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Summary
On 1 October 2018, Delfin contributed its 62% stake in Luxottica to Essilor, which has
been renamed EssilorLuxottica and is now the holding company for Essilor’s (100% owned)
and Luxottica’s (62% owned) respective operational activities. At the end of November,
EssilorLuxottica completed the mandatory tender offer for outstanding minority shares at
Luxottica. A total of 93.3% of Luxottica shares were tendered and funded with issuance of
new shares.
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The new group's positive outlook reflects its leading global market position in the lenses and
eyewear market (prescription frames, reading glasses), as well as retail and online commerce.
The group will benefit from a vast distribution channel, access to a strong brand portfolio
and significant cost efficiencies. The transaction has obtained the approval from all necessary
competition authorities; however, differences in corporate culture could present some
integration risks.
EssilorLuxottica's A2 rating primarily reflects (1) its position as the global leader in corrective
lenses and eyewear market by a large distance to its competitors, illustrating the group's
strong innovation capabilities and strong brand portfolio; (2) the group's wide offering within
its product category and its vertical integration, allowing it to cater to all customers and
develop strong relationships with opticians; (3) a very solid track record of steady growth and
resilient operating performance; and (4) the group's strong financial profile, underpinned by a
healthy free cash flow (FCF) generation.
EssilorLuxottica's rating also factors in (1) the group's concentration of sales generated by
its corrective lenses and frames business, as well as relative concentration in the US market;
(2) the still subdued economic environment in some of the group's key markets, which can
weigh on lenses' renewal rates or result in some trading down by consumers; (3) the risk of
a competitor making a breakthrough innovation and; (4) some uncertainty around future
financial policies and the group's appetite for future external growth.

Credit strengths
» Increased scale and enhanced business diversity following the combination
» Global leader in corrective lenses and frames by a large distance
» Strong innovation capabilities
» Wide customer and geographical diversification
» Track record of resilient operational performance and cash flow generation
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Credit challenges
» Execution risks related to the integration of Essilor and Luxottica's activities, notably potential differences in corporate culture
» Some uncertainty around the future financial policies of the combined entity
» Revenue concentration in the eyewear market and some degree of geographical concentration in the US market
» Active acquisition strategy, which can impact financial profile

Rating outlook
The positive outlook on the ratings continues to reflect the credit positives that the combination in between Essilor and Luxottica
will entail for the combined entity. However, the combined entity has yet to confirm its financial policies. The uncertainty over what
percentage of minority shareholders at Luxottica would accept the exchange offering was lifted upon closing of the mandatory tender
offer on 28 November 2018 as a total of 93.3% of Luxottica shares have now been tendered.

Factors that could lead to an upgrade
» An upgrade would require more clarity around future financial policies and a good execution of the combination.
» Before the combination, we said that upward pressure could develop on Essilor's standalone A2 rating if it reaches and maintains
Moody's-adjusted retained cash flow (RCF)/net debt above 35% and Moody's-adjusted (gross) debt/EBITDA below 1.5x on a
sustained basis. We could potentially establish new quantitative rating triggers for the combined entity in due course.

Factors that could lead to a downgrade
» Before the combination, we said that downward pressure could develop on the A2 rating if the performance of the group weakens
sharply or if it undertakes sizeable debt-financed acquisitions, notably resulting in Moody's-adjusted RCF/net debt declining
below 25% and Moody's-adjusted (gross) debt/EBITDA increasing above 2.5x for a prolonged period of time. We could potentially
establish new quantitative rating triggers for the combined entity in due course.

Key indicators
Exhibit 1

EssilorLuxottica
Total Sales (EUR
Billion)
EBIT Margin

12/31/2014

12/31/2015

12/31/2016

12/31/2017

6/30/2018(L)

Next 12-18months

5.7

6.7

7.1

7.5

7.4

16 - 17
15% - 16%

14.5%

17.9%

17.5%

16.1%

15.6%

Debt / EBITDA

3.0x

2.2x

2.2x

1.9x

2.2x

1.7x-1.5x

RCF / Net Debt

27.2%

29.1%

31.9%

36.7%

31.2%

40%- 50%

EBIT / Interest Expense

13.5x

13.9x

14.6x

13.6x

12.7x

10x - 11x

The figures up to LTM June 2018 are Essilor on a stand alone basis
The forward looking figures include both Luxottica and Essilor
All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Profile
EssilorLuxottica, a publicly listed company headquartered in France, is the holding company of Essilor (100%) and Luxottica (93%). It is
a global leader in the design, manufacture and distribution of ophthalmic lenses, frames and eyewear.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Essilor, headquartered in France, designs, manufactures and markets a wide range of lenses to improve and protect eyesight. It also
develops and markets equipment, instruments and services for eye-care professionals. Essilor reported consolidated revenue of €7.5
billion and EBITDA of €1.8 billion in 2017.
Headquartered in Italy, Luxottica has leading positions in the frames and eyewear retail market. Its portfolio includes RayBan and
Oakley eyewear brands and the Sunglass Hut and LensCrafters retail outlets, and also product licensing agreements under brands such
as Prada, Chanel, Burberry and Ralph Lauren. Luxottica reported consolidated revenue of €9.2 billion and EBITDA of around €2 billion in
2017.

Detailed credit considerations
Combination with Luxottica is credit positive but subject to integration risks
The combination with Luxottica is credit positive and will allow for the combined entity to more than double in revenue (to around
€16 billion) as it creates a global leader in the eyewear industry. The combination will drive potential revenue synergies through crossselling opportunities by addressing respective customer base, leading to a greater market reach, access by Essilor to Luxottica's retail
distribution network and increased resources to expand in markets where Luxottica and Essilor were looking to increase their presence,
such as China.
We also expect the combination to generate meaningful cost synergies as both companies converge their business model. The group
has estimated that the revenue synergies will amount to €200 to €300 million. Other potential savings include €70 million-€100
million in General and Administrative expenses and medium-term synergies of €150 million-€200 million through supply chain
optimisation.
Exhibit 2

Exhibit 3

EssilorLuxottica's revenue breakdown by business unit

EssilorLuxottica revenue breakdown by geography

Wholesale
21%

Lenses and
optical
39%

Asia-Pacific and
Rest of the world
17%

North America
52%

Sunglasses and
Readers
4%

Retail
34%

Equipment
1%

Source: Essilor 2017 annual report, Luxottica 2017 annual report

Europe
24%

Latin America
7%

Source: Essilor 2017 annual report, Luxottica 2017 annual report

The transaction is highly complementary as Essilor will gain access to Luxottica’s leading global retail network of around 9,000 stores
(as of the end of September 2018), including the eyewear Hut and LensCrafters franchises, and its strong brand portfolio in the eyewear
segment including RayBan and Oakley, and also licensing agreements such as Prada, Chanel, Burberry and Ralph Lauren. Luxottica has
around 1,800 franchised locations.
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Exhibit 4

Strong portfolio of retail brands with large geographical presence
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We expect the combined entity to generate FCF of around €1.5 billion pre-exceptional costs related to the transaction, which should
provide it with sufficient financial firepower to continue to invest in organic growth and bolt-on acquisitions. EssilorLuxottica aims to
progressively ramp up synergies of €420 million-€600 million per annum after the expected closing of the transaction.
However, the combination also carries a certain degree of event risk linked to the integration of the combined entities. Essilor's
research-driven corporate culture may also differ from that of Luxottica, which is more oriented towards consumer brands and fashion,
while the combined entity will have a joint management structure where the current executive chairmen of Luxottica and Essilor will
have equal powers. Lastly, loss of revenue or margin pressure, or both, could arise as Essilor becomes more active in the retail segment,
which may not go down well with some of its current customers.
EssilorLuxottica is a global leader in corrective lenses, frames and eyeweares with a strong distribution network
Essilor benefits from its long-standing position as the global leader in corrective lenses, as well as being the most integrated group in
the optical manufacturing market. Essilor's leading position and geographical spread gives it an unparalleled scale within the corrective
lenses and eyewear markets. Following the combination with Luxottica, the combined entity will become the number one group by
a large distance to its main competitors Hoya Corporation and Carl Zeiss Vision in the optical instruments market, and Safilo S.p.A.
(B2 negative), Marcolin S.p.a. (B2 stable) and De Rigo S.p.A. in the eyewear and prescription frames market. With the full control of
Transitions Optical in 2014, Essilor has become the leader in photochromic lenses, a highly technical product that it developed with
PPG Industries (A3 negative). Essilor's leadership position is intricately related to the group's strategic focus on R&D, which historically
has represented 3.0%-3.5% of its sales (stand-alone).
Luxottica operates through two main segments: (1) manufacturing and wholesale distribution, and (2) retail distribution. As of the
end of 2017, the manufacturing and wholesale distribution segment accounted for 38% of total revenue and involved the entire
process from the design until the distribution of mid- to premium-priced eyewear and prescription frames. These products are sold
to optical retail chains, department stores and online shops across more than 150 countries. In 2017, Luxottica derived more than
half of its revenue from its retail segment, which sells in-house manufactured prescription frames and eyewear, as well as frames,
lenses and other ophthalmic products manufactured by other companies. This segment operates primarily through its retail brands,
such as LensCrafters, GMO and Sunglass Hut. In addition to that, Luxottica operates e-commerce websites, which allows the group
to complement its retail and wholesale network sales. As of year-end 2017, Luxottica generated about 57% of its revenue in North
America. Luxottica's fairly high concentration in this market makes it vulnerable to economic fluctuations and currency fluctuations.
Luxottica had six production facilities in Italy, three in China, one in Brazil, one in Japan and one in the US, distributing products to its
extensive retail network comprised of around 9000 stores worldwide as of September 2018.
Revenue concentrated in the eyewear market, despite wide customer and geographical diversification
EssilorLuxottica's revenue continues to be concentrated in the eyewear market. While Essilor expects the corrective lenses market to
maintain volume growth of around 3%-4% over the medium term and the eyewear market to grow at around 6%-7%, we believe the
high concentration in those product categories creates some risks. The market remains fragmented and competitive pressures may
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increase over time, as consolidation takes place or if breakthrough innovations are made by EssilorLuxottica's competitors, although
this is mitigated by the very strong innovation track record of the group.
The product concentration is partly mitigated by a wide customer and geographical diversification, although high exposure to the US
market remains a relative weakness. The group markets its products in more than 150 countries around the world, with the North
American segment representing 52% of estimated sales pro forma for the combination with Luxottica, followed by Europe (24%),
Asia-Pacific/the Middle East/Africa (17%) and Latin America (7%). With regard to the customer portfolio, before the combination with
Luxottica, Essilor's top 20 customers accounted for 18.9% of revenue in 2017 and no single customer accounted for more than 10% of
total revenue. In its annual report for 2017, Luxottica said that it did not have any significant concentration of credit risk. As such, we do
not expect customer concentration for the combined group to materially change following the combination.
We view risks related to product substitution as limited in the foreseeable future. Contact lenses are increasingly able to address more
complex vision impairments. However, the prevailing share of prescription glasses in the developing world and the fact that a portion of
the population still has difficulties wearing contact lenses mitigates substitution risks. Similarly, the high cost of refractive surgery and
intraocular lenses make them a marginal competitor to Essilor's lenses business.
Track record of resilient operational performance and cash flow generation
We expect EssilorLuxottica's operational performance to remain resilient over the next 12-18 months, in line with historical pattern.
The group has over the years built a very solid track record of steady growth and resilient operating performance, helped by its
increasingly diversified geographical spread.
For the nine months ended September 2018, Essilor's revenues grew 4.8% at constant currency (-1% as reported). During this period,
revenue growth was primarily driven by organic growth of 4.3% as the group decreased the pace of bolt-on acquisitions in light of
the combination with Luxottica. In the third quarter of 2018, revenue rose 4.4% (5.6% at constant currency), driven by a double-digit
growth in percentage terms in the sunglass and readers segments of 13.6% in current currency (13.1% at constant currency), with a
particularly good performance in China and North America. Operating performance in the lenses and optical instruments division
increased by 4.4% in constant currency in the first nine months, driven by growth in the lens business in the US and boosted by the ecommerce platform. Essilor maintains its outlook for the full-year with like-for-like revenue growth of around 4%.
Luxottica’s net sales in the first nine months of 2018 increased by 1.3% in constant currencies (reported sales were down by 4.5%
because of negative currency impact). The wholesale division (around 37% of Luxottica's revenue) and retail division (63% of revenue)
have displayed somewhat differing dynamics with wholesale decreasing by 2.4%, whereas retail saw its sale increase by 3.5% (both at
constant exchange rates). Wholesale recovered somewhat in the third quarter as sales grew by 0.9%. Retail grew by 4.8%. In the first
half of 2018, foreign-exchange headwinds led to a reported decrease in gross margin to 64.5% from 64.7% despite margins progressing
by 20 basis points on a constant-currency basis. The improvement was driven by its price mix and improved cost efficiencies. Margins
were also affected by a slowdown in Europe because of new commercial policies in the wholesale channel, which started in Q1 2018
and led to cautious order intake from the group’s wholesale customers.
In H1 2018, Luxottica reported an adjusted EBITDA margin of close to 23%, against around 22% for Essilor. We would expect the
combined entity to progressively improve profitability, supported by synergies of €420 million-€600 million per annum. Both Essilor
and Luxottica have historically generated strong FCF on a standalone basis. We expect the combined entity to maintain a healthy FCF
generation, with FCF of around €1.5 billion on a pro forma basis. We, however, note that the combined entity has yet to communicate
on its financial policies, which could result in increased returns to shareholders.
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Exhibit 5

We expect EssilorLuxottica to generate strong positive FCF
FCF before Moody's adjustments, after the Luxottica acquisition
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For the years up until FY2017, Free cash flow reflects Essilor on a Standalone basis as per Moody's definition (that is, after dividends)
2018F figures reflect Moody's estimates of Essilor and Luxottica's cash flows on a full year pro forma basis.
Sources: Essilor (historical), Moody's (forecasts)

Acquisitions form an important part of the strategy
Both Essilor and Luxottica have a track record of supplementing organic growth with external growth, generally through small bolton acquisitions (although Luxottica also has done some more transformative deals). Essilor has often acquired majority ownership
(particularly when it acquires prescription labs), leaving a minority stake in the hands of the management of the group. It values the
continuing involvement of these entrepreneurs in their business and their local knowledge. We adjust the debt figure for the amount of
put options owned by minority shareholders, given that the group could be subject to material cash outflows in case of a simultaneous
exercise of the put options (each individual put option reflects a rather small amount). Nevertheless, we note that these puts have
rarely been exercised in the past and consider that they have a low probability of being exercised at once in our qualitative analysis. The
payment of acquisitions can also include deferred amounts in the form of earnouts: when they relate to businesses that Essilor fully
consolidates in its accounts, we include these amounts in our adjusted debt calculation. Our adjusted debt figures also include around
€2.4 billion of operating leases mainly stemming from Luxottica's retail activities.
Exhibit 6

Components of EssilorLuxottica's adjusted debt
As of 30 June 2018
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Reflects Essilor and Luxottica on proforma basis.
Source: Moody's Financial Metrics™

Liquidity analysis
As of 30 June 2018, Essilor's liquidity (standalone) was underpinned by (1) a cash balance that amounted to around €542 million, (2)
access to around €2.3 billion of bank facilities (undrawn as of 30 June 2018). Essilor's bank facilities comprise a €900 million syndicated
revolving credit facility maturing in December 2022, as well as several bilateral facilities maturing in 2019-21, which total around €1.4
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billion. None of the facilities include financial covenants or a repeating material adverse change (MAC) clause. EssilorLuxottica has a
€1.5 billion French commercial paper programme, as well as a $2.0 billion US commercial paper programme, which are backed by the
aforementioned bank facilities. These liquidity sources more than cover the group's pre-combination capital spending, which averaged
4%-5% of its sales, cash dividends of around €385 million in 2018 and €917 million of short-term debt as of 30 June 2018.
As of 30 June 2018, Luxottica (standalone) had cash of €986 million, largely outweighing its short term debt of €764 million.

Structural considerations
EssilorLuxottica has become a holding company. Essilor's operating activities and assets have been transferred in 2017 into an
existing wholly owned group that was renamed Essilor International SAS, and Delfin has contributed its 62% stake in Luxottica to
EssilorLuxottica. Essilor's current capital market debt instruments (existing Eurobonds and private placements) remain at the level of
EssilorLuxottica. There will be no upstream guarantees from Essilor International to EssilorLuxottica, and we understand that Essilor
International will have no debt except a limited quantum at the local affiliates' level because the case may be under local legislation
requirements. Luxottica's current debt instruments remain at the level of Luxottica.
We, therefore, believe that there will be a degree of structural subordination of debt at EssilorLuxottica versus the existing debt held
at Luxottica. However, EssilorLuxottica's creditors will continue to benefit from full access to Essilor's cash flow, as well as a claim
over Luxottica shares; they will only be subordinated to Luxottica's creditors in respect of Luxottica's cash flow. The current rating
and outlook assume no increase in structural subordination. We expect subordination to reduce over time as the group has publicly
stated that it will aim to concentrate treasury management at the level of EssilorLuxottica and to ensure a pari passu treatment of all
creditors. Future debt issuance for the combined group is therefore expected to take place at the level of EssilorLuxottica, while existing
debt at Luxottica will gradually amortise as it largely matures in 2019.

Rating methodology and scorecard factors
In assessing the credit quality of Essilor, we apply the global Consumer Durables Industry rating methodology. EssilorLuxottica's A2
rating is consistent with the grid-indicated rating of A2, reflecting Luxottica's contribution in the new group's growth prospects.
Exhibit 7

Rating factors: EssilorLuxottica
Current
LTM 6/30/2018

Consumer Durables Industry Grid [1][2]

Factor 1 : Scale (20%)
a) Total Sales (USD Billion)

Moody's 12-18 Month Forward View
As of 10/28/2018 [3]

Measure

Score

Measure

Score

$8.8

Baa

$16 - $17

A

Factor 2 : Business Profile (25%)
a) Competitive Position

A

A

A

A

Baa

Baa

A

A

15.6%

Baa

15% - 16%

Baa

a) Debt / EBITDA

2.2x

Baa

1.5x - 1.7x

A

b) RCF / Net Debt

31.2%

Baa

40% - 50%

A

c) EBIT / Interest Expense

12.7x

Aa

10x - 11x

A

A

A

A

A

b) Brand Strength
Factor 3 : Profitability (5%)
a) EBIT Margin
Factor 4 : Leverage and Coverage (35%)

Factor 5 : Financial Policy (15%)
a) Financial Policy
Rating:
a) Indicated Rating from Grid
b) Actual Rating Assigned

Baa1

A2
A2

(1) All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
(2) As of 6/30/2018(L) and represents Essilor on a standalone basis; Source: Moody's Financial Metrics™
(3) This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures. The estimates reflect both
Essilor and Luxottica on a pro forma basis.
Source: Moody's Financial Metrics
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Ratings
Exhibit 8

Category
ESSILORLUXOTTICA

Moody's Rating

Outlook
Issuer Rating
Senior Unsecured
Commercial Paper
Other Short Term -Dom Curr

Positive
A2
A2
P-1
(P)P-1

Source: Moody's Investors Service

Appendices
Exhibit 9

Moody's-adjusted debt breakdown
EssilorLuxottica
(in EUR Thousands)
As Reported Debt

Pensions
Operating Leases
Non-Standard Adjustments
Moody's-Adjusted Debt

FYE
Dec-13

FYE
Dec-14

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

LTM Ending
Jun-18

1,169

2,430

2,561

2,593

2,150

2,517

208

281

295

344

337

337

85

114

137

134

163

163

624

762

636

695

431

437

2,086

3,587

3,629

3,766

3,081

3,454

FYE
Dec-13

FYE
Dec-14

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

LTM Ending
Jun-18

1,127

1,661

1,600

1,675

1,457

1,417

6

8

4

8

7

7

26

29

36

41

45

45
74

Essilor stand alone figures
Source: Moody's Financial Metrics™
Exhibit 10

Moody's-adjusted EBITDA breakdown
EssilorLuxottica
(in EUR Millions)
As Reported EBITDA

Pensions
Operating Leases
Unusual
Non-Standard Adjustments
Moody's-Adjusted EBITDA

1

-516

0

0

109

-22

-3

-1

-1

0

0

1,138

1,179

1,639

1,723

1,618

1,543

Essilor stand alone figures
Source: Moody's Financial Metrics™
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