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Introduction 

Andy Ransom 

Chief Executive, Rentokil Initial 

Welcome  

Good morning ladies and gentlemen, and thank you all for joining us today.  In a few 

moments, Jeremy is going to provide details of our financial results for the first six months of 

2015. 

RIGHT WAY Plan  

I am then going to talk through the progress that we have made against our RIGHT WAY 

plan, which we set out 18 months ago.  Having put the foundations for profitable growth in 

place, I believe that the first phase of the plan has essentially been completed.  Therefore, I 

am going to outline the next phase of the plan in a few minute’s time.   

H1 revenues 

Firstly though, just to set the scene for this morning, let me give you a few opening remarks 

on our first half performance.  In terms of the headlines, I am pleased to report we have 

delivered a strong six months, with revenues up 5.2% and profits up 8%.  In particular, our 

pest control business grew strongly in the first half, with revenue growth close to 10%, half of 

which was organic.  This is a really outstanding business, and as you will hear shortly our plan 

is to continue to drive accelerated growth in this category.   

 M&A pipeline  

We have a very good M&A pipeline in place, and in the first half we acquired 14 companies 

with combined annual revenues of £21 million; again, mainly in our pest control category and 

mainly in our growth and emerging markets.  Today the majority of our portfolio now sits 

within these two higher growth quadrants.   

 Cash flow and net debt 

Free cash flow from continuing operations of £55.4 million was £50.7 million ahead of the 

prior year, driven in part by reductions in Capex and working capital outflows.  We funded our 

M&A programme from that free cash flow, but at the same time we have also reduced our net 

debt by a further £43 million in the first half and by £129 million over the last 12 months.   

 Dividend  

Based on this good progress, the board has declared an interim dividend of 0.87p per share, a 

13% increase year-on-year.  So overall, a good start to the year and we are on track to 

achieve our 2015 revenue, profit and cash expectations.   

In a few moments I will give you a summary of where we are going to be focusing our efforts 

in the next phase of our RIGHT WAY plan, but first Jeremy is going to take you through the 

H1 financials in more detail. 
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Financial Overview 

Jeremy Townsend  

CFO, Rentokil Initial 

Highlights  

Morning everyone.  Thank you Andy.  As Andy said, we have made further good progress in 

the first half, and I would now like to run through the financial highlights in more detail.  

Unless I state to the contrary, all numbers are at a constant rate of exchange. 

 Revenue growth 

Revenue for ongoing businesses, which excludes the impact of all divestments in the first half, 

grew by 5.2%, driven by growth from acquisitions of 3.3% and organic revenue up 1.9%.  

Including the impact of divestments, revenue in the half was up by 4.5%.   

 Adjusted profit  

Adjusted profit before interest for the half was up by 8.0%, and adjusted profit after interest 

was up by 16.6%, reflecting lower interest costs following the recent bond refinancings.  On 

an actual exchange rate basis, adjusted profit after interest was up 6.5%, reflecting a 

£6.6 million impact of exchange differences in the half. 

 Cash  

Restructuring costs were £2.5 million, in line with the prior year, resulting in an increase in 

unadjusted profit before tax on a constant exchange rate basis of 15.9%.  Free cash flow was 

£55 million in the half, reflecting lower working capital outflows and the phasing of Capex and 

interest payments. 

 Dividend  

With revenue, profits and cash flow in line with expectations, as Andy said, we have declared 

an interim dividend of 0.87p per share, a 13% increase on last year’s interim dividend.   

Performance  

 North America  

Looking now at performance through the regions.  In North America ongoing revenue grew by 

8.3%, with growth from acquisitions of 5.6% and with organic revenue up 2.7%, driven by 

organic growth in pest control.  Operating profit in North America was up by 19.5%; driven by 

acquisitions, but also by a 0.9 percentage points improvement in net operating margins, 

driven through increased leverage, service productivity and lower fuel prices.   

We see further opportunities for margin improvement through increased density driving 

improved service productivity, as well as further leverage from revenue growth on back office 

costs.   

 Europe  

In Europe, ongoing revenue was up 0.4% with organic revenue down 0.8%.  Ongoing 

revenue growth of 5.2% was achieved in Southern Europe and 3.0% in Germany, but 

revenues were lower in France and the Benelux by 3.1% and 0.8% respectively.  In Latin 
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America, which is supported out of the Europe region, we continued to make good progress 

through both acquisitions and strong organic growth.   

Profit in Europe was 2.9% lower than the prior period, with lower profits in France and 

Benelux offsetting growth in Germany and Southern Europe.  Andy will cover performance in 

France and Benelux in more detail in a moment.   

While economic conditions in Europe remain difficult, we see opportunities to support margins 

through service productivity and reductions in overheads.  Overall, we would expect 

performance in the region in the second half to be in line with the first half.   

 UK and rest of world  

Looking at the UK and the rest of the world: ongoing revenue in the region increased by 

13.2%, driven by both growth from acquisitions of 7.7% and organic growth of 5.5%.  

Growth in the UK of 18% came from the 2014 acquisition of Peter Cox, as well as organic 

growth from the pest and hygiene categories.  Growth in the rest of the world of 5.1% was 

driven primarily by South Africa and the Caribbean.  Margins were lower in the first half, 

reflecting the impact of the Peter Cox acquisition as well as the phasing of costs in the rest of 

the world region. 

 Asia  

In Asia, ongoing revenue in half one was up 13.3%, 9% on an organic basis, driven by strong 

growth in both pest and hygiene.  We continue to see very high growth from the emerging 

markets of India, China and Vietnam, albeit off a low base.  Revenue growth was also very 

strong in our larger and more developed markets in Malaysia and Indonesia.   

Profits in the region grew by 51.6%, reflecting the impact of some small acquisitions, but was 

primarily due to leverage on the revenue growth with margins up 2.2 percentage points.   

We see further opportunities to improve margins in the region through revenue leverage, 

increased density and yield management.   

The Pacific 

In the Pacific, revenue increased in the first half by 4.3% with organic growth of 3.8%, driven 

by growth in both pest and hygiene.  Profit growth of 7.9% was achieved through the 

leverage of the revenue growth, supported by continued strong cost control, which translated 

through into improved margins in the half.  Operating cash inflow from continuing operations 

in the first half of £94 million was £42 million ahead of the prior year.   

Operating cash flow  

Working capital outflows were £21 million lower than last year, in part due to phasing, but 

also reflecting a continued focus on receivables and inventory management.  Net Capex was 

£13 million below the prior year, also in part due to phasing and in part due to currency 

movements.   

 Free cash flow  

Continuing free cash flow in the first half of £55 million was higher than the prior year, due 

primarily to the improved operating cash flow but also due to the phasing of interest 

payments following the 2014 bond refinancing.  Cash outflows associated with 2014 and 2015 
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acquisitions amounted to £33 million in the first half, compared to £42 million in the first half 

of 2014.   

 M&A 

Based on our continuing strong M&A pipeline, we would expect to exceed our M&A target 

spend of £50 million in the year.  £33 million of dividends were paid in the first half, a 13% 

increase on the prior year.   

 Strengthening of sterling & net debt 

As noted previously, sterling has continued to strengthen in the half, particularly against the 

euro.  While this had had an adverse impact on our profit and loss account, the overall impact 

on the sterling value of our euro and US dollar denominated debt is favourable, with net debt 

reducing by £56 million in the half due to foreign exchange rate movements.  Consequently, 

at 30th June 2015 net debt was £729.6 million, £129 million less than the same date in 2014.   

Guidance   

Before I hand back to Andy, I will convert some of those numbers into guidance for the 2015 

full year.  Central and divisional overheads are expected to be in line with 2014.  As in 2014, 

the P&L impact of restructuring costs will be no more than £10 million.  Interest costs will be 

around £42 million for the year, slightly less than previously guided.   

As I have said, sterling has strengthened further in the year.  Based on current exchange 

rates, the impact on adjusted profit before tax for the full year would be around £90 million, 

£5 million more than previously guided.   

The half-year adjusted effective tax rate of 23.4% is based on our estimated tax rate for the 

year as a whole, and hence I would not anticipate any change in the second half at this stage.  

From a cash perspective I anticipate cash tax payments of around £40 million, in line with 

previous guidance.   

In other areas of the cash flow statement, I expect net Capex to be no more than 

£200 million and working capital outflows to be no more than £20 million.  As Andy has said, 

based on our first-half performance, overall we are on track to achieve our revenue profit and 

cash targets for the year.   

With that, I will now hand you over to Andy, who will provide more colour on how we have 

been putting our strategy into action and the next phase of our plan.    

 

Delivering profitable growth: the next phase  

Andy Ransom 

Chief Executive, Rentokil Initial 

Three topics  

Thanks Jeremy.  Over the next few minutes, I am going to briefly update you on three topics.  

First is going to be a very quick reminder of the RIGHT WAY plan to deliver profitable growth.  

I am then going to share with you an update on how we have delivered against that plan in 

its first phase, which as I say, is now essentially complete.  I am then going to set out our 

priorities for profitable growth as we enter the next phase of the plan, and we are going to do 
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this by reference to our four quadrants, but also our three core categories of pest, hygiene 

and work wear. 

RIGHT WAY plan  

 Business model  

So let us start with a very brief reminder of what the RIGHT WAY plan is all about.  After 

many consecutive quarters of changes to our operating model, we set out a clear and fixed 

business model: five geographic regions, three core business lines and all operating on a 

low-cost, single-country operating model.   

At the same time, we set out to create a new one Rentokil Initial company culture, leveraging 

the expertise of our colleagues and freeing up local managers to drive local sales and local 

operations.  We established a very important differentiated model with our four quadrants, 

which we have used to align capital allocation and to prioritise our growth strategies.  And for 

the first time in the group’s history, we set out clear medium-term targets for revenue, profit 

and for cash.   

Rentokil Initial Today   

I said that we would execute the plan at pace, and 18 months on Rentokil Initial today is a 

very different company.  In pest control, we have strengthened our position as global leaders.  

We have done that through innovation, through digital expertise and through acquisitions.   

 Pest control  

As you heard at the recent investors’ seminar, I believe that Rentokil is now extremely well 

positioned to capitalise on increasing demand for pest control in growing markets such as 

North America, but also in the exciting emerging markets like India and China.   

 Hygiene  

In our hygiene business, we have addressed many years of underinvestment and we now 

have the most complete and modern range of hygiene products across the industry, ranging 

from stainless steel to No Touch to Colour.  We have also launched genuine innovations, such 

as the HygieneConnect hand compliance system that we showed you at the prelims.   

 Workwear 

Finally then in our workwear business, our European business; that sits within our Protect and 

Enhance quadrant, whilst we have made good progress in parts of the business, such as in 

Germany and in clean rooms, there is clearly much more that we need to do, particularly in 

the more challenging markets of France and Netherlands.  I will come onto that later.   

 Improved financial performance  

A key part of our plan was to quickly improve our financial results and to create consistent 

and sustainable financial performance.  Today, the era of large scale and costly restructuring 

is well and truly behind us.  We have revenues growing organically again and we have 

delivered a continuing improvement in profits.  We have reduced central and regional 

overheads by over £12 million; we have driven reductions in Capex and working capital 

outflows; our pension scheme is one of the strongest in the FSE 250, running an actuarial 
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surplus; we have generated significant improvements in cash delivery; and our net debt has 

been reduced by over £300 million in the last 18 months.   

 BBB 

Together this has resulted in Standard and Poor’s re-rating us to BBB, and this was again 

reaffirmed this month.  The use of our matrix and our capital allocation discipline across the 

business has helped us to get the biggest bang for our investment dollars.   

 Place in the market 

Not only have we been very clear on the businesses that we want to be in – we have 

completed 36 acquisitions over the last 18 months in our growth and our emerging markets – 

but we have been just as clear on the businesses that we do not want to be in, with disposals 

of our IFS business and some other smaller businesses out of our Manage for Value quadrant. 

  Reshaping the profile  

These changes have significantly reshaped the profile of the group.  So over the last 

18 months, with a lot of hard work and commitment by our colleagues, we have made great 

progress against our plan.  We have introduced the fixed organisation structure; we have 

focused the company on core categories; we have improved our organic revenue 

performance; we have delivered good, underlying profits; we have transformed our cash 

generation, and significantly reduced our net debt.   

But this chart perhaps summarises the most profound change to the group over the last two 

years.  As you can see the growth and emerging quadrants, green and red on the chart, they 

now account for almost 60% of our revenues.  This was just over one third of group revenues 

back in 2013.   

Of course, not everything has gone to plan, but most things have gone to our plan and the 

business is now in a far better shape.  So having built a solid platform, we are now ready to 

enter the next phase of the plan.  So what are we planning to do next?  

 Summary of priorities  

Here is a summary of our priorities, which you will see in more detail as I go through the 

quadrants and the categories.  We are going to absolutely continue the migration of the 

portfolio into the faster growth markets.   

We have set very clear strategies for our three core categories.  We will drive continued 

acceleration in pest control.  It is all about sales execution in hygiene, and in workwear we 

want to create the quality champion in the industry.   

We are going to exploit our digital expertise and that is going to be really critical in the next 

phase, and we are going to bring to market an excellent pipeline of innovations.  We remain 

very focused on a clear model of city density building and targeting local market share.  Sales 

and service productivity remain a priority, but we are also planning to increase the pace of 

best practice sharing through our Project Speed Google initiative.   

And finally, we are going to continue to use our excellent M&A capability to create further 

value.   
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H1 Performance 

Before I take you briefly through the next phase, via quadrants, this just gives you a 

snapshot of our performance by quadrant in the first half of 2015, and this again 

demonstrates that the model is working as we would expect it.  You can see there very good 

performances in the emerging and growth quadrants; revenue up 17.5 and 9.2% 

respectively. However, as expected, trading has continued to be tougher in the Manage for 

Value and protect and enhance markets, where revenues have declined slightly.  That is really 

no great surprise; indeed, that is why we created these quadrants in the first place.   

Emerging markets  

I am going to quickly take you through each one of the quadrants.  I am going to start with 

the emerging market.  Our strategy in the emerging markets has been to build 

market-leading positions in pest control and in hygiene, in order to drive organic revenue and 

to create a platform for long-term sustainable growth.   

 Latin America  

In phase one we entered five new markets.  We went to Chile, Brazil, Columbia, El Salvador 

and Guatemala.  I am particularly pleased with the progress that we have been making in 

Latin America.  Our operations there are delivering high levels of organic revenue growth.  We 

identified this 18 months ago as an attractive opportunity, and we have moved quickly to 

secure a leadership position.   

 Asia  

In Asia we have an excellent team in place, and they have been focusing on building sales 

capability, on refocusing our strategies for China and India and on targeting really specific 

geographies and key customer sectors, such as the fast-growing food processing sector.   

 Accelerated growth  

In phase two in the emerging quadrant, that is going to be about accelerating growth by 

continuing to build market share in urban and industrial areas.  We will be targeting high 

dependency and international customers who already trust our Rentokil brand, and we will 

continue to introduce our leading-edge products.  Our acquisition pipeline in Asia and Latin 

America remain strong, and we are focused on infilling our footprint to build customer density 

and profitability.   

While the businesses in this quadrant are still relatively small in absolute terms, they 

represent a great platform from which we plan to build significant businesses over the 

medium to longer term.  This is a great prize to go for in the emerging markets.   

Manage for Value  

 Managing exposure  

By way of contrast, the challenge in our Manage for Value quadrant is quite different.  

Manage for Value quadrant consists of small country operations in tough, economically 

challenged environments, in markets like Greece and Spain and Portugal.  Phase one has 

been focused on managing down our exposure to these lower margin businesses, improving 

those operations which have growth potential, such as in Ireland, and overall maintaining a 

really tight focus on retaining customers and on cost and productivity initiatives.   
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 Exiting low-margin businesses  

Clearly in the sale of IFS was a major part of the strategy, and we have since continued to 

exit a number of small, low-margin operations.  In the first half of this year, we exited our flat 

linen businesses in Austria and in Northern Ireland, and we will continue to manage down this 

quadrant in the next phase of the plan.   

 Revenue position 

To put that into perspective, as you see from the slide first half revenues in this quadrant 

have been reduced from £420 million in 2013 to just £41 million in 2015.  The Manage for 

Value revenues now represent just 4% of our group revenues.   

Protect & Enhance   

 Higher market share  

Our Protect and Enhance businesses are typically our higher margin, higher market share 

operations, but which are in countries with low GDP growth such as in parts of Europe.  

18 months ago we recognised the challenges that these businesses would face, and hence we 

put them into our Protect and Enhance quadrant, with its strategies for retaining existing 

customers whilst protecting profit and cash contributions.   

 Growth  

If I look back, I would say we have made pretty good progress in some parts of the quadrant.  

We have done that by growing our pest control businesses in Europe and the Pacific, and we 

have moved those into the growth quadrant.  We have improved our hygiene businesses; it 

was particularly pleasing to see in the first half, our hygiene businesses in both France and 

the Pacific growing by 1.3% and 3.0% respectively. That is from the benefits of the Signature 

range.   

Of course, also protecting our cash flows: a large part of the improvement in free cash flow 

over the last 18 months has been due to the actions we have taken in this quadrant, and that 

has been driven by a differentiated approach to capital allocation.   

 France and the Netherlands  

However, as you know, clearly the economic and market conditions in France and the 

Netherlands remain challenging.  Therefore, in the next phase we will be focusing on 

country-specific plans for our operations in France and the Netherlands, and in particular we 

will be introducing a new workwear improvement plan focused on product and service quality.  

I will come back to that in just a moment.   

Growth  

Finally then, onto our growth quadrant.  The growth quadrant is made up of established 

businesses with long-term customer relationships, and strong brand awareness to build upon.  

These are markets where typically we are seeing good GDP, but also good sector growth.   
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 Strong performance  

As you saw earlier, this quadrant has been growing fast.  It now accounts for 50% of group 

revenues.  In the first half our businesses in North America and the UK delivered strong 

performances, with revenues up 8% and 18% respectively.  Our strategy here has been to 

focus on growing market share whilst filling in gaps in our footprint through organic growth 

and through acquisitions.   

 Acquisitions  

Over the last 18 months we acquired 25 companies in this quadrant, delivering revenue of 

about £60 million.  Half of these deals were in North America, the world’s largest pest control 

market.   

Next Phase  

In the next phase we really want to do more of the same.  We are going push very hard to 

leverage those positions in North America and the UK.  We are going to launch more of our 

innovations into these markets.  We are going to complete the rollout of our new websites to 

drive sales leads, including new national websites for North America.  We are also going to 

drive our best practice sharing by our Project Speed Google initiative.  This is all about the 

use of social media, apps, hangouts, video conferencing; and it is designed to engage our 

colleagues and encourage collaboration in the fast transference of information and best 

practice.  According to Google, we are one of very few companies at the forefront of the 

revolution of the use of social media and apps within businesses to drive efficiency and 

productivity. 

H1 acquisitions  

Of course, this quadrant remains our primary focus for acquisitions.   Just to emphasise that 

point, this slide shows our M&A activity in the first six months of 2015 by quadrant.  We 

completed 14 acquisitions, 12 of them in pest control, with annualised revenues of 

£21 million.  All but one of these deals were in the emerging and the growth quadrants.   

We continue to have a really strong pipeline in place, and as Jeremy mentioned earlier, we 

anticipate that we will exceed our annual target of £50 million to be spent on acquisitions this 

year. 

Pest Control   

 Market leader   

Let me now finish briefly by looking at the three categories.  I will start with pest control.  

This is the growth engine for the business.  Rentokil is the market leading pest control 

company in almost 50 markets across the globe.  We have made very good progress in the 

first phase, and our plan is to drive the continued acceleration of our pest control business.  

We are going to leverage its scale, its expertise and its scientific knowhow.   

 Innovations  

Over the last 18 months, our global science centre has been working hard to develop a very 

strong pipeline of leading-edge innovations in the world of pest control.  We now need to 

exploit this pipeline through better deployment across the globe.  For those of you who 

attended the pest seminar, the breakout sessions around insects, rodents and connected 
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technologies will clearly be our focus.  As an example, our RodentGate trap, which was piloted 

and launched in Germany earlier this year, has exceeded all sales targets, but we now need 

to go global with these innovations. 

 Remote monitoring  

Our leadership in the use of remote monitoring through connected devices via the internet is 

something that our innovation team is pushing the boundaries on.  In the next phase of the 

plan, we will start to see a range of monitoring devices across multiple pest types, with 

reporting through apps and extranets, and they will be further developed and deployed.   

 Website 

I mentioned the importance of our new website.  We have now launched in 20 markets but 

we now plan to accelerate and complete the rollout, driving traffic which in turn drives online 

sales and enquiries.  In our home market in the UK, about two-thirds of all new customers 

find us now through the web; we do not have to go looking for them.  That is where we need 

to get to in the next phase in our other major markets. 

Hygiene  

 Revenue growth  

Moving to hygiene, I am delighted to see that our hygiene business delivered 2.3% revenue 

growth in the first half, 2% organic.  As I mentioned a moment ago, having now invested in 

product development, we are seeing the benefits of this come through in some of our 

markets.  For example, UK and Ireland saw revenue growth in the first half of 3.7%.   

Execution of plan 

We have got a great hygiene brand: we have strong market positions, we are in 40-odd 

countries around the world, we have the most complete range of new products in place.  So 

the next phase is all about executing the plan and doing it consistently across all of our 

markets.  It is a very simple model, but it is a great one if you can pull it off.  You hire good 

people, you engage them, you give them excellent training, you give them the best products 

and services to sell, you get them focused on building city postcode density.  Then you deliver 

great service, and then you upsell service and solutions to happy customers and then repeat.  

It is all about execution; it is an execution model for the next phase.   

Workwear  

Finally then onto workwear.  I mentioned earlier our workwear business operates on the 

major markets, so Germany, France and Benelux.  Certainly in the case of the latter two, for 

some time we have been operating in some pretty challenging market conditions.   

 Progress  

That said, workwear remains an excellent business.  It is highly profitable.  It is cash 

generative and it is built around long-term customer relationships.  We have made good 

progress in a number of areas: we have launched new workwear ranges, we have improved 

processing productivity, we have grown our clean room business.  However, I am very much 

of the view that there is more that we can and will and must do in this business.   
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 Opportunity  

Detailed market research confirms my own view that the level of product and service quality, 

which is provided across the workwear industry, can be greatly improved; and indeed, that is 

what our customers are also telling us.  There is an opportunity in this market to become the 

quality player.  If we do that, then over time we will be able to deliver improved revenue, 

better customer retention and ultimately better margins. 

 Application of KPIs  

So here is a brief summary of the work where priority is for the next phase.  To begin with, 

the business has developed a new set of KPIs, which will be applied rigorously across the 

entire business.  If it moves and it impacts on the customer experience, then it will get 

measured and monitored.  Understandably, nothing annoys workwear customers as much as 

the workwear not turning up on time, in full, clean, fresh and in a good state of repair.  Our 

plan includes much improved product visibility through the entire service process. 

 Best in class processing  

Best in class processing does not mean a return to the era of significant restructuring and 

major capital programmes, but it does mean being smarter with our processing resources.  

We have a number of pilots underway to test new service solutions, such as an online 

ordering pilot, and that is going to deliver greater speed of responsiveness.   

 Training  

Across parts of the group, we have some outstanding training capability, and we are now 

going to take this best practice and apply it to our European workwear business by creating a 

pan-European sales training academy to drive improved sales performance.  Similarly, we are 

also launching a new pan-European product and service innovation group to push forward the 

workwear innovation agenda in a more co-ordinated manner.   

 Best practice  

Finally then, there is a great opportunity still to leverage our scale and to share best practice 

by creating a more effective organisation and supply chain in processing and in sales.  This is 

also going to help us to be more consistent in the execution of our self-help measures around 

service and laundry productivity, and around yield management.   

A lot of hard work and investment has gone into this category over recent years, but we have 

still got a lot more to do.  However, our aim is clear: to drive up customer satisfaction, which 

in turn will drive up customer retention, which in turn will drive better revenues and better 

margins, by becoming the quality champion of the workwear industry.   

Summary of next phase  

So, I hope that has given you a good update.  As I said at the beginning, I am encouraged by 

the progress we have made against the RIGHT WAY plan but we have still have a lot of work 

to do, we still have a lot of opportunities ahead of us as we enter the next phase in our plan 

for profitable growth.   

We are going to continue to migrate our business to the faster-growing economies.  We have 

clear category priorities, and we are going to drive that continued acceleration of our pest 

control business.  We will exploit our digital expertise and we will bring to market our pipeline 
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of innovations, and we are going to focus on building local market share and driving better 

use of best practice across the group.  Of course, we will also make full use of our M&A 

capabilities and our excellent pipeline.   

We executed the first phase of the RIGHT WAY plan at real pace.  Phase two is about 

maintaining the momentum that we have now in the organisation, and to continue to execute 

our plans at pace and, over time, consistently delivering profitable growth for our 

shareholders. 

So thank you very much.  We are now happy to take any detail questions on the performance 

or on the phase two of plan.  Thank you. 

Q&A 

Joel Spungen (Merrill Lynch): Hi, good morning.  It is Joel Spungen from Merrill Lynch.  I 

have one which I want to start off with on workwear, and then I have a couple of more 

financial ones for Jeremy.  On the workwear thing: I hear what you are saying with regards to 

quality and things like that, but I am sure that if we ask any of your competitors, they would 

say that they focus on quality as well.  So what I am keen to get a better understanding of is: 

what is it that you think you can do that will differentiate your service offer in the workwear 

space, that cannot be replicated by your competitors?  

Andy Ransom: If I am honest, Joel, I do not think there is anything that we can do that 

could not be replicated.  What I am saying is we have done extensive market research, and 

that market research has confirmed that the industry, all competitors in the industry, are 

operating at a level of service that customers are saying they want a better service.   

There is approximately 75% of the market for workwear that is not serviced by workwear 

companies like us.  That 75% is by companies that do it themselves.  They either pay 

employees to take the laundry home and wash it, or they do it onsite, perhaps in a hospital 

laundry.  So the premise behind the strategy, the whole workwear business model, is the 

outsourcing of complexity.  You are saying to someone, ‘You have 500 employees: tall, short, 

fat, thin, going on holiday, coming in, leaving.  What we are offering is: on time, in full, clean, 

fresh, repaired laundry.’  What I am saying is, the market is saying, ‘Yeah, that is not good 

enough.  We want better service.’  So our plan is focused on: how can we get more workwear 

garments to the customers on time, in full, clean, fresh and repaired?  

Whatever our competitors may tell about whatever service they think they are offering, I can 

tell you that the customers are saying they think there is an opportunity here.  And they are 

also saying, ‘If you can do a better job than you are doing as an industry, we would be willing 

to pay for that.’  The premise is that there are more customers available to go for within the 

75% of the market which is not using anyone, and there is more opportunity to differentiate 

through quality.  Could it be replicated by competitors?  I suspect it could.  Has it?  No.  So 

that is where we are, Joel.   

Joel Spungen: Thanks.  Jeremy, just a couple for you.  I was just wondering, with regards to 

the interest cost: you have not changed your view on the full-year interest costs, despite the 

fact that obviously debt is coming down and probably the first half interest cost was a bit 

lower, certainly than I was expecting.  So I was just wondering why you are sticking with your 

previous guidance?   
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Jeremy Townsend: We brought it down by £1 million.    

Joel Spungen: Okay, by £1 million. 

Jeremy Townsend: The reason is that, at the moment, we are in the beneficial position of 

actually having cash on the balance sheet.  So while we have generated more free cash flow, 

that cash on the balance sheet currently is earning relatively low levels of interest.  We will be 

using that cash to refinance the 2016 bond in March.  So what you will see is that cash being 

put to good use in 2016, and we would expect interest rates to fall in 2016, relative to 2015.  

However, the free cash flow at the moment, we cannot really buy the bond back.  It is 

prohibitive to do that.  So that is the reason, Joel.  We do not get a lot of bang on the interest 

from the higher than expected free cash flow.   

Joel Spungen: Understood, thank you.  Just one final one.  I was just wondering, in terms of 

the UK, rest of world division, and the organic growth: I was wondering if you could split the 

organic between the UK and rest of world? 

Jeremy Townsend: We would not normally do that, but it is not dissimilar.  I think in terms 

of the overall region, they have both been achieving reasonably similar levels of good organic 

growth.   

Joel Spungen: Thank you.   

John Mullane (Investec): Just John Mullane here, from Investec.  A follow-up from me, just 

on the workwear side.  In respect of the performance we have seen over the half, are the 

challenging conditions all market related, or is there still, I suppose, some execution issues 

there that you had previously seen?  Are the non-financial KPIs still moving in the right 

direction?  

Andy Ransom: Good question.  No, this is market related.  The leading indicators that we 

use in the business are indicating that our service levels, the issues we talked before, are 

good.  Complaints are down, credit notes are down, service levels are up.  So no, I do not see 

any service related, operation related issues.  We are essentially operating in tough economic 

conditions.  I mentioned to you before that Belgium has improved, and indeed Belgium has 

improved again.  However, the market is tough in Holland and the market is tough in France, 

and the competitive environment is tough in both of those markets.  So essentially 

macroeconomic market environment, and competitive rivalry, and normal forces at work is 

how I would describe it. 

Sylvia Foteva (Deutsche Bank): Hi, morning.  Sylvia Foteva, from Deutsche Bank.  I have 

a few questions please.  On workwear, I am just trying to understand how you compare your 

position by geography to your competitors, in terms of the end markets you are present in?  

Then, obviously the logical question would be: would any of these individual regional 

businesses be then potential targets for someone with bigger scale who might be able to 

obviously generate scale benefits on those businesses? 

Then on margins: Jeremy, could you split out the main impact for the full year in terms of 

where you see that margin going? 

Finally: obviously you have not changed your M&A spend target.  Obviously this is just one 

year, and you might spend more this year, maybe not that much next year.  However, in 

theory, after dividends you are generating about £100 million on average.  So are you going 
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to be focusing maybe on dividends more, or is it just that you are being prudent and seeing 

where you end up?  Thank you.   

Andy Ransom: Thanks Sylvia.  Obviously it is complex business, workwear.  If you think 

about all the categories of customers who have a need for workwear, we are currently 

servicing all of those.  We have a particular niche in personal protective equipment, so we are 

trying particularly to service high end, high spec, high vis-type workwear.  We are not 

focused on, for example, hospital workwear as keenly.  We do hospital workwear; it tends to 

be lower margin. 

Then within what we call the workwear category, but textiles generally, there is a big chunk of 

textiles which is flat linen, which is exactly what you would imagine: it is bedsheets for 

hospitals, it is tablecloths for restaurants.  We have very little flat linen in Germany, in the 

Benelux.  We have exited flat linen, as I mentioned a moment ago, in Austria and Northern 

Ireland.  We do have flat linen in France where there is a good market for flat linen, but it is 

not our primary focus.  So without going into masses of detail, Sylvia, I would say we have 

got a clear model that says we know where the better opportunities are and the better 

margins are, and we prioritise our sales force accordingly.  We are not that keen on flat linen 

but we are in it in France. 

Your second question, your related question, was whether that or otherwise gives the 

opportunity for some sort of market consolidation.  I guess all I can really say is that I have 

been in the business seven years, and in all of that seven years there has been talk of market 

consolidation in workwear across Europe.  Thus far, it has not really happened.  There has 

been some minor level consolidation with regional players, some bits and pieces, but there 

has not been any large-scale market consolidation.  I suspect at some point there will be 

larger market consolidation, but as I say, that has been rumoured or expected to come for 

many, many years and it has not happened yet.  So I do not think that specialisation by 

customer type would be a driver for market consolidation.  I think it would be more a 

synergy-driven opportunity, cost synergy opportunity, if it happened.   

Jeremy Townsend: On the margin point, Sylvia: if I go around the regions, because I think 

you have to look at it region by region, really good performance in Asia.  Again, leveraging 

the revenue growth, and as I have said in the presentation, more opportunity to drive margin 

improvement in Asia.  Asia margins, relative to the rest of the group, are relatively low.  

There is no reason over time why they should not get in line with the rest of the group; in 

Malaysia or Indonesia, for example, where the markets are more mature, the margins are 

well over 20%. 

Pacific: good leverage on the revenue growth, more opportunity for margin improvement.   

North America: again, looking at our peers, looking at the margin trajectory, more 

opportunity for margin growth.   

In the UK and the rest of the world, UK already delivers reasonably strong margins.  I called 

out in the rest of the world, there is a bit of a phasing issue between half one and half two, so 

we would expect some pick-up in the rest of the world margins.   

In Europe: good margin recovery in southern Europe; Germany is fine; Benelux is okay.  It is 

the pricing pressure in France which is holding margins back, and you see that in the first 
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half.  For the moment, I would expect that to continue into the second half of 2015.  What 

there is is a mix effect there then: where we are growing more strongly, at the moment those 

margins are lower but growing.  So overall, I think it is a reasonably balanced picture, but 

opportunity to grow that through time as we grow the North American and Asian quadrants.   

In terms of capital allocation: when we presented the plan back in February 2014, what we 

said was M&A is a priority, value added M&A.  We are going to look to grow the dividend, and 

we will use any surplus free cash flow to pay down debt.  I think 18 months later, we are 

happy with where debt is.  We have been rated at BBB; Standard and Poor’s have reaffirmed 

that rating in the summer.  So I think I would slightly nuance that now, to say that M&A is 

still the number one priority; driving value added M&A in those growth emerging quadrants is 

the key capital allocation priority.  However, we do have capacity to grow the dividend 

further.  When we reinstated dividend payments in 2011, we started with a relatively low 

level of cover.  We have balance sheet capacity, we have good free cash flow, we have been 

growing dividend at a rate ahead of profits, and we have clearly capacity to do that further, 

given where our debt levels are. 

Sylvia Foteva: Thank you very much.   

Andy Ransom: Any more question?  Okay.  No more questions?  Great.  Thank you very 

much indeed. 

[END OF TRANSCRIPT] 


