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EssilorLuxottica
Update to credit analysis following affirmation of A2

Summary
On 31 July, EssilorLuxottica announced that it had reached an agreement with HAL to
acquire its 76.72% stake in GrandVision - a leading optical retailer based in the Netherlands.
Pursuant to the take over - which EssilorLuxottica expects could take up to two years to
close - the company will also initiate a mandatory tender offer for the outstanding minority
shares. At the current offering price of €28 per share (€28.42 per share if closing exceeds 12
months), GrandVision will have an enterprise value of around €8 billion. The acquisition will
have a negative impact on the company’s credit metrics, however, issuance of equity-like
instruments of up to €2 billion will mitigate the negative effect on its balance sheet. In its A2
rating, EssilorLuxottica already benefited from a lot of cushion for discretionary spending.

Exhibit 1

We expect EssilorLuxottica's credit metrics to rapidly recover following closing of transaction
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EssilorLuxottica's A2 rating continues to reflect (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 A2 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

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1188065
https://www.moodys.com/credit-ratings/EssilorLuxottica-credit-rating-823168410


MOODY'S INVESTORS SERVICE CORPORATES

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 appetite for future external growth.

Credit strengths

» Increased scale and enhanced business diversity following Essilor and Luxottica combination

» Global leader in corrective lenses and frames

» Strong innovation capabilities

» Acquisition of GrandVision will strengthen European retail and network and better balance the company's already wide customer
and geographical diversification

» Track record of resilient operational performance and cash flow generation

Credit challenges

» Acquisition of GrandVision follows rapidly after completed combination of Essilor and Luxottica and will weaken company's credit
metrics

» Execution risks related to the integration of Essilor and Luxottica's activities exist, notably the potential differences in corporate
culture

» Revenue concentration in the eyewear market and some degree of geographical concentration in the US market, although
GrandVision will better mitigate geographical footprint

» Active acquisition strategy, which could weaken the group's financial profile

Rating outlook
The outlook on the ratings is stable and reflect our expectations that EssilorLuxottica will successfully deleverage its capital structure
following completion of the transaction so that its leverage moves below 2.5x Moody’s adjusted debt/ EBITDA. Moreover, the stable
outlook also reflects our expectations that Essilor and Luxottica will continue to make good progress on the integration of the
combined entity.

Factors that could lead to an upgrade

» Upward pressure on EssilorLuxottica's A2 rating is unlikely in the short term in view of the negative impact that the transaction with
GrandVision will have on the company’s balance sheet. Over time, upward pressure on the A2 rating could develop if the company
successfully executes its integration plan, including GrandVision. In addition, we would expect to see a commitment to a higher
rating and a longer track record of operating as one entity. Quantitatively, upward pressure could build on the rating if the company
maintains a ratio of retained cash flow (RCF)/net debt above 35% and a ratio of (gross) Moody's adjusted debt/EBITDA below 1.5x
on a sustainable basis.

Factors that could lead to a downgrade

» Downward rating pressure on the A2 rating could develop if the performance of the company weakens sharply resulting in RCF/
net debt declining to below 25% and (gross) debt/EBITDA moving above 2.5x for a prolonged period of time (including Moody's
adjustments).

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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Key indicators

EssilorLuxottica
 2021E 2020E(3) 2019E 2018PF(2) 12/31/2018(1)

Total Sales (EUR Billion) 22.8 17.6 16.8 16.2 10.8

EBIT Margin 16.6% 17.9% 17.3% 16.7% 13.7%

Debt / EBITDA 2.1x 2.6x 1.4x 1.5x 2.9x

RCF / Net Debt 31.8% 26.1% 50.6% 56.5% 27.5%

EBIT / Interest Expense 7.1x 10.7x 12.8x 13.5x 8.1x

(1) The 2018 consolidated financial statements reflect the acquisition of Essilor by Luxottica (reverse acquisition), therefore; the figures represent 12 months of Luxottica's and three
months of Essilor's contribution.
(2) Pro forma figures include 12-month contribution of Essilor and Luxottica.
(3) 2020 includes financing of the acquisition of GrandVision (but no EBITDA).
(4) 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 (100%). It
is a global leader in the design, manufacture and distribution of ophthalmic lenses, frames and eyewear. For 2018, EssilorLuxottica had
nearly 150,000 employees and pro forma consolidated revenue of around €16 billion.

Essilor 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 in 2018.

Luxottica has leading positions in the frames and eyewear retail market. Its portfolio includes Ray-Ban and Oakley eyewear brands, and
the Sunglass Hut and LensCrafters's retail brands, as well as product licensing agreements under brands such as Prada, Chanel, Burberry
and Ralph Lauren. Luxottica reported consolidated revenue of €8.9 billion in 2018.

Detailed credit considerations
Acquisition of GrandVision will strengthen EssilorLuxottica's European retail network, however, its credit metrics will
weaken
The acquisition of GrandVision will strongly enhance EssilorLuxottica’s footprint within the European retail environment and better
balance its retail/wholesale model. By acquiring GrandVision, the company acquires the largest player in the European market
and thereby rapidly strengthens its continental presence and leads to a better geographic diversification profile. Pro-forma for the
transaction, around 47% of EssilorLuxottica's revenues will emanate from its retail operations with European stores representing 35%
of the company's total stores (against 10% prior to the envisaged GrandVision transaction).

Moreover, we also believe that there transaction will entail both revenue and cost synergies over time. However, we consider that
the transaction does come with some elements of risk as some of the company’s customers may seek to shift suppliers of lenses as
EssilorLuxottica develops into a more important competitor in the European retail market. In addition, we caution that the transaction
is announced during a period when EssilorLuxottica is still working on its integration following the combination of Essilor and Luxottica
that was announced last year. We would also expect this transaction to be subject to a thorough anti-trust review.

Following the completion of the acquisition of GrandVision, we expect EssilorLuxottica's credit metrics to be somewhat weak during
the first 12 months after closing. However, issuance of up to €2 billion worth of equity or equity-like instruments will mitigate the
impact on the company's balance sheet. Underpinned by a strong free cash flow (after dividends), which we estimate will amount
to around €1.2 billion after closing, we expect EssilorLuxottica will rapidly de-leverage while at the same time be able to continue its
strategy of bolt-on acquisitions amounting to around €500 million on an annual basis. We note, however, that GrandVision's FCF in
recent years has been constrained by relatively large amounts of capital expenditures as the company has expanded rapidly.

Essilor and Luxottica's businesses are complementary but subject to integration risks
Essilor and Luxottica have complementary businesses that provide the opportunity to offer customers combined solutions including
Essilor's lenses and Luxottica's frames, thereby driving the value of their products. These combined offers provide the advantage
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of faster delivery times to customers and an easier order process. For example, a Ray-Ban frame and Varilux lens would help the
performance of both prescription glasses and prescription sunglasses. In addition, Luxottica has gained access to Essilor's network of
independent opticians for the sale of their frames and sunglasses. In the US, Essilor has a wide network of independent prescription
laboratories to ensure that its products reach local customers. Similarly, Essilor will increase the penetration of its brands within
Luxottica's extensive network. In the first quarter of 2019, Essilor reported higher penetration of the antireflective and Transitions lenses
into the LensCrafters network, which supported the optical chain's results during the period.

We also expect the combination to generate cost synergies as both entities converge their business model. The company envisages
around €420 million-€600 million of synergies split between revenue and cost synergies within the next three to five years. Revenue
synergies are expected in the range of €200 million-€300 million as a result of cross-selling opportunities. Cost synergies are expected
to come in the range of €220 million-€300 million from the combined supply chain optimization, general and administrative
rationalization, and sourcing of savings. The company expects synergies to further accelerate once it is operating as a fully integrated
structure. The company has put in place an integration committee led by the Executive Chairman and the Executive Vice Chairman of
EssilorLuxottica to identify and execute the different areas of synergies.

Exhibit 3

EssilorLuxottica's revenue breakdown by segment
Exhibit 4

EssilorLuxottica's revenue breakdown by geography
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The combination of Essilor and Luxottica is highly complementary as Essilor will gain access to Luxottica’s leading global retail network
of around 9,100 stores (as of the end of December 2018 and excluding GrandVision), including the Sunglass Hut and LensCrafters
franchises, and its strong brand portfolio in the eyewear segment including Ray-Ban and Oakley, as well as licensing agreements under
brands such as Prada, Chanel, Burberry and Ralph Lauren.
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Exhibit 5

Strong portfolio of retail brands with a large geographical presence
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We expect the combined entity to generate free cash flow of around €1 billion excluding 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 over the next three to five years.

However, the merger also carries a certain degree of event risk linked with the integration of the combined entities. Essilor's research-
driven corporate culture may also differ from that of Luxottica, which is more oriented toward consumer brands and fashion, while the
combined entity have a joint management structure where the EssilorLuxottica Executive Chairmen and Executive Vice Chairman have
equal powers. Since the combination was completed, EssilorLuxottica's credit profile has been riddled by several issues related to its
corporate governance. Whereas there is limited evidence that these issues have hurt the combined company's operating performance
thus far, the disputes are hurting the company's credit profile and, going forward, we would expect to see incremental evidence of
the company operating as one entity, both at an operational level and at an executive level. Lastly, the 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. This risk will clearly be present as EssilorLuxottica enter into the European retail segment on a wider scale.

EssilorLuxottica is a global leader in corrective lenses, frames and eyewear, with a strong distribution network
Essilor benefits from its long-standing position as the global leader in corrective lenses, as well as its status as the most integrated
group in the optical manufacturing market. Essilor's leading position and geographical spread give it an unparalleled scale within the
corrective lenses and eyewear markets. Following the combination with Luxottica, the combined entity became 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 (on a standalone basis).

Luxottica operates through two main segments: (1) manufacturing and wholesale distribution, and (2) retail distribution. As of year-end
2018, the manufacturing and wholesale distribution segment accounted for 36% of total revenue and involved the entire process from
designing to 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 2018, 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, Luxottica operates e-commerce websites, which allows it to complement its retail and wholesale network
sales. As of year-end 2018, Luxottica generated about 58% of its revenue in North America. Luxottica's fairly high concentration in this
market renders it vulnerable to economic 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 comprising around 9100 stores worldwide,
including franchising, as of December 2018.
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Revenue concentrated in the eyewear market, despite a 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 3%-4% over the medium term and the eyewear market to grow at 6%-7%, we believe the high
concentration in those product categories creates some risks. The market remains fragmented and competitive pressures may increase
over time, as consolidation takes place or if breakthrough innovations are made by EssilorLuxottica's competitors, although this risk 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 globally, with the North American segment representing 52%
of 2018 pro forma revenue of Essilor and Luxottica, followed by Europe (25%), Asia-Pacific/the Middle East/Africa (17%) and Latin
America (6%). The acquisition of GrandVision will better balance the geographic footprint as it will reduce the total exposure to North
America. In its annual report for 2018, EssilorLuxottica reported that it did not have any significant concentration of credit risk. We do
not expect customer concentration to materially change in the future.

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 mitigate substitution risks. Similarly, the high cost of refractive surgery and
intraocular lenses makes 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 the 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 six months ended June 2019, EssilorLuxottica's revenue grew 3.9% at constant currencies (+7.3% as reported) driven by
the good performance of both subsidiaries, Essilor and Luxottica. Essilor delivered 5.2% sales growth at constant currencies and its
performance was driven by both the lens business and the sunglasses business, which grew by 4.9% and 8.4% at constant currencies,
respectively. For Luxottica, revenue grew 2.9% at constant currencies, with wholesale growing 1.7% and retail 3.6% (both at constant
currencies). The company's reported operating margins was down by 50bps to 17.2% reflecting mainly a combination of increased
holding costs due to the dual structure, and investments in new growth initiatives. EssilorLuxottica confirmed its outlook for the full
year, and expects sales growth in the range of 3.5%-5% and adjusted operating profit of 0.8x-1.2x sales.

In 2018, the combined pro forma revenue of EssilorLuxottica amounted to €16 billion. Essilor's revenue was up 5.1% at constant rate
to €7.5 billion. Lenses and optical division grew 4.2% (on a like-for-like basis) driven by North America. Sales in this region increased
by 3.2%, supported by recent product launches such as the Ultimate Lens Package and Transitions Style Colors. While sales in Canada
slightly contracted, e-commerce activities, particularly the sale of prescription eyeglasses and contact lenses, further boosted the
results. Essilor's good performance was also driven by strong growth in the sunglasses and readers division (+8.1%, on a like-for-like
basis), especially in China. Revenue of the Equipment division rose by 4.5% in 2018 to €227 million. This strong performance reflected
a positive response across all regions to the latest generations of surfacing machines. Essilor's gross margin was up 40 basis points
to 58.6% in 2018 because of efficiency gains and the product-mix effect from Essilor’s key lens brands including Varilux, Crizal and
Transitions.

Luxottica's net sales in the 12 months ended December 2018 increased by 1.5% in constant currencies (reported sales were down
by 2.8% because of negative currency impact of the US dollar, Australian dollar and Brazilian real). The sales growth was supported
by the retail segment (+3% at constant currencies), which helped offset the slight decline in the wholesale segment (-1.1% at
constant currencies). The growth in the retail segment was fueled by Sunglass Hut and the e-commerce platforms. In 2018, sales
from Luxottica’s e-commerce platforms were up 14% at constant exchange rates driven by the introduction of Persol and Vogue
Eyewear online platforms in the US and Canada. The slower sales performance and the foreign-exchange negative impact led to a
reported decrease in Luxottica's adjusted operating income margin to 15.1% from 15.7% in 2017. Despite the decline in sales growth,
the wholesale operating income margin was up 40 basis points, driven by the price mix effect and improved cost efficiencies. The retail
segment operating income margin was also up 20 basis points.
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In 2018, the combined entities generated free cash flow, per Moody's definition, of € 1 billion and the company's net debt reached
€1.9 billion. 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 billion in 2019 for then to steadily increase thereafter.

Exhibit 6

We expect EssilorLuxottica to generate strong positive FCF over the next 12 to 18 months
FCF before Moody's adjustments
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For the years until the year 2017, Free cash flow reflects Essilor on a standalone basis as per Moody's definition (that is, after dividends).
2018 figures reflect Moody's estimates of Essilor and Luxottica's cash flows on a full year pro forma basis.
Sources: Essilor (historical), EssilorLuxottica 2018 annual report, Moody's Investors Service 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 bolt-
on acquisitions (although Luxottica also has done some more transformative deals). Essilor has often acquired majority ownerships
(particularly when it acquires prescription labs), leaving a minority stake in the hands of the group's management. 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. The increase in debt is related to put options
over non-controlling interests, representing EssilorLuxottica’s obligation or potential obligation to purchase against cash all remaining
Luxottica shares not already held by the group as of 31 December 2018. Subsequently, the remaining shareholders were squeezed out
for a combination of stocks issuance and cash consideration of around €640 million.
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Exhibit 7

Components of EssilorLuxottica's adjusted debt
As of 31 December 2018

3767
459

2250

2050

25

8501

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

Moody's unadjusted debt Pensions Operating leases Put Options Others Moody's adjusted debt

E
U

R
 m

il
li
o

n

Source: Moody's financial Metrics

Liquidity analysis
We expect EssilorLuxottica to display an excellent liquidity profile over the next 12 months. As of 30 June, the company had €1.5
billion of cash and €1.8 billion of current liabilities. A further liquidity cushion is provided by access to €2.3 billion worth of undrawn
bank facilities. We expect EssilorLuxottica to produce healthy free cash flows (after dividends) of around €1 billion in 2019 for then to
continue to grow thereafter.

To finance the envisaged transaction of GrandVision, EssilorLuxottica has put in place a committed bridge financing facility of around
€8 billion.

Structural considerations
EssilorLuxottica has become a holding company of Essilor (100%) and Luxottica (100%). Essilor's operating activities and assets have
been transferred in 2017 into an existing wholly owned entity that was renamed Essilor International SAS (Essilor International), but
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's 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 ensure a pari passu treatment of all creditors. A
future debt issuance for the combined group is therefore expected to take place at the level of EssilorLuxottica.
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Rating methodology and scorecard factors
In assessing the credit quality of Essilor, we apply our Consumer Durables Industry rating methodology, updated in April 2017.

Exhibit 8

Rating factors
EssilorLuxottica

Consumer Durables Industry Grid [1][2]   

Factor 1 : Scale (20%) Measure Score Measure Score

a) Total Sales (USD Billion) $12.8 A $24 - $25 Aa

Factor 2 : Business Profile (25%)

a) Competitive Position A A A A

b) Brand Strength A A A A

Factor 3 : Profitability (5%)

a) EBIT Margin 13.7% Baa 15% - 16% Baa

Factor 4 : Leverage and Coverage (35%)

a) Debt / EBITDA 2.9x Baa 2.3x - 2.5x Baa

b) RCF / Net Debt 27.5% Baa 30% - 35% Baa

c) EBIT / Interest Expense 8.1x A 6x - 7x Baa

Factor 5 : Financial Policy (15%)

a) Financial Policy A A A A

Rating: 

a) Scorecard-indicated outcome A3 A3

b) Actual Rating Assigned A2 A2

Current 

FY 12/31/2018

Moody's 12-18 Month Forward View

As of 7/30/2019 [3]

(1) All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
(2) As of 12/31/2018 and represents 12 months of Luxottica's and three months of Essilor's contribution.
(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 Essilor,
Luxottica and GrandVision on a pro forma basis.
Source: Moody's Financial Metrics

Ratings

Exhibit 9
Category Moody's Rating
ESSILORLUXOTTICA

Outlook Stable
Issuer Rating A2
Senior Unsecured A2
Commercial Paper P-1
Other Short Term -Dom Curr (P)P-1

Source: Moody's Investors Service
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