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Gemalto FY sales and PFO in line, rest. EPS 6.8% below our estimate — FY17 guidance PFO challenging

Price EUR59.09 Fair Value EURG9 (+17%) NEUTRAL
Bloomberg GTO FP Gemalto has posted FY sales broadly in line with our estimate and that of the consensus but with
Reuters . GTO.PA lower than expected Ifl growth. Payment, M2M, Security and e-Government showed growth but no
12-month High / Low (EUR) 84.9/505 improvement was seen in the SIM business and related services. Profit from operations (PFO) was in
Market Cap (EUR) 5,259

line with estimates but at the low-end of the vague “double digit growth” guidance (+10.4%

E\\\I,g(fﬁ;?;f,ﬁtig%oo) 2'1599.3 reported). However, IFRS current EBIT, EBIT, net profit and restated EPS were significantly below our
3y EPS CAGR 14.5% forecasts (by 2%, 18%, 27% and 7% respectively). Management gave its first annual PFO guidance,
which is still vague, stating that it expects to generate a 1.5% point increase in adjusted gross margin,
t — Sl = accelerating its PFO expansion towards its 2017 objective of over EUR660m. Pending the conference
Soronts ot 76 LTk 6.9%  call today at 3pm (Paris time), we maintain our Neutral rating and FV of EUR69.
Softw.& Comp. 0.6% 52% 10.4%  -5.7%
DJ Stoxx 600 3.0% -88%  -6.3% 2%  ANALYSIS

e  FY earnings: revenue came in at EUR3,121.6m, up 27% Y/Y and 6.3% Ifl (Q1 +7%, Q2 +14%, Q3

YEnd Dec. (EUR 2014 2015 2016 2017
nd Dec. {EURm) € ¢ ¢ +4% and Q4 +2%), i.e. roughly in line with our EUR3,137.5m and consensus of EUR3,119m but with

sales 246> 3122 3338 3,539 weaker Ifl growth than we expected (BG: +7.8%). This broke down into +18% in M2M, +12% in
% change 266%  69%  60% Payment & Identity (o/w +23% in Payments, +10% in e-Government, +3/4% in Security), but -15%
EBITDA 359 345 528 633 in SIM and related services (o/w -17% in SIM, with -23% in Q4). Its organic top-line growth was
EBIT 327.3 3133 4517 5495 negatively impacted by lower sales to mobile operators (the already known closure of the US
% change -4.3%  44.2% 21.7% mobile payment service Softcard) and lower SIM demand in LatAm and Asia (since Q3). PFO
Net income 269.8 2263 339.8 4125 reached EUR422.6m, up 10.4% but with a margin down 220bps Y/Y at 13.5% (BG: EUR421.0m i.e.
% change -16.1%  50.1% 21.4% margin of 13.4%; cons.: EUR423m i.e. margin of 13.6%; guidance: double digit growth) because of

SafeNet’s operating expenses level (higher than those of Gemalto), currency translation effects,

2017 382015c 2016 M2 017¢ which outweighed the absence of variable pay-out to management and employees related to PFO.

Operating margin 133 100 135 155 After stock-based compensation, Gemalto generated a current EBIT of only EUR313.3m (margin
Net margin 9.0 42 89 105 of 10.0%, -330bps) vs. our EUR318.8m (margin of 10.2%) and EBIT of EUR203.3m (margin of 6.5%,
ROE 92 >4 108 121 -450bps) vs. our EUR249.2m (margin of 7.9%). The main difference with our expectations was
ROCE 113 71 103 124 higher-than-expected depreciation and amortization of intangibles resulting mainly from SafeNet
Gearing 206 134 32 74 and non-current operating charges during the period (acquisitions and restructuring of the Mobile
(EUR) 2014  2015e  2016e  2017e Platforms & Services business and data centers). IFRS net profit therefore decreased by 38% Y/Y
EPS 3.05 253 377 458 to EUR136.9m, i.e. a margin reduced by more than half at 4.4% (vs BG and consensus at EUR188m,
% change . .16.9%  49.0% 21.4% i.e. margin of 6.0%). The FCF was flat at EUR170m (FCF/current EBIT ratio of 54%) with net debt of
b/ 19.4x 23.3x 157x  12.9x EUR334.7m i.e. gearing of 13% (vs. BG: EUR367.7m; cons.: EUR329m). The group will distribute a
FCF yield (%) 3% 39% S 7% 73% dividend of EUR0.47/share in cash (payout of 30.8%).

Dividends (EUR) 0.42 0.47 051 0.55 e  Management’s FY16 guidance: with positive trends in Enterprise, Government Programs, M2M
Div yield (%) 0.7% 0.8% 0.9%  0.9% and the US EMV ramp-up effort completed, Gemalto expects to generate a 1.5% point increase in
EV/sales 1.9x 1.8x 1éx 1.4 adjusted gross margin, accelerating its PFO expansion towards its 2017 objectives (i.e. >+10.4%
EV/EBITDA 13.3x 16.2x 10.1x  7.9x in 2016). However, the SIM business is still worrying: revenue derived from SIM products
EV/EBIT 14.6x 17.9x 11.8x 9.2x represents less than 25% of total sales but is still about 30% of the group’s PFO. We will be

looking for more details about FY16 guidance at today’s conference call.

e  What about the FY17 PFO target? This guidance for over EUR660m in PFO for next year is not
unreachable but has never been so tight... It suggests a strong acceleration in the following two
years, with a CAGR 2015/17 of at least 25%. Even with the dynamics registered in payment, M2M,
e-government and cybersecurity, the business lost in the SIM segment is always very profitable
and momentum is clearly not encouraging. We maintain our FY17e PFO at about EUR600m, i.e.
almost 10% below management’s target.

VALUATION
e 2015 restated EPS was 6.8% below our expectation.

e  Pending the conference call today at 3pm (Paris time), we maintain our Neutral rating and Fair
Value of EUR69 (SOTP of EUR71.9, DCF of EUR67.9, and 3-year historical multiples of EUR67.1).

NEXT CATALYSTS
e Q12016 sales: on 29th April, 2016 (before trading).




2015 reported, consensus and BG estimates (old and new) for 2016/17e

EURmM 2014 2015 BG Cons. BG Cons. BG Cons.
(reported) (reported) 2015e 2015 2016e 2016 2017e 2017

Sales 2,465.2 3,121.6 3,137.5 3,119 3,338.3 3,355 3,538.6 3,583

Y/Y change 3.4% 26.6% 27.3% 26.5% 6.0% 7.6% "6.0% 6.8%

Y/Y change (Ifl) 5.0% 6.0% 7.8% 6.0% 6.0%

PFO 382.7 422.6 421.0 423 496.1 493 600.6 571

Margin 15.5% 13.5% 13.4% 13.6% 14.9% 15.0% 17.0% 16.1%

EBIT 270.2 203.3 249.2 398.3 11.9% 495.5 14.0%

Margin 11.0% 6.5% 7.9% 11.9% 14.0%

Current EBIT 327.3 313.3 318.8 451.7 549.5

Margin 13.3% 10.0% 10.2% 13.5% 15.5%

Net profit 221.2 136.9 188.0 188 297.8 309 371.2 365

Margin 9.0% 4.4% 6.0% 6.0% 8.9% 9.2% 10.5% 10.2%

Attrib. net profit 220.7 134.1 187.4 297.6 371.0

Margin 9.0% 4.3% 6.0% 8.9% 10.5%

Rest. attrib. net profit 269.8 226.3 2445 339.8 4125

Margin 10.9% 7.3% 7.8% 10.2% 11.7%

Net debt -493.4 334.7 367.7 329 87.8 96 -228.6 -80

Gearing -20.6% 13.4% 14.4% 3.2% -7.4%

Sources: Bryan, Garnier & Co ests; Company’s consensus (11/12/15).
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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 period 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 63.4%

Distribution of stock ratings

NEUTRAL ratings 29.1% SELL ratings 7.5%

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 petiod 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 offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Report 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 receive 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 heteby certifies that neither the views expressed in the research, 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 report.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
ptice 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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Important information

This document is classified under the FCA Handbook as being investment research (independent research). Bryan Garnier & Co Limited has in place the measures and arrangements required
for investment research as set out in the FCA’s Conduct of Business Sourcebook.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier & Co
Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a member of the London Stock Exchange. Registered address: Beaufort
House 15 St. Botolph Street, London EC3A 7BB, United Kingdom

This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned in this
Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed as,
investment advice or a personal recommendation. No account is taken of the investment objectives, financial situation or particular needs of any person.

The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the accuracy of
which cannot be guaranteed. All components and estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or warranty is given or
should be implied from such statements. All opinions expressed in this Report are subject to change without notice. To the fullest extent permitted by law neither the Firm nor any associated
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are not reflected in this Report. The Firm or an associated company may have a consulting relationship with a company which is the subject of this Report.

This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this Report.
Past performance information contained in this Report is not an indication of future performance. The information in this report has not been audited or verified by an independent party and
should not be seen as an indication of returns which might be received by investors. Similatly, where projections, forecasts, targeted or illustrative returns or related statements or expressions
of opinion are given (“Forward Looking Information”) they should not be regarded as a guarantee, prediction or definitive statement of fact or probability. Actual events and circumstances
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