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Improvement on the French side, offset by Italy’s cost structure
Notable improvement in France revenues from services
Iliad’s total France revenues growth accelerated this quarter, to +2.1%, driven notably
by an improvement in service revenues, vs +1% in Q1. Iliad’s Q2 service revenues for
France came in at EUR1.167bn (1% above the consensus), up 2.2% yoy vs down 0.4% in
Q1. As a result, service revenues in France are up 0.7% over H1. In particular, fixed
services revenues are down 0.5%, vs -2.5% in Q1, while mobile services billed to the
customers are up 8.8%, vs up 5.1% in Q1, 3.6% above the consensus. Mobile Net adds
reached -77k in Q2, below the -39k consensus, but in line with our estimations, vs 50k in Q1 and -200k in Q2 2018, while arpu invoiced to customers was up a very high
12% yoy over the semester, vs +5.8% yoy in Q1 on our estimates, which is a positive
sign that the value-driven strategy is making up for lower volumes. Broadband net
adds were still negative, at -15k in Q2, in line with expectations, vs -16k in Q1 and 28k in Q2 2018. Broadband ARPU is now down 0.9% yoy in Q2, vs -1.2% in Q1, and a
more favourable basis is expected later in 2019. Fibre net adds reached a record +172k
(vs +150k in Q1, and 139k expected by the consensus) which should help drive fixed
EBITDA growth, and customer loyalty. H1 EBITDA from France stood at EUR910m, 1%
above consensus, up 1.8% yoy vs +1.2% in H2 2018.
All guidance has been confirmed. As highlighted in our latest note, we believe the
consensus is definitely too conservative for France in H2 19 and 2020.
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Commercial acceleration in Italy, but poor EBITDA
As far as Italy is concerned, Iliad recruited 532k new customers over the quarter, vs
442k expected by the consensus, and vs 472k in Q1. Q2 revenues ended up 2.6% above
expectations, at EUR96m, vs EUR81m in Q1. H1 EBITDA came out at EUR-108m, vs the
consensus at EUR-53m and our expectations at EUR-65m, impacted by variable costs
and mobile sites rental.

New partnership on FTTH to help on balance sheet, maybe EBITDA
Iliad announced this morning that it has entered into exclusive talks with InfraVia to
set up a partnership aimed at accelerating FTTH rollouts outside very densely
populated areas of France (around 26 million lines). As part of the operation, Iliad has
set up a special entity to actively manage fiber lines. This entity will acquire and
operate the Group’s co-financed FTTH tranches in the areas concerned: Free will
transfer its existing co-financing agreements to the entity along with around one
million existing co-financed sockets. The Group will sell 51% of the entity to InfraVia
based on an enterprise value of around EUR600 million. We believe the deal is positive
as it allows to deconsolidate FTTH capex from Iliad’s balance sheet. Two questions
remain at that time: first does a build to suit agreement exist between the company
and Iliad, which could bring significant additional EBITDA to Iliad, as in the Altice
case? Second, is the 2020 EBITDA-CAPEX guidance for France dependant on this deal
being reached, or will it come on top?
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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 43.7%

SELL ratings 7.2%
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