10th February 2016

T™T

ARM Holdings

Price 940.00p

Bloomberg
Reuters

12-month High / Low (p)
Market Cap (GBPm)

Ev (BG Estimates) (GBPm)

Avg. 6m daily volume (000)

3y EPS CAGR

Absolute perf.
Semiconductors
DJ Stoxx 600

YEnd Dec. (GBPm)

Sales

% change
EBITDA
EBIT

% change
Net income

% change

Operating margin
Net margin

ROE

ROCE

Gearing

(p)

EPS

% change
P/E

FCF yield (%)
Dividends (p)
Div yield (%)
EV/Sales
EV/EBITDA
EV/EBIT

im
-0.4%
-3.7%
-9.4%

2014
795.2

437
400.4

342.8

2014
50.3
43.1
16.7
36.6

-43.7

2014
24.12

39.0x
0.0%
6.06
0.6%
15.8x
28.7x
31.3x

3M

-11.2%
-16.9%
-17.7%

2015e

965.8
21.5%
543
498.1
24.4%
428.1
24.9%

2015e
51.6
443
18.7
46.7
-53.0

2015e
30.21
25.2%
31.1x
0.0%
7.37
0.8%
12.7x
22.5x
24.6x

ARM.LN
ARM.L

1,205/ 848.5
13,209

12,242

4,210

17.3%

6M 31/12/15
-1.2% -9.5%
-13.7% -14.4%
-22.1% -15.4%
2016e 2017e
1,104 1,226
14.3% 11.1%
611 692
559.6  634.9
12.4% 13.5%
481.2 5512
12.4% 14.5%
2016e 2017e
50.7 51.8
43.6 45.0
17.4 17.3
53.2 62.5
-61.2 -67.6
2016e 2017e
3395 38.89
12.4% 14.5%
27.7x  24.2x
0.0% 0.0%
9.43 11.70
1.0% 1.2%
10.8x 9.4x
19.4x  16.6x
21.2x  18.1x

Fair Value 1310p (+39%)

Q4 2015 results in line — FY 2016 should be another year of solid growth

BUY

ARM Holdings has reported Q4 2015 results in line with consensus expectations and company
guidance. Q4 sales came in at USD408m or GBP269m, up 10.7% sequentially, with normalised
operating margin at 50.5%, and EPS at 8.2p. This was in line with the consensus forecasts for sales at
GBP265m, normalised operating margin of 50.6% and adjusted EPS at 8.2p. The group added that the
current environment is not particularly supportive but we understand that it should achieve 14% top-
line growth (in dollar terms), in line with current market expectations, thanks to an increase in
market share, a larger serviceable market and a higher royalty rate. We also note that the impact of
the recent slowdown in the smartphone market is limited given ARM’s growing diversification.

ANALYSIS

While Q4 top-line growth was slightly above expectations EPS was in line with forecasts. The
company reported Q4 revenues of USD408m, or GBP269m up 10.7% seq. (+19.1% yoy), slightly
above the company’s guidance and consensus expectations. Gross margin came in at 96.5%, up
30bp vs. Q3, and operating expenses came out at GBP124m. As a result, normalised EBIT was in
line with expectations at GBP136m (cons. GBP135m/BG ests. GBP134m), as for EPS at 8.2p (cons.
8.2p / BG ests. 8.1p). On a full year basis, revenues came in at GBP968m, up 21.7%, gross margin
improved by 70bp to 96.2% compared to 2014, and 2015 EPS stood at 30.2p, compared with 2014
EPS of 24.1p. Normalised cash generation was GBP112m in Q4 2015, up from GBP87m in Q3. As a
result, the net cash position at the end of Q4 was GBP951m compared with GBP898m at the end
of Q3.

Licencing sales grew by 9.2% in Q4 vs. Q3 and royalties by 6.7%. Q4 licencing revenues accounted
for GBP159m of which GBP140m from the processors business and GBP19m from the physical IP
activity. Overall, the licencing business was the most dynamic with sequential growth of 9.2%.
Royalties revenues grew by 6.7% seq. to GBP217m, of which GBP197m from the processors
business and GBP20m from physical IP. Software & tools and services revenues came out at
GBP17m and GBP15m respectively, compared with GBP12m and GBP16m achieved in Q3.

e  Management sees 14% growth in 2016 if current market conditions hold. Despite a cautious
message regarding current economic conditions that could possibily lead customers to lower
spending and impact the entire semiconductors industry, the group is nevertheless guiding on
growth of about 14% in 2016 (in dollar terms), i.e. in line with market expectations. The group
added that the beginning of 2016 has brought solid opportunities in licensing thanks to new
technologies and management is confident about market share gains by its flagship design ARMv8-
A, which is thought to be gaining further market share in the mobile and entreprise markets and
an increasing royalty rate.

VALUATION

e  We are making no change to our estimates at this point and will wait for further details from
today’s conference call (10:30am CET).

e  ARM’s shares are trading on 2016e P/E of 27.7x, well below its 5y historical average of 39.3x.

NEXT CATALYSTS

e  Today: Q4 2015 results conference call (10:30am CET, +44 (0) 1452 555 566, ID: 20744122).

e  20th April 2016: Q1 2016 results.

e 28t April 2016: Annual General Meeting.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a petiod of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

clements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 61.2%

Distribution of stock ratings

NEUTRAL ratings 29.9% SELL ratings 9%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued share capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, ot has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offeting of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Repott is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to teceive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its parents or
subsidiaties. The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the tesearch, nor the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his/her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the repott.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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