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What is Professional Mobile Radio (PMR) in layman’s terms?

A “walkie-talkie” in the simplest form, and so much more...

PMR is a type of two-way wireless communication designated for mission-critical use cases. PMR networks typically consist of
devices (the simplest form is a walkie-talkie), base stations, and control center equipment. PMR offers unique qualities that are
valued by customers: (1) confidentiality — it operates in a designated radio spectrum, (2) reliability — it is designed for
extreme conditions/worst-case scenarios, (3) proprietary ownership — it is operated for exclusive use of the owner, (4) cost
efficiency — vs. public wireless networks due to lower spectrum band.

With over 50 million users and a global market size of US$10bn as of 2016, we see demand for PMR products as mainly coming
from the public security (police/fire departments), utilities (subway/railway/oil pipeline/airports), and commercial sectors
(residential/commercial/industrial property). We expect the global PMR industry to grow at 5% CAGR from 2016-2020E (vs. 5%
in 2014-2016) to reach an addressable market size of US$11.6bn, driven by: 1) penetration increase in developing markets and
2) replacement demand in developed markets.

For China, we forecast the PMR market to grow at a much faster speed of 14% CAGR from 2016-2020E, as we see strong
potential from lagging penetration vs. developed markets, policy tailwinds from China’s 13" Five-Year Plan, and increasing
upgrade/replacement demand due to the ongoing shift from analog to digital.

Exhibit 1: Global PMR industry CAGR of 5% from 2016- Exhibit 2: China’s PMR market is set to grow at a much
2020E, to reach an addressable market size of US$11.6bn faster speed of 14% CAGR from 2016-2020E
m Global PMR market size (US% bn) China PMR market size (RME mn) —s—% yoy
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Source: ResearchandMarkets.com, Gao Hua Securities Research. Source: China Industry Research (www.cir.cn), Gao Hua Securities
Research.
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Exhibit 3: China’s PMR market to continue growing at a
strong 14% CAGR over 2016-2020E (vs. 13% in 2012-15)...

China PMR market size (RMB mn)
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Exhibit 4: ...and Hytera is well positioned to benefit as
largest PMR player in China and second largest globally

Global PMR market share China PMR market share
(2016) (2016)
Others,
47.6%
f MSI,
i 14.8%
Sepu /-
2.4% i astco
Harris, it 3%
4.0% . ﬁ;
Kenwo Harris, 2 — Kenwo
od,  Hytera, 24% 1 | | od,
41%  Baw% Tech, Haige,  459%
5.4% 3.3%

Source: China Industry Research (www.cir.cn), Gao Hua Securities Research

Source: Company data

Exhibit 5: Hytera dominates China’s public safety sector
with 80% share and leads public utility sector with 30%

Exhibit 6: Hytera is growing its overseas revenue via both
organic market share gain and asset acquisition

Hytera China market share (2016)

Public Safety sector 80%
Public Utility sector 30%
China market 23%

0% 20% 40% 60% 80% 100%

=== Hytera overseas sales [ Sepura sales —B8-% yoy
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6,000 90%
80%
5,000 70%
4,000 60%
50%
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1.000 20%
,00 10%
- 0%

2013 2014 2015 2016 2017E 2018E 2019E

Source: Company data

Source: Company data, Gao Hua Securities Research

Exhibit 7: We expect operating leverage continue to drive
margin improvement for Hytera

Exhibit 8: Hytera currently trades in line with its historical
average P/E, despite its improving net margin outlook

Hytera's operating leverage
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PM Summary: Digital shift and overseas key drivers; initiate at Buy

PMR in layman’s terms
is a walkie-talkie in the
simplest form, but it is
so much more and we

see significant growth,
especially in China

Continued market share
gains, gross margin
improvement, and
operating leverage
should lead EPS to grow
at a 56% CAGR from
2017E to 2019E

Strategic direction, both
domestically and in
overseas markets, and
operating leverage to
drive improved
profitability

EIRIREMR

Hytera — a leader in the Professional Mobile Radio (PMR) industry with 23% market share in
China (No.1) and 6% market share globally (No.2) in 2016 — operates in a consolidated industry
where customer stickiness is high and customer/supplier bargaining powers are low. As such, we
believe Hytera can leverage its strong market position, scale advantage, and deep product know-
how to gain market share with its unwavering focus on R&D and technology.

PMR is a type of wireless communications system. It is different from public wireless networks (i.e.
2G/3G/4G/5G) in that it is privately owned by customers such as the police/fire departments and
subway/airport operators, the devices are ruggedized for use under extreme conditions and
emergency situations, and extremely high reliability is required. For an in depth look at the PMR
industry in China please see our companion report “China: Communications Technology: Walkie-
Talkie 2.0, November 1, 2017.

Access to a large and growing profit pool

As of 2016, the global PMR market was a US$10bn industry growing at mid-single digits yoy.
Demand for PMR products is mainly from the public security (police/fire departments), utilities
(subway/railway/oil pipeline/airports), and commercial sectors (residential/commercial/industrial
property). We expect global PMR industry CAGR of 5% from 2016-2020E, reaching an
addressable market size of US$11.6bn, driven by: 1) penetration increase in developing markets
and 2) replacement demand in developed markets.

For China, we forecast the PMR market growing at a much faster speed of 14% CAGR from
2016-2020E to reach a market size of RMB13.5bn (US$2bn). In particular we see strong potential
from lagging penetration vs. developed markets, policy tailwinds from China’s 13" Five-Year Plan,
and increasing upgrade/replacement demand due to the ongoing shift from analog to digital.

Competitive advantages driving market share and earnings

We expect Hytera’s key competitive advantages to drive market share from 6% in 2016 to 16% in
2020E and net profit margin from a low of 2.2% in 2014 to 15.3% in 2019E.

(1) Scale advantage in a consolidated PMR market, with 80% share of China’s public safety
sector and 30% of the public utility sector in 2016. Hytera should continue to gain share due to its
best-in-class technology and first-to-market advantage. Overseas, it has combined organic
growth with active M&A, recently acquiring UK PMR provider Sepura to strengthen its global
footprint (market share of 2.4%) and gain access to proprietary technology.

(2) Strong pricing power vs. customers as well as suppliers, due to its solid market position
and also its diversified customer and supplier mix, which will likely be evidenced in new contract
wins in the coming year.

(3) Technology leader with an unwavering focus on R&D and an industry-leading R&D-to-sales
ratio. Hytera has consistently invested over 11% of its annual revenue into R&D since 2008
(industry leading) and dedicates ¢.40% of its workforce in technology-related fields.

Dominant in the China market, and expanding overseas

We believe Hytera has formed clear growth strategies in both domestic and overseas markets,
which should drive improved profitability with operating leverage and supply chain consolidation.

(1) Domestic market: As a technology leader in China, Hytera monopolizes the public safety
sector and dominates the public utility sector, whereas the relatively low-end commercial sector is
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more fragmented. We expect Hytera to gain market share in the public utility and commercial
sectors due to its best-in-class technology and first-to-market advantage.

(2) Overseas market: Hytera has over the past decade combined organic growth with active
M&As, winning contracts due to its high quality products, fast response time, and good customer
service. It recently acquired UK PMR provider Sepura, the fifth largest PMR player with 2.4%
global market share, effectively strengthening Hytera’s footprint overseas and giving it access to
Sepura’s proprietary technology.

(3) Operating leverage: Including the recent acquisition of Norsat (an antenna supplier of PMR
base stations), we expect operating leverage will continue to drive an uplift to earnings on
economies of scales due to Hytera’s leading market position and operational strength vs. peers,
likely to be seen in the 4Q17 results due March 2018.

Initiate at Buy with 12-m TP implying 21% upside potential

As visibility on its YTD, the Hytera share price has gained 47%, vs. the global PMR industry average of 12% (MSI
improving profitability +8% YTD). It has far outperformed its domestic listed peers Haige (-9% YTD) and Eastcom (-18%

increases, we expect . . . . .
Hytera to see a re-rating YTD), in our view due to its industry leading revenue growth and gross margins.

Although Hytera is currently trading in line with its historical average 12-month forward P/E, we

expect the stock should continue to outperform its peers on the back of its strengthening market
position, both domestically and overseas, improving profitability levels due to operating leverage,
and supply chain consolidation, which we believe will drive market share gains and higher ASPs.

We apply a 30% premium to the global PMR peer average P/E multiple of 18X 2019E to arrive at
24X target multiple for Hytera. The premium applied is justified in our view by its relatively higher
margins and ROE.

We initiate on Hytera at Buy with our 12-month target price of RMB23, implying 21% upside
potential. Key risks to our investment thesis and price target include: PMR industry demand
volatility; foreign exchange risks; longer-than-expected receivable turnover.

Exhibit 9: PMR Valuation Comps

" . 12m | .| Market | y Revenue | Gross Net EV/ FCF Div
Comeany e[ Hating Mazket Target| cap LY (US$ mn)| margin | margin R = EBITDA| yield | yield P2 e
Price | Price | +/-Side |US$ mn| 2017E-2019E CAGR 2016 2016 2016 |2018E|2019E|2018E| 2018E | 2018E| 2018E| 2018E| 2018E
Hytera (Rmb) 002583.SZ] Buy 19.0 | 23.0 21% 5,018 |42.2%|51.3%| 55.9% 519 49.0% | 11.7% | 29.9x | 20.2x | 0.5x | 28.2x | 1.4% | 0.5% | 5.2x | 18.6%
Motorola Solutions (US$) MSI Buy 90.5 108.0 19% 14,727 1.7% 2.6% | 10.2% 6,038 48.4% 14.1% 18.6x | 17.2x 1.4x 10.2x 0.0% 2.2% | -12.9x
Harris (US$) HRS Buy | 139.3 | 127.0 -9% 16,607 | 6.6% [ 10.1% | 19.0% 6,684 33.1% 7.3% 20.7x | 17.0x | 1.3x 12.7x 4.9% | 1.6% 4.9x | 22.0%
Haige Communications (Rmb) | 002465.SZ| NC 10.9 3,812 | 27.5% | 37.7% | 37.5% 666 42.2% | 145% | 30.4x | 23.6x | 0.6x 23.9x 3.1% | 1.2% 3.0x 9.5%
JVC Kenwood (JPY) 6632 T NC 350.0 427 0.3% 9.5 14.2% 2,597 29.5% -1.7% 2.9x | 18.1x NA 3.5x .7%. 1.4% 0.8x 2.7%
Average 15.7%] 22.2%] 27.4% ,301 40.4% | 9.2% | 24.5x| 19.2x| 1.0x 15.7x .8% | 1.4% .2x_|13.2%
Median 6.6% | 10.1%] 19.0%| 2,597 42.2% | 11.7% | 22.9x | 18.1x| 1.0x | 12.7x 1% | 1.4% | 3.0x |[14.0%
STD 18.4%(21.1%] 19.1%| 2 0 8.8% 6.7% 5.4x 2.8x | 0.5x 10.1x .7% | 0.6% | 7.5x | 8.8Y%
Hytera premium to average 21% 27% 41%

Notes: Pricing as of November 1, 2017, except US stocks which are as of October 31, 2017. Estimates for Not Covered (NC) companies are from Bloomberg.

Source: Datastream, Bloomberg, Company data, Goldman Sachs Global Investment Research, Gao Hua Securities Research
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Three key competitive advantages driving market share and earnings

Hytera’s strong revenue
and earnings growth
momentum has
consistently outpaced
global peers, and we
expect it will continue to
gain market share both
domestically and
overseas

For more details on PDT,
TETRA and DMR terms
used, please see
Appendix 2

#1: Scale advantage in a consolidated market

As the largest PMR player in China with 23% market share as of 2016, Hytera has a solid market
position across a number of different segments:

Public safety sector: Hytera dominates the public safety sector in China with 80% market
share (as of 2016), being the key participant involved in the PDT (Professional Digital
Trunking) standard setting process and offering products/solutions to customers such as the
police department, fire department, etc.

Public utility sector: Hytera leads the public utility sector in China with 30% market share
last year, mainly offering TETRA (Terrestrial Trunked Radio) and PDT products and system
solutions to subway, railway, oil pipeline operators, etc.

Commercial sector: For the commercial sector in China, which is more fragmented and
price sensitive than the public safety and public utility sectors, Hytera mainly sells Digital
Mobile Radio (DMR) products through its national distributor network.

Outside its home market, Hytera has also established a global network, and in our view has made
impressive progress over the past decade by:

Offering a comprehensive suite of TETRA and DMR products compatible with global and
regional standards;

Actively participating in overseas projects (both long term government public safety projects
and event-type projects); and

Pursuing M&A in the US, UK, Germany, Canada, etc., to achieve instant customer
acquisition and technology transfer.

Exhibit 10: Hytera holds 23% PMR market share in

China...

Exhibit 11: ...and 6% market share globally (8% post
acquisition of Sepura)

Harris, 2.4%

Others, 47.6%

TD-Tech,
5.4%

China PMR market share (2016, US$)

Global PMR market share (2016, US$)

Others, 28.3%

TD-Tech,
MSI, 14.8% 2.4%
Sepura, 2.4%
Eastcom, i
5.3% Harris, 4.0%
—— Kenwood, Kenwood, _—"
. 4.5% 4.1%
Haige, 3.3% Hytera, 5.8%

Source: Company data

EIRIREMR

Source: Company data
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We believe this scale leadership puts Hytera in an advantageous position versus both global and
domestic peers due to:

1) High customer stickiness: Customer stickiness is very high for the PMR terminals and
system equipment, especially for the government sector which procures through a bidding
process and requires highly customized products. Once successfully penetrated, the
switching costs for customers are high, which we believe will benefit an industry leader like
Hytera and enhance its market position.

2) Operational efficiencies on rising output: We have seen scale benefits consistently
reflected in Hytera’'s margin in the past as its profit growth has consistently outpaced topline
growth.

Exhibit 12: Hytera has exhibited operating leverage as
profit growth has continuously outpaced sales growth

Exhibit 13: Hytera holds dominant position in the China
PMR market across a number of sectors
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Public Safety sector

116%

Public Utility sector 30%

China market 23%

Sales CAGR
2014-2016

Gross profit

CAGR 2014-

2016

EBIT CAGR Net income
2014-2016 CAGR 2014- t T T T T )
2016 0% 20% 40% 60% 80% 100%

Source: Company data
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Source: Company data

#2: Strong pricing power vs. customers as well as suppliers

Hytera has a quite diversified customer base, with its largest five customers comprising just 13%
of its total revenue in 2016. In terms of sectors, customers in public safety and public utilities
(46%/37% of China’s PMR market) directly buy products and solutions from Hytera (project
based), while customers in the commercial sector (17% of China’s PMR market) mainly purchase
PMR products through distributors. Hytera’s major customers are in the public safety and utilities
sectors, which from our perspective have relatively low buyer's power as we believe: (1) their
purchases tend to have low level of concentration on various project bases; (2) they require highly
customized products; and (3) they bear higher switching costs. Overall, given its solid market
position and favorable customer mix, we believe Hytera has strong bargaining power over buyers.

Hytera also has a diversified supplier mix, with its top five suppliers accounting for 19% of total
purchasing value in 2016. Over 90% of Hytera’s COGS are raw materials, the majority of which
are standardized electronic components, such as printed circuit board (PCB) and general purpose
chips, plastic and metal structures and communications devices.

With the PMR industry more consolidated than both its customer space as well as supplier space,
Hytera enjoys pricing power as it doesn’t rely on a particular customer or supplier. As a result, it is
able to keep its product pricing relatively stable year over year, and achieve operating leverage as
the procurement scale grows.
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Exhibit 14: Hytera has a diversified customer mix as well
as supplier mix...

Exhibit 15: ...which translates to high pricing power as it
doesn’t rely on a particular customer or supplier

Hytera customer mix (2016)
Customer 1,__ Customer2, cystomer 3,

4.13% 2.53% 2.42%

Customer 4,
— 2.16%

Customer 5,
1.97%

Others,
86.79%

Hytera supplier mix (2016)
Supplier 1,

4.44% Supplier 2,

4.33%

Supplier 3,
3.57%

__—Supplier 4,

3.42%

\Supplier 5,

3.35%

Others,
80.89%

Note: Data based on contribution to Hytera’s total revenue.

Note: Data based on Hytera’s total purchasing value.

Source: Company data

Source: Company data

Exhibit 16: Raw materials are the major costs for Hytera’s
terminal products...

Exhibit 17: ...and are also the major costs for its system
products

COGS breakdown: Terminal products (2016)

Depreciation, Energy, 0.3%

1.3%
Labor force, ———— Others, 0.1%

6.6%

® Raw materials
Labor force

= Depreciation
Energy
Others

COGS breakdown: System products (2016)

Depreciation, nergy, 0.1%

Others, 0.0%

® Raw materials
Labor force

m Depreciation
Energy
Others

Source: Company data

Source: Company data

#3: Technology leader with unwavering focus on R&D

e Strong R&D record: Hytera has a strong track record for R&D spending in order to stay at
the forefront of leading and mature technologies. The company’s R&D spending has stayed
above 11% of sales since 2008. In 2016, it spent 17% of revenue on R&D, second only to
Sepura, which it acquired in May 2017. Global leader Motorola Solutions Inc. (MSI) had an
R&D/sales ratio of 9%, and domestic peers Haige and Eastcom were at 13% and 8%

respectively in 2016.

o Patents: Through years of development and accumulation of technology, both
independently as well as through acquisitions, Hytera has been authorized 410 patents in the
field of PMR and another 585 patent applications are still in process. We believe
technological know-how and expertise has been a key engine driving strong revenue and
earnings growth and that this is set to continue.

EIRIREMR
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¢ Human talents: The development of core technologies, operation and maintenance of PMR
equipment/infrastructure, design and implementation of service solutions, and management
of sales & supply channel all relies on professionals with relevant knowledge and industry
experiences. Communications technology is becoming more and more data/video driven,
and this is also a future driver for the PMR industry. In this case, PMR is incorporating
broadband into narrowband, and migrating from analog to digital to satisfy the growing
demand. Hytera is currently running a team of 2,000 engineers for broadband R&D, of which
70%-80% are software-related due to the incoming trend of more customized solutions
needed for customers. We believe the high demand for professional technical talents also
creates barriers for potential new entrants.

Exhibit 18: Hytera and Sepura’s R&D-to-sales ratio are
industry leading...

Exhibit 19: ...with Hytera’s above 11% consistently since
2008

R&D expense as % of sales (2016)
25% -
22%

20% -
17%

0, -
18% 13%
10% - 9% 8%
- I l
0% - T T

MSI

Sepura Hytera Haige Eastcom

m Hytera R&D expense as % of sales
18% - 16% 17%
16%
14%
12% -
10%
8%
6%
4%
2%
0%

2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Company data

Source: Company data

Exhibit 20: Hytera has grown its R&D expense by a CAGR
of 30% over the past eight years...

Exhibit 21: ... and its R&D team by a CAGR of 27% over
the past six years

Hytera R&D expense (RMB mn) ===R&D expense growth (YoY)
700 - 94% _ 100%

600 -

80%
00 -
5 - 60%
400 -

40%

300 4 22%

. 0,
200 - 20%

0%

T T T T T T -20%
2010 2011 2012 2013 2014 2015 2016

2008 2009

Hytera R&D staff number ===Growth YoY
2,500 - 2,352 - 45%
40%
- 40%
2,000 - - 35%
- 30%
1,500 - | 259
L 209
1,000 - 20%
700 F 15%
500 - - 10%
F 5%
0 T T T T 0%
2011 2012 2013 2014 2015 2016

Source: Company data
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Exhibit 22: Hytera terminal products advancement

A van Hm
Froauct picture
Product model TC- 700 PD - 780 PDC- 760/ PTC - 760
Price RMB 700 RMB 3200 RMB 8000

Technology Analog Digital (TETRA) LTE; Multi-mode (Both analog and digital)

Dimensions 122 x 55 x 35mm 125 % 55 x 37mm 139.5 x 68 x 25.3mm
Weight 316g a55g <375¢
Capacity Voice only Voice and message Voice, message, image and video
Channel spacing 12.5 kHz 25 kHz 25 kHz & 12.5 kHz
. Standard battery: 14h (12h voice+2h video)
About 14 h 14 b

Battery ke o keckd el Optional battery: 20h (18h voice+2h videa)

Compatibility Analog conventional only Digital trunked and analog Backwards to both analog and digital
Erontand NA MNA 13MP Auto Focus
rear cameras
- 1W Speaker and powerful voice output - 2W Speaker and powerful voice output
- 1W Speaker and powerful voice output - Noticeable Push-to-talk (PTT) button - Triple mic noise suppression, acoustic echo cancellation
Key features - Lone worker, Man Down and Emergency Siren - Unique cover speaker design, compact & and wind noise suppression
- Built-in scrambler to secure information better audio quality - Collect audio, image and video data effectively and
- Built-in GPS system and bluetooth erase sensitive data once the radio is compromised

Source: Company data
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Dominant in the China market and expanding overseas

Strategic direction, both
domestically and in
overseas markets, and
operating leverage to
drive improved
profitability

¢ Domestic market: As a technology leader in China, Hytera monopolizes the public safety
sector and dominates the public utility sector, whereas the relatively low-end commercial
sector is more fragmented. We expect Hytera to gain market share in the public utility and
commercial sectors due to its best-in-class technology and first-to-market advantage.

¢ Overseas market: Hytera has over the past decade combined organic growth with active
M&As, winning contracts due to its high quality products, fast response time, and good
customer service. It recently acquired UK PMR provider Sepura, the fifth largest PMR player
with 2.4% global market share as of 2016, effectively strengthening Hytera’s footprint
overseas and giving it access to Sepura’s proprietary technology.

e Operating leverage: We expect operating leverage will continue to drive an uplift to
earnings on economies of scales due to Hytera’s leading market position and operational
strength vs. peers.

Exhibit 23: Hytera’s growth strategy

Growth strategy

Revenue/ Earnings driver

Looking forward:
a share gainer

Scale advantage and
vertical integration

9 Technology leadership Q Contract wins and M&A
c¥> \

in China in overseas markets

+ Hytera has 80% market share in + Hytera has won major public *  Global No.2 player and China No.1

public safety sector and 30% in
public utility sector.

+ China growth will be driven by PMR
equipment penetration and analog-

to-digital upgrade, in our view.

Revenue driver

Double-digit growth in China PMR
market, and further penetration

m Hytera China market share

35%
0%
25%

2012 2n3

safety contracts in the Netherland/
Angola/Chile/Peru and active in
eventbusinesses.

+ Acquisition of Sepura expands its

global digital footprint.

Revenue driver

Mid-single-digit growth in global
PMR market, and market share gain

player in PMR. Economies of scale
to exhibit operating leverage.

*+ Acquisition of Norsat — supplier of
base station antenna — provides

vertical integration.
Earnings driver

Optimize cost structure and further
operating leverage for higher margin

Hytera Global market share

3% 9%
28%
235 25%
o
20% 18% a5
15% 13% 14% 3%
1%
10% 8% B%
6%
5% I3°,f'c I‘i% Ia% e b
0%

2014 2015 2016 2017E 2018E 2018E 2020€

Note: Market share mentioned in exhibit text is as of 2016. 2012-16 market share data in the bar chart is from the company, 2017E-20E data is GHe.

Source: Company data, Gao Hua Securities Research

#1: Technology leadership creates first-to-market advantage in
China

We see high potential for growth in all three sectors in which Hytera operates in China:

EIRRBEMR
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Public safety sector: Hytera plans to continue leveraging its advantages in the PDT field,
and promote the construction of a domestic public security PDT network and application
expansion. The company targets to grow its capacity to better handle large projects, improve
its technology on integration of narrowband with broadband, and enhance the partnership
with local public safety departments.

Public utility sector: We believe Hytera’s TETRA and DMR products have entered a
stage of healthy expansion. The products have become the first choice for many sectors
such as railway/metro/oil pipeline. Hytera plans to continue focusing on providing
comprehensive industry solutions, increasing its sales efforts and channel coverage to
maintain its high revenue and earnings growth.

Commercial sector: The commercial sector in China is more fragmented than the public
safety or public utility sectors, and it requires more standardized products. We see room for
industry consolidation in the commercial sector and also believe Hytera can leverage its best-
in-class technologies and economies of scale to gain market share in this segment and
gradually consolidate the market.

Exhibit 24: Hytera’s technology leadership creates first-to-market advantage in China

From the beginning of 21** century—development of digital PMR technology standards via introducing foreign standards and independent R&D

! 2001

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Starting coverage of TETRA — by foreign introduction

China PMR market
Large offshore players*

Hytera**
Onshore

Eastcom
players

Haige

EEssss—— (years

Starting coverage of DMR — by foreign introduction

China PMR market

Large offshore players

Hytera***
Onshore
players Eastcom
Haige

4 3 years Em—)

Starting coverage of PDT — by independent R&D

China PMR market

Hytera****
Onshore
players Eastcom
Haige

Large offshore players

EEE——— years —

* Large offshore players here include Motorola Solutions (US), JVC Kenwood (Japan), EADS (Eurape), Tait Communications (New Zealand), etc.

** Hytera joined TETRA MoU (Memorandum of Understanding, now called TCCA) in 2003 and published its first generation of TETRA productsin 2006.

*E¥ Hytera introduced MSI DMR R&D team in 2008 and launched its first generation of DMR productsin 2010.

**¥¥ The initial major contributor of the PDT standard was Hytera Communications. Hytera was also the first enterprise to produce PDT two-way radio products.

Source: Company data, Gao Hua Securities Research
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Exhibit 25: Hytera is growing its domestic revenue by Exhibit 26: Hytera is growing its overseas revenue via
increasing PMR penetration and continued terminal/ both organic market share gain and asset acquisition
system upgrade from analog to digital

Hytera China sales —8—% yoy mmm Hytera overseas sales [ Sepura sales —8-% yoy
4,000 - 88% - 100% 7,000 - 92% r 100%
| - 90% - 90%
3,500 N
3,000 r 80% 6000 - - 80%
' - 70% 5,000 - ; - 70%
2,500 - L
60% 4,000 - 60%
2,000 - - 50% - 50%
1500 4 - 40% 3,000 - - - 40%
1000 - 30% 2,000 | 24% 18% - 30%
! - 20% 000 12% - 20%
500 1 - 10% 1,000 1 L 10%
- : v v : T T 0% - 0%
2013 2014 2015 2016 2017E 2018E 2019E 2013 2014 2015 2016 2017E 2018E 2019E
Source: Company data, Gao Hua Securities Research Source: Company data, Gao Hua Securities Research

#2: Contract wins and M&A are driving growth in overseas markets

Hytera has combined organic growth with active M&A in overseas markets over the past decade,
winning contracts due to its high quality products, fast response time, and good customer service.

TETRA and DMR standards are prevalent in markets outside China (PDT), the United States
(P251), and Australia (P25) in North America. Hytera is currently the world’s largest DMR Tier Ill
Trunking provider, with over 40% of its total revenue generated in overseas markets in 2016. It
has successfully won contracts from government sectors in the Netherlands, Russia, Peru, Chile,
etc., and has provided its PMR devices and equipment in numerous sporting events worldwide.

Through its recent acquisition of Sepura — with its 40% market share in TETRA technology
globally, similar to peer MSI — Hytera has effectively beefed up its TETRA offerings and gained
access to Sepura’s proprietary technologies.

Exhibit 27: Hytera’s overseas projects, 2011-2017 (in US$)

Time Project contract party Amount Remark

Jul-11  Finance and Economy Division of the National Police of Peru  $10.7 mn Digital communications equipment (TETRA)

Apr-14  Metro system of the city of Santiago de Chile $12.7 mn Digital communications equipment (TETRA)

Jun-15  The Dutch Ministry of Security and Justice $98.0 mn Renewal of the C2000 TETRA radio network

Jul-15  Addis Ababa (Capital of Ethiopia) Police Commission $7.2 mn Emergency Command and Dispatching System

Feb-17 MS-Spectelecom (Russian telecom operator) $6.9 mn Communications equipment for 2017 FIFA Confederation Cup and 2018 World Cup
Jul-17  Ministry of Interior of Angola $31.3 mn Communications equipment for the Ministry of Interior of Angola

Source: Company data

' P25 is a suite of standards for digital mobile radio communications designed for use
by public safety organizations. For more details please see Appendix 2.

LIKILEMAR 14

sz (]



2017118 1H SEREIX (002583.82)

Exhibit 28: Hytera’s expansion strategies across different technology standards and product suites

Factors / Standards TETRA DMR PDT Analog 4o Analog trunked  Digital plus
conventional

Technology features

Entry barrier high mid mid low low high
Maintainence costs high low low high high high
R&D costs high mid mid low mid high
Digitalization level high mid high low low high
Market acceptance high high low high high low
Hytera share mid high high high high low

Hytera strategy
(Ansoff matrix)

Hytera method

Product outcome

Market outcome

Source: Company data

Acquisition of Sepura: On May 25, 2017, Hytera completed its acquisition of the Sepura Group
PLC, based in Cambridge, United Kingdom, a leader in TETRA technology (40% TETRA market
share globally in 2016) with the ability to offer TETRA, DMR, P25 and LTE devices for
organizations worldwide. Its complete business solution package enables public safety
organizations and public utilities sectors to address communication challenges. The deal closed
at £0.2/share and the total acquisition price was c.£74mn (US$92mn). Sepura also owns Spanish
PMR provider Teltronic S.A.U. and Finnish applications developer Portalify, and we believe the
acquisition should provide Hytera with a stronger market position in the UK, Europe and North
America, as well as strong distribution channel partnerships through a worldwide dealer network.

Exhibit 29: Hytera’s historical acquisitions

Announcement Acquired company Country ::l::::::::-uent (Us$) Business of acquired company Acquisition
Jun-07 Marketronics us US$1.2 mn Distributor of wireless products to North and Latin America market Vertical
May-08 Harbin Qiaohang China US$3.8 mn Developer of digital trunked communications devices Horizontal
Mar-09 SEG Communications China US$5.9 mn Developer of PMR products and equipment in China market Horizontal
Jun-11 Rohde & Schwarz Germany US$2.9 mn Developer of TETRA products based in Germany Horizontal
Oct-12 Fjord-e-design Germany US$2.6 mn Developer of TETRA products based in Germany Horizontal
Apr-12 Zhouda Communication ~ China US$1.6 mn Developer of PMR products and equipment in China market Horizontal
Nov-16 Sepura UK US$92.0 mn Developer of TETRA products based in UK Horizontal
Mar-17 Norsat Canada US$70.6 mn Supplier of base station antenna Vertical
Source: Company data
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#3: Scale advantage and vertical integration drives margin
expansion

Hytera has historically enjoyed operating leverage as its profit growth constantly outpaced
revenue growth. We believe that as Hytera continues to leverage its market and technology
leadership to gain share, the company could utilize economies of scale and continue to uplift net
income margins.

When determining and analyzing Hytera’s operating leverage, we ran a correlation test on every
cost item against sales over a period of 2010-2016, and distinguished the fixed costs from
variable costs:

e Fixed costs: Material consumption, tax, amortization of intangible assets, amortization of
amortization expenses, property tax, land holding tax, others.

e Variable costs: Employee salary, travel expenses, publicity expense, logistics expense,
business entertainment, conference, consultation fee, projects expense, R&D expense,
depreciation, rental expense, office expense, car expense, city maintenance and
construction tax, education surcharge, others.

We discover that from 2013-2016, Hytera’s variable cost as a percentage of sales remained
largely stable around 35%, whereas fixed cost as a percentage of sales declined from 4.9% to
2.8% over the same period, exhibiting clear operating leverage. Driven by growing revenue size,
improving production efficiency, and vertical consolidation, we expect to see continued operating
margin improvement, leading to a rise in net profit margin as well.

Exhibit 30: We see operating leverage for Hytera as the fixed cost/sales ratio has consistently come down since 2012

SG&A as % of revenue 2010 2011 2012 2013 2014 2015 2016
Selling expense

Employee salary \Y% 3.9% 3.7% 6.7% 6.5% 6.4% 7.4% 6.1%
Travel expenses \Y% 1.7% 1.8% 2.8% 2.6% 2.8% 2.4% 2.4%
Material consumption F 0.9% 0.8% 1.0% 0.5% 0.6% 0.6% 0.3%
Publicity expense \% 1.4% 1.3% 1.9% 1.7% 1.8% 1.6% 1.4%
Logistics expense \% 0.5% 0.6% 1.0% 0.6% 0.8% 0.6% 0.7%
Business entertainment \Y 0.8% 1.1% 1.7% 1.7% 1.4% 1.4% 1.8%
Conference expense \% 0.5% 0.4% 0.6% 0.4% 0.2% 0.4% 0.6%
Consultation fee \Y% 0.2% 0.9% 0.7% 0.9% 0.7% 0.6% 0.8%
Rental expense \% 0.0% 0.0% 0.3% 0.3% 0.3% 0.3% 0.4%
Projects expense \Y 0.4% 0.8% 0.7% 0.5% 0.5% 0.5% 0.4%
Others \% 1.9% 2.0% 3.0% 2.1% 2.2% 2.1% 2.3%
Total 12.1% 13.5% 20.4% 17.7% 17.8% 17.9% 17.3%
General & Administration

R&D expense \% 10.8% 9.6% 11.9% 8.7% 7.2% 8.0% 9.6%
Employee salary \Y% 4.7% 5.2% 7.9% 6.4% 7.3% 6.8% 5.5%
Depreciation \% 0.6% 0.4% 1.1% 0.7% 0.7% 0.9% 0.8%
Travel expense \% 0.0% 0.3% 0.5% 0.3% 0.3% 0.2% 0.2%
Business entertainment \Y% 0.2% 0.3% 0.4% 0.3% 0.3% 0.2% 0.2%
Tax F 0.3% 0.2% 0.4% 0.4% 0.4% 0.4% 0.1%
Rental expense \% 0.3% 0.3% 0.4% 0.2% 0.3% 0.4% 0.4%
Amortization of intangible assets F 0.0% 0.0% 0.2% 0.4% 0.3% 0.3% 0.2%
Amortization of amortization expense F 0.0% 0.0% 0.0% 0.0% 0.6% 0.6% 0.4%
Consultation fee \% 0.0% 0.0% 0.3% 0.2% 0.1% 0.1% 0.4%
Office expense \% 0.0% 0.3% 0.0% 0.0% 0.0% 0.2% 0.2%
Car expense \% 0.0% 0.0% 0.0% 0.0% 0.0% 0.2% 0.2%
Others F 2.3% 2.1% 4.0% 3.6% 2.4% 1.7% 1.5%
Total 19.2% 18.8% 27.1% 21.3% 20.0% 20.1% 19.7%
Business tax and surcharges

City maintenance and construction tax \Y% 0.2% 0.4% 0.4% 0.5% 0.3% 0.4% 0.5%
Education surcharge \Y 0.1% 0.3% 0.3% 0.4% 0.2% 0.3% 0.3%
Property tax F 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.2%
Land holding tax F 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Others \% 0.0% 0.1% 0.0% 0.1% 0.1% 0.0% 0.1%
Total 0.4% 0.7% 0.8% 0.9% 0.6% 0.8% 1.1%
Total SG&A 31.7% 33.0% 48.3% 39.9% 38.3% 38.8% 38.2%
Variable cost 28.2% 29.9% 42.6% 35.0% 34.0% 35.2% 35.4%
Fixed cost 3.5% 3.0% 5.7% 4.9% 4.3% 3.6% 2.8%

Source: Company data
ERIEMR 16
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Acquisition of Norsat: Hytera acquired Norsat in an all-cash c.US$68mn deal in July 2017.
Norsat had been a long-term antenna and filter supplier to Hytera for its base stations (system
products) and Hytera stated that Norsat’s innovative business of satellite communications would
create new opportunities in the long-term growth.

Based on market share, Norsat is a global leading provider of communication solutions to enable
the transmission of data, audio and video for various applications. Its products and services
include microwave components, satellite terminals and maritime solutions. Through a subsidiary,
Norsat also provides antenna and RF conditioning products, which are widely applied by
telecommunications players, emergency services and homeland security agencies.
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Strong earnings growth underpins industry leading ROE

Continued market share Revenue

gains, gross margin
improvement, and
operating leverage

should lead EPS to grow

at a 55% CAGR from

Hytera recorded total revenue of RMB3,436mn in 2016, +39% yoy, and has achieved revenue
CAGR of 24% over 2008-2016. The only year in which revenue declined was 2012, due to: (1)
acceleration of analog-to-digital migration which led to weakening demand for analog products,
but China’s PDT network construction was still in the relatively early stages and hadn’t reached

2017E to 2019E
sizable procurement yet; (2) the economic slowdown and policy controls on the property market
suppressed demand in the commercial segment. Growth has re-accelerated since 2014, driven
by increasing penetration of digital products, and we forecast revenue CAGR of 36% from 2017 to
2019, reaching RMB10.5bn in 2019E, driven by a higher PMR equipment rate, continued analog-
to-digital migration, and Hytera’s market share gains in both domestic and overseas markets.
Exhibit 31: Hytera revenue to pass RMB10bn by 2019E, Exhibit 32: Hytera’s revenue grew at a CAGR of 24% over
on improving industry penetration and market share gain 2008-2016
® Revenue (RMB mn) ——Revenue growth (%)
12,000 - 60% -

10,000
8,000 -
6,000 -
4,000 -

2,000 -

48% 51% 50%

50% -
40% -
30% 5%
20% -
10%

39%

(10%)r§
(20%) -

Source: Company data, Gao Hua Securities Research Source: Company data, Gao Hua Securities Research

EIRIREMR

Revenue breakdown by product type
Hytera breaks down its revenue by different product type, and we discuss each below:

e Terminals revenue of RMB1,750mn (+22% yoy) in 2016 accounted for 51% of Hytera’s total
revenue. Terminal products include digital portable radios, analog portable radios, digital
mobile radios, professional digital repeaters and portable repeaters. Technologies involved
include Analog conventional, MPT analog trunked, PDT, DMR, TETRA and LTE-PMR
Convergence. We expect revenue in this segment to grow at a 42% CAGR over 2017E-
2019E, driven by growing PMR device penetration and ASP improvement from analog-to-
digital upgrade.

e Systems revenue of RMB1,035mn (+87% yoy) in 2016 accounted for 30% of total revenue.
System products include base station systems, dispatching systems. Technologies involved
are Analog conventional, MPT analog trunked, PDT, DMR, and TETRA). We expect revenue
in this segment to grow at a 45% CAGR over 2017E-2019E, driven by equipment upgrades
as well as higher contribution from software bundled in solutions sales.

e OEM and Others revenue of RMB611mn (+57% yoy) in 2016 accounted for 19% of total
revenue. This segment includes revenue from OEM projects for the military, SMT (Surface
Mount) services and others. We expect revenue in this segment to grow at a CAGR of 37%
over 2017E-2019E with stable business expansion.

18
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Exhibit 33: Revenue breakdown by product type

Exhibit 34: Revenue growth by product type

Hytera sales by products Sales growth by products (yoy%)
ETerminals OSystems OEM and others Others ——Terminals Systems
100% - 9 9 9 9 120% -
900/0 g % 123/"2 2% o 118/‘; i 100%
o 21% 16% o 100% - 87%
80 0/o 1 bsy 80% | 77%
70 o/o E 30%| 22% 20% o
60% 1 60% - 49% 43%
50% - 309 37%
40% - 40% 1 ’ 19 T~ 22%
30% | @ 9 589 20% - 16% AL NI
? 55% 53% o 51% b1 39 \%;//\
20% 0% 109 7%
10% 1 b : ‘ - =10% e ‘
0% - . . . . -20% -
2011 2012 2013 2014 2015 2016 2009 2010 2011 2012 2013 2014 2015 2016

Source: Company data

Source: Company data

Volume analysis

YoY sales volume growth of terminal products declined from 27% in 2015 to 8% in 2016, while
production maintained a high growth level (24%). There was also a large decline in the inventory
over the same period. We believe that analog products are gradually being replaced by digital
products, and that 2016 saw sales of analog products restricted while digital products continued
to hit the ground. We expect this shift to positively impact Hytera due to an improvement in its
blended ASP driven by higher proportion of digital products in its revenue mix.

YoY sales volume growth of system products maintained at 6%, while production slowed down.
System products continue to become an increasingly important revenue contributor, now
contributing ¢.30% of Hytera’s total revenue.

We expect volume for both terminal and system products will continue to grow due to increasing
penetration and improving replacement demand on higher installment base.

Exhibit 35: Sales volume, production volume, and
inventory for Hytera’s terminal products

Exhibit 36: Sales volume, production volume, and
inventory for Hytera’s system products

Volume-terminal products (in 000' terminal items) Volume-system products (# of channels)
m Sales volume Production Inventory (Backlog) m Sales volume Production Inventory (Backlog)
1,600 - 1,501 20,000 -
18,000 - 17,256
1,400 1,287
1,195 1,209 16,000 -
1,200
14,000 -
971 12,026 11,901
1,000 4 939 ] 1,101 11,386 '
12000 1 15697
800 - 10,000 -
600 - 8,000 -
6,000 -
400 -
4,000 1 3,748
i 2,037
200 115 128 87 2,000 | 1,050
2014 2015 2016 2014 2015 2016
Source: Company data Source: Company data
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Overall, both terminal products and system products are not price sensitive. With the continuous
trend of digital migration, Hytera has seen the blended ASP of both its terminal and system
products continuing to increase over the past three years, while the derived ASP of system
products saw a strong boost in 2016 due to more and more software revenue included in the
systems revenue. We expect the blended ASP for both terminal/system products will continue to
grow at 2%-3% per annum yoy from 2016 to 2020E, driven by the technology upgrade from

analog to digital.

Exhibit 37: Blended ASP and gross margin for Hytera’s
terminal products

Exhibit 38: Blended ASP and gross margin for Hytera’s
system products

mmm Terminal products-ASP (in RMB) <=Terminal products-Gross margin mmm System products-ASP (in RMB) ==System products-Gross margin
1,600 - - 60% 100,000 - r 70%
56% 60%
] 90,000 -
1,400 | 5% 54% - 60%
1200 80,000 -
' 50% 70,000 - - 50%
r <
1,000 + 60,000 - | a0%
800 - - 45% 50,000 -
600 1,359.88 40,000 1 86,043.74 - 30%
1 1,10717 1,196.05 | a0%
30,000 - - 20%
400 . 20,000 - 43,655.70 48,698.14
200 1 % - 10%
10,000 -
- T T 30% - 0%
2014 2015 2016 2014 2015 2016
Source: Company data Source: Company data

Revenue breakdown by geography
e Domestic revenue of RMB1,934mn (+50% yoy) accounted for 56% of Hytera’s total revenue
in 2016. Over the 2008-2016 period, revenue from China has grown at a CAGR of 26%.

e Overseas revenue of RMB1,502mn (+27% yoy) accounted for 44% of total revenue in 2016.
Over the 2008-2016 period, revenue from overseas markets has grown at a CAGR of 22%.

Exhibit 39: Revenue breakdown by geography

Exhibit 40: Revenue growth by geography

Hytera sales by regions

Sales growth by regions (yoy%)

mChina ' Overseas ——China Overseas
100% - 100% 88%
28:2: i 0 440 80% | 63% 0,
700 | % " 53% 52% 48% & 60% | . o 50%
60% - 40% 1 T 47y /x o 27%
50% 20% | 6%~ 109 /
40% 0% \ :
;8:2 } 52% -20% - 200
10% - -40% 1
0% . . . . -60% -
2011 2012 2013 2014 2015 2016 2009 2010 2011 2012 2013 2014 2015 2016
Source: Company data Source: Company data
Revenue breakdown by business type
Over the past four years, revenue from solutions has increasingly accounted for a bigger portion
of Hytera’s total revenue, reflecting the company’s improving capability with providing more
comprehensive and complicated product suites, and also conducting total solutions services, in
ERIEMR 20
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our view. We believe this to be a key differentiating factor for Hytera vs. its competitors, enabling
the company in bidding and handling complicated projects.

Revenue seasonality

We observe strong seasonality in Hytera’s quarterly revenue contributions, with 1Q being the low
season and 4Q being the high season. From 2010-2016, 1Q revenue on average accounted for
just 13% of the annual total, whereas 4Q revenue accounted for 41%, with 2Q and 3Q accounting
for 23% and 23%.

Exhibit 41: Revenue breakdown by business type Exhibit 42: Revenue seasonality at Hytera
Hytera sales by business types Sales seasonality
u Solutions ' Products 11Q 2Q =3Q 4Q
100% 100%
90% - 90% - -
80% - 80% | 38% 4 3% ago a0y 48% 38%
70% - 66% 70% -
60% - 80% 79% 75% 60% - 21%
50% - 50% 1 27% 22% 26%
40% - 40% - 21%  20%  23%
30% - 30% | o0 29% 249
20% - . 209 | 18% 21%  21% 209 2%
LR 20% 21% 25% 10% - .
o« B Bl o | 1l A
2013 2014 2015 2016 2010 2011 2012 2013 2014 2015 2016
Source: Company data Source: Company data
Profitability
Hytera has had an average gross margin of 47.4% over the past nine years, ranging from 51.6%
in 2008 to 42.4% in 2014, with the reduction driven by the company'’s further expansion in
overseas markets and promotion of digital products. Since 2014, the gross margin has improved
to 49.0% in 2016. We expect economies of scale, upgrade to digital products, and better cost
control from vertical integration should all drive gross margin improvement for Hytera, reaching
50.1% in 2019E.
Hytera’s net profit margin has also rebounded to 11.7% in 2016 from the trough of 2.2% in 2014.
The low margin was due to higher sales and marketing spending, R&D expenses, and FX loss
due to depreciation of the Euro and GBP. We expect net margin for Hytera to trend higher, up to
15.3% in 2019E, on improving gross margin as well as operating leverage.
ERIEMR 21
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Exhibit 43: Both Hytera’s gross margin and net margin Exhibit 44: ... and we expect continued improvement
have recovered from the trough level in 2014...
Gross profit (RMB mn) = Gross margin (%) Net profit (RMB mn)  ——Net margin (%)
6,000 - - 60.0% 1,800 - 18.0%
15.39
1,600 - 14.0% 16.0%
5,000 - 55.0% 12.8% 9
49.5% 49.6% 4909, 49.3% 49.5% 50.1% 1:490 1 11.7%81.7% - 14.0%
4000 | 47.6% D7 49.0% 495%™ L 50.0% 1,200 - 12.0%
1,000 17.3% 10.0%
3,000 - 42.4% - 45.0% 800 | 7 8.0%
., 600 - 6.0%
2,000 - - 40.0% 400 4 4.0%
1,000 - 35.0% 200 4 2.0%
- T T T T T T T 30.0% X O N O O > b o /\Q/ <§/ ch/
2012 2013 2014 2015 2016 2017E 2018E 2019E S S S O U S S oy
Source: Company data, Gao Hua Securities Research Source: Company data, Gao Hua Securities Research

Working Capital

In 2016, Hytera had a cash conversion cycle of 228 days (i.e., 7.6 months), caused by account
receivable days of 256 (i.e., 8.5 months). This is not uncommon among Chinese PMR companies
such as Haige and Eastcom, although it is high compared to overseas peers. We believe the
main reason for the elevated level of account receivables is the lengthy cash conversion process
with Chinese government projects.

Hytera recognizes revenue for system solutions projects when the initial examination is passed,
but the cash received at this stage is usually 50%-70% of the total. There is another 3-12 months
between passing the initial examination and passing the final examination, thus the cash receipt
proportion will reach 90%-95% only after the final examination is passed. The remaining 5%-10%
warranties will be paid after the expiration of the warranty period. As a result, the account
receivable period for system solutions projects is longer vs. overseas industry peers, resulting in

higher accounts receivables.

We expect that Hytera’s account receivable days and cash conversion cycle will shorten,
impacted by the acquisition of Sepura (completed in May 2017) and also due to its better
operating efficiency given an improving market position.

Exhibit 45: Chinese PMR players have higher cash
conversion days vs. overseas players

Exhibit 46: We expect the cash conversion cycle for
Hytera to improve

Cash conversion cycle (2016) = Cash conversion days
300 1 557 250 1 28
250 - 228 218 210 206
200 - 200
150 - 120 150 -
100 - 79 78
50 - I I 39 100 |
O @ 3 50 -
R & S R o & 3
o & & o < NS
NS 8 & & & WL
% o N
N 2012 2013 2014 2015 2016 2017E 2018E 2019E

Source: Company data
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Return on equity

Hytera’s ROE has improved from 2% in 2012 to 11% in 2016, driven by growth in the net margin
from 3% to 12% over the same period. As we expect the company to continue gaining market
share and enjoy operating leverage, we forecast ROE improving to 23% by 2019E.

Exhibit 47: We expect Hytera’s ROE to improve, mainly on rising net profit margin

Hytera Dupont analysis 2012 2013 2014 2015 2016 2017E 2018E 2019E

Net profit margin (%) 3% 8% 2% 10% 12% 13% 14% 15%
Turnover to asset ratio 0.5 0.6 0.6 0.6 0.6 0.6 0.6 0.7
Asset to equity ratio 1.3 1.6 1.8 1.9 1.6 1.8 21 2.0
Return on equity (%) 2% 7% 2% 12% 11% 13% 19% 23%

Source: Company data, Gao Hua Securities Research

Leverage/debt

We see Hytera’s financial leverage levels have remained stable over the past 5 years, and
interest coverage ratios have shown improvement. We do not see any short-term solvency risks
on debt repayments given its current low debt levels.

Exhibit 48: Hytera’s gearing ratios remain in check

Gearing ratios 2012 2013 2014 2015 2016 2017E 2018E 2019E

Total debt to capital ratio (x) 0.1x 0.2x 0.3x 0.3x 0.1x 0.4x 0.3x 0.3x
Net debt to equity ratio (x) -0.1x 0.1x 0.2x 0.3x 0.0x 0.3x 0.4x 0.3x
EBIT interest coverage ratio (x) 1.6x 5.4x 1.1x 7.9x 26.6x 45.2x 44 .0x 65.9x
EBITDA interest coverage (x) 7.4x 8.4x 2.5x 11.7x 37.3x 55.1x 50.4x 72.1x

Source: Company data, Gao Hua Securities Research

Capex

In 2016, Hytera spent RMB1bn on capex, 31% of its total revenue. We expect it to invest a total of
close to RMB3bn in capex over 2016-2018E, for new initiatives on upgrade from analog to digital,
ramping capacity on market share gain, and construction of its new headquarters. The company
plans to build a new headquarter in Nanshan District, Shenzhen, as its operations, exhibition
center and customer reception center. Hytera believes the new headquarters will greatly improve
its current shortage of office space situation and also enhance its corporate image. Starting from
2019E, we expect capex to come back to normal maintenance levels of RMB200-300mn each
year.
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Exhibit 49: We expect Hytera to have three years of

Exhibit 50: ... before coming back to normal maintenance

elevated capex levels (2016-2018E)... capex levels in 2019E
m Capex (RMB mn) ——Capex as % of sales
1,200 - 35% -
1,062 1,059 ° 31%
1,000 30% 1
800 25% | 22%  22% 0%
20% -
600
15% -
400
0 10% -
200 5% - 2%
2012 2013 2014 2015 2016 2017E 2018E 2019E 2012 2013 2014 2015 2016 2017E 2018E 2019E
Source: Company data, Gao Hua Securities Research Source: Company data, Gao Hua Securities Research
Free cash flow
We expect Hytera’s free cash flow to bottom out from 2016 and turn positive by 2018E, driven by
margin improvements and better cash conversion cycle.
Exhibit 51: We expect Hytera’s free cash flow to bottom out from 2016 and turn positive by
2018E
= Free cash flow (RMB mn)
2,000 -
1,593
1,500 -
1,000 -
481
500
49 l
(159) @1 -
(500) - 271)
(537)
(1,000) -
2013 2014 2015 2016 2017E 2018E 2019E
Source: Company data, Gao Hua Securities Research
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12-m target price implies 21% upside potential; initiate with Buy

As visibility on its

improving profitability
increases, we expect
Hytera to see a re-rating

P/E based valuation

We believe P/E is the key valuation metric investors focus on for Hytera, as it takes into account
all the revenue and cost elements affecting earnings (cost structure, capital structure, effective tax
rate, FX, etc.) and also reflects profit making ability. This is in line with our valuation methodology
for the A-share tech space.

We forecast 42% revenue and 56% EPS CAGR for Hytera over 2017E-2019E, driven by
continued market share expansion, technology leadership and strong operating leverage. We
apply a 30% premium to the global PMR peer average P/E multiple of 18X 2019E to arrive at 24X
target multiple for Hytera.

We include global PMR peers such as Motorola Solutions, Harris, Haige Communication and JVC
Kenwood when calculating the global PMR peer average P/E multiple for 2019E. All of these
stocks are major players in the global PMR market, together holding more than 70% of global
market share in 2016.

The 30% premium applied is the average of Hytera’s 2016 gross margin premium (21%), net
margin premium (27%), and ROE premium (41%) over its global peers. The sustainability of
Hytera’s 2017E-2019E revenue/EPS CAGR (2.6X/2.1X that of the industry average over the same
period) leads us to use 2019E as our 12-month target price base year.

Applying this 24X P/E target multiple to our Hytera 2019E EPS, we arrive at a 12-month target
price of RMB23, implying 21% upside potential.

Exhibit 52: Hytera valuation methodology

Target Market  Potential EPS Sector avg  Hytera Target
price price +/-Side (2019E) PJ/E (2019E) premium multiple
Hytera 002583.SZ Buy RMB 23.0 19.0 21% 0.94 18X 30% 24X

Company Ticker Rating  Currency

Source: Datastream, Gao Hua Securities Research

Exhibit 53: PMR Valuation Comps

- . 12m .| Market y Revenue | Gross Net EV/ FCF Div
Company Ticker [RatingMarket| Target|" - EBITDA/EPS (US$ mn)| margin | margin P/E PEG EBITDA| yield | yield P/B ROE
Price | Price | +/-Side |US$ mn| 2017E-2019E CAGR 2016 2016 2016 |2018E|2019E|2018E| 2018E | 2018E| 2018E| 2018E| 2018E
Hytera (Rmb) 002583.S2 Buy | 19.0 | 23.0 21% 5,018 |42.2%(51.3%| 55.9% 519 49.0% | 11.7% | 29.9x | 20.2x | 0.5x | 28.2x | 1.4% | 0.5% | 5.2x | 18.6%
Motorola Solutions (US$) MSI Buy 90.5 | 108.0 19% 14,727 | 1.7% | 2.6% | 10.2% 6,038 48.4% | 14.1% | 185x | 17.2x | 1.4x 10.2x 0.0% | 2.2% | -12.9x
Harris (US$) HRS Buy | 139.3 | 127.0 -9% 16,607 | 6.6% [ 10.1% | 19.0% 6,684 33.1% 7.3% 20.7x | 17.0x | 1.3x 12.7x 4.9% | 1.6% 4.9x | 22.0%
Haige Communications (Rmb) | 002465.SZ NC 10.9 3,812 | 27.5% | 37.7% | 37.5% 666 42.2% 14.5% | 30.4x | 23.6x 0.6x 23.9x 3.1% 1.2% 3.0x 9.5%
JVC Kenwood (JPY) 6632 T NC 350.0 427 0.3% | 9.5% | 14.2% 2,597 29.5% -1.7% | 22.9x | 18.1x NA 3.5x 9.7% | 1.4% 0.8x 27%
Average 15.7%] 22.2%[ 27.4%| 3,301 40.4% | 9.2% | 24.5x| 19.2x| 1.0x | 15.7x | 3.8% | 1.4% | 0.2x |13.2%
Median 6.6% | 10.1%| 19.0%| 2,597 42.2% | 11.7% | 22.9x | 18.1x| 1.0x | 12.7x | 3.1% | 1.4% | 3.0x | 14.0%
STD 18.4%]21.1%) 19.1%| 2,920 8.8% 6.7% 5.4x | 2.8x | 0.5x | 10.1x | 3.7% | 0.6% | 7.5x | 8.8%

Hytera premium to average

21% 27% 41%

Notes: Pricing as of November 1, 2017, except US stocks which are as of October 31, 2017. Estimates for Not Covered (NC) companies are from Bloomberg.

Source: Datastream, Bloomberg, Company data, Goldman Sachs Global Investment Research, Gao Hua Securities Research
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Where are we vs. consensus?

Our net income forecasts are 1%-7% ahead of consensus, as we believe the street is not fully
appreciating the economies of scale and operating leverage that Hytera is enjoying. Overall, we
expect that consensus revenue and earnings could see upgrades over the next 6-12 months.

Exhibit 54: Our 2017E-2019E net income is 1%-7% higher than Bloomberg consensus

GSE Bloomberg Consensus GSE vs Cons

(RMB mn) 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E

Hytera

Revenue 5,200 7,781 10,509 5,356 7,725 10,360 -3% 1% 1%
yoy % 51% 50% 35% 56% 44% 34%

Gross profit 2,564 3,851 5,267 2,635 3,795 5,049 -3% 1% 4%
yoy % 52% 50% 37% 56% 44% 33%

Net income 663 1,087 1,612 659 1,063 1,513 1% 2% 7%
yoy % 65% 64% 48% 64% 61% 42%

Note: Consensus data as of November 1, 2017.

Source: Bloomberg, Company data, Gao Hua Securities Research

YTD, the Hytera share price has gained 47%, vs. the global PMR industry average of 12% (MSI
+8% YTD). It has far outperformed its domestic listed peers Haige (-9% YTD) and Eastcom (-18%
YTD), in our view due to its industry leading revenue growth and gross margins.

Although Hytera is currently trading in line with its historical average 12-month forward P/E, we
expect the stock should continue to outperform its peers on the back of its strengthening market
position in both domestic as well as overseas markets, and also improving profitability levels.

We expect the following catalysts in the next 12-months to drive Hytera to our target price:
¢ Announcement of new contract wins in domestic and overseas markets;

e Quarterly results showing continued industry leading growth, improving margins, and strong
earnings growth.

Exhibit 55: Hytera is trading in the middle of its P/E band

Exhibit 56: Hytera is currently trading in line with its
historical average P/E

—20.1x 24.9x 29.7x 34.6x 39.4x ——Price Hytera 12-month forward P/E
40.0 70.0x
Hytera
£ 60.0x -
30.0
50.0x
25.0
40.0x - - D .
AN |
30.0x - J A _amam
15.0 w " I WJJW =
10.0 20.0x \WJ
5.0 L 10.0x -
-HHNNNmm<r<r<rmmwkol\v\v\oooo 0.0x ! ! ! ! ! !
T e YT T TYTYROYTOLTCYROYT YT YT Oct-11 Oct-12 Oct-13 Oct-14 Oct-15 Oct-16 Oct-17
5 2555558328585 258535¢8
=3I S Z2<6 LT 050225295

Source: Gao Hua Securities Research, Bloomberg
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Government spending lumpiness, FX and AR days are the key risks

Industry demand
volatility and FX are the
key risks to our
investment thesis and
price target

EIRIREMR

PMR industry demand volatility

With over 80% of PMR industry demand in China coming from public sectors, 46% from public
safety and 37% from public utilities in 2016, demand could be impacted by any government
spending lumpiness. The remaining demand from the commercial sector is mainly geared
towards commercial and residential properties, which is also susceptible to macro-economic
growth and any policy adjustments.

Hytera has a comprehensive suite of different technology standard products for various markets
and industries, and currently generates over 40% of its total revenue from overseas markets, 60%
post the acquisition of Sepura. We believe Hytera’'s business is quite diversified, minimizing the
impact from any demand fluctuation in a specific market.

Foreign exchange risks

Over the past four years, Hytera’s overseas revenue has accounted for about half of the total
revenue, and most of its raw material procurement and product exports are denominated in US
Dollars and Euros. Besides, the daily operating currencies of Hytera’s overseas subsidiaries are
mainly Euros, US Dollars and British Pounds, so exchange rate fluctuations could have an impact
on its financial statements. If these rates were to fluctuate significantly, there is a risk of exchange
losses. According to Hytera’s 2016 Annual Report, the company utilizes asset-liability hedge,
financial instrument hedge, etc., to manage and reduce foreign exchange risks.

Exhibit 57: FX gain/loss vs. Hytera’s net income

mmm FX gain/(loss) RMB mn —0—as % of net income
30.0 4 r 20%
- 10%
20.0 4 4% 6% 0
° - 0%
-4%
10.0 - -10%
0.0 - . : : r -20%
ey - 30%
-10.0 1 L -40%
-20.0 - - -50%
300 [ 90%
] -72% - -70%
-40.0 - - -80%
2013 2014 2015 2016

Source: Company data

Longer-than-expected receivable turnover

As mentioned in the working capital discussion earlier in this note, Hytera’s account receivable
period for system solutions projects is longer vs. overseas industry peers, resulting in higher
accounts receivables.

Our working capital analysis shows that over the past four years Hytera has maintained a stable
A/R structure, with ¢.80% of receivable age under one year, and it has clear and stringent policies
for bad debt write-down. Also, historically actual A/R write-offs have accounted for a small portion
of Hytera’s A/R balance. As a result, we do not see the relatively lengthy account receivable days
as posing a material risk to Hytera’s P&L.
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Exhibit 58: Hytera’s A/R structure remains healthy as Exhibit 59: Hytera’s bad debt reserve ratio for different
¢.80% of A/R has age less than one year receivable ages (as of 2016)
Hytera A/R breakdown by age u Bad debt reserves ratio
100% - — —
’ 6% 5% 5% 3%
90% - 14% . 12% 14% >5 year
80% - o 14%
70% | m>5 year 4-5 year
4-5 year
60% - v 3-4 year
50% - 3-4 year
40% | REYA 77% 80% 80% = 2-3 year 2-3 year
30% - B
20; 1-2 year 1-2 year
o m <1 year
10% - <1 year
0% ; ; | : ‘
2013 2014 2015 2016 0% 20% 40% 60% 80% 100%
Source: Company data Source: Company data

Exhibit 60: Hytera’s write-offs account for a small portion of its A/R balance, hence we do
not see collecting payments as a material risk

m Write-off as % of receivable balances
0.25% -
0.21%
0.20% -
0.15% -
0.11%

0.10% - 0.08%
0.05% - 0.03%
0.00% . . —

2013 2014 2015 2016

Source: Company data
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Environmental, Social and Governance analysis — Hytera in context

Reform remains a key
focus for China - if
governance reform
persists it has the
potential to lower risk,
improve capital
stewardship, and
structurally improve
shareholder returns

For more detail please
see:

- Asian Corporate
Governance: Restructuring
and reform - a catalyst for
value creation and lower
risk, April 11, 2017

- Revisiting China A-Shares:

Compelling opportunities,
complex risks, July 2, 2017.

GS SUSTAIN’s Governance and Risk Management (GRM) framework is a quantitative
Environmental, Social and Governance (ESG) risk assessment tool that covers over 3,500
companies globally. Please see below for a snapshot of GS SUSTAIN’s overall GRM scores and
selected underlying metrics:

Two-thirds of China A-shares do not pass our screens — Consistent with other large
equity markets in Asia, over half of the China A-share companies in the sample do not meet
our Governance and Risk Management screens. This highlights poor performance vs. global
sector peers and could indicate an elevated chance of adverse “tail risk” events.

Low disclosure weighs on scores and reduces transparency — While disclosure has
improved in recent years, data availability for China A-share companies from our third-party
providers continues to lag regional and global peers. Low levels of disclosure limit our ability
to use a quantitative approach to evaluate companies.

High cash returns, but low payout ratios and high cash balances — Relative to global
sector peers, China A-share companies typically have higher returns (c.500bp higher) but
lower payout ratios (600bp lower) and higher cash balances (300bp higher as a % of market
capitalization).

Independent Directors and large block shareholders — Board independence can be
challenging to assess and we note that only ¢.2% of China A-share companies in our sample
had a majority of independent directors on the board. We also note that as of mid-2017, 72%
of the CSI 300 companies have a single shareholder with a greater than 25% equity stake

Exhibit 61: Two-thirds of the China A-share companies do
not meet our risk screens — the ‘organizational checks &
balances’ pillar of our analysis is a key driver of this
Percent of MSCI ACWI companies that do not pass GS
SUSTAIN’s GRM framework overall, and by pillar of analysis

Overall GRM score Pillars that compose our GRM framework
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Exhibit 62: China A-shares typically have lower payout-
ratios, fewer independent directors and large block
shareholdings vs. global sector peers

Selected inputs into our GRM framework, sector relative scores,
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Ave W Average Jy Companies Average % of Comp. with *
gl J return on with >50% women in >26% block separation of
L capital Indp. BOD board hidgs. leadership
o o Stakehold 0%
Checks & Bal
80%

Asia

2 é’:‘

70%
60%
38% 5%
35% 0%
31% 2
27%
21% o
18%
20%
0%
K E¢
<
i3 : 387
o o [+

Global
China A
Global
Asia
China A
Global
Global
Global
Global
Global
Asia

China A

China A
Global

U

Source:
Global Investment Research
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Datastream, FactSet, Thomson Reuters, Bloomberg, Goldman Sachs

Source: Datastream, FactSet, Thomson Reuters, Bloomberg, Goldman Sachs
Global Investment Research

Hytera in context — broadly consistent with domestic peers

Overall, Hytera’s scores on our GRM framework appear to be broadly consistent with other
Chinese A-share companies in the sector. However, as highlighted above, China A-Share
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companies typically have lower scores in our framework than international peers and consistent
with two-thirds of China A-share companies, Hytera does not pass our GRM screens.

Hytera’s payout ratio over the last three years has exceeded domestic and international peers,
supporting a solid overall score for the prior capital allocation (i.e., shareholder returns, returns
on capital, gearing) pillar of our analysis. However, the company did not meet our GRM screens
due to low scores in the organizational checks & balances and stakeholder engagement
(environmental and social — E&S) pillars of our framework.

Key areas flagged by our GRM screens on Hytera include:

e Board independence and diversity — As of 2016, 33% of the board were independent
directors, consistent with the requirement under the China Securities Company Management
Approach for one-third of board members to be independent. This is slightly below the
regional average but well below global peers where on average ¢.55% of directors are
independent. Hytera does not have any women on its board.

e Auditor independence — We were unable to find the amount of audit and non-audit fees
paid by Hytera to its auditor. Under our framework this lack of data availability results in a
score of ‘0’ for auditor independence.

e Average employee compensation — Hytera’s average employee compensation is below
global peers, but is broadly consistent with domestic manufacturing peers.

o Data disclosure — Low data availability also weighed on the company’s E&S score within our

framework.

Exhibit 63: Hytera’s GRM scores are dragged down by the
organizational checks & balances and the stakeholder
management pillars of our framework

Scores for the three pillars of our GRM framework: Hytera, Asia
Ex-Japan company average and China A-share company
average

mHytera ™ Asia ex Japan China A

100%

80%

60%

40%

20%

0%
Prior Capital Allocation Organizational Checks & Stakeholder management

Balances (E&S)

Exhibit 64: Board independence and diversity for Hytera
are below regional and global peers

Selected scores for components of our GRM framework: Hytera
vs. sector peers in Asia and sector peers in MSCI ACWI index

o
Average 3y payout Average % of Average Indp. wor:rﬁgeb(ﬁ?; of
ratio independent BoD Auditor score directors
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Source: Datastream, Thomson Reuters, FactSet, Goldman Sachs Global
Investment Research

EIRIREMR

Source: Datastream, Thomson Reuters, FactSet, Goldman Sachs Global
Investment Research
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Introducing M&A framework for Hytera

We assign Hytera an
M&A rank of 3, implying
a low probability of
being acquired

EIRIREMR

Across our global coverage, we examine stocks using an M&A framework, considering both
qualitative factors and quantitative factors (which may vary across sectors and regions) to
incorporate the potential that certain companies could be acquired. We then assign a M&A rank
as a means of scoring companies under our rated coverage from 1 to 3, with 1 representing high
(30%-50%) probability of the company becoming an acquisition target, 2 representing medium
(15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2,
in line with our standard departmental guidelines we incorporate an M&A component into our
target price. M&A rank of 3 is considered immaterial and therefore does not factor into our price
target, and may or may not be discussed in research.

We have previously examined our Asia Pacific technology coverage using an M&A framework
(see “Navigating the noise (6): Introduce M&A framework, update roadmap”, July 4, 2016). In the
framework, we examine companies’ potential as M&A targets and rank them from 1 to 3 based on
our assessment of three key factors.

Firstly, we look at whether there are any impediments, such as shareholder
structure/preferences, industry regulations/government policies, and takeover defense
strategies that could prevent a transaction from occurring. We then consider four qualitative
factors — attractiveness of technology, attractiveness of customers, cost synergy potential, and
other/intangible value — and two quantitative factors — market cap and valuations.

Shareholder structure and potential impediments

We gauge whether there are any impediments to M&A because, if there are, a company is
unlikely to become an M&A target even if it ranks 1 or 2 on qualitative/quantitative criteria.

When assessing potential impediments, we take into consideration:

o Major shareholder preferences (we assume that shareholders with a 20% or greater stake
have significant influence, or a blocking stake), and take into account: any potential actions
by major shareholders in the event of a possible acquisition by a third party (including
whether they would likely be receptive, or if they may be opposed to selling), or if they have
announced a preference to raise their stake in the company;

e Regulatory and or government policy impediments; and
e Possible takeover defense measures such as a poison pill.

We assign a “No” qualification if one or more of the three considerations above are applicable and
a “Yes” qualification if these considerations do not apply.

Four qualitative assessment criteria

e Technology: We look at whether or not a company has attractive technology capable of
generating future value, as well as its technological capabilities and intellectual property
rights. We assign a rank of “3” if its technology is unattractive, “2” if it is moderately attractive,
and “1” if it is very attractive.

e Customer base: We look at whether or not a company has an attractive customer base and
product applications. We also take customer retention and end-market exposure (including
sales channels) into account. We assign a rank of “3” if its customer base and product
applications are unattractive, “2” if they are moderately attractive, “1” if they are attractive.

e Cost synergies: We look at prospects for growth in business scale and scope for profit
margin/ yield improvement via acquisition of an M&A target company. We assign a rank of
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“3” if there is low possibility of synergies, “2” if there is some possibility , “1” if there is high
possibility.

Other: We look at whether or not a target company possesses attractive assets, including
brand strength, outstanding management/employees, and intangible assets. We assign a
rank of “3” if they are unattractive, “2” if they are moderately attractive, “1” if they are
attractive.

Two quantitative assessment criteria

With
relat

Market cap: We score a company based on the assumption that the smaller it is the easier it
is to acquire. We also take regional qualities (such as differing market cap ranges between
regions) into account.

Valuation: We look at whether a target company’s three-year average P/E and EV/DACF
are below the industry/peer average for the same period, as we believe companies trading at
a discount to peers are more likely to be acquired. We assign a score of “3” if the company
appears overvalued relative to its respective industry peer group, “2” if its valuation is in line
with the peer average, “1” if its valuation is discounted. We take into account differing
valuation multiple ranges between the companies depending on their region and their peers.

in this overall framework, we assign an M&A rank of ‘3’ to Hytera. This is mainly due to its
ively strong technology, SOE background and customer mix (i.e., a large portion of its

customers relate to China’s public security). We believe the company is more likely to be an
acquirer than a target.

Exhibit 65: We assign an M&A rank of “3” to Hytera

Shareholders’ structure Qualitative score (1-3) Quantitative score (1-3)
% of major | Shareholders' | No regulator No anti- Other Valuation Total
Company Name 8 U ) . o ) v takeover Technology | Customer base | Cost synergy |. " Market cap ) M&A Rank
shareholder intention barrier intangible asset unlocking score
measure
Hytera Communication Technology 52% No Yes Yes 3 3 3 2 2 3 2.7 3
Source: Gao Hua Securities Research
o 0> =3
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Appendix 1: Company overview

The second largest PMR provider globally

Founded and headquartered in Shenzhen in 1993, Hytera is currently the world’s second largest
PMR provider (6% market share globally in 2016, rising to 8% post the Sepura acquisition in May
2017), and the largest in China with 23% market share (2016). lts main business is manufacturing
professional mobile radio terminals and providing system solutions in compliance with the DMR,
TETRA, PDT and other analog standards. Hytera is a major contributor to the PDT standard,
China’s homegrown PMR standard designed for public safety organizations.

Exhibit 66: Hytera in numbers

Number Description

Global presence

6 Million 6 million end users

4,000 4,000 global partners

2,000 2,000 PMR networks

36+ 36+ subsidiaries and offices
120 120 countries

Research and Development
17% 17% of revenue invested into R&D in 2016

8 R&D centers

10 Shenzhen | Harbin | Nanjing | Hebi | Dongguan | Bad Muender
(Germany) | Cambridge (UK) | Zaragoza (Spain) | Richmond &
Toronto (Canada)

585 Applying 585 Core Patents

410 Obtained 410 Patents

Manufacturing

11,000 sgm 11,000 sgm Manufacturing Centre @ Shenzhen
5 Million Capacity up to 5 million units per year

Note: All data as of end-2016.

Source: Company data

R&D focus

Hytera has ~8,000 personnel serving customers in 120 countries and regions, including
government organizations, public security institutions, and customers in utilities, transportation, oil
& gas and other sectors. It is focused on technology leadership and as of end-2016 ~40% of its
employees were engaged in engineering, R&D, and product design across 10 R&D centers
around the globe. The company’s R&D spending has been above 11% of annual sales since
2008.
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Broad customer base, both domestically and overseas
With 50 branches globally and partnerships with more than 4,000 global distributors (as of 2016),
Hytera has established a broad customer base.

o Domestic market: Hytera cooperates with public security departments in more than 20
provinces, has built nearly one-third of China’s metro operative communications systems,
and has customer relationships in the railway, petrochemical, forestry, energy and port
industries.

e Overseas markets: Hytera products are widely used in public as well as private sectors
globally, including governments of the Netherlands, Russia, Peru, Chile, etc., and it has
provided PMR devices and equipment in numerous sporting events worldwide.

Exhibit 67: Hytera’s global footprint (as of 2016)

2 ™

'ﬂ‘

Source: Company data

Exhibit 68: Hytera’s key events timeline

® 1993 Foundedin  ® 2001: Granted with Chinese ® 2006 Established subsidiaries @ 2010 Launched DMRseries  ® 2013: Built PDT networks for
! Shenzhen by Mr.Chen ! Railway Network License and 1 inUS, South Asia. Launched | products and awarded with ' Dagqing and Xinjiang public
! Qingzhou ! initiated its digital trunking projects | first TETRA products. 1 Shenzhen Mayor quality award | security department.

1
I I I
| 1995 Launched C160 two-way radio, | 2003 Became a memberof | 2008: Co-developed 2011: Went IPO on the 2017 Acquired Sepura Group
i ]

Chinese enterprise TETRA association. ¢ Chinese government. ¢

! the first PMRradio ever developed by ' APCOIntemational and PDT standard with Shenzhen Stock exchange. and Norsat Intemational Group
Source: Company data
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Corporate structure

Exhibit 69: Hytera corporate structure (as of 2Q2017)

Hytera Communications
(002583.82)

|
Hebi Tianhai Electronic
(100%)

Hytera Financial Leasing
(75%)

Sepura Group
(100%)

Norsat Int Corp
(100%)

Shenzhen Yunliantong
Comm service (100%)

Shenzhen Hytera Comm
(100%)

Hytera Mobifunk GmbH
(100%)

Hytera Tech Services
(100%)

[

HK Hytera Comm
(100%)

Harbin Hytera Tech
(100%)

Dongguan Hytera Comm
(100%)

NYT North America Inc
(100%)

|
Shenzhen Anzhijie Tech
(100%)

|
Tianjin Hytera Info Tech
(100%)

Shenzhen Milang Tech
(100%)

Manjing Hytera Software
(99%)

Source: Company data

Management background

Chairman/President Qingzhou Chen leads Hytera’s experienced management team and is also
the largest shareholder, holding a 52% stake as of June 2017. On board composition, 33% are
independent directors with average board tenure of three years.

Exhibit 70: Hytera management background (as of 2016)

Name Position Age Tenure Gender Experience
Chen, Qingzhou Chairman & CEO 52 7 M - Graduated from Tsinghua University Shenzhen Graduate School.
- 1984-1990: Hongxing radio factory sales manager.
- 1990-1993: Wei Electronics Co., Ltd., deputy general manager.
- 1993-present: Chairman and general manager of Shenzhen HYT Technology Co., Ltd.
Zeng, Hua Vice-president 49 7 M - Graduated from Hong Kong Polytechnic University School of Business Administration.
- 1991-1994: Assistant enginner at the Yangtze River Water Resources Commission.
- 1994-1999: worked at Japanese ALPS electrical as manager.
- 1999-present: Factory head and Vice General Manager in Shenzhen HYT Technology Co., Ltd.
Wu, Mei Vice-president 45 7 M - Graduated from the North Jiaotong University.
- 1998-2001: worked at Huawei Technologies in Shenzhen.
- 2001-present: Head of human resources management at Shenzhen HYT Technology Co., Ltd.
Zhang, Ju Vice-president 42 1 M - Graduated from University of Manchester, accounting and finance major.
CFO 7 - 1999-2002: Seniro accountant at PWC.
Board Secretary 4 - 2003-2004: Financial manager at Walmart investment.

- 2004-2006: CFO at Beijing Sigma Microelectronics Co., Ltd.
- 2006-present: CFO at Shenzhen HYT Technology Co., Ltd.

Source: Wind
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Exhibit 71: Hytera shareholding structure (as of June 2017)

Hytera shareholding structure

o
Olfreres, 407 Chen, Qingzhou

(Chairman&CEOQ),
51.5%

Zeng, Hua, 0.9%

Weng, Limin,
1.0%

CICCHKAM, __——
1.0% Shenzhen / | ~——_ National Social

Innovation Security Fund,
Investment Group, China Merchant 1.8%
1.3% AM, 1.5%

Source: Wind

Product portfolio

Hytera offers a comprehensive suite of PMR products and solutions that are compliant with
various radio standards. The mainly-applied technologies in Hytera are analog conventional, MPT
analog trunked, digital conventional (DMR and PDT), digital trunked (DMR, PDT and TETRA) and
LTE-PMR convergence (integration of narrowband and broadband technologies). PDT and
TETRA are widely applied in public security, emergency communications and public utilities, and
DMR is designed for low-end and mid-range specialized and commercial users in sectors such
as public utilities, schools, hospitals, hotels, and real estate.

Exhibit 72: Hytera product offerings by PMR technology standard

Categories of Categories of

Technology standards R systems Others
Analog conventional 19 2
Analog trunked (MPT 1327) 5 1
PDT 38 4
DMR 40 7
TETRA 7 3
LTE+PMR 2
Other_s (Critical surveillance 4
and dispatch system)
Source: Company data
EIRILHEMR 36
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Direct and distributor sales channels

With its customers based across a wide range of sectors, Hytera applies both the distributor sales
channel and direct sales channel to meet their needs.

Direct sales (project based)

Direct sales (usually project based) is the main channel used with Hytera’s big clients, such as
government and public security departments, airports, ports, railways and other industry
customers. The company is directly involved in the tender process and sales orders generally
include both system products or solutions, and the customized terminal products to fit the system.

The direct sales approach has the following characteristics:

e Customer demands are more complex, with many users often requiring network systems and
targeted industry application solutions to meet their business needs.

e  Customers with urgent need for more advanced digital communications.
e  Customers with demand for highly customized products.

e Customers focus more on gauging the technology, branding, scale and history of the supplier
when making their choices. Direct sale customers tend to have better stickiness and sign
long-term contracts with suppliers.

e  Customer procurement is usually project-based as it can have a long cycle from raising
demand, project approval and construction to progress check. The choice of suppliers may
need to be in accordance with strict government procurement requirements, and the
selection process usually needs to go through a number of departments within the
organization.

Distributor sales

Distributor sales are sold through a dealer, and the dealer price is determined by Hytera at the
beginning of each year based on price policy (except short-term promotions within a year). These
sales mainly include terminal products, and generally do not need to provide complex solutions.
Hytera’s target market and customers are mainly in the hotel, construction, property, shopping
mall, water conservancy, electricity (and part of the public utility market) segments. Its industry
customer base is relatively diversified and scattered vs. direct sales, and the distribution is also
scattered; customer demand is relatively simple, and generally only need to standardize the
terminal product. Thus, distributor sales have higher price sensitivity.
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Appendix 2: Glossary of terms

EIRIREMR

PMR/LMR: PMR refers to Professional Mobile Radio or LMR (Land Mobile
Radio) in the US. PMR is a type of wireless communication designated for mission-critical
use cases. Networks typically consist of devices (the simplest form is a walkie-talkie), base
station, and control center equipment.

PDT (Professional Digital Trunking): Established in 2008, PDT is a Chinese digital
professional mobile radio standard, co-developed by Hytera and China’s security department.
PDT uses TDMA (Time Division Multiple Access) and operates in the 12.5 kHz channel. PDT
is designed fully in accordance with China’s safety standards.

TETRA (Terrestrial Trunked Radio): Established in 1995, TETRA is a European standard
for digital professional mobile radio. TETRA uses TDMA and operates in 25 kHz channels
that can support high user density but comparably smaller coverage vs. other standards.
TETRA is designed for high volumes of radio traffic over smaller coverage areas within
dense urban environments.

DMR (Digital Mobile Radio): Established in 2005, DMR is a European digital professional
mobile radio standard. DMR uses TDMA and operates in the 12.5 kHz channel. DMR is
designed for a high volume of radio traffic over wide coverage areas and is comparably
lower-cost vs. TETRA.

P25 (Project 25): Established in 1995, P25 or APCO P25 is an American digital
professional mobile radio standard. P25 could use either TDMA or FDMA (frequency division
multiple access) and operates in the 12.5 khz channel. P25 is used for public safety
purposes, and offers a high level of encryption.

MPT-1327: Established in 1988, MPT-1327 is a narrowband professional mobile radio
standard. An advantage over other digital standards is the lower cost of equipment and the
ease of installation. MPT systems are still being built in many areas of the world due to this
cost effectiveness.

iDEN (Integrated Digital Enhanced Network): Established in 1991 by Motorola, iDEN is
a proprietary digital radio system. iDEN provides a full suite of PMR features and operates in
25khz channel. However, since the system is proprietary, even from an industry leader like
Motorola, potential for frequency allocation and interoperability is limited. Therefore, without
significant market penetration, cost is likely to remain higher vs. other standards.

LTE (Long-Term Evolution): A high-speed wireless broadband technology developed
by the Third Generation Partnership Project (3GPP). The LTE solution could address the
need for PMR services that require high data throughput such as mail, secured web services,
video and image delivery.

dPMR: A European digital professional mobile radio standard. dPMR uses FDMA and
operates in two 6.25 khz channels. It offers the lowest cost digital voice/data solutions and a
similar set of repeater and trunking options to DMR.

NEXEDGE: A digital radio brand developed by Kenwood, which has the ability to
communicate with both analog and digital handsets, providing a cost-effective solution to
customers migrating from legacy analog systems, and wider coverage.

TD-SCDMA: The format of choice for the national standard of 3G mobile telecommunication
in China.

MNO (Mobile Network Operator): A provider of wireless voice and data communication
services for its subscribed mobile users.
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