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1Q18: Cost Increases Triggering Downgrades
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Key Takeaway

1Q18 EBITDA missed consensus by 16% due to initially higher costs related to

the new Brussels X sorting centre and only a limited contribution from the

Radial acquisition. Lowered FY18E guidance will likely lead to further mid-

single digit EPS downgrades, while the dividend is expected to remain at least

stable, implying a yield of 7.2%. The next catalyst will be the CMD on June 21st

in Brussels, focusing on Radial and updated long-term EBITDA guidance.

Cost increases weighing on profitability. 1Q18 normalised EBITDA fell 21% to €140m,

16% below consensus €167m, caused by higher than expected operating costs, reflecting

strong growth in domestic parcels, initially higher costs related to the new Brussels X sorting

centre, increased absenteeism due to flu, a 2% pay increase and a lower than expected

EBITDA contribution of €1.5m from the Radial acquisition (vs. FY18E guidance of €16.9m).

Revenues increased 27% to €916m, in line with consensus €921m; excluding the Radial

acquisition effect, revenues were stable; excluding other acquisition effects, revenues would

be c2% lower, reflecting increased letter volume pressure. The underlying domestic mail

volume decline accelerated to 6.6% (vs. 5.8% in FY17 and FY18E guidance of up to 7%),

reflecting tough comparatives (vs. 4.7% in 1Q17) and increasing pressure of 7.6% on

advertising mail (vs. +1.5% in FY17), while transactional mail declined 6.7% (vs. 8.1% in

FY17). Advertising mail was affected by one-off campaigns in 1Q17 and phasing toward

2Q18E, explaining c3% points. Transactional mail volume decline reflects continued e-

substitution and rationalisation in banking, insurance, telco, utility and public sectors. This

was partly offset by a 2.0% average price increase, which will increase to 4.0% in coming

quarters. Domestic parcel volume growth of 28.3% remains strong (vs. 28.2% in FY17),

driven by e-commerce and C2C, partly offset by a 6.1% mix effect.

Limited contribution from the Radial acquisition. Radial 1Q18 revenues of €193m

were slight below last year, with 7.5% growth in fulfillment & transport revenues, offset

by the webstore phase-out and a decrease in customer care revenues. EBITDA of €1.5m

decreased y/y, with productivity improvements and cost control measures offset by the

webstore phase-out. Note that Radial’s FY18E EBITDA contribution is expected to be in line

with FY17E at €16.9m, after impact of the webstore phase-out of $35m-$40m. Management

had earlier indicated to provide updated growth and profitability targets at the CMD in

Brussels on June 21st (vs. previous targets for high-single digit revenue growth and EBITDA

margin).

Lowered FY18E guidance triggering further downgrades. For FY18E, bpost is now

guiding for normalised EBITDA at the low-end of the €560m-€600m range (implying a 6%

decrease from €598m in FY17), versus consensus €580m, likely triggering further mid-single

digit consensus EPS downgrades. The dividend is expected at least at the same level as 2017

of €1.31, in line with consensus, implying a yield of 7.2%. The next catalyst will be the CMD

on June 21st in Brussels, focusing on the Radial acquisition, with updated targets, as well

as updated long-term group EBITDA guidance (currently >€620m by FY20E vs. consensus

€625m).

Valuation / risk factors. After the 36% drop in the share price post 4Q17 results, caused

by concerns over accelerating e-substitution and higher costs for Radial, bpost shares are

now trading at 8.0x FY19E EV/EBIT, implying a 10% discount to the European postal sector.

The shares offer a FY19E dividend yield of 7.5%, vs. 6.2% for the sector. Our €22.50 price

target is DCF-based. Key risk factors include accelerating e-substitution, increasing (parcel)

competition, regulatory limitations, a unionised labour force, government share overhang

and acquisition integration risks.

Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on pages 2 to 5 of this report.



Company Description

bpost is the incumbent postal operator in Belgium. Its domestic mail activities generate 58% of revenues, with a 99% market share in letter

post. The letter post market in Belgium is expected to decline by 5%-6% in FY17E, in line with the average in Europe, after it has recently been

among the most resilient in Europe. bpost’s parcel operations are still relatively small, accounting for 16% of revenues. The company has a

leading market share of 50% in the B2C/C2X parcel segment in Belgium (20% of the parcel market) and a relatively limited 5% share of the

B2B parcel segment (80% of the parcel market), giving an overall parcel market share of around 15%. Other revenue sources generate 27% of

revenues and include Banking & Finance (8% of revenues) on behalf of bpost bank, a 50%/50% joint venture with BNP Paribas, International

mail (7%), Value-added services (4%) and a number of smaller segments, combined accounting for 7% of revenues, including philately,

retailer products and state compensation for services of general economic interest (SGEI).
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