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ELN in China to penalise Q1
A soft quarter ahead of us
Organic sales are only set to grow 0.8% in Q1, deteriorating sharply vs Q4 2018
(+2.4%), mainly due to Specialized Nutrition (29% of total sales), even though trends
in Waters (18% of total sales) and EDP (53% of total sales) are also likely to be more
moderate. Note that the FX impact should be broadly neutral on Q1 sales.
•
Specialized Nutrition to return to negative territory due to ELN China
We expect sales to drop 1% in organic terms in Q1 (+1.1% in Q4 2018) due to early
life nutrition (ELN) in China while ELN in the rest of the world and medical nutrition
should remain solid. On our forecasts, ELN in China is set to decrease 15% in Q1 (vs
a 2016-2018 CAGR of +25%) as a result of 1/ tough comps (Q1 2018 >50%), 2/ weak
demographics, with a drop in the birth rate of 12% in 2018 (-4% in 2017), 3/ regulation
which is causing some disturbances in the cross border C2C channel (30% of ELN
sales in China) as it requires increased transparency from traders in terms of food
safety, and 4/ lengthy procedures to approve innovations due to the reshuffling of
the administration.
•
EDP to remain penalised by the boycott in Morocco
Q1 organic sales are only set to rise 1%, implying a deceleration vs Q4 2018 (+1.5%)
stemming from 1/ the boycott in Morocco, which should be annualised on 20th April,
and 2/ the later timing of Easter. This is set to partly wipe out improving trends in
North America and Western Europe.
•
Waters to remain solid despite some softness in China and France
We expect 3.5% organic sales growth in Q1, a touch below our forecast for the full
year (+4.5%) due to 1/ some destocking of Mizone in China (20% of the division’s
sales) after a weak season and 2/ the Yellow Vest movement in France (12% of the
division’s sales).

Minor changes to our FY forecasts
We now expect 2.9% organic sales growth in 2019, slightly below our previous
estimate (+3%) but still in line with the group’s guidance (around 3%). This is due
to Waters, now expected to rise 4.5% (vs +5% previously and +5.3% in 2018) given
the exclusion of Argentina from organic sales growth from Q1. We have made no
change to our estimate for EDP. We see sales in this division rising 2.3% in 2019,
accelerating vs 2018 (+0.1%). Similarly, we continue to expect 3% organic sales
growth for Specialized Nutrition (+5.9% in 2018), even though we do not rule out a
potential cut in this estimate as the year progresses. Note that the company thinks
the ELN market in China could decelerate to a low to mid growth pace over the MT
with Danone’s growth higher than 5% due to more penetration and premiumisation
(with extension towards goat’s milk, organic, allergy products, a2 milk). EBIT margin
should be up 60bp in 2019, helped by synergies (USD120m in 2019/2020) and
savings (EUR700m in 2019/2020). This should be skewed towards H2, with H1 soft
due to weak organic sales growth, a negative mix (with a poor performance in
Specialized Nutrition) and the implementation of IAS 29 in Argentina.
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Next Catalyst: Q1 2019 sales on17th April
Last rating Change:
2018-10-19, Deterioration in visibility
Last FV Change:
2019-2-21, 2019 to show no top line acceleration
Last Reports:
2019-2-21, 2019 to show no top line acceleration

Bryan Garnier stock rating system
For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY

NEUTRAL

SELL

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 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 54.2%

NEUTRAL ratings 39%

SELL ratings 6.8%
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A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of
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Issuer or one of its parents or subsidiaries. The name of such person or persons is disclosed
above.
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recommendation/rating, price target/spread and summary of conclusions removed).
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