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Fair Value EUR40 vs. EUR37 (+13%)

No more juice, but buybacks and upcoming analyst day might provide a temporary refill

BUY

Yesterday's conference call was the final confirmation of the scenario we first discussed in March.
Very low expectations for the iPhone 7 provided an easy comparable base (helped by the group’s low
guidance), leaving room for welcome news, such that the Dialog share enjoyed a +20% ride over the
last three months. Nevertheless, we believe that the iPhone 7 source is drying up but the second
tranche of the share buyback provides a temporary refill. We update our model and raise our FV to
EUR40 vs. EUR37. Ahead of the analyst day scheduled next week (Friday 11 November) we maintain
our Buy recommendation.

ANALYSIS

What happened? Yesterday, Dialog reported particularly strong Q3 sales at USD346m thanks to a
Q4 order pulled in Q3 in order to accommodate a customer regarding Chinese holidays (about
USD20m) but this was not a surprise (unaudited sales had been published in early October). The
good part of the publication concerned margins. Over Q3, opex rose slightly compared with Q2
(note that Q3 sales were up 41% seq.), as such the group reported adjusted EPS 11% above
expectations. For Q4, the group is guiding for revenue in the range of USD345m to USD375m, i.e.
up 4% seq. at mid-range and yielding FY16e sales of about USD1.19bn (down 12% yoy), well above
the latest company guidance of FY16e down 15%.

Mobile Systems and BT to support Q4 growth. In detail, we understand that Q4 should harbour
strong momentum in BT. The target of 45/50m units was somewhat confirmed during the
conference call leading us to believe that Q4 Connectivity sales (c. 11% of total sales) momentum
will be stronger than in Q2 when this division showed sales up 38% seq (BG ests. +45% seq.).
Overall, the pipeline is said to be very strong and note that the group had design wins in Q3,
including Pokémon Go Plus tool and Tile products (which are proof of low energy consumption
with battery life up to 1 year). As such, Q4 should also benefit from normal seasonality in the
Mobile Systems division (c. 80% of sales). However, we believe that sequential growth will be
impacted by the Q4 order (about USD20m) pulled in Q3 and, as such, result in sequential growth
of 5%.

Normal seasonality likely for H1 2017 and a strong H2 2017. Combining all impacts, we
understand that Q1 2017 should be down sequentially at a normal rate (down 25/30%) but up yoy.
As such, Q1 2016 should not be seen as a new model for seasonality pattern but as an artefact and
the strong traction that we currently see in the iPhone 7 is expected to remain strong. As such, we
understand that things will change during H2 2017. The group should benefit from market share
gains in the iPhone (we expect a mixed-signal products, maybe related to the new iPhone screen)
leading to higher content per Apple phone and higher ASP while volume increases are not
included in management expectations for a rebound in 2017 (which is a good thing in our view).
Also, BT should remain a strong contributor to growth as should some design wins in China (in
Power Conv.), which offset the MediaTek partnership which is set to generate lower revenues
from Q4 2016. We understand that Power conversion and especially Rapid Charge will also play a
strong role as of 2017 (which is not surprising given Dialog's solid product portfolio and 70%
market share here).

Overall, the 2017 outlook is unchanged. To sum up, we see no major deviation in the actual
management message and believe that it is also mostly in line with Street’s expectations so far.
2017 will be a year of significant market share gains in the iPhone while business in other divisions
should remain strong especially BT Smart and rapid charge which should offset weakness in the
MediaTek partnership in China.

VALUATION

So is the glass half full or half empty then? Yesterday's publication and conference call confirmed
our view that the group was overly cautious for the end of the year (we discussed this during Q2
publication). In addition to that, during the conference call, management reiterated its confidence
regarding FY17 growth. So, everything confirms our scenario, nevertheless, the share's good ride
in recent months (+20% over 3m) now limits upside potential. Hopefully, management will use its
wildcard, the share buyback programme, to maintain positive momentum on the stock. The group
plans to buy back about 2.1% to 2.8% of equity through a second tranche and we remind that the
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total allowance is for 10% (the first tranche was about 1.7%). In addition to the strong Q3 results,
this provides some additional upside. We update our model to take into account all these
impacts and raise our FV to EUR40 from EUR37 which points to an upside potential of 13%.
Ahead of the analyst day scheduled next week (Friday 11 November) we maintain our Buy
recommendation.

e  Based on our estimates, Dialog’ shares are trading on 2017e P/E and PEG ratios of 12.8x and 1.4x
respectively.

NEXT CATALYSTS
e  11th November 2016: Analyst day
e  Late February/Early March 2017: Q4 and FY16 results (not confirmed yet)

Our new P&L
[USDm] 1Q16 2Q16 3Q16 4Q16e FYl6e FY17e FYi8e
Total Group 241 246 346 364 1197 1374 1631
Q/Q growth -39.2% 1.8% 40.7% 5.4% -11.7% 14.7% 18.7%
Y/Y growth -22.4% -22.4% 4.6% -8.3% -11.7% 14.7% 18.7%
Cost of goods sold -134 -132 -187 -196 -649 =747 -887
Gross margin 44.6% 46.3% 46.0% 46.1% 45.8% 45.6% 45.6%
SG&A -36 -31 -33 -49 -150 -143 -153
R&D -58 -60 -64 -62 -244 -251 -292
Other operating income 16 9 10 4 40 55 51
Adj. EBIT 30 88 73 80 216 294 383
adj. operating margin 12.4% 13.5% 21.2% 21.9% 18.1% 21.4% 23.5%
EBIT 151 23 61 57 292 234 300
operating margin 62.6% 9.3% 17.8% 15.6% 24.4% 17.0% 18.4%
Net financial result -2 1 0 1 0 1 2
Income tax -4 -9 -15 -13 -41 -53 -62
tax rate -2.7% -34.0% -24.0% -23.0% -13.9% -22.5% -20.5%
Adj. Net income (loss) 22 27 55 59 163 228 306
Net income (loss) 143 17 46 44 250 182 239
Dil. Adj. EPS (in USD) 0.28 0.34 0.71 0.76 2.09 2.94 3.94

Source: 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 56.7%

Distribution of stock ratings

NEUTRAL ratings 31.8% 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 offeting 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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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
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