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lliad Break up in Orange — Bouygues merger talks

Price EUR223.80 Fair Value EUR212 vs. EUR270 (-5%) NEUTRAL vs. BUY
Bloomberg ILD FP On Friday Bouygues and Orange announced the break-up of their merger negotiations. We think lliad
Reuters ) ILD.PA and the whole telecoms sector in France will react negatively, albeit having already lost 3% last week
12-month High / Low (EUR) 236.3/1755  ip anticipation of this news. After cancelling the positive prospective impact of market repair on the
lg/largétECa.p (EUR) EUR 12;:3 company, we have downgraded lliad’s Fair Value to EUR212 from EUR270, and our reco to Neutral.
A\\l/( GmSc:!iTat/Zsl)u(me (())00) 1'00 - We believe opportunities still exist for lliad, such as M&A in other markets, or renewed consolidation
3ygE.PS CAGRy )8 8:% opportunities in the French market in the medium term, but we have not priced these into our Fair

Value at this point.
im EYY 6M  31/12/15

Absolute perf. -2.5% 1.7% 23.7% 1.7% ANALYSIS
Telecom 34%  TT% -12% 7.7% o The reasons for the break-up are twofold. First, execution risks appeared too great from a
DY Stoxx 600 6% 89%  -3.8% -8.9% regulatory standpoint, with major financial risks in case of a deal break-up following the regulatory

process. Second, Bouygues and the French ministry of economy never managed to reach an

YEnd Dec. (EURm) 2015 2016e 2017e 2018e . ) ) , . ) R
agreement on the conditions of Bouygues’ entry into Orange's capital, in terms of valuation and

sales aal4 4736 5100 5,458 influence. According to an interview by Martin Bouygues this morning in Le Figaro, Xavier Niel’s
% change 73%  77% 7.0% demands were particularly excessive and put the operation at risk. Nevertheless, it also appears
EBITDA 1490 1711 2,005 2,307 from information in Le Figaro that lliad made some final moves in the last days of negotiations to
EBIT 662 753 1000 1285 make the deal succeed, such as agreeing to take over hundreds of stores from Bouygues Telecom.
% change Bouygues’s hard feelings are primarily targeted at Xavier Niel and the French State. Could this lead
Net income 3350 3852 5304 7180 to some form of reconciliation between Martin Bouygues and Patrick Drahi? Nothing is less certain
% change 15.0%  37.7% 35.4% at this point.

2015  2016e  2017e  2018e e Now, what’s next? Martin Bouygues stated that “In a market where the possibility of
Operating margin 15.1 16.0 197 236 consolidation is now ruled out for the long term, Bouygues Telecom will continue its standalone
Net margin 7.6 8.1 104 132 strategy”. Let us remember that Martin Bouygues expressed the same confidence less than a year
ROE 12.7 12.8 151 171 ago when refusing Patrick Drahi’s EUR10bn offer for Bouygues Telecom. And his attempt to merge
ROCE 9.8 10.1 124 153 with Orange shows he might not be so convinced by this strategy. Indeed, we believe Bouygues
Gearing 45.2 51.0 390 215 Telecom will struggle in the CAPEX intensive fight for fiber roll out in particular, and will suffer

from NC-SFR's aggressive promotional strategy.

(EUR) 2015  2016e  2017e  2018e
EPS 5.58 6.40 881 11.93 e We do not expect any rebound in French consolidation in the very short term, but think it
% change - 147%  37.7%  35.4% remains likely in the medium term. While lliad and NC-SFR will wait until Bouygues Telecom’s
PJE 20.1x 35.0x 25.4x  18.8x valuation drops, the only way for Martin Bouygues to save his telecoms subsidiary is by
FCF yield (%) NM NM 29%  43% aggressively recruiting customers. Indeed, Bouygues Telecom’s valuation relies more on the
Dividends (EUR) 0.38 0.38 038 038 number and value of the customer base than on the intrinsic profitability of the business. Thus we
Div yield (%) 0.2% 0% 0%  02% expect a bloody price war to return to the market in coming months, to the detriment of all
EV/sales 3.2x 31x 28x  2.6x pla\{ers. 'Eventua.ﬂly, Mart.in Bouygu.es. will then agree to sell Bo.uygues Telecom to Patrick Drahi or
EV/EBITOA 9.6¢ 8 6x 79 6.1x Xavier Niel, or dismantle it and sell it in parts to several competitors.
EV/EBIT NS NS NS NS e  Could another player, such as Vivendi or a foreign telecoms group, act as a white knight for

Bouygues Telecom? We do not believe so. The problem for Bouygues Telecom is to regain
sustainable profitability on the French market. Unless we overestimate crossborder or
telecom/media synergies, we do not see how another player could help with this.

e  From lliad’s point of view things are mixed. On the one hand, lliad will be much impacted by
Bouygues agressivity on the market, and the fixed market in particular. But as Bouygues Telecom’s
“natural” acquirer on the market, with the least competitive issues, lliad could end up buying out
Bouygues Telecom at a discounted price in a few years from now. In the meantime, lliad will
pursue other opportunities in other markets. In particular, it could be interested in launching an
activity in the UK, leveraging on the remedies from the 02 / Three merger. The position of the
European competitions authorities on this deal is expected soon. Our Fair Value of EUR212
withdraws positive fixed and mobile market repair effects (EUR58) and prices in strong
competition and an ongoing price war in the French market but does not take into account such
opportunities as development in the UK and a possible buy-out of the whole or parts of Bouygues
Telecom in the end.




Appendix: Bouygues Telecom's outlook and consolidation scenarios — pros and cons analysis

Bouygues scenario Buyer

Pros

Cons

Bouygues still decides  to lliad

to sell in the short term

Low execution risk

liliad's interest in accelerating
network roll out

Relationships between Martin
Bouygues and Xavier Niel

iliad to favour UK deal in the short
term

Bouygues' valuation, lliad not ready to
pay

Cash only deal

To NC-SFR

Already a network agreement

Relationships between Martin
Bouygues and Patrick Drahi
Execution risk + social interrogations

Social interrogations
NC-SFR financing capacity
Cash only deal

No given less than a year ago

to several
players
(dismantling)

Deals already dicussed with other
parties

Value maximisation

Cash only deal

Execution risks

to non French

telco players

Opportunity for share-based
transactions
Limited execution risk

Bouygue's valuation and limited
synergies

Remaining uncertainty about
Bouygues Telecom's ability to regain
sustainable profitabily on the French
market

Drop in Bouygues Telecom's
valuation
Low execution risk

liliad's less interest in accelerating
network roll out

Relationships between Martin
Bouygues and Xavier Niel

Impact of network sharing agreement
between NC-SFR and Bouygues
Telecom

Drop in Bouygues Telecom's
valuation

Already a network agreement

Execution risk + social interrogations

Bouygues is forced to to lliad

sell in the medium term
To NC-SFR
to several
players

(dismantling)

Value maximisation

Execution risks

to non French

telco players

Opportunity for share-based
transactions

Limited execution risk

Bouygue's valuation and limited

synergies

Bouygues succeeds in  None

its standalone strategy

VALUATION

e |liad is now trading at 8.3x 2016e EBITDA
e  We downgrade our Fair Value to EUR212 with a Neutral recommendation.
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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 64%

Distribution of stock ratings

NEUTRAL ratings 29,4% SELL ratings 6,6%

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 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 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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Important information
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