26th July 2016

Luxury & Consumer Goods

Luxottica Lowered FY16 guidance as initiatives and challenging macro weigh on the Group’s ST
performance
Price EUR44.64 Fair Value EUR54 vs. EUR58 (+21%) NEUTRAL vs. BUY
Bloomberg LUX M Yesterday Luxottica unveiled H1 results that were slightly below expectations: sales of EUR4.72bn
Reuters LUX.MI (CS: EUR4.74bn) and an adj. EBIT of EUR857m (CS: EUR854m), implying a limited 30bp-margin decline
12-month High / Low (EUR) 67.5/42.7 to 18.2%. Against this soft Q2 and because of more challenging macro conditions, LUX warned on the
Market Ca.p {EURm) 2 FY16 outlook (FX-n growth of 2-3% vs. +5-6% previously / adj. EBIT growth: 1x sales growth vs. 1.5x
Ev (BG Estimates) (EURm) 22,365 c . . T . e e . . .
Avg. 6m daily volume (000) 1028 |n|t|aIIy)., aII.the more since the Group is StI". impacted by mterna'l initiatives (|:e. MAP policy, Oakley
3y EPS CAGR 10.0% reorganisation, etc.). Consequently, we align ourselves to this more cautious stance (BG FY16
estimates: -5.5%) even if we remain convinced that these painful actions will reap fruits in the MT.
im 3m 6M  31/12/15 We downgrade our recommendation to Neutral vs. Buy and reduce our FV to EUR54 vs. EUR58.
Absolute perf. -3.3% -7.4%  -21.5% -26.1%
Consumer Gds 1.6% 1.9% 4.6% -1.6% ANALYSIS
DJ Stoxx 600 03% -23%  0.6% 7.0% e  U.S Wholesale (Q2: -5.8% adj. FX-n) impacted by two major headwinds: 1/ the sun business of
Ray-Ban (-5% decline) was affected by the implementation of the “Minimum Advertised Price”
YEnd Dec. (€m) 2015 2016e  2017e  2018e (MAP) policy, which prohibits wholesale customers from making deep discounts, especially the
Sales 8837 9,135 9,633 10,207 online players (-50% in Q2). 2/ Oakley Sport Channel continued to struggle, mainly due to a poor
% change 3.4% 55%  6.0% retail environment (i.e. Sports Authority went bankrupt), justifying the group’s reorganisation that
EBITDA 1,853 1,896 2,135 2,305 is underway and should be completed over the next quarters.
Rep. EBIT 1376 1388 1,600 1,738 e  U.S. Retail was more resilient (+1.1% adj. FX-n). LensCrafters posted comps of 0.5% (Q2 15:
% change 0.9%  152%  8.6% +6.4%) and licensed brands (Sears Optical and Target Optical) achieved SSSG of 6.1%. Despite the
Net income 804.1 8267 9776 1,072 bad weather and soft tourist flows, Sunglass Hut achieved 0+ comps in Q2 after -1% in Q1 and
% change 2.8%  18.3%  9.7% these trends have accelerated further in July.
2015  2016e  2017e  2018e e  Asia-Pacific still soft (0.5% adj. FX-n). Results in Mainland China slowed down in Q2 (but still
Rep. EBIT margin 15.6 15.2 166  17.0 positive) since the Group’s is shifting to a direct go-to-market approach, i.e. shifting to
Net margin 9.1 9.1 101 105 independent distributors to own distribution, leading to sales disruptions. A good example is the
ROE 14.6 14.1 155 159 opening of nine Ray-Ban stores in MC to enhance the brand’s visibility. Like the MAP policy in the
ROCE 12.0 12.0 13.9 153 U.S., this initiative is key to increase the brand’s equity in the MT/LT but it proved to be more
Gearing 182 13.0 6.0 2.7 harmful than expected in the ST because of a more difficult macro environment. Whilst sales in H-
K were declining double-digit again, trends in India, Japan and S-K were well-oriented.
(€) 2015  2016e  2017e  2018e
£PS 168 172 200 223 e Good surprises in Europe (+5%) and LatAm (+12.9%). Once again, in our view there is a
% change i 27%  183%  9.7% correlation between the robust growths posted by these two regions and the fact that LUX has
o/ 26.6x 25.0x 219x  200x not implemented any painful initiative there (e.g.: MAP policy or distribution reorganisation) and
FCF yield (%) 3.4% 37% 17%  58% both are supported by the precious STARS program..Thls is particularly true |r? Europe which vya.s
o also affected by an unusually cold and wet weather in May and June. LUX achieved a double-digit
Dividends (€) 0.89 1.00 1.10 1.22 . . . o . . .
o increase in Mexico and Brazil irrespective of the economic turmoil in the latter.
Div yield (%) 2.0% 2.2% 25%  2.7%
EV/Sales 2.6x 2.4x 2.3x 2.1x e  Solid adj. EBIT margin (-30bp to 18.2%). Indeed, we consider that the Group’s profitability was
EV/EBITDA 12.2x 11.8x 103x  9.3x quite resilient considering: 1/ a poor sun season and a weak FX-n growth in H1 (+1.6% vs. 3%
EV/EBIT 16.4x  161x  13.7x  12.3x required for a positive operating leverage) and 2/ the numerous self-inflicted initiatives launched

this year. These headwinds were partly compensated by efficiency gains (esp. in wholesale:
+100bp) and a tight opex cost control (opex were down 100bp). Below, inventory write-downs and
the Group’s initiatives have led to exceptional costs of EUR69m in H1.

e  PW on 2016 targets: we revised down our estimates by 5.5%. Since these Group’s initiatives were
eventually more harmful than expected and would take a bit longer to deliver in a challenging
macro environment, LUX has adopted a more cautious stance and lowered its targets: 1/ FX-n
sales growth of 2-3% vs. +5-6% initially (CS was around 4% prior to yesterday’s publication) and 2/
Adj. EBIT and income to grow in line with sales vs. 1.5x faster previously. Consequently, we are
now expecting a top line growth of 2.5% FX-n (implying +3% in H2) and an adj. EBIT increase of
1.3% (or 0.6x sales), representing a stable EBIT margin at 16%.

VALUATION

e  Why are we changing our perception in the ST? These initiatives were implemented when the
business and the macro have deteriorated, leading to more painful and complicated
implementations, all the more since it was exacerbated by a poor sun peak season in the U.S
(~56% of sales). Hence, we do not feel that the management knows precisely when would be the
tipping point for major projects such as the MAP policy or the Oakley integration. As an
illustration, the management confirmed it is expecting an acceleration in H2 thanks to well-flagged
drivers (i.e. LensCrafters @ Macy’s store opening programme, calendar realignment and the easier
comparison base) but the positive contribution should be finally lower than anticipated, as




reflected by the lowered guidance.

e  Why do we remain confident in the MT/LT? Let’s be clear: we have and we will support these
actions (see graph 1 below), which are key to: 1/ strengthen the group’s business model, 2/
protect Ray-Ban and Oakley’s brand equity (~27% and ~11% of sales respectively) and 3/ prepare
the next MT/LT growth drivers. We remain convinced that the current top management will
successfully implement the main targets of the Strategic Plan (retail expansion, digitalization
strategy, ramp-up of its optical business), leading to more dynamic top line and EBIT growth rates
in 2017-18 vs. 2016.

e  Pending first tangible signs of a turnaround thanks to the initiatives launched earlier this year,
we now adopt a Neutral recommendation (vs. Buy) and a FV of EUR54 (vs. EUR58) that reflect
our new estimates.

Table 1: adj. FX-n by region:

EURmM Ql 16 Q2 16 H1 16
Wholesale 2.7 -5.8 -1.6
Retail 0.9 1.1 1.0
North America 1.3 -0.3 0.5
Europe 4.2 5.0 4.6
Asia-Pacific -2.1 0.5 -0.8
Latin America 13.1 129 13.0
ROW -5.4 -7.0 -6.2
Total Luxottica 1.8 1.4 1.6

Source: Company Data

Table 2: H1 16 Results:

EURmM H1 15 H1 16 % change
Adjusted net sales 4,752 4,719 -0.7
Reported net sales 4,667 4,719 1.1
Adjusted operating income 879 857 -2.5

% margin 18.5 18.2 -30bp
Reported operating income 859 788 -8.2

% margin 18.4 16.7 -170bp

Source: Company Data

Graph 1: Summary of the Group’s initiatives:

INITIATIVES RoLL out

b New store model in retail
B
A MAP policy in North America

harp go-to-market & SkUs reduction N

etail and wholesale assortments
revision

y

Logistic footprint and lenses
Oakley Sport channel* integration .

0% 50% 100%
Source: Company Data

Graph 2: Revenue roadmap by geography and revised FY guidance:

North America total sales Wholesale sales;;, Retail sales;qyq

e o
6% From 5-6% 0 o

+58% 8%
- - . FETA:
1%+ 59 - o -

From 4-5%

. -
+1% +1%

e e [
12015 261201

1H 2016 FY 2016
revsed

Europe;,, Asia-Pacific,,, Latin America,,,

+18% N
4% q3e
Th 0118
6% % Fram 8-10%
+5% 5 %
Eim= e = N
1H2015 2H2015 1H2016 FY 2016E B PR -

1H2015 2

Source: Company Data

NEXT CATALYSTS
e Q316 Sales on 24th October 2016. Click here to download document

Analyst: Consumer Analyst Team:
Cédric Rossi Nikolaas Faes

33(0) 1703657 25 Loic Morvan
crossi@bryangarnier.com Antoine Parison

Virginie Roumage




BUY

NEUTRAL

SELL

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 55%

Distribution of stock ratings

NEUTRAL ratings 34,2% SELL ratings 10,7%

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 Report 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 receive 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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