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16th May 2016 BG’s Wake Up Call

Last Dailychg ~ Chg YTD DIALOG SEMICONDUCTOR BUY, Fair Value EUR35 (+37%)
close % % .
rdices () () Momentum recovery delayed, not cancelled but current valuation appears to be a non-
Dow Jones 17535.32 -1.05% +0.63% sense
SERIS00 A Qi L Dialog is a hot topic among investors, some focus on recent disappointments, other
Nasdaq 4717.68 -0.41% -5.79% f b L h cularly | h ice. We clearl
Nikkei 16412.21 141% A3.77% prefer to_ see a buy opportunity given t e current particularly ow share price. We clearly
Stoxx 600 334.676 +0.47% -8.51% take position in the second camp. Adopting a bear case scenario with Sales down 8% in
CAC 40 4319.99 +0.62% -6.84% 2016e and down 5% in 2017e/2018e (vs. respectively +17% and +20% in our central
0il /Gold scenario) would point to a valuation of EUR30 at the lowest. In addition, current valuation
Crude WTI 46.21 0.54%  +24.22% metrics highlight a significant discount relative to peers: DLG shares trade on 2016e P/E
Sl EIER) LRIz L) and EV/EBIT ratios of 12.5x and 6.1x, to be compared to 19.2x and 13.4x respectively for
Currencies/Rates fabless peers. We reiterate our Buy recommendation.
EUR/USD 1.12985 -0.93% +4.01%
EUR/CHF 1.10255 -0.03% +1.39%
German 10 years 0.13 -16.68% -79.57%
French 10 years 0.48 -6.59% -51.10%
Euribor -0.257 0.39%  +96.18%

Upcoming BG events :
Date

17th-May Melia (BG Geneva Roadshow with IR)
18th-May Melia (BG Luxembourg Roadshow with IR)

19th-May Melia (BG Paris roadshow with IR)

24th-May Petit Déjeuner Thématique avec J. Zelmanovitch,
WIMPELCOM
25th-May Luxottica (BG Paris Roadshow whit IR)

7th-Jun Cahiers Verts de I'Economie (BG Paris Lunch)

Recent reports :
Date
10th-May SOFTWARE AG French Flair at work

3rd-May Rémy cointreau The glass is filling up
2nd-May Moncler Good protection from chilly conditions

11th-Apr ALTICE NUMERICABLE SFR : The time of Marketing?

8th-Apr Nicox A visible decrease in pressure...
(CORPORATE, FV EUR14)
6th-Apr EDP Renovaveis : Renewables, what else?

List of our Reco & Fair Value : Please click here to download
16/05/16
420

STWAR
w1 O
" My ? M

320

300
280

RS I S I N I R A R ]
NN AN GG LRGN N A GRS
'{?\0 {9\6" '&\c \‘?\@’ w"’\@ & '&\0 49\0 '&\e \g’\o '&\c"‘ \,?\0

= Stoxx Europe === MAV 50D MAV 200D Source Thomson Reuters

See the link at the bottom of each page for the research disclosure legend table “.


mailto:marketing@bryangarnier.com?subject=Melia%20(BG%20Geneva%20Roadshow%20with%20IR)�
mailto:marketing@bryangarnier.com?subject=Melia%20(BG%20Luxembourg%20Roadshow%20with%20IR)�
mailto:marketing@bryangarnier.com?subject=Melia%20(BG%20Paris%20roadshow%20with%20IR)�
mailto:marketing@bryangarnier.com?subject=Petit%20Déjeuner%20Thématique%20avec%20J.%20Zelmanovitch,%20WIMPELCOM�
mailto:marketing@bryangarnier.com?subject=Petit%20Déjeuner%20Thématique%20avec%20J.%20Zelmanovitch,%20WIMPELCOM�
mailto:marketing@bryangarnier.com?subject=Luxottica%20(BG%20Paris%20Roadshow%20whit%20IR)�
mailto:marketing@bryangarnier.com?subject=Cahiers%20Verts%20de%20l'Economie%20(BG%20Paris%20Lunch)�
http://www2.bryangarnier.com/images/updates/pdf/BGw_2016_05_10.pdf�
http://www2.bryangarnier.com/images/updates/pdf/BG_RCO_2016_05_03.pdf�
http://www2.bryangarnier.com/images/updates/pdf/20160502_Moncler_Coverage_Initiationy.pdf�
http://www2.bryangarnier.com/images/updates/pdf/BG_TELCUK_2016_04_11.pdf�
http://www2.bryangarnier.com/images/updates/pdf/BG___Nicox___Initiation_FRw.pdf�
http://www2.bryangarnier.com/images/updates/pdf/BG___Nicox___Initiation_FRw.pdf�
http://www2.bryangarnier.com/images/updates/pdf/EDPR_Final.pdf�
http://www2.bryangarnier.fr/images/updates/StockGuide/StockGuide.pdf�

BG’s Wake Up Call Return to front page

TMT
Dialog Semiconductor Momentum recovery delayed, not cancelled but current valuation appears to be a non-
sense
Price EUR25.63 Fair Value EUR35 (+37%) BUY
Bloomberg DLGGR  Dialog is a hot topic among investors, some focus on recent disappointments, other prefer to see a
Reuters DLGSDE  phyy opportunity given the current particularly low share price. We clearly take position in the
12-month High / Low (EUR) 53.3/24.4

second camp. Adopting a bear case scenario with Sales down 8% in 2016e and down 5% in

gi:ﬁﬁ;&fi;"@um) i’gzg 2017e/2018e (vs. respectively +17% and +20% in our central scenario) would point to a valuation
Avg. 6m daily volume (000) 1'1 10 Of EUR30 at the lowest. In addition, current valuation metrics highlight a significant discount
3y R o4y Telative to peers: DLG shares trade on 2016e P/E and EV/EBIT ratios of 12.5x and 6.1x, to be

compared to 19.2x and 13.4x respectively for fabless peers. We reiterate our Buy
IM 3M  6M  3V/12/15  rgcommendation.

Absolute perf. -24.4%  04% -33.9%  -17.9%
Semiconductors -9.0% 72% -12.8% -11.1%
DJ Stoxx 600 -0.5%  6.6% -10.6% sy ANALYSIS
- Apple is not set to disappear from smartphone market, this is a soft pocket. That is a fact,
YEnd Dec. (USDm) 2015~ 2016e  2017e  2018e current iPhone momentum is particularly weak compared to what we have been used to. As a
Sales 1355 1250 1467 1754 result, some investors are afraid that Apple is going to disappear as Nokia did before, but we
% change 7.8%  17.4%  19.6% wouldn’t bet on this. The group created and rules this market, almost as Nokia did with mobile
EBITDA 360 316 386 456 market, however we see no comparison with the Finnish group and current Apple situation:
ERIT 3177 2480 3139 3841 Nokia failed to compete with a new (but powerful) entrant while the current weakness is
% change 219%  26.6%  22.4% mostly due to a weak market environment and also a long success story that accustomed us to
Net income 2384 1828 2420 3038 high expectatlc_Jns and created high comps. We remind that 2008/2015 iPhone vo_Iume CAGR is
% chande 033%  324%  25.6% ¢. 68%. In addition, Apple succeeded in creating a strong ecosystem as no one did before and
b g L . K .
boasts from a massive installed base of more than 500m iPhone. As a result, while we use in
2015  2016e  2017e  2018e our Dialog model a decline of 21% in iOS devices in H2-16 vs. H1-15 (in line with Nikkei bear
Operating margin 23.4 19.8 214 219 scenario) and agree to say that NT momentum is weak at Apple due to high comps, we hardly
Net margin 17.6 14.6 165 173 believe in a LT massive failure of Apple.
ggiE ‘11;: zgz ;ii 22; Momentum recovery is delayed, not canpelled. NT is expected to be spft, and speculations
) about the new iPhone 7 do not help. This new iPhone features are said to be close to the
Gearing 540  -621  -666 -71.0 o . . . . . -
current model with limited innovation while new iPhone family usually introduces a new design
(USD) 2015  2016e  2017e  2018e and new features. However, with the large installed base, the continuous recruitment of new
EPS 3.02 2.34 315  3.96 users into Apple ecosystem and the fact that a large majority of iPhone sales are driven by
% change - 224%  345%  25.6% current user replacement, we expect to see a strong boost in 2017. This thought is also
P/E 9.7x  12.5x 9.3x  T7.4x strengthened by current rumours about a strong technological improvement in this model, also
FCF yield (%) 107%  11.6% 8.4% 11.1% driving higher ASP for Dialog (as already commented by DLG’s management).
Dividends (USD) 000 000 000 000 . piyersification to come. As a result, we believe that an entirely new iPhone will come next year
Div yield (%) NM NM NM - NM and trigger a stronger momentum no later than 2017. In the meantime, Dialog should benefit
Ev/Sales L3x L2x 09x  0.6x from its diversification and Bluetooth (BG. ests 2016e Connectivity sales USD145m, up 24% yoy)
EV/EBITDA 4.8x 4.8 35 24 is only a part of it. We also believe the group will take advantage of the quick charge (allowing
EV/EBIT 5.4x 6.1x 42x 2.8 to charge a smartphone in less than one hour) technology that is being adopted by most of the

OEMs. This will help Power Conversion division” momentum where we expect sales to jump
from USD84.6m in 2015 to USD99.9m in 2016 (up 18%). In addition, we remind that the level of
investment in R&D remains high with 17%-18% of sales being reinvested in 2016. In our view,
this means that the group sees opportunity in the market and does not want to miss it. In our
view, the group targets share gain at Apple (adding Dialog chips in the next iPhone) and sees
room for growth in China (through MediaTek partnership but also on a stand-alone basis).
Finally, the group should benefit from the development of the new lines of products such as
PMIC for ARM based notebooks, TVs, STBs, Media sticks and Wireless routers or the audio
product line.

Amid a weak environment, we see room for growth in H2. The second half of the year is the
period of inventory building for most OEMs as they prepare for Christmas period. It is even
more important for Apple and its supply chain since the group generally unveils a new version
of its iPhone in September. As a result, the year is always back-end loaded at Dialog and 2016
should not break the rule. While we see a weaker momentum yoy compared to iPhone 6 cycle
(H2-14 was up 26% yoy) however given the low FY15 comparable, we continue to see some
upside potential in 2016 of c. 4%. This include a Mobile Systems division sales flat yoy. On a
sequential basis, we expect Q3-16e sales to be up 22% and Q4-16e to be up 50%. Overall, this
leads to a FY16 sales down 8% with a current operating margin a penny below the 20% level
(BG ests. 2016e Current Op. margin at 19.8%).
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VALUATION

A strong discount vs. peers in EV/EBIT terms that appears to be unjustified. At current share
price, we see an opportunity to buy as we can’t justify by any coherent valuation method a
share price of EUR25. Plugging a bear case scenario into our model (FY16e sales -8%,
FY17e/FY18e -5% vs. FY16/FY17/FY18e sales growth of -8%/+17%/+20% respectively in our
central scenario) points to a share price of EUR30. We also remind that current valuation
metrics highlight a strong discount relative to peers: Dialog currently trades on 2016e P/E and
EV/EBIT ratios of 12.5x and 6.1x respectively, to be compared to 19.2x and 13.4x for fabless
peers.

Given the currently low valuation levels, a potential upside of 37% vs. our FV of EUR35, a
gradually improving momentum on the medium-term and anticipations of LT growth, we
reiterate our Buy recommendation.

NEXT CATALYSTS
Q2 results on July 28th 2016.

Detailed P&L
[USDm] 1Q16 2Q16e 3Q16e 4Q16e FYil6e FY17e FY18e
Total Group 241 249 304 455 1250 1467 1754
Q/Q growth -39.2% 3.2% 22.0% 49.7% -7.8% 17.4% 19.6%
Y/Y growth -22.4% -21.3% -8.0% 14.6% -7.8% 17.4% 19.6%
Cost of goods sold -134 -136 -164 -245 -679 -791 -945
Gross margin 44.6% 45.5% 46.2% 46.1% 45.7% 46.1% 46.1%
SG&A -36 -36 -36 -37 -145 -153 -165
R&D -58 -51 -53 -57 -219 -268 -314
Other operating income 16 10 9 5 41 59 54
Adj. EBIT 30 36 61 121 248 314 384
adj. operating margin 12.4% 14.4% 20.1% 26.6% 19.8% 21.4% 21.9%
EBIT 151 26 52 116 346 257 331
operating margin 62.6% 10.6% 17.1% 25.6% 27.7% 17.5% 18.9%
Net financial result -2 -1 0 0 -3 -2 -2
Income tax -4 -7 -15 -61 -88 -57 -68
tax rate -2.7% -28.5% -28.5% -52.9% -25.5% -22.5% -20.5%
Adj. Net income (loss) 22 28 46 60 183 242 304
Net income (loss) 143 18 37 55 256 198 262
Dil. Adj. EPS (in USD) 0.28 0.36 0.59 0.77 2.34 3.15 3.96

Source: Bryan, Garnier & Co. ests.

Click here to download

Analyst : Sector Team :

Dorian Terral Richard-Maxime Beaudoux
= 33(0) 1.56.68.75.92 Thomas Coudry

dterral@bryangarnier.com Gregory Ramirez
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BUY

NEUTRAL

SELL

BUY ratings 58.2%

BG’s Wake Up Call

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
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.

Distribution of stock ratings

NEUTRAL ratings 32.6% SELL ratings 9.2%

Bryan Garnier Research Team

Healthcare Team Pharmaceuticals

Biotech/Medtech
Medtech/Biotech

Consumer Team Luxury/Consumer

Goods
Beverages

Retailing

Luxury
/Consumer Goods

Food & Beverages

TMT Video Games /
Payments
Telecom
Software & IT
Services
Semiconductor

Utilities

Insurance

Hotels/Business Services

Construction/
Infrastructures
Building Materials
Marketing

Market Data & Information Systems Manager

Eric Le Berrigaud
(Head of Equities)

Mickael Chane-Du
Hugo Solvet

Loic Morvan

Nikolaas Faes
Antoine Parison
Cedric Rossi

Virginie Roumage

Richard-Maxime Beaudoux

Thomas Coudry

Gregory Ramirez

Dorian Terral

Xavier Caroen

Olivier Pauchaut
(Head of Research)

Bruno de La Rochebrochard

Eric Lemarié

Sophie Braincourt

Eric Monnier
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33(0) 170 36 57 04
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33(0) 156687518
33(0) 156 68 75 49

33(0) 156 68 75 88
33(0) 170365717

33(0) 156 68 75 36
33(0) 1 56 68 75 63

eleberrigaud@bryangarnier.com

mchanedu@bryangarnier.com
hsolvet@bryangarnier.com

Imorvan@bryangarnier.com

nfaes@bryangarnier.com
aparison@bryangarnier.com

crossi@bryangarnier.com

vroumage@bryangarnier.com

rmbeaudoux@bryangarnier.com

tcoudry@bryangarnier.com

gramirez@bryangarnier.com

dterral@bryangarnier.com

xcaroen@bryangarnier.com

opauchaut@bryangarnier.com

bdelarochebrochard@bryangarnier.com

elemarie@bryangarnier.com

sbraincourt@bryangarnier.com

emonnier@bryangarnier.com

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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BRYAN, GARNIER & CO

Disclaimer:

Bryan Garnier & Co Limited, registered in England Number 03034095 with registered office : Beaufort House 15 St Botolph Street, London EC3A 7BB , United Kingdom and its MIFID
branch registered in France Number 452 605 512 with registered office : 26, Avenue des Champs Elysées 75008 Paris , France. 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.

This Report may not be reproduced, distributed or published by you for any purpose except with the Firms' 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. Similarly, 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 are difficult or impossible to predict and will differ from assumptions. A number of factors, in addition to the risk factors stated in this Report, could
cause actual results to differ materially from those in any Forward Looking Information.

Important information - This report may contain "Independent” and "Corporate/Non-independent” research reports.

Unless stated otherwise, documents in this report are 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.

Independent investment research reports:

Independent investment research reports are prepared by Bryan Garnier & Co Limited and are distributed only to clients of Bryan Garnier & Co Limited (the “Firm"). Bryan Garnier & Co
Limited is authorised and regulated by the Financial Conduct Authority ("FCA") and is a member of the London Stock Exchange.

These reports are provided for information purposes only and do 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. These reports are for general circulation to clients of the Firm and as such are 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 these reports 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 these reports are subject to change without notice. To the fullest extent permitted by law neither the Firm nor any
associated company accept any liability whatsoever for any direct or consequential loss arising from the use of these reports. Information may be available to the Firm and/or
associated companies which is not reflected in these reports. The Firm or an associated company may have a consulting relationship with a company which is the subject of these
reports.

Corporate or Non-Independent investment research reports:

Non-independent research reports are prepared by Bryan Garnier & Co Limited and are being distributed only to clients of Bryan Garnier & Co Limited (the "Firm"). Bryan Garnier & Co
Limited is authorised and regulated by the Financial Conduct Authority ("FCA") and is a member of the London Stock Exchange.

These reports have been sent to you for marketing purposes only and are non-independent research within the meaning of the FCA rules. These reports are not being held out as an
objective or independent explanation of the matters contained in them and should not be treated as such. These reports have not been prepared in accordance with the legal
requirements designed to promote the independence of investment research. The Firm is not subject to any prohibition on dealing ahead of the dissemination of investment research.
These reports usually focus on emerging European growth companies. The contents of these reports as well as the other research documents on emerging growth stocks do not
contain the Firm’s usual stock ratings. The intrinsic value analysis is presented to provide a framework for stock valuation and discussion, and represents an estimated value on the date
of publishing, which may be subject to change without notice.

The Firm's rationale for not having ratings on the stock includes the fact that such stock may have limited market capitalisation and liquidity and while the Firm may express an opinion
on the near-term movement of the stock, what action investors should take depends on many factors, including liquidity/risk tolerance, holdings timeframe and investment philosophy.
Emerging companies evolve rapidly with a continuous flow of information that can significantly impact the company and in the Firm's opinion this cannot be reflected by a periodic
rating. Additionally, the Firm may have an advisory relationship with the company which is the subject of these reports, including for the production of sponsored research, and may
expect to receive or intend to seek compensation for investment banking services from that company in the six months following the date of these reports.

To the fullest extent permitted by law, the Firm does not accept any liability whatsoever for any direct or consequential loss arising from any use of the information contained in these
reports. Information may be available to the Firm which is not reflected in these reports. They are provided for information purposes only and do not constitute an offer or solicitation
to buy or sell any of the securities discussed in them. These reports are for general circulation to clients of the Firm and as such are 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.

Disclosures specific to clients in the United Kingdom

This Report has not been approved by Bryan Garnier & Co Limited for the purposes of section 21 of the Financial Services and Markets Act 2000 because it is being distributed in the
United Kingdom only to persons who have been classified by Bryan Garnier & Co Limited as professional clients or eligible counterparties. Any recipient who is not such a person should
return the Report to Bryan Garnier & Co Limited immediately and should not rely on it for any purposes whatsoever.

Notice to US investors

This research report (the "Report") was prepared by Bryan Garnier & Co Limited for information purposes only. The Report is intended for distribution in the United States to "Major US
Institutional Investors" as defined in SEC Rule 15a-6 and may not be furnished to any other person in the United States. Each Major US Institutional Investor which receives a copy of
this Report by its acceptance hereof represents and agrees that it shall not distribute or provide this Report to any other person. Any US person that desires to effect transactions in any
security discussed in this Report should call or write to our US affiliated broker, Bryan Garnier Securities, LLC. 750 Lexington Avenue, New York NY 10022. Telephone: 1-212-337-7000.
This Report is based on information obtained from sources that Bryan Garnier & Co. Ltd. believes to be reliable and, to the best of its knowledge, contains no misleading, untrue or false
statements but which it has not independently verified. Neither Bryan Garnier & Co. Ltd. and/or Bryan Garnier Securities LLC make no guarantee, representation or warranty as to its
accuracy or completeness. Expressions of opinion herein are subject to change without notice. This Report is not an offer to buy or sell any security.

Bryan Garnier Securities, LLC and/or its affiliate, Bryan Garnier & Co Limited may own more than 1% of the securities of the company(ies) which is (are) the subject matter of this
Report, may act as a market maker in the securities of the company(ies) discussed herein, may manage or co-manage a public offering of securities for the subject company(ies), may
sell such securities to or buy them from customers on a principal basis and may also perform or seek to perform investment banking services for the company(ies).

Bryan Garnier Securities, LLC and/or Bryan Garnier & Co Limited are unaware of any actual, material conflict of interest of the research analyst who prepared this Report and are also
not aware that the research analyst knew or had reason to know of any actual, material conflict of interest at the time this Report is distributed or made available....



