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Company description

Melexis is a Belgian group specialised
in sensor production for the
automotive sector. The group operates
a fabless model and outsources the
majority of its production to XFab, a
sister-company foundry. Within its
segment of automotive sensors,
Melexis remains in the number four
positioned behind Bosch Sensortec,
Infineon and Allegro.
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Simplified Profit & Loss Account (CHFm) 31/12/13 31/12/14 31/12/15 31/12/16e 31/12/17e 31/12/18e
Revenues 275 332 400 453 495 536
Change (%) 11.5% 20.7% 20.4% 13.2% 9.2% 8.4%
Adjusted EBITDA 79.2 111 130 139 155 168
Adjusted EBIT 63.7 89.2 108 111 123 133
EBIT 63.7 89.2 108 111 123 133
Change (%) 14.1% 40.0% 20.7% 3.5% 10.6% 8.4%
Financial results (0.50) 2.9 1.9 0.62 25 2.7
Pre-Tax profits 63.2 92.1 109 112 126 136
Tax (8.0) (7.1) (10.4) (16.4) (18.8) (20.4)
Net profit 55.2 85.0 99.1 95.5 107 116
Adjusted net profit 55.2 85.0 99.1 95.5 107 116
Change (%) 7.2% 53.9% 16.6% -3.6% 11.8% 8.4%
Cash Flow Statement (CHFm)

Depreciation & amortisation 15.5 221 22.8 27.8 321 34.8
Change in working capital 0.77 (10.0) (5.0) (13.1) 9.9) 9.9)
Operating cash flows 70.8 95.0 115 109 130 141
Capex, net (22.5) (23.7) (40.3) (38.6) (44.5) (48.2)
Free Cash flow 48.3 71.3 74.7 70.3 85.0 92.9
Acquisition, net 0.0 0.0 0.0 0.0 0.0 0.0
Financial investments, net 0.82 4.8 0.33 0.0 0.0 0.0
Dividends (28.0) (40.1) (52.1) (74.5) (59.0) (63.9)
Issuance (repurchase) of own shares 0.0 0.0 0.0 0.0 0.0 0.0
Issuance (repayment) of debt (14.6) (4.2) (3.0) (0.05) 0.0 0.0
Other 14.5 0.33 2.7) 4.8 0.0 0.0
Net debt 9.2) (41.4) (58.7) (59.3) (85.4) (114)
Balance Sheet (CHFm)

Tangible fixed assets 66.3 71.7 90.3 101 114 127
Intangibles assets & goodwill 4.7 4.7 7.4 7.2 7.2 7.2
Investments 0.01 0.01 0.01 0.01 0.01 0.01
Deferred tax assets 14.1 13.2 10.9 9.8 9.8 9.8
Other non-current assets 15 0.96 0.01 0.01 0.01 0.01
Cash & equivalents 315 59.6 73.9 74.5 101 130
Inventories 44.3 56.4 64.1 66.1 72.1 78.1
Current assets 52.4 50.1 60.2 74.4 79.5 84.7
Total assets 215 257 307 333 383 437
Shareholders' equity 158 201 243 264 312 364
Provisions 0.0 0.0 0.0 0.0 0.0 0.0
Deferred tax liabilities 0.0 0.0 0.0 0.0 0.0 0.0
Current liabilities 33.7 35.2 47.4 52.9 54.7 56.5
L & ST Debt 23.5 20.2 16.8 16.5 16.5 16.5
Total Liabilities 215 257 307 333 383 437
Capital employed 150 162 185 206 228 250
Ratios

Gross margin 46.31 48.53 48.01 46.60 46.80 47.00
Adjusted operating margin 23.14 26.83 26.89 24.57 24.90 24.90
Tax rate 12.66 7.70 9.50 14.68 15.00 15.00
Adjusted Net margin 20.05 25.57 24.76 21.09 21.59 21.59
ROE (after tax) 35.03 42.21 40.85 36.20 34.25 31.83
ROCE (after tax) 37.21 50.82 52.51 46.13 45.97 45.29
Gearing (5.85) (20.58) (24.21) (22.48) (27.40) (31.48)
Pay out ratio 50.78 47.13 52.56 77.93 55.23 55.23
Number of shares, diluted 40.40 40.40 40.40 40.40 40.40 40.40
Data per Share (CHF)

EPS 1.37 2.10 2.45 2.36 2.64 2.86
Restated EPS 1.37 2.10 2.45 2.36 2.64 2.86
% change 9.4% 53.9% 16.6% -3.6% 11.8% 8.4%
BVPS 3.90 4.98 6.00 6.53 7.72 9.00
Operating cash flows 1.75 2.35 2.85 2.70 3.21 3.49
FCF 1.20 1.76 1.85 1.74 2.10 2.30
Net dividend 0.69 0.99 1.29 1.84 1.46 1.58

Source: Company Data; Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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Why the interest
now?

Cheap or
Expensive?

Whats the
value added?

Could I lose
money?
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1. Investment Case

The reason for writing now

Melexis boasts an outstanding profile and track record and for this reason is particularly well-
liked by investors and is currently trading at one-year high levels, which is an attractive
performance so soon after the Brexit vote. However, we believe the market is overly
optimistic and does not fully price in the change in momentum on the cards (2015-19e CAGR
in sales of 10% vs. >20% over the past six years). As such, we are in a situation whereby the
share is trading on 2016e P/E of 25.8x whereas average EPS growth expected for the next
three years only stands at 5.1%, or a PEG of 5.0x!. In addition, our models point to downside
potential. In this backdrop, we have adopted a Sell recommendation.

Valuation
Our EURA48 Fair Value stems from a DCF valuation (WACC of 10.0%). On the basis of
our estimates, the share is trading on 2016e EV/sales of 5.0x and 2016e P/E of 25.8x.

Catalysts

Melexis is active in semiconductors primarily destined for the automotive segment. At
present, momentum in the sector is buoyant, but we have noted that competition in
Melexis products is strengthening and this could partly limit the group's growth
potential. The group's next publication, expected on 27th July, could bring this weakness to
light.

Difference from consensus

Our estimates show a slight difference relative to the consensus. Our three-year
average growth estimate is higher in sales terms (BG ests. 2015-2018e CAGR +10% vs CS
+9%) but lower in net profit terms since we have factored in higher R&D investment
requirements (as a % of sales). In all, our EPS estimates work out 3% below those of the
consensus.

Risks to our investment case

Melexis is clearly exposed to the automotive segment and is therefore particularly sensitive
to macro-economic momentum, which could have a negative or positive effect on our
forecasts.

Please see the section headed “Important information” on the back page of this report.
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2. Group snapshot

Melexis is a Belgian group ~ Melexis is a Belgian group specialised in the design of semiconductor devices destined for

specialised in the design the automotive sector (almost 89% of 2015 sales). The remaining 11% is sold via partnerships,
of sgmlconductor devices  primarily for connected objects.
destined for the
automotive sector Fig.1: The automotive segment represents almost 90% of the group's sales
Automotive Non-automotive
%]
Q
©
2]
ks
S
CAGR 2012/2015: +20% CAGR 2012/2015: +3.3%
400 45
o £ 350
55 300 40
? g 250
= 200 35
FY13 FY14 FY15 FY13 FY14 FY15
2 - LIN ASICs .
3 - Motor Control Ics p
e - Position, current & speed Sensors - RFID
o P p - Sensors (Light, temperature, pressure, humidity,
- - Pressure Sensors motion...)
N - Tire Pressure Monitoring System (TPMS)
g . - Sensata (Schrader)
Ed - BEsIh - Samsung
g [ - Denso i
S E - Continental = \Whifest
G
© x - - Distribution channel
>0 - Vishay
L~ A
~ - Delphi
%] - Automotive market momentum
@2, - Adoption of CO2 regulations - Internet of Things
X % - Increasing comfort - Melexis' customer portfolio development
© - Electrification of vehicles
2
22 - Automotive production
SR Worldwi i I - Worldwide macro-economic situation
&2 - Worldwide macro-economic situation
2]

Source: Bryan, Garnier & Co.

Melexis shareholders Melexis had adopted a fabless model whereby it operates no plant and focuses on developing
and selling chips. This widely-used model in the semiconductors industry has the advantage of
offering greater flexibility in operating spending and helping to get through cycle lows more easily. We
estimate that around 95% of production is outsourced to X-fab, a European speciality foundry, with
the remaining 5% outsourced to other foundries such as TSMC (primarily) and UMC (occasionally).
Note importantly that the choice of X-Fab as a foundry is not irrelevant since X-Fab is a sister
company to Melexis. The majority shareholder in the foundry is Xtrion, which is also the majority
shareholder in Melexis.

1%

In the automotive segment, Melexis has established its expertise in analogue chips and
especially in sensors and actuators (micro-machine controlling and moving parts that help control
flows for example), which represent more than 85% of the group's overall activity. Thanks to a
Source: Company solid product portfolio, Melexis manages to defend itself in the automotive market against players
such as NXP, Bosch Sensortec (which is also a customer), STMicroelectronics and Infineon.

W Xtrion W Fidelity (FMR)

Treasury shares I Free float

Please see the section headed “Important information” on the back page of this report.
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Melexis has historically
benefited from trends to
equip vehicles with
electronic components,
allowing it to generate
impressive average growth
since 2009.

We think things are
beginning to change and a
slowdown is starting to
take shape. This
slowdown is only visible
when the group's sales are
adjusted for forex effects.
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3. Beware of disappointments

Melexis has an impressive track record. The group has rarely disappointed the market and between
2009 and 2015, its sales rose from EUR129m to EUR400m, namely average annual growth of 21%
over the period. As such, the group has a good reputation in European stockmarkets and is seen as
being a solid growth stock.

While we are clearly in admiration of the group's historical performances, we believe there is
a risk in terms of future growth.

3.1. Forex effects masking a slowdown

The group is primarily active in a semiconductors universe destined for the automotive segment and
more specifically sensors. In 2015, the auto components market reached USD29.3bn (source IDC)
but is divided into five main product categories: powerful semiconductors, sensors, microcontrollers
(MCU), ASSPs (Application Specific Standard Product, mainly connectivity and amplificators) and
logic semiconductors. Melexis® offer is above all made up of sensors. For example, the group has
magnetic sensors that are used for reducing car fuel consumption and gyroscopes/accelerometres for
safety applications (ABS, airbag...).

As such, Melexis has historically benefited from trends to equip vehicles with electronic
components, allowing it to generate impressive average growth since 2009. However, the group
has also won market share thanks to better momentum in automotive sensors than in other
components. Thanks to its intelligent positioning, the group has therefore managed to outperform its
market for several years, although we think things are beginning to change and a slowdown is
starting to take shape.

This slowdown is only visible when the group's sales are adjusted for forex effects. Indeed,
between 2011 and 2015, average sales growth adjusted for forex effects worked out to 14.8%.
Compared with average growth in the automotive semiconductors segment, the group also posted an
outperformance of 8.7pp. However, while the group's 2015 growth stood at more than 20%, adjusted
for forex, it only worked out to 9%. Admittedly, this is an excellent performance, but over the same
period, market growth ran at around 10.8% according to IDC data.

Fig. 2: Growth driven by a beneficial EUR/USD exchange rate
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Melexis salesC%::\vg;h at constant +8.3% +7.0% +13.5% +20.3% +8.5%
Semi Automotive market growth +15.2% +1.0% +3.1% +10.0% +10.8%

Sources: IDC; Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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Just looking at the share's
reaction in recent weeks is
enough to understand the
view of Melexis' solidity
that investors have.
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3.2. Competition is changing

Melexis is virtually exclusively exposed to the automotive segment, meaning that the group is still
advantageously positioned, with the segment continuing to generate healthy momentum in 2016 and
offering attractive prospects for coming years. In addition, the market segment has high entry barriers
and the group of players active in this segment has remained virtually the same for 20 years. However,
we have naticed changes within the segment that could be disadvantageous for Melexis.

Firstly, we would point out STMicroelectronics' aim to penetrate the automotive sensors
segment. Boasting good expertise in consumer sensors and a healthy positioning in the automotive
segment via other products, the group is now looking for a new source of fresh growth in automotive
sensors. Although it is not really visible as yet, we believe that ST has all the right ingredients
(expertise, production ability, commercial network etc.) to become a heavyweight rival and 2016
should be a key year for STMicroelectronics in this segment.

We also see the acquisition of Micronas by Japanese group TDK (announced in December
2015, closed in March 2016 valuing Micronas at almost CHF214m) as a potentially dangerous
operation for Melexis since we believe TDK could provide Micronas additional means to extend and
strengthen its product portfolio.

3.3.  Macro: a solid group but not insensitive

With recent negative newsflow in smartphones and PCs, numerous investors have found a
safe-haven in Melexis, believing the share to be better positioned (thanks to its automotive
exposure) and protected from macro-economic hazards. Just looking at the share's reaction
in recent weeks is enough to understand the view of Melexis" solidity that investors have.

Fig.3: Market sentiment: market impact of the Brexit seems to be limited on
Melexis share price evolution
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Sources: Bloomberg; Bryan, Garnier & Co ests.

While the overall market always seems to have trouble to get back to pre-Brexit level (Stoxx 600 + 1%
over the past two months), Melexis has little suffered from the impact Brexit market (that either
before or after the announcement of results). We are not discussing the impact of Brexit on Melexis'
business here, but would simply highlight the very positive market sentiment underpinning the share
price.

Please see the section headed “Important information” on the back page of this report.

37



BRYAN, GARNIER & CO

The group nevertheless
suffered harshly from the
global recession prompted
by the financial crisis in
2008.

Over the same period, we
noted that despite the
fabless model operated by
Melexis, the margin was
also affected.
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Furthermore, whereas the market still has this sentiment of solidity, Melexis has already proved that it
is not immune to the hazards of the global economy. Between 2000 and 2015, the group generated
growth of 11% on average whereas the 2000/2015 CAGR in global sales in the industry stood at
3.2%. The group nevertheless suffered harshly from the global recession prompted by the
financial crisis in 2008. In semi-conductors, significant sensitivity to the economic backdrop is not
surprising, but we would note that Melexis suffered more than the rest of the industry. Between 2007
and 2009, global semiconductor sales fell by 6% on an average annual basis whereas the group saw its
sales plummet 21% a year on average.

Fig. 4: Robust growth but sensitive to the economic backdrop
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Sources: Melexis; Bryan, Garnier & Co ests.

Over the same period, we noted that despite the fabless model operated by Melexis, the
margin was also affected. Between 2000 and 2007, when average growth stood at 13% a year, the
group managed to generated average operating margin of 20%. Then from 2007 to 2009, when the
global recession seriously upset the group's growth profile, Melexis did not manage to maintain its
historical margin level. As such, in 2009, EBIT margin hit a low point of 5%.

Fig.5: Margins more sensitive to growth than business volumes
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Please see the section headed “Important information” on the back page of this report.
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As such, although the group has a solid business model, it is not insensitive to macro-economic
hazards. At present, we have no reason to think that there is a potential risk for the group's
business, but would point out that the share currently benefits from very positive market
sentiment that is likely to change rapidly. In this respect, the market situation is very similar to
that of Dialog until the acquisition of Atmel in September 2015. Also, we remind that IMF recently
revised down its growth forecasts (again). IMF’s projection for global growth are now down to 3.1%
from 3.2% for 2016, and to 3.4% from 3.5% for 2017.

Please see the section headed “Important information” on the back page of this report.
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4. Our scenario
4.1. A brake on growth

With increased competition in Melexis products (STMicroelectronics is currently entering the
segment, Bosch Sensortec is firmly maintaining its positions, Micronas has been acquired by TDK

We are forecasting and could see its product portfolio strengthen rapidly), we estimate that the group could no longer be
average 2015/2018e in a position of significant market share gains. In addition, since the beginning of 2016, the evolution
growth of 10.0% and a of the EUR/USD exchange rate appears to be less favourable compared with 2015. As such, we do
25% EBIT margin. not expect the group to outperform significantly its peers and are forecasting average 2015/2018e

growth of 10.0%.

With this growth momentum, we estimate that the group can maintain EBIT margin at 25%.
Indeed, outsourcing of production has not enabled it to efficiently activate any leverage thanks to
additional volumes and we believe the group will not risk cutting R&D and sales investments
and these could grow slightly faster than top-line growth. As such, we are forecasting a
downturn in margins as of 2016 with 2016e EBIT margin at 25% (vs. 27% in 2015). Our scenario
points to average EPS growth of 5.1% over the next three years.

Fig.6: P&L — Average EPS growth of 5.1% over 2015/2018e

[in EURm] 2015 1Q16 2Q16e 3Q16e 4Q16e 2016e 2017e 2018e CAGR 15/18e

Sales 400 109 113 114 116 452 492 533 10.0%
Seq. growth 20% 7% 4% 0% 2% 13% 9% 8%
Gross profit 192 49 54 54 54 211 230 251
Gross margin 48% 45% 47% 47% 47% 47% 47% 47%
R&D -57 -15 -17 -18 -19 -69 -74 -80
% of sales -14% -13% -15% -16% -17% -15% -15% -15%
G&A -19 -5 -5 -5 -6 -20 -23 -26
% of sales -5% -4% -4% -5% -5% -5% -5% -5%
S&M -9 -2 -3 -3 -3 -10 -11 -12
% of sales -2% -2% -2% -2% -2% -2% -2% -2%

EBIT 108 28 29 28 26 111 123 133 7.3%
Operating margin 27% 25% 26% 24% 23% 25% 25% 25%
Financial result 2 -1 1 1 1 1 2 3
% of sales 0% -1% 1% 1% 1% 0% 1% 1%
Income tax -10 -4 -4 -4 -4 -16 -19 -20
Income tax rate -10% -14% -15% -15% -15% -15% -15% -15%

Net profit 99 23 25 24 23 95 106 115 5.1%
Net margin 25% 21% 22% 21% 20% 21% 22% 22%

Dil. EPS 2.45 0.57 0.63 0.60 0.57 2.36 2.63 2.85 5.1%
EPS seq. growth 17% 4% 11% -5% -4% -4% 11% 8%

Source: Bryan, Garnier & Co ests.

For the next three years, our EPS estimates are on average 3% lower than the consensus. As such,
we estimate there is a risk that the consensus could reduce its figures in coming months.

Please see the section headed “Important information” on the back page of this report.
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4.2. Cash generation intact

The group's profile is changing in terms of momentum. However, this slower trend should not
change Melexis' cash generation ability. Our scenario therefore shows cash generation in the coming
three years and a 2016e free cash flow yield of 3.0%.

Fig. 7:  Still extensive cash generation

[in EURm] 2015 1Q16 2Q16e 3Ql6e 4Ql6e 2016e 2017e 2018e CAGR 15/18e
EBITDA 130 33 37 35 34 139 155 168
Change in WCR -43 -4 -3 -1 -1 -15 -9 -9
Other 28 -6 -4 -4 -3 -15 -16 -18
Cash flow from operating activities 115 23 30 31 29 109 130 141
Capex -40 -8 -10 -10 -10 -39 -45 -48
Free Cash Flow 75 15 20 21 19 70 85 93 7.5%
Acquisitions 0 0 0 0 0 0 0 0
Other 0 0 0 0 0 0 0 0
Cash flow used for investing activities -40 -8 -10 -10 -10 -39 -45 -48
Proceeds/Repayment of LT & ST debt -3 0 0 0 0 0 0 0
Dividend payment -52 0 0 0 -74 -74 -59 -64
Other -6 1 0 0 0 1 0 0
Cash flow from financing activities -61 1 0 0 -74 -73 -59 -64
Total Cash flow 14 16 20 21 -56 -3 26 29
CTA (Cumulative translation adj.) 0 0 0 0 0 0 0 0
Net increase in cash 14 16 20 21 -56 -3 26 29
Cash at beginning of period 60 74 90 110 130 74 74 100
Cash at end of period 74 90 110 130 74 71 100 130 20.6%

Source: Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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4.3. Balance sheet strengthening gradually

With cash generation of more than EUR70m in 2016e, then EUR85m and EUR93m generated in
2017e and 2018e respectively, Melexis' balance sheet continues to strengthen in our model.

At the end of 2015, the group had net cash of EUR59m and this level rises to EUR114m in 2018e in
our model. Gearing therefore changes from -24% in 2015 to -31% in 2018e.

Fig. 8: Balance sheet continuing to strengthen

[in EURm] 2015 1Q16 2Q16e 3Q16e 4Q16e 2016e 2017e 2018e
Cash and cash equivalents 74 90 110 130 74 74 100 130
Inventories 64 62 64 65 66 66 72 78
Account receivable Trade 51 53 55 55 56 56 61 66
Other 9 18 18 18 18 18 18 18
Total current assets 198 223 247 269 215 215 252 292
Property, plant and equipment 90 93 96 98 101 101 114 127
Intangible fixed assets 7 7 7 7 7 7 7 7
Deferred tax assets 11 10 10 10 10 10 10 10
Total non-current assets 109 110 113 115 118 118 131 144
Total assets 307 333 360 384 333 333 383 437
Account payable Trade 15 18 19 19 20 20 21 23
Current portion of LT debt 7 4 4 4 4 4 4 4
Accured expenses and payroll 7 10 10 10 10 10 10 10
Other 25 22 23 23 23 23 23 23
Current liabilities 54 54 55 56 56 56 58 60
LT debt less current portion 8 11 11 11 11 11 11 11
Deferred tax liabilities 0 0 0 0 0 0

Other non-current liabilities 2 2 2 2 2

Non-current liabilities 10 13 13 13 13 13 13 13
Total equity 243 266 291 315 264 264 312 364
Total liabilities and Equity 307 333 360 384 333 333 383 437

Source: Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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5.

Downside potential for the share

We generally use at least two valuation methods. However, like u-blox, the specific profile (midcap
and fabless highly exposed to the automotive sector) of Melexis makes the composition of a
representative sample irrelevant. As such, a peer comparison does not seem relevant.

Our Fair Value of EUR48 therefore stems from a DCF valuation and points to downside risk
of 21% relative to the share price. Given the items mentioned above in Chapter 3, we have
adopted a Sell recommendation on the share.

Our DCF valuation is based on the following assumptions:

n

Our base scenario, which includes estimates out to 2018e. Like other semiconductors
players that we cover, we have applied a cyclical growth scheme over the normalised period
(from 2019e to 2024e). Nevertheless, in view of the fundamental changes affecting Melexis'
profile, we have not applied our usual method of reproducing the characteristics of the previous
cycle in the normalised period. We have assumed a growth rate of 13.0% (equivalent to the
average growth rate over the past five years) at the beginning of the normalised period, or
2019e, which seems more representative of coming years. We have then applied a linear
reduction to this rate out to 2024e in order to reach our terminal growth rate of 3.0%. For the
2016/25e period, this scenario points to average growth of 9.1%.

We have assumed average EBIT margin of 24.8% over 2016/25e, i.e. the margin in our
2016/18e scenario and then a linear reduction in this margin in order to reach our long term
margin of 24.6% (i.e. average EBIT margin of the past five years).

WCR close to 23% of sales over the entire period, or slightly below the historical level in
view of low growth.

Capex equivalent to 8.5% of sales in 2015e, then 9.0% of sales over the rest of the period,
close to the historical level.

A corporate tax rate close to 15% corresponding to Melexis' normal average corporate
tax rate. The group has a low corporate tax rate thanks to the advantages granted by the
Belgian government to companies in technological innovation.

WACC of 10.0%. We have applied beta of 1.2x similar to that applied in our valuation of
ASML, Infineon and u-blox, a risk-free rate of 1.6% and a market risk premium of 7%. At end-
2015, the group had net cash of EUR59m.

Please see the section headed “Important information” on the back page of this report.
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Fig.9: WACC of 10.0%

WACC

European risk-free interest rate 1.6%
Equity risk premium 7.0%
Beta 1.2
Return expected on equity 10.0%
Interest rate on debt 2.5%
Market capitalisation (EURm) 2,169
Net debt on 31/03/15 (EURm) -59
Enterprise value (EURm) 2,111
WACC 10.0%

Source: Bryan, Garnier & Co. ests.

Fig. 10: DCF, FV of EUR48 or downside risk of 21%

in EURm (FYE 31/12) 2016e 2017e 2018e 2019 2020e 2021e 2022e 2023e 2024e 2025e
Revenues 453 495 536 605 675 744 808 867 917 958
Change (%) 13.3% 9.1% 8.4% 13.0% 11.5% 10.1% 8.7% 7.3% 5.8% 4.4%
Adjusted EBIT 111 123 133 151 168 185 200 214 227 236
Adjusted operating margin 24.6% 24.9% 24.9% 24.9% 24.9% 24.8% 24.8% 24.7% 24.7% 24.7%
Tax -16 -19 -20 -23 -25 -28 -30 -32 -34 -35
Tax rate 14.7% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Net Operating income after tax 95 104 113 128 143 157 170 182 193 201
Capex, net -39 -45 -48 -54 -61 -67 -73 -78 -83 -86
As a % of sales 8.5% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
Depreciation & amortisation 28 32 35 54 61 67 73 78 83 86
As a % of sales 6.1% 6.5% 6.5% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
WCR 104 113 123 139 155 170 185 199 210 219
As a % of sales 23.0% 22.9% 22.9% 22.9% 22.9% 22.9% 22.9% 22.9% 22.9% 22.9%
Change in working capital -13 -9 -9 -16 -16 -16 -15 -13 -12 -9
Free cash flows 71 83 90 112 127 141 155 169 181 191
Discounted free cash flows 68 72 72 81 83 84 84 83 81 78
Total discounted FCF - 2016e-2025e 787

Discounted Terminal value - 2026e 1,101

Enterprise value 1,888

- Provision (incl. pension plan) 7 WACC

- Fair value minority interests 12 [in EUR] 9.0% 9.5% 10.0% 10.5% 11.0%
- Net debt on 31/12/2016e -59 23% 53 49 45 42 39
Equity value 1,928 -g, 24% 54 50 46 43 40
Nbr of diluted shares (m) 40.400 E 25% 56 52 48 44 41
Valuation per share (EUR) 48 8‘ 26% 58 53 49 46 43
Upside vs. current share price -21% 27% 60 55 51 47 44

Source: Bryan, Garnier & Co.

Please see the section headed “Important information” on the back page of this report.
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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

BUY 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.

NEUTRAL 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.

SELL 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
BUY ratings 55.8% NEUTRAL ratings 34% SELL ratings 10.2%
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, or 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
subsidiaries. The name of such person or persons is disclosed above.

14 Analyst disclosure The analyst hereby 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

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

Please see the section headed “Important information” on the back page of this report.
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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 company accept any liability whatsoever for any direct or consequential loss arising from the use of this Report. Information may be available to
the Firm and/or associated companies which 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. 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.

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 Limited 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 Limited 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..



