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Sector View 

Environmental Services We bet on a timid year start for French environmental services group 

   
 

 

 1 M 3 M 6 M 31/12/15 

Utilities 2.3% 1.0% -6.2% -3.6% 

DJ Stoxx 600 2.4% 3.0% -5.8% -4.7% 
*Stoxx Sector Indices 

 

Companies covered 

PENNON GROUP SELL 825p 

Last Price 788.5p Market Cap. GBP3,253m 

SUEZ BUY EUR18.5 

Last Price EUR16.05 Market Cap. EUR8,738m 

VEOLIA 
ENVIRONNEMENT 

NEUTRAL EUR21.5 

Last Price EUR21.06 Market Cap. EUR11,864m 

    
 

 

 

 

 

 

In coming weeks, both Suez and Veolia are expected to post poor Q1 2016 metrics on the back of low 
inflation and no industrial recovery in Europe and a negative FX impact following a strengthening in 
the euro versus most emerging markets currencies. The majority of earnings growth is only set to 
stem from a cost cutting programme and new contract signatures, which is not new. From this Q1 
earnings presentation, we expect a stronger growth performance from Veolia, but assume the 
market is already aware of this outperformance, making Suez more attractive than Veolia in 
valuation terms. We stick to our Buy rating with FV @ EUR18.5.  

 

ANALYSIS 

 What to expect from Suez Q1 publication? Suez is set to report its main Q1 metrics next week on 
Thursday 28th April in the morning (conf. call @ 08.30 am CET: +44(0)20 3427 1919 – Code: 
4791364) a week ahead of Veolia. We do not expect any change in management’s message 
concerning the global outlook in Europe compared with February 2016. For both the European 
water and waste segments, underlying growth should remain quite limited due to low inflation 
and non-existent industrial recovery while growth outside Europe should be affected by a negative 
FX effect. In all, we expect Suez to post flat Q1 sales compared with last year at EUR3.54bn, with 
the International division being the sole segment we expect to post sales growth (+7% YoY). The 
Water Europe division will be negatively impacted by poor inflation, loss of the Lille contract and 
poor tariff indexation (Spain and Chile) while the Waste Europe division is set to suffer from a 
decline in commodities (scrapped metal down 30% over Q1 vs. Q1) and from flat waste treated 
volumes. All combined we expect this flat sales performance to have a negative impact on the 
group’s operating performance. EBITDA growth is likely to be negative on a YoY basis by 0.5% to 
EUR579m yet positive on a LFL basis, to +1%. As for EBIT, we expect a slightly better performance 
due to lower D&A charges (due to CLP depreciation) and to lower concession charges (loss of Lille 
contract). All in all we then anticipate Suez will post Q1-16 EBIT of EUR258m down 3.1% YoY but 
up 2.6% LfL close to the low range of its annual guidance for 2016. Net debt should increase 
compared with end 2015 due to traditional WCR reversal, to EUR8.4bn. All in all we then assume 
as for 2015 that most of 2016 earnings growth for Suez will come from Compass costs reduction 
program only. Any announcements on M&A deals will be well appreciated given 2017 EBITDA 
target is based on it.  

 What to expect from Veolia's Q1 publication? Like Suez, Veolia is unlikely to post incredible Q1  
earnings growth on Wednesday 4th May before trading (conf. call @ 08.30 am CET: +44 (0)20 
3367 9456). The group is likely to suffer from its presence in the Energy segment in the US and in 
Central Europe due to an unfavourable weather effect during the quarter compared with last year 
while benefiting in its Water division from the win of the Lille contract to the detriment of Suez. 
We do not expect growth in France and in European regions, leading to total group Q1 sales of 
EUR6.19bn down 1.8% YoY. As for EBITDA YoY growth is set to be higher thanks solid contribution 
to Convergence program (EUR50m over the quarter). We therefore forecast that Veolia will post 
EBITDA of EUR843m, reflecting a +3.3% YoY and a +5.2% LfL growth over the period while 
recurring EBIT is likely to stand at EUR410m, up 3.3% YoY and up 5.8% LfL. Net recurring income 
and net debt are respectively expected at around EUR190m and EUR8.6bn (integration of Kurion 
acquisition and reimbursement of Transdev loan).   

 Conclusion: The earnings growth generation we expect for both stocks during the quarter will only 
come from cost cutting programmes, although this is not new. We now assume investors are 
today well aware of both investment cases, making us believe the share price reaction to the  
earnings publication should be quite limited (limited potential surprise). We anticipate higher LfL 
EBIT growth at Veolia than at Suez (6% vs. 2.6%) for Q1 as for entire year yet when looking at 
current 2016 multiples we see the market is already paying a premium for Veolia. Suez therefore 
more attractive to us (notably on the yield) with higher upside than downside on consensus 
adjustment given that investors are not giving credit to the group’s 2017 EBITDA target of EUR3bn 
(smart consensus currently at EUR2.9bn). 
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VALUATION  

 At the current share price, Suez is trading at 9x restated 2016e EBITDA, at 19.5x 2016e EPS, while 
offering a 4% 2016e yield.  

 At the current share price, Veolia is trading at 8.5x restated 2016e EBITDA, at 22.5x 2016e EPS, 
while offering a 3.44% 2016e yield.  

NEXT CATALYSTS 

 28th April: Suez Q1 publication 

 4th Ma: Veolia Q publication 

 

Table 1: Suez Q1 estimates (EURm) 

 Q1-16e Q1-15 YoY growth LfL growth 2016e 2015 YoY growth LfL growth 
Sales 3 566 3 536 0,9% - 15 444 15 135 2,0% - 
   o/w Water Europe 1 111 1 120 -0,8% - 4 757 4 677 1,7% - 
   o/w Waste Europe 1 533 1 539 -0,4% - 6 431 6 357 1,2% - 

   o/w International 896 851 5,3% - 4 150 3 997 3,8% - 
   o/w Others 26 26 2,0% - 106 104 2,0% - 
         

EBITDA 591 597 -1,0% 1,5% 2 690 2 751 -2,2% 4,0% 
% of sales 16,6% 16,9% - - 17,4% 18,2% - - 
         

EBIT  258 266 -3,1% 2,6% 1 315 1 381 -4,8% 6,8% 
% of sales 7,2% 7,5% - - 8,5% 9,1% - - 
Source: Company Data; Bryan Garnier & Co. ests. 

Table 2: Veolia Q1-16
e
 estimates (EURm) 

 Q1-16e Q1-15 YoY 
growth  

LfL 
growth 

2016e 2015 YoY 
growth  

LfL 
growth Sales 6 191   6 305 -1,8% - 25 324   24 965   1,4% - 

   o/w France 1 309   1 320 -0,8% - 5 445   5 471   -0,5% - 
   o/w RoEurope 2 277   2 312 -1,5% - 8 489   8 575   -1,0% - 
   o/w RoWorld 1 457   1 510 -3,5% - 6 074   5 926   2,5% - 

   o/w Other worldwide business 1 095   1 112 -1,5% - 4 979   4 881   2,0% - 
   o/w Others  52   51 2,0% - 111   112   -0,7% - 
EBITDA (recurring) 843 816 3,3% 5,2% 3 148   2 997   5,0% - 

EBIT (recurring) 410 397 3,3% 5,8% 1 375   1 315   4,6% - 
Net income (recurring) 176 212 -16,9% 21,5% 601   580   3,6% 17,2% 
Source: Company Data; Bryan Garnier & Co. ests. 

 Click here to download 
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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 

BUY 
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. 

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 57.6% NEUTRAL ratings 33.8% SELL ratings  8.6% 

Research Disclosure Legend 

1 Bryan Garnier  shareholding 
in Issuer 

Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a 
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”). 

No 

2 Issuer shareholding in Bryan 
Garnier 

The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members 
of the Bryan Garnier Group. 

No 

3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are 
significant in relation to this report 

No 

4 Market maker or liquidity 
provider 

A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or 
in any related derivatives. 

No 

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 
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives. 

No 

6 Investment banking 
agreement 

A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the 
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. 

No 

7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of 
this Report. 

No 

8 Analyst receipt or purchase 
of shares in Issuer 

The investment analyst or another person involved in the preparation of this Report has received or purchased 
shares of the Issuer prior to a public offering of those shares. 

No 

9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Report is tied 
to investment banking transactions performed by the Bryan Garnier Group. 

No 

10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing 
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. 

No 

11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the 
securities or derivatives of the Issuer. 

No 

12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the 
securities or derivatives of the Issuer. 

No 

13 Bryan Garnier executive is 
an officer 

A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s 
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. 

No 

14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the research, nor the timing of the publication of 
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. 

Yes 

15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, 
price target/spread and summary of conclusions removed). 

No 

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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