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Fair Value CHF27 vs. CHF29 (-11%)

In the battle for Apple and ToF sensors, Heptagon deal is an expensive but necessary move

NEUTRAL

Yesterday, ams gave more details regarding the acquisition of Heptagon during a conference call.
Today, we are convinced that the acquisition was the only solution left to ams in order to maintain its
slot in Apple’s smartphones. With the future being sensor fusion, ams had to propose a truly
innovative value-added solution to Apple, including a complete advanced integrated module

embedding at

least true-tone and ToF sensors. Stuck in this battle, competing with

STMicroelectronics (Neutral, FV EUR6.5), we believe ams struck the decisive blow by acquiring
Heptagon. The question is, was it worth taking such a scorched earth approach? We think so!
Nevertheless, the acquisition impacts our near- and mid-views. As such, we trim our FV to CHF27 (vs.
CHF29 previously) and keep our Neutral recommendation.

ANALYSIS

Grabbing more market share in the iPhone. Following our first take published yesterday morning
(see here), we now have more details regarding the acquisition, but also on business momentum
in the near term. First, regarding the deal: we learned that Heptagon’s top customer represents
about 80% of Heptagon’s business. We have the strong conviction that this customer is Apple.
Management also says that, on the basis of the combined revenue of 2017e, this customer would
then represent about 30% of the business. Given that Apple represents about 20% of ams sales
before the deal, this confirms our first thought regarding the name of the client. This customer is
the one that provided a strong commitment which we believe is a multi-year commitment. After
this deal, ams should be 3 to 4x larger than its main competitor (our investment strategy focuses
on small but highly verticalised players in the semiconductor industry, see here).

Earn-out to be paid only if Heptagon delivers expected top-line growth. Another clarification
during the conference call: the USD270m earn-out payment is linked to top-line growth, not
margins. In this payment, the portion of cash will be more important than stock part (incl. stock
from treasury) and it is said to kick in at a USD200m level (however we have no detail regarding
the expected performance level required to trigger the payment).

This confirms our view that the acquisition will not be accretive before 2018e at best. During the
conference call, the group said that Heptagon’s margin should remain in negative territory during
H1 2017, then possibly move to positive territory as of H2 2017. This make sense if we expect a
design-in in the iPhone. As such, it is possible to see a (very limited) positive impact on EBIT as of
FY17. However, we note the very cautious tone of management when making this comment. In
our view, this confirms that the acquisition will not be accretive before 2018e at EPS level, at best
(including all the impacts of the acquisition).

ams’ standalone business and FY17e expectations are not impacted by the acquisition nor the
short term slowdown. According to the management, 2017 should be a strong year, this is not
new but we had a confirmation that the deal will not impact the opportunities the next year. In
addition, ams says to work hard on the yield issue impacting Q4 and expects it to be resolved by
Q1 2017, i.e. it should have a limited impact on Q1 2017 and FY17e then. We understand it is due
to problems linked to the rapid ramp up of an industrial product at a manufacturing partner’s site.
As such, neither the yield problem nor the Heptagon acquisition impacts our view on FY17e.
Conversely, Heptagon adds new opportunities and the acquisition should not be seen as signalling
a slowdown according to ams. Nevertheless, we now adopt a more cautious approach when
modelling FY17e on a standalone basis (details given below).

To sum up, our view is that ams has been put under pressure by one of its largest customer (we
believe it is Apple) to offers a highly integrated solution including two very important technologies,
namely ambient light sensors and Time of Flight (ToF), into a single package able to offer a bezel-
free (no visible frame around the screen) smartphone. Currently, the iPhone 7 uses ToF
components from STMicroelectronics (Neutral, FV EUR6.5) and an Ambient Light Sensor from ams.
With the needs for more integrated sensors, a trend called Sensor Fusion (resulting in products
named sensor hubs), we think that ams has no other choice than invest in a differentiating
technology in order to offer higher value-added products than ST. The solution is the strategic
acquisition of Heptagon, currently working with ST on Wafer-Level optic packaging to supply
Apple.
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VALUATION

Expensive for investors but necessary to support the LT development of ams. We have tuned our
model in order to include 1/ the impact of the stronger than expected Q3 2016, 2/ the impact of
the lower-than-expected Q4 2016, 3/ a more cautious approach regarding FY17e and FY18e on a
standalone basis. We move away from the FY19e group target of revenue close to EUR1bn but
given latest update, we believe a more cautious approach is required when modelling FY17e and
FY18e. The result is a negative impact of 3% on average on our 3Y EPS estimates (details are given
in the table below). We also modelled the impact of the acquisition of Heptagon, but because the
deal is not closed yet, we do not include these impacts in our estimates. However, it is included in
our new FV of CHF27 vs. CHF29.

Given 1/ sales momentum heading to a muted quarter, 2/ the risks linked to the execution of
the integration of Heptagon, 3/ a possible softer demand than expected in FY17e and FY18e
leading to fall short of the FY19e plan and 4/ a limited upside, we reiterate our Neutral
recommendation.

Based on our estimates, ams’ shares are trading on 2017e P/E and PEG ratios of 15.1x and 1.5x
respectively.

NEXT CATALYSTS

Early February 2017: FY16 and Q4 results.

Our new estimates — P&L

[in EURm] 1Q16 2Q16 3Q16e 4Q16e 2016e 2017e 2018e
Sales 137 132 147 130 546 660 793
Seq. growth -7% -4% 11% -12% -12% 21% 20%

Gross profit (IFRS) 74 71 78 63 286 366 452
Gross margin 54% 53% 53% 49% 52% 56% 57%

R&D -33 -32 -37 -35 -137 -135 -151
% of sales -24% -24% -25% -27% -25% -21% -19%

G&A -24 -25 -23 -23 -95 -99 -111
% of sales -17% -19% -16% -18% -17% -15% -14%

Other op. income 2 2 32 2 38 7 8
% of sales 2% 2% 22% 2% 7% 1% 1%

EBIT (IFRS) 20 17 50 7 94 139 198
Operating margin 14% 13% 34% 6% 17% 21% 25%
Adjusted EBIT 28 24 28 15 96 152 215
Operating margin 21% 18% 19% 12% 18% 23% 27%

Financial result -5 4 -2 -1 -4 -7 -7
% of sales -4% 3% -1% -1% -1% -1% -1%

Income Tax -1 -1 8 0 5 -16 -23
Income tax rate -5% -6% 16% -6% 6% -12% -12%

Net Profit (IFRS) 14 20 56 6 95 116 168
Net margin 10% 15% 38% 4% 17% 18% 21%

Adj. Dil. EPS 0.21 0.28 0.37 0.19 1.05 1.86 2.73
EPS seq. growth -51% 33% 32% -49% -50% 7% 47%

Sources: Bryan, Garnier & Co ests.
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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 57.3%

Distribution of stock ratings

NEUTRAL ratings 31.2% SELL ratings 11.5%

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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