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Peugeot: back in the race
Jon Brager, Senior Credit Analyst at Hermes, comments on Peugeot H1 2014 results:
Today the French auto company announced its first group operating profit in two and
a half years. The 1H rise of €477mn beat analyst estimates and marked a rebound
from a loss of €65mn a year ago. This was driven primarily by cost cutting and a
modest recovery in European auto demand as its joint venture with DongFeng
Automotive spurred greater production in China.
Peugeot’s balance sheet also strengthened during 1H after the French Government
and Dongfeng acquired 14% stakes, resulting in a €3.0bn capital injection. This has
diminished net debt from €4.8bn to €467mn, while net leverage has also shrunk from
2.6x in December 2013 to 0.2x. In further upbeat news, free cash flow increased
significantly in the past year to €1.2bn, partly due to a higher EBITDA but also a
€1.1bn fall in net working capital. Finally, €10.9bn in cash at 30 June provided an
ample liquidity cushion.
The company is on track to reach its long-term targets – to generate positive group
operating free cash flow by 2016 and an automotive operating margin of 2% in 2018
– which are conservative in comparison to those of some competitors. The only
change to its 2014 guidance is an expected halving of auto sales in Russia to 5%
due to deteriorating economic conditions and a weak rouble.
Peugeot has substantially improved its credit quality in the past year. Balance-sheet
improvement provided the biggest boost, but increasing profitability shows that cost
cuts have helped its bottom line and its expansion into China indicates decent growth
prospects. But challenges remain: the company still has too much excess capacity in
Europe and it underinvested in R&D and capex during its run of years with a weak
balance sheet.
To compete with Ford, Renault, VW and Asian auto groups, Peugeot must invest
heavily in the coming years simply to maintain market share. Demand for
technologically advanced cars with electric or hybrid engines, wireless connectivity
and even driverless capability is outpacing traditional vehicles. Developing these
types of vehicles requires years of R&D and billions of dollars: bondholders would be
wise to ask how the company will fund these essential investments.
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Notes to Editors:
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Hermes is focused on delivering superior, sustainable, risk adjusted returns for our clients – responsibly.
We believe in Excellence, Responsibility and Innovation
•
Excellence: We aspire to excellence in everything we do. This manifests itself most visibly in
our investment performance. We will only offer products to our clients where we believe there is
a strong investment thesis and where we can deliver sustainable alpha.
•

Responsibility: We believe it is our responsibility to lead discussion and debate about the
fiduciary responsibilities of fund managers to our clients, their stakeholders and, ultimately,
society at large. We have always sought positive engagement with the firms in which we invest.

•

Innovation: We have the entrepreneurial culture to identify forward-looking products that meet
those needs, along with the resources and speed-to-market mentality to develop them rapidly.

Our structure provides wholesale, institutional and pension fund clients globally the benefit of access to
a broad range of specialist, high conviction investment teams operating within an established and robust
operating platform.
Hermes' investment solutions include:
•
Fixed Income: Inflation-Linked, Government Bonds, Investment Grade, High Yield
•
Alternatives: Commodities, Hedge Fund Solutions, Infrastructure, Private Equity
•
Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Asia Ex Japan
•
Real Estate: Segregated, Unitised, Debt, UK, US Residential, European
Hermes manages assets on behalf of more than 200 clients* across these investment areas with £26.9
billion* assets under management. In Hermes Equity Ownership Services, we have one of the largest
engagement resources in the industry, advising on more than £103 billion* of assets.
*
Please note the total AuM figure includes £3.5bn of assets managed or under an advisory agreement by Hermes GPE LLP (“HGPE”),
a joint venture between Hermes Fund Managers (“HFM”) and GPE Partner Limited. HGPE is an independent entity and not part of the
Hermes group. £0.5bn of total group AuM figure represents HFM mandates under advice. Source: Hermes as at 31 March 2014.

