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TMT
Ubisoft Good fundamentals; the stock is starting to reflect its speculative premium
Price EUR35.54 Fair Value EUR34 (-4%) BUY
Bloomberg UBI.FP Ubisoft’s fiscal Q1 sales came out 6% above our estimate and 11% above the guidance. With no
Reuters UBIP.PA major releases scheduled (same pattern as last year), H1 revenue is set to be weak in absolute terms
12-month High / Low (EUR) 355/158 but will be up Y/Y thanks to strong back-catalogue and digital revenue. Unsurprisingly, the FY16-17
Market Cap (EUR) 22 guidance is unchanged (back-end-loaded year: fiscal H1 should represent ~15% of FY sales, like last
Ev (BG Estimates) (EUR) 3,746 Ip— . . .
Avg. 6m daily volume (000) o y.ear). Th.e visibility remains high .(the 5 AAA.gajmes are known and Yve fexpect no del:’:\ys in games
3y EPS CAGR 37.1% since Ubisoft needs to prove that it can remain independent). We maintain our Buy rating and FV of
EUR34. Even if we consider that UBI share price is valuing the fundamentals over the current FY, we
im M 6M  31/12/15 are not surprised it now starts to reflect its speculative premium. As a reminder, we estimate a
Absolute perf. 14.1%  303% 45.0%  333%  yaluation in the event of a takeover bid between EUR40 (the very minimum) and EUR51 (maximum).
Softw.& Comp. 43%  -0.9% = 1.8% -3.0%
DJ Stoxx 600 3.5%  -3.4%  1.3% 8%  ANALYSIS

e  Ubisoft’s fiscal Q1 sales came in at EUR139m (+44.0% Y/Y, +46.6% at cc), i.e. above our estimate

e e E i O3 RO} 0 S SO/ O of EUR131m (+35.6% Y/Y) and the company guidance of ~EUR125m (+29%). There were no major

Sales 1,394 1706 1945 2,200 releases in Q1 (only digital titles as last year) but the back-catalogue (91% of its quarterly revenue,
% change 224%  14.0% 13.1% +36.3% Y/Y) and digital revenue (75% of its revenue vs. 56% last year; 46% are coming from
EBITDA 600 731 903 1,089 recurring player investment, +114% Y/Y) were particularly strong, notably thanks to Far Cry Primal
EBIT 156.1  219.0  319.0 429.0 and The Division (both released in fiscal Q4). Ubisoft was by far the number one game publisher
% change 40.3%  45.7% 34.5% for calendar H1 16 in the retail console market (both in North America and EMEA).

Net income 1160 1485 2216 3015 o Ag expected, fiscal Q2 guidance is cautious i.e. ~EUR100m (only Champions of Anteria on PC and
% change 28.3% 48.8% 36.1%

digital titles). With no big games scheduled (same pattern as last year), H1 revenue should
03/16 03/17e 03/18e 03/19% however be up +15% Y/Y thanks to the back-catalogue and the ramp up of digital revenue.
Unsurprisingly, the FY 16/17 guidance is unchanged (Q1l is not a significant quarter), namely

Operating margin 11.2 12.8 16.4 19.5 i X .
Net margin 6.7 8.7 14 137 EUR1,700m in sales, ~EUR230m in non-IFRS EBIT and strong FCF generation (back-end-loaded
ROE 0.2 12.8 160 178 year: H1 should represent only ~15% of FY sales, as in FY15/16). See our estimates on page 2.
ROCE 11.0 15.7 233 316 e  What we have seen recently from Ubisoft at E3 completely validates the group's full-year. This
Gearing 4.3 -17.7 311 436 scenario is backed by: 1/ the launch of five AAA games (vs four last year), 2/ further high growth in
L o . ) o
(EUR) 03/16 03/17e 03/18e 03/1% dlglta! revenues (35% of salt‘es‘) ‘and 3/ robust grow.th in the back-catalogue (around 30@ ’of sales,
£ps 102 129 192 262 especially thanks to The Division and Far Cry Primal, and to a lesser extent Assassin’s Creed
' ’ ’ ’ Syndicate and Rainbow Six Siege). Moreover, the group is to launch its Assassin's Creed franchise
% change - 27.2% 48.8% 36.1% . . )
in cinemas (on 21st December 2016), thereby further promoting the brand on a global level.
P/E 35.0x  27.5x 18.5x  13.6x . . . . . . oy R
) Finally, Ubisoft is set to reach its FY targets without launching an Assassin's Creed game which
FCF yield (%) NM 6.1% 55%  7.5% . ) R
has to be seen as a genuine performance (it has totally made up for its historical dependence to
Dividends (EUR) 0.00 0.00 0.00  0.00 . . . . . . .
this franchise). As a reminder, we expect no delays in games since Ubisoft needs to prove that it
Div yield (%) NM NM NM NM L N . L . o
can remain independent (in this respect, Vivendi is exerting a positive pressure).
EV/Sales 2.9x 2.2x 1.8x 1.5x
EV/EBITDA 6.7x 5.1x 3.9x 3.0x e  Management is therefore well on its way to delivering its strategic plan (FY18-19): sales of
EV/EBIT 256x  17.1x  11.0x  7.5x EUR2.2bn (CAGR of 16.4%), underlying EBIT margin before stock options of 20% (around 800bp vs.

2014/15) and FCF generation of EUR300m. Ubisoft has two major assets to reach its medium-
term guidance: 1/ there is no reason why one of the group's games could not reach 15m units in
its first year on the market in a relatively near future (The Division and/or Watch Dogs 2 could be
the first); 2/ the group is now capable of managing large online games, namely attracting a wide
community of players with a high level of quality. This also enables it to conquer new territories
such as Russia, Brazil and a few Asian countries (for example China, Taiwan and Hong Kong).

VALUATION

e  We maintain our Buy rating and Fair value of EUR34 (based on fundamentals). We therefore
consider that yesterday’s share price is valuing the group’s earnings results over the current FY.

e As noted throughout our recent research report "Same player shoot again"?, we are not
surprised that the share price now starts to reflect its speculative premium, i.e. trading above our
FV. As a reminder, we estimated in the same report a valuation between EUR40 (the very
minimum, and EUR45 to avoid counterbids as far as possible) and EUR51 (maximum) in the event
of a takeover bid. From an investment standpoint, we still consider UBI as a “safe haven stock”.

NEXT CATALYSTS

e  AGM: 29th September, 2016.



http://www2.bryangarnier.com/images/updates/pdf/BG_UBI_2016_07_01E.pdf

Our impressions on the 5 AAA games (to be released this FY16/17) shown recently by Ubisoft at E3

Games Launch Target Our impression Our comments
date audience at E3

Watch Dogs 2 15/11/16 Core gamers 244 Massive fan base (16m unique players LTD), 85% of
players will by the sequel. 2.5x bigger world and 50 co-
op missions to drive retention. The game (for PS4,
Xbox One and PC) has the potential to sell 15m units
on its 1st FY. PS4 players will receive all DLC 30 days
before everyone else.

South Park : The 06/12/16  Core/casual vV A follow-up to The Stick of Truth, we don't see it as an

Fractured But gamers AAA. Powerhouse brand with a lot of Facebook fans. It

Hole will be available for PC, PS4, and Xbox One.

Steep Dec. 2016 Mostly core v New AAA IP revealed (for PS4, Xbox One and PC).

gamers This is an open-world action sports game. Few

competition on that segment. First class live services
(great potential for digital content sales), as The Crew
last year. It originally started as a demo for Wildlands.

For Honor 14/02/17  Mostly core v New IP and fresh concept, low competition. The solo

gamers campaign is convincing and completes last year’s

multiplayer mode. It will be available for PS4, Xbox One
and PC.

Ghost Recon: 07/03/17 Core gamers 244 First open-world military shooter. Fully coop enabled.

Wildlands

UBI's largest action adventure open world game, for
PS4, Xbox One and PC.

Source: Bryan, Garnier & Co (v"Weak; v'v"Good; v'v'v Excellent).

Main financial items from FY 2014/15 to 2018/19

EURmM 14/15 15/16 Cons. BG Cons. BG BG

reported  reported 16/17e 16/17e 17/18e 17/18e 18/19e
Sales 1,463.8 1,394.0 1,706.4 1,706.3 1,833 1,945.1 2,200.0
Y/Y change (%) 45.3% -4.8% 22.4% 22.4% 7.4% 14.0% 13.1%
Non-IFRS EBIT 170.7 169.0 234.8 235.0 296.9 335.0 445.0
As % of sales 11.7% 12.1% 13.8% 13.8% 16.2% 17.2% 20.2%
IFRS EBIT after SO 139.4 136.8 219.0 319.0 429.0
As % of sales 9.5% 9.8% 12.8% 16.4% 19.5%
Net profit after SO 87.0 93.4 145.8 148.9 195.3 221.6 301.5
As % of sales 5.9% 6.7% 8.5% 8.7% 10.7% 11.4% 13.7%
Adj. net profit after SO 103.1 116.0 148.9 221.6 301.5
As % of sales 7.0% 8.3% 8.7% 11.4% 13.7%
FCF 176.3 -191.5 250.4 226.1 305.3
Net debt -197.7 44.2 -206.2 -432.3 -737.6
Gearing -20.2% 4.3% -17.7% -31.1% -43.6%
Sources: company consensus (03/06/16); Bryan, Garnier & Co ests.
Click here to download document
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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

elements that could include a2 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 55.8%

Distribution of stock ratings

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, 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 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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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. 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
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.
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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
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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
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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 LIL.C 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.
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to or buy them from customers on a principal basis and may also perform or seck to perform investment banking services for the company(ies).
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