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Utilities
Suez Preview Q3 2016: self-help measures to drive earnings and likely to be strengthened
Price EUR14.20 Fair Value EUR17,5 (+23%) BUY-Top Picks
Bloomberg SEV FP Suez is set to report Q3 results on 27th October in the morning. After the poor metrics reported in H1
Reuters SEVI.PA (2.3% organic decline in EBIT yoy), we expect Suez’ performance to return to normal in Q3. As such,
12-month High / Low (EUR) 18.0/129  \ye expect Q3 EBIT to grow by 5.2% in organic terms, notably spurred by self-help measures (EUR54m
Market Cap (EUR) e contribution to Q3 EBITDA from the Compass plan) and strong growth in the international division.
i‘;éfji:;?;ti{jig%oo) 13'212 As a reminder, Suez’s FY 2016 guidance for higher organic growth in EBIT than in revenues, which are
3y E.Ps CAGR 0.8% expected to grow by at least at 2%, implies minimum organic growth of 5% in EBIT in H2. We also
expect Suez to unveil new measures as part of its transformation plan. The streamlining of support
im M 6M  31/12/15 functions as well as a fine-tuned asset rotation programme should give more visibility on both 2017
Absolute perf. 3.1%  14% -123%  -178%  apd 2018. Buy recommendation and FV at EUR17.5 maintained.
Utilities 0.1%  -6.0%  -3.4% -7.0%
DJ Stoxx 600 05%  1.1%  -15% -5.9%
ANALYSIS
YEnd Dec. (EURm) 2015 2016e 2017e 2018e
Sales 15135 15550 16,191 16,685 e  What to expect from Suez' Q3 publication? After the poor H1 metrics (EBITDA and EBIT down
% change 2.7%  41%  3.0% 1.9% and 2.3% yoy in organic terms, respectively), we expect Suez’ performance to return to
EBITDA 2751 2681 2848 2,977 normal in Q3. We expect Q3 2016 EBITDA to reach EUR662m (vs. EUR659m in Q3-15) with solid
EBIT 1381 1286 1380 1471 growth in the international division as well as a strong Compass contribution (EUR54m in Q3-16)
’ ’ ’ ’ partly offset by 1/a single digit FX headwind mainly attributable to the GBP but partly made up for
% change 6-9% 7.3%  66% by the CLP; 2/a EUR20m negative one-off in the water business due to higher-than-average
Net income 5598 4310 5131 5670 temperatures last summer; 3/a c. EUR10m headwind (EUR20m at the revenues’ level) due to the
% change ~23.0%  19.0% 10.5% loss of the Lille contract in 2015; and 4/a still unsupportive environment in the water business
2015  2016e  2017e  2018e (decreasing trend in volumes and low inflation). We finally expect 5.2% organic growth in EBIT to
Operating margin 9.1 83 8.5 38 EUR317m (vs. EUR305m in Q3-15), which should help Suez to reach its full-year guidance (higher
Net margin 37 28 32 34 organic growth in EBIT than in revenues i.e. higher than 2%). As a reminder, following the 2.3%
ROE 82 6.1 73 8.0 organic decrease in H1, the FY 2016 target for 2%+ implies 5%+ organic growth in EBIT in H2.
ROCE 8.0 7.2 7.6 8.0 e Note that 1/we did not include any contribution from the recent increase in stake in Italian
Gearing 1216 1181 1224 1254 environmental services company ACEA as the closing of the transaction only occurred in
(EUR) 2015 2016e  2017e  2018e September (positive impact of c. EURSm at both the EBITDA and EBIT levels expected for Q4);
£ps 104 0.77 052 102 2/we believe the electricity price headwind could be lower-than-expected following the recent
% change . 58%  194% 10.5% increase in European power prices (EUR4m headwind for Q3-16 vs. EUR30m initally expected for
b/ 13.6x 18.4x I5ax  14.0x FY-16); and 3/the internation'al division should'bene'fit from a favourable comparison basis as last
FCF yield (%) 33% 4.9% a6%  51% year’s performance was parFlc.uIarIy hurt by.hlgh bldd‘lng costs and the lag between the start of
o some D&B contracts and their inherent margin generations.
Dividends (EUR) 0.65 0.65 0.65 0.68
Div yield (%) 4.6% 4.6% 46%  4.8% e  Speeding-up the transformation plan... In addition, Suez is expected to give more colour to its
EV/Sales 1.3x 1.2x 1.2x 1.2x transformation plan. With this plan, we understand that additional savings could be implemented
EV/EBITDA 7.0x 7.1x 6.8x  6.6x —on top of the current Compass plan the targets of which were already upgraded during H1 2016
EV/EBIT 13.9x 14.8x 141x  13.4x results to EUR180m for 2016 (vs. EUR150m initially) — within Suez’s French activities, especially for

support functions. As a reminder, we estimate the 600 job cuts said to be announced by the
group would generate about EUR30m in additional savings (based on an average EUR50k payroll
cost per employee). In addition, we expect the group to give an update on its asset rotation
strategy. We do not think any major move will be announced or even considered for now. Fine-
tuning transactions are more likely to be unveiled such as the expected disposal of the company’s
Finnish waste subsidiary which could amount to EUR50-60m according to our estimates
(assumptions: EUR70m of revenues and a 8.9x EV/EBITDA multiple based on a 15% discount — due
to lower EBITDA margin - to multiple paid by Fortum for the acquisition of Finnish waste company
Ekokem earlier this year). In all, we expect these new measures to give more visibility on 2017 but
also on 2018, which would be well-appreciated as the company is still facing a rather challenging
macro environment (low inflation and flattish industrial production in Europe, harsher water
regulation in France).

e  Pending more information on this “enhanced” transformation plan and the extent of the potential
new cost-savings measures, we stick to our Buy recommendation and to our FV of EUR17.5 per
share, which implies a c. 23% upside vs. company’s current share price. Note that our unchanged
full-year estimates are broadly in line with consensus expectations with FY-16e EBITDA and EBIT
expected at EUR2,681m (+0.4% BG vs. consensus) and EUR1,286m (+1.3% BG vs. consensus)
respectively.
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VALUATION

e At the current share price, Suez trades at 7.1x and 6.8x its 2016e and 2017e EV/EBITDA multiples

respectively.

e  Buy, FV @ EUR17.5 — Top Picks

NEXT CATALYSTS
e  27thOctober 2016: Q3 2016 results

Fig 1. Q3 2016e EBITDA bridge (BG estimates)
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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 31,2% SELL ratings 12,1%

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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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
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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
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,
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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
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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
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Notice to US investors

This research report (the “Report”) was prepared by Bryan Garnier & Co Limited for information purposes only. The Report is intended for distribution in the United States to “Major US
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discussed in this Report should call or write to our US affiliated broker, Bryan Garnier Securities, LLC. 750 Lexington Avenue, New York NY 10022. Telephone: 1-212-337-7000.

This Report is based on information obtained from sources that Bryan Garnier & Co Limited believes to be reliable and, to the best of its knowledge, contains no misleading, untrue or false
statements but which it has not independently verified. Neither Bryan Garnier & Co Limited and/or Bryan Garnier Securities LI.C make no guarantee, representation or warranty as to its
accuracy or completeness. Expressions of opinion herein are subject to change without notice. This Report is not an offer to buy or sell any security.
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