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Current valuation leaves limited upside
a

Binding offer from PAI for Areas
Management finally announced yesterday that it has received a EUR1,542m binding
offer from PAI for the acquisition of Areas, Elior’s concession catering activities. Based
on our estimates, the amount values Elior’s concession catering at 2019e EV/EBITDA
of 7.7x, which compares with the valuations of the group’s two main competitors i.e.
Autogrill and SSP of respectively 6.3x and 11.3x. As a reminder, using an average
multiple of 9x, we estimated that Elior’s concession catering EV should reach between
EUR1.5bn and EUR1.8bn.

A deal that will give financial resources to pursue Contract
Catering expansion
The sale proceeds are likely to be used to reduce Elior’s leverage ratio to a range of
1.5-2x EBITDA. Assuming that the cash received is equivalent to the binding offer
amount, net debt will move to EUR250m from EUR1,82bn at the end of September
2018. So, based on 2x financial leverage and taking into account an estimated free
cash flow per annum of EUR100m in the next three years, management should have
enough resources to acquire at least EUR750m in additional revenue, based on an
acquisition EV/Sales multiple of 0.8x, which is the current guidance.

Implicit valuation for Contract Catering leaves limited upside
Following that disposal (the deal is expected to close during summer 2019), Elior will
become a pure player in Contract Catering comparable to Compass Group and Sodexo
excluding Benefits & Rewards Services. In 2019, we estimate that Elior’s Contract
Catering activities should generate EBIT of EUR193m representing a margin of 3.9%,
which compares with 5% for Sodexo in OSS and 7.6% for Compass Group. Based on
these numbers, Sodexo OSS activities and Compass group showed respective 2019e
EV/EBIT multiples of 14.1x and 16.9x which compares with Elior’s current market
valuation of 13.5x. Note that to estimate Sodexo OSS valuation we have retained an
EV/EBIT of 15x for Sodexo Benefits & Rewards Services vs. currently 20x for Edenred.
With this scenario, Elior could improve its margin from acquisitions and increase
purchasing power, bearing in mind that the size in Contract Catering remains one of
the main drivers, which should have a positive impact on valuation. Nevertheless, if
we anticipate a 2019 EBIT multiple from one point to 14.5x, the theoretical value of
Elior would be EUR14.
In all, fairly limited upside, considering that we have not taken into account the time
value, that there are a number of uncertainties concerning the finalization of the
AREAS deal or the conditions of strengthening in Contract Catering and the positive
impact on margin.
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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

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 49.1%

NEUTRAL ratings 43.6%

SELL ratings 7.3%
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