition of Sepura for RMB649mn on
May 25 and gobbled up Norsat for RMB427mn on Jul. 21, following its 2012 buyout of Rohde & Schwarz Professional
Mobile Radio GmbH, and its purchase of Hebi Tianhai Electronic Information System Co. Ltd. in 2013 to move into the
military digital trunking market.
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Table 8: Hytera’s M&A activities since listing
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Figure 28: Sepura’s revenue by customer region

Figure 29: Sepura’s annual shipments
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Source: Sepura’s annual report; Research Dept, CSCI

Sepura is a leading TETRA terminal provider with a global market share of 43% and claims the largest TETRA market
share in both Germany and the UK, with 72% of its 2016 revenue coming from Europe and the Middle East and selling
1.6mn terminal units to 100 countries as of 2016. To avoid competition with Hytera, Sepura announced in 2016 its exit
from the DMR market, focusing on TETRA, the transportation sector and the North America market. Sepura swung to a
loss in 2016 due to its raising of £65mn to pay down debts incurred by the acquisition of Teltronic.
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Figure 30: Sepura’s subsidiaries and their offerings
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Source: Sepura’s website; Research Dept, CSCI

Hytera's acquisition of Sepura adds approximately 700 professionals and staff to Hytera, along with research facilities
and offices in Cambridge, Zaragoza, and Helsinki. Sepura has itself grown rapidly, both organically and through the
acquisition of Zaragoza, Spain-based PMR communications solutions provider Teltronic S.A.U. in 2015. Sepura also owns
Helsinki, Finland-based applications developer Portalify. Sepura and its subsidiaries can provide Hytera greater market
shares in the UK, Europe, North America and Latin America (revenues in these two regions respectively soaring 227%
and 604% after the acquisition of Teltronic in 2016), as well as strong channel partnerships through a worldwide dealer
network. With its growing momentum in the PMR space and some very high-profile opportunities, Hytera is executing
a clear strategy as it expands globally.

Figure 31: Sepura’s operating revenue 2011-2016 (euros) Figure 32: Sepura’s net profit prior to being acquired by
Hytera (euros)
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Source: Wind; Research Dept, CSCI Source: Wind; Research Dept, CSCI

Founded in 1977, Norsat is a leading provider of innovative communications solutions that enable the transmission of
data, audio and video for remote and challenging applications. Norsat’s products and services include customizable
microwave components, portable satellite terminals, and maritime solutions. Through its Sinclair Division, Norsat is a
leading provider of antenna and RF conditioning products, systems and coverage solutions for public safety, defense and
private wireless networks.

Norsat’s products and services are used extensively by telecom services providers, emergency services and homeland
security agencies, military organizations, health care providers, news organizations and Fortune 1000 companies. Its
customers include NATO, the United States Department of Defense, Marine Corps, Army, Navy and Air Force; FOX News,
CBS News; Boeing, Reuters, Motorola, TESSCO, General Dynamics, among others.

In FY16, Norsat posted USD38.04mn in operating revenue and USD3.28mn in net profit.

Please read the disclaimer on the last page.
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Figure 33: Norsat’s major customers
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Source: Norsat’s website; Research Dept, CSCI

Figure 34: Norsat’s major offerings
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The acquisition of Norsat serves to catapult Hytera into the satellite communications field, helping Hytera provide more
comprehensive solutions to customers and significantly expand its global sales channels particularly in North America.

Figure 35: Norsat’s operating revenue prior to being Figure 36: Norsat’s net profit attributable to the parent
acquired by Hytera company prior to being acquired by Hytera
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Figure 37: A combination of wireless and private network communications

RN AR%.
WP SEFITHRI

Source: Norsat’s website; Research Dept, CSCI

4. Riding the broadband-narrowband convergence trend

4.1 Hytera’s new launches

Hytera took advantage of this year’s Critical Communications World (CCW) to announce a series of new products aimed
at the reality of continued narrowband voice services for the foreseeable future and pending rollouts of mission-critical
broadband networks around the world.

The Hytera PDC760/PTC760 Multi-mode Advanced Radio is a revolutionary terminal in the private radio network industry,
the first of its kind to offer a truly convergent platform for critical voice and broadband data services. This innovative
development is a significant milestone, supporting multimode communications in different scenarios, be it daily business
operations or emergency response, broadband or narrowband, public or private network. It has been included in the
public safety platform procurement project in Angola with a contract value of about RMB210mn.

Figure 38: Major characteristics of Hytera’s Figure 39: The Hytera PDC760/PTC760 is able to connect
broadband private network products broadband/narrowband/public network/private network
systems, supporting 2G/3G/LTE/TETRA/DMR WiFi/bluetooth/NFC
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The P-LTE system incorporates eNodeB, eTC, iBS, Rapid System and iMesh, enabling seamless LMR-to-LTE migration.

Figure 40: Hytera’s P-LTE series
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Hytera also unveiled in May a new-gen multi-media command and dispatch system to realize converged access,
concentrated management and unified dispatch of various wired/wireless voice/video systems and terminals.

Figure 41: The broadband & narrowband multi-media Figure 42: The broadband & narrowband multi-media
dispatch solution for airports dispatch solution for public safety
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Figure 43: The three-layer architecture of Hytera’s multi-media command and dispatch system
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4.2 Carrying forward growth momentum
In our view, Hytera is poised for solid growth over the next two years on the back of: (1) its predominant position in the
public safety field; (2) rising market shares in the metro transportation and commercial sectors thanks to its leading

DMR/TETRA technologies; (3) continuously high input into R&D to shorten the gap with broadband system vendors; and
(4) an extensive global sales channel network of nearly 1,000 dealers around the world.

Risk factors

(1) Rivals like Huawei and TD Tech will keep chipping away at Hytera, in our view;

(2) Expansion in the European private network market may be held back by fierce competition;
(3) Sepura may continue to lose money if its integration misses expectations; and

(4) Motorola Solutions’s ongoing patent actions against Hytera in the US, Germany and Australia expose Hytera to

substantial claims risks.
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