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Sector View

TMT Q3 2016 review and our TMT Top Picks for Q4: Wirecard.
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Softw.& Comp. 32% 17.3% 113%  81% |n Q3 2016, the TMT sector had an outstanding performance in bull stock markets amidst the post-
Brexit rebound, declining interest rates and a favourable environment for M&A. Over the period, the

DJ STOXX Europe Technology index was up 15% and outperformed the DJ STOXX Europe 600 index
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During the period, the best performers were Soitec (+52%, penny-stock and speculation about a wider

adoption of the FD-SOI technology), Axway Software (+35%, H1 2016 results way above expectations),
and STMicroelectronics (+33%, rerating and speculation about management transition). The worst
performers were Ingenico Group (-26%, post-warning), lliad (+1%, remained at a low point post Brexit
impact before recovering following good Q2 results) and Cast (+2%, Q2 2016 results below
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TMT Club

Wipro, Capgemini...), displayed some cautiousness by the end of this year in discretionary IT spending
for banks in the UK and even in the US, pending the results of the presidential election in November.

For Semiconductors, the environment is mixed. The environment in the Smartphone market has
improved with signs of a good start for the new Apple iPhone 7. We believe that Apple’s smartphone
shortage is due to 1/ higher than expected demand, 2/ battery problems with the Samsung Galaxy
Note 7, and also 3/ the complexity of the assembly process, especially due to the waterproof feature,
causing production slowdown. In addition to an attractive valuation, this explains mainly our
recommendation on Dialog (Buy, FV EUR37). Nevertheless, we see the positive impact as a short-term
catalyst and expect a real rebound in the smartphone market to take place during mid-2017. The PC
also shows signs of improving momentum but, again, it appears to be more a short-term effect than a
LT rebound the market. Regarding the other semiconductor end-markets, in which the automotive and
industrial sector falls, we note that momentum remains strong. Automotive production remains strong
with January to July aggregated production of US+China+Europe up 7.4%. For Q4, momentum in
automotive sales might be weaker but we remind that growth for semiconductor players mostly stem
from content increase per car. In addition, the industrial sector remains healthy according to industry
sources. In this context, we continue to favour companies having a footprint in these two market
segments and that are attractively valued, namely Infineon (Buy, FV EUR17.5) and u-blox (Buy, FV
CHF255). Regarding semi equipment makers, Q3 was the second quarter of the 10nm ramp-up but we
remain convinced that most of the positive impact from 10nm investments are already priced in, and
particularly for ASML (Sell, FV EUR81).

For Telecoms, the French market will remain under high promotional pressure, especially on the
mobile side, but the worst case scenario we could have feared following the breakdown of
consolidation talks should not happen. The Fixed market is showing some small signs of recovery and
H2 should confirm that trends are globally improving. The CAPEX war will remain in full swing in fibre
deployment and 4G coverage. Growth at lliad (Buy - FV EUR212), will continue, with EBITDA expected
around +12% yoy in H2, the good trend in mobile services ARPU should continue, the expected launch
of Freebox V7 over the quarter as well as the recent launch of a new bundled offer with CanalSat
should help boost fixed ARPU and net adds. SFR (Neutral - FV EUR28.7) should still struggle
commercially for several months, but we should see the first effects of Q2 price hikes and of further
cost cutting initiatives, with a return to EBITDA growth expected at low single digit levels in Q3. Altice
(Buy — FV EUR16.5) should benefit from the return of EBITDA growth at SFR, together with good results
at the international level, especially in the US and in Portugal, both expected above 10% yoy EBITDA
growth supported by on-going cost rationalisation plans. Orange (Buy — FV EUR17.1), should keep on
steaming ahead as the only all-around premium telecom provider on the French market, especially in a
X-mas market driven by premium offers and subsidised handsets. Revenue growth in Africa should
return to a level around 5% in Q3, and we expect high single digit growth in Spain’s EBITDA in H2.

For Video Games: We are optimistic on fundamentals (no AAA game delays expected) and momentum
for the Ubisoft share price. By taking equity stakes in Ubisoft (Buy — FV EUR35), Vivendi has
encouraged investors to change the way they look at the share. For this group, speculation will be the
main driver behind the share price. We would therefore not be surprised if the share reflects a
speculative premium (a takeover bid in 2017?). As a reminder, we estimate a fair offer in the EUR41-51
range (and EUR45-51 if Vivendi was the bidder).

CONCLUSIONS AND TOP PICKS

In Payments, we expect investors to show an increasing appetite for the rising momentum of
eCommerce. As such, we have maintained Wirecard (Buy, FV EUR58) on our Top Pick list to benefit
from extremely good fundamentals (pure player in ePayment, global reach, and exposure to South-
East Asia) and further healthy momentum (reconnection with its fundamentals and US funds
continuing to cover their short positions with the consolidation of Citi Prepaid Card Services). As a
reminder, we expect organic sales growth of 20.3% in FY16e with EBITDA of EUR306.3m i.e. a margin of
30.1% (vs. an official guidance of EUR290-310m, but a more likely reachable EUR300-310m).
Wirecard’s PEG is still very appealing, with a P/E of 25x vs. EPS growth of 38% in 2016e.

In Software & IT Services, as many stocks had a surprisingly strong performance post-Brexit (Atos,
Capgemini, SAP...) without implying significant improvement in IT market conditions, we are
reluctant to add a name in the Top Pick list for Q4 2016.

In Semiconductors, following the good performance of the sector during Q3 (the SOX index was up
19% over the period) mainly thanks to the acquisition of ARM Holdings pulling the sector under
spotlights, most of the stocks we cover are now close or above our FV except our long-term call,
namely Infineon and u-blox. Regarding these two stocks, and with the visibility we have now, we see
no very short-term catalysts that could impact significantly our investment cases in the short-term. As
such, we do not include any semiconductor stocks in our Q4 top-pick list.

In Telecoms, we are not including any stocks in our Q4 Top pick list. Regarding Altice (Buy — FV




EUR16.5), we believe Q3 results should be good, confirming a rosy outlook in the US and ARPU
improvement in France, but uncertainties remain in high-yield markets related to the Fed policy and
the US presidential elections, as well as on a possible disappointment on the Altice exchange offer on
SFR shares. Regarding lliad (Buy, FV EUR212), the entry point is not as good as it was a few months
ago, the impact of the new deal with CanalSat will not be visible over Q4 and we do not expect
significant communication about the Italian project over the quarter. As such, we see no specific
catalyst for high short-term performance, besides the probable announcement of the Freebox v7
launch. Orange (Buy - FV EUR17.1) should maintain healthy commercial trends in France, with possible
positive reactions following Q3 results: markets have now priced in the disappointment in French
roaming revenues and Africa should return to growth level around 5%. Nevertheless we see no major
catalyst in Q4 justifying adding it to our top pick list.

In Video Games, 2016 should be buoyant thanks to speculation surrounding Ubisoft. This main theme
is set to drive the share price in 2016e. However, and despite our buy rating, we find it difficult to
predict the exact timing of an increase in Ubisoft’s capital by Vivendi and/or a formal takeover bid for
the whole company (in 2017?). As a result, we like the name but are not including it in our Q4 2016
Top Pick list.

NEXT CATALYSTS

Payments: Worldline’s Q3 sales on 19th October (after trading), Ingenico Group’s Q3 sales on 26th
October (after trading), Gemalto’s H1 earnings on 28th October (before trading), Wirecard’s Q3 sales
on 16th November (before trading), Worldpay’s 2016 earnings results in March 2017.

Software & IT Services: TCS’ Q2 FY17 results on 13th October after the Indian markets close. Infosys’
Q2 FY17 results on 14th October before the Indian markets open. IBM’s Q3 2016 results on 17th
October after US markets close. Q3 2016 sales and results for European companies start on 20th
October (Atos, Software AG).

Semiconductors: Samsung’s Q3 2016 results on 7th October. TSMC’s Q3 2016 results on 13th October.
Intel’s Q3 2016 results on 18th October. Q3 2016 results for European companies start on 19th
October with ASML, followed by ams (24th October, after market close), Melexis (26th October),
STMicroelectronics (27th October), Dialog (3rd November) and Infineon (23rd November, FY16 results).

Video Games: Ubisoft’s fiscal H1 earnings on 3rd November (after trading).

Telecoms: launch of Altice exchange offer on SFR minority shares expected first week of October.
Orange Q3 results on 27th October, lliad Q3 sales on 12th November (tbc), Altice and SFR Q3 results on
8th November.
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