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Operator

Good morning and welcome to the Henkel conference call. With us today are

Kasper Rorsted, CEO; Carsten Knobel, CFO; and the Investor Relations team.

(Operator Instructions). Today's conference call is being recorded and the webcast

is available at www.henkel.com/ir. At this time I'd like to turn the call over to Mr.

Kasper Rorsted. Please go ahead, sir.

Kasper Rorsted:

Good morning, ladies and gentlemen, and welcome to our conference call. First I

would like to focus on the key developments of the first quarter 2015. Then Carsten

will provide you with the first-quarter financials in greater detail. After that I'll close

my presentation with a brief summary for the Q1 and the outlook for 2015. And

finally, Carsten and I will be able to take your questions.

I'd like to begin by reminding everyone that the presentation, which contains the

usual formal disclaimer to forward-looking statements within the meaning of relevant

US legislation, can be accessed via our website at Henkel.com/ir. The presentation

and discussion are conducted subject to the disclaimer. We will not read the

disclaimer but propose we take it into the record for the purpose of this call.
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Now, let's get started. 
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We had an organic sales growth of 3.6%. Our margin increased to 16.0%, which

gave us an adjusted EPS growth of 13.5%, last time it was on this level was back in

2012. The emerging markets continue to grow very strongly, with a growth of 7.7%.

Net working capital came in at 6.2%. And our net financial position was, following

the close of the first quarter, EUR10m.
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So sales in absolute figures at an all-time high and we saw solid organic sales

growth driven by all business groups. It was very good to see that we continue with

very strong organic sales growth in the emerging markets that again remain the

growth driver for Henkel. So our strategy regarding globalization continues to pay

out.

We saw a solid improvement in our adjusted EBIT margin. And as I said, we saw

double-digit EPS growth, which means we're on track to deliver upon our FY 2015

guidance.
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But there are also a number of areas that gave us challenges in the past quarter.

The macro environment remains polarized. While we're seeing a slight uptick

compared to previous year, there's still a number of areas that give us challenges.

We see a persistently high volatility in key currencies, dollar and dollar-paid

currencies is to our advantage. And particularly some of the Eastern European

currencies, like the Russian and Ukraine, remains a challenge and will remain a

challenge. And that gives us challenges in not only the translation but also the

transaction efforts.

We continue to see severe geopolitical and social unrest in some countries,

particularly in the Middle East, which we've seen now for more than three years. And

despite that we have continued to deliver double-digit growth. But also in some of

our key countries here in Europe, meaning Russia and Ukraine, where we are

seeing no resolution bringing those countries to a position of solidity.

Our net working capital is above prior-year level due to acquisitions and FX. But in

essence, they are above. And we're working very hard to get them back to previous

year's levels, and Carsten will take you through the details of this.
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Laundry and Home Care had a very strong quarter, strong OSG and strong market

improvement in the first quarter. We were extremely happy with the performance of

our Laundry and Home Care business. We saw strong growth both in Laundry and

Home Care. The mature markets were positive. And the emerging markets were

very strong.

We saw the adjusted EBIT margin showing a strong increase. And we're seeing

ROCE below the level of previous year, predominately driven by the acquisitions

that we conducted last year in this space.
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We see on this page on Color Catcher, one of the products we bought through the

Spotless acquisition. It's a color catcher product which we're very happy with. We've

implemented Persil ProClean with Walmart in the US.
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And a new innovation is our PowerShot detergents, which is the first ever liquid

detergent with an integrated dosing system. We will be implementing this system in

Europe and in the US. So this will be not a global, but a launch both in the US and in

Europe, which we have a lot of expectation to. So overall a strong innovation pipeline

when it comes to our Laundry and Home Care business, which had a very, very good

first quarter.
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We saw in our Beauty Care business a solid organic sales growth in the first quarter.

Retail was solid and we're seeing the hair salon slightly negative, predominately

driven by a few markets that were negative. The rest of the markets are now

stabilizing or catching up.

The mature markets were slightly negative. The emerging markets were very strong

again, driven by exceptionally strong China. The adjusted EBIT margin is showing

an increase over previous year. And the ROCE is below previous year, also in this

area predominately driven by the acquisitions we conducted in the professional

space in North America in the last year.
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We also, across the board, have a strong innovation pipeline, where that's around Fa

or the extension of our Styliste Ultime range…
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…or a new innovation within our Schwarzkopf Keratin Color area. So we're quite 

confident that the innovation pipeline that we have will allow us to continue to 

prolong our possible growth path that we've had in the past. 



And now let me move on to our Adhesives Technologies. We saw solid OSG across

the board. All businesses and all regions were growing. The mature markets were

positive and the emerging markets were strong. Across the board we continue to

see very strong growth in the emerging markets. One of the larger emerging

markets is negative, which is Brazil, which is an overall economic development that

we have seen in the region over the last couple of years.

The adjusted EBIT margin was slightly below previous year but still at a very high

level, driven by a number of investments that Carsten will describe in detail. But

overall a very strong EBIT margin and we're very happy with where we are. Again,

ROCE below previous year due to the Bergquist acquisition in the US. So you can

see our ROCE this year the first quarter is impacted by the EUR1.8b we invested

inorganically in our business in the previous years.
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And we've also, in the adhesive space, seen a number of key initiatives that will help

us. Loctite, which is a EUR2b brand across the world, which this time now, for the

first time ever, uses the Super Bowl event to promote the Loctite brand. And we had

more than 45m page views on Loctite. It is our biggest brand globally. It is the brand

that translates into adhesive. And it's important that we continue to push this brand

very, very heavily across the board. It's also in line with our global strategy of brand

consolidation. And that's why Loctite today is our biggest global brand.

We have now our first Henkel training academy in India that we opened that helps us

serve customers in the region. And we are seeing, as we also indicated last year, a

pickup, not only in the Indian economy but also in our Indian business with the

change of government last year. So another new investment into a market that we

expect at continued growth from in the future.
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And Loctite Game Changer is an exciting product. It's a technology which we believe

is really breakthrough. It's a solder paste which is able to retain its vital properties for

a year, even at room temperature, which gives our customers, which are

predominantly in the Electronics space, a lot of savings and also makes the

application of the product much easier. And on top, it benefits also the environment.

Now I'll hand over to Carsten, who will take you through the financials in greater

detail.

Carsten, please.
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Carsten Knobel:

Thank you very much, Kasper. Good morning to everyone. And, as said, I will now

give you some more details on our financials of the Q1 2015.
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Let's start with our key KPIs, and by that focusing first on our sales development.

Our sales came in with EUR4,430m, and, in that respect, showing a significant

growth of nominal ways of 12.7%. Organically we delivered a solid performance.

Sales were up by 3.6%.

Our adjusted gross margin came in at 49.1%, and by that 20 basis points up

compared to the prior quarter. And you see also 20 basis points' improvement on

our adjusted EBIT margin, reaching a value of 16.0%. As I said, 20-basis-point

increase compared to Q1 2014.

And finally, our adjusted EPS preferred share growth is 13.5% and reaching

EUR1.18, with that overall a strong performance and by that a good start into the

fiscal year of 2015.
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Looking on our cash KPIs, we have also here focused again on a very disciplined

cash management, starting with our net working capital development. Net working

capital came in at the level of 6.2%. This is up to prior year by 140 basis points. And

we have here two effects to be mentioned. One is the negative currency effects

amounting for roughly 70 basis points and the acquisitions we closed in the second

half of 2013, impacting us by roughly 50 basis points. So in total, 120-basis-point

impact. So on a comparable number we are more or less flat compared to the prior

year.

Looking now on our free cash flow, the free cash flow report shows EUR285m. This

is significantly higher than the comparable figure of the prior-year period, driven by a

solid increase in the operating cash flow.

And finally our net financial position, Kasper has already mentioned that. It came in

at EUR10m at the end of March, decreased by EUR913m compared to the number

of the prior year. Here considering the increase in our dividend payout, the

acquisitions we did and the higher investments of last year amounting to roughly

EUR2b. So it is remarkable that we are back also here to positives after the minus

EUR153m which we recorded at the end of December 2014.
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With that, let me move to our sales again and having here a closer look. The Henkel

Group-level sales increased, as I said before, organically by 3.6%. This is driven,

first of all, by all our three business divisions. And the growth is shown here, as you

can see from the chart, in a balanced way between price and volume, each

component 180 basis points up.

We had positive FX effect, amounting to 5.8%. The tailwind here is mainly driven by

the US dollar, which overcompensated the depreciation of currencies in the

emerging markets, especially here the Russian ruble.

Lastly, our acquisitions, which I already disclosed related to 2014, have a positive

impact on sales of 3.3%. And with that we are reaching the EUR4,430m which I

already mentioned before, and with that showing a double-digit nominal increase of

12.7% compared to the same quarter of the last year.
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Having now a look on our emerging markets and the mature market situation,

emerging markets showed a very strong growth, while mature markets had a

positive growth in organic net sales terms. Looking at that more in detail, the

emerging markets increased nominally by 12%, reaching a level of EUR1,870m.

And as I said before, this is reflected in an organic development by 7.7%. And

looking into the mature markets, also here we have seen a double-digit growth in

terms of nominal terms increase by 13.6%. This is mainly helped also by FX and the

acquisition effect of the three major acquisitions of last year, reaching a level of

EUR2,528m. And organically this is reflected in an increase of 0.6%.

The emerging markets in total accounted for 42% of our total Group sales. And this

is stable compared to the prior-year quarter.
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And with that, I would like to move now to the regions in more detail, and here

starting with Western Europe. Western Europe remains at the level of the prior year,

with positive performance of some countries, like Germany or France,

overcompensating negative developments of other countries, for example, Italy.

Eastern Europe recorded a strong organic net sales growth, in detail 6.7% organic

development, here driven to a large extent by Russia. In fact the developments, as

we have reported over the last two or three quarters, are quite polarized in the

Eastern European region, while Russia and Ukraine show double-digit growth in

organic terms. We have, based on the political tensions, also some countries in the

surrounding area of Eastern Europe which did not reach their previous-year level.

Africa/Middle East continues their double-digit growth path, and in particular 12.3%

in the Q1 2015.

Coming now to North America. North America showed a solid development in

quarter one, with a development of plus 2.4%, here supported by a positive

performance from all our business units in the United States. So we see here first

positive signs. But it takes more, from our point of view, than a quarter to observe

sustainable improvements or developments.

Coming now to Latin America, also here a strong growth, 5.3%. We had here a very

strong development in Mexico, overcompensating the already-mentioned situation in

Brazil, where we had a weak development which Kasper alluded to.

And finally, Asia-Pacific, also here a strong development, 5.9% in organic terms.

And this was driven by a very strong growth again in China, a strong performance in

India and a double-digit development in Indonesia.
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With that, let me now move to our three divisions and give you also an overview

about our key developments, and starting with our Laundry and Home Care

business. Laundry and Home Care reached a nominal growth in terms of net sales

of 13.2%. This was especially supported also by the effect of acquisitions, 5.9% was

the effect. And you see we had also a very strong development in organic net sales

terms, 5.2%. Here also very positive, a balanced growth, 2.3% in price, 2.9%

increase in volume. Both businesses, Laundry and Home Care, showed strong

developments in OSG.

Looking into the markets, in the emerging and the mature markets. The emerging

markets again showed a particular momentum in organic net sales growth, with a

very strong growth supported by Eastern Europe and Asia-Pacific with very strong

contributions, and Africa/Middle East with double-digit.

The situation in the mature markets was positive compared to the prior-year quarter.

The main driver here was, the positive performance in Western Europe, especially

by a strong development in Germany. The North American business remained at the

level of the prior year.

Bottom line, as you can see from the chart, adjusted EBIT margin showed again a

strong development, 50-basis-point increase now to a level of 17.1% in Q1 2015.

And net working capital came in at the level of minus 3.9%. This is above the prior

year. The acquisitions played a role of roughly 120 basis points impacting the

results.
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With that, I would like to move to our Beauty Care business. Beauty Care continued

along our long-established path of profitable growth. We have also here a sales

increase nominal of roughly double-digit, precise 9.9%. It is supported by 3.6% of

acquisitions. And the organic development came in with a solid number of 2.1%.

This growth is exclusively driven by price. The volume remained flat.

Looking at the two businesses, retail and professional. Retail showed a solid organic

net sales development. Our hair salon business is still characterized by a difficult

market environment. And with that we had the slightly negative development

compared to the prior year.

Looking into the sales development in the different markets, starting first with

emerging markets, we had also here a very strong development, supported by

double-digit contributions of the emerging part of Asia, of Africa/Middle East and of

Latin America. Also here in particular again, China showed a clear double-digit

development in our Beauty Care area.

Looking into the mature markets, the mature markets maintained on the prior-year

level. Here is the situation also a mixed one. We had in Western Europe a negative

organic sales development, while North America recorded solid positive organic net

sales growth.

Looking into the bottom line, you also see here, again, a growth in our adjusted

EBIT margin, 20 basis points up now to a level of 15.9% for the quarter one. And

looking in our cash situation, net working capital in percent of sales came in at 3.1%.

This is an increase of 70 basis points compared to the prior year. But taking the two

effects which are recorded on the Group, acquisitions and FX, acquisitions is around

70 basis points of impact and FX around 90 basis points. So we have a negative

impact or a comparable impact of 160 basis points which we didn't have in the

quarter one of the year before.
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With that, let me move now to the last division, which is Adhesive Technologies.

Adhesive Technologies increased also their sales nominally with double-digit,

precise 14.1%. 1.8% was coming by the support from the acquisitions. 3.3% is the

organic net sales development. Also here a balanced mix of price and volume. Price

was up 130 basis points, volume 200 basis points.

All our segments within adhesive supported this performance. We had a solid

development in general industry, transport, metal, electronics and consumer, while

our packaging showed a positive organic net sales growth.

Regionally speaking, the Adhesive Technologies could increase strongly in the

emerging markets, with Africa/Middle East contributing double-digit, Eastern Europe

strong, and here especially contributing is Russia. As well Mexico, in Latin America

posted double-digit growth, and by that showing a solid development overall in Latin

America for the region.

The mature markets, overall positive. We have North America contributing with a

solid increase and a flat development in Western Europe.

Looking here also into the adjusted EBIT margin, the adjusted EBIT margin came in

at a high level of 16.4%. Nevertheless still 50 basis points below the prior-year

quarter, with the high comparable, as I mentioned before, of the 16.9%.

There are various effects playing into that. As we have already flagged, the FX

effects, especially from Russian ruble and the Ukraine hryvnia, needed here to be

considered. Moreover we are supporting our business by investing in our brands.

Kasper already talked about that. The Loctite support especially in the US, with the

Super Bowl campaign, but also new product development, innovative approaches,

and by that changing our structure of the way how we support the innovations had

an impact in the quarter one.

On the cash side, net working capital reached the level of 14%, which is above the

prior-year level. The two effects of acquisition and FX are amounting - FX 60 basis

points and acquisition 20 basis points, so overall 80 basis points of impact related to

that.
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With that, let me move to our income statement adjustment and now from sales to

gross margin. The sales development I already commented on, the 12.7% increase

in nominal way. The cost of sales came in at EUR2,253m, which reflected then a

gross profit of EUR2,177m, which is an increase of 13.3%.

Here we had improvements. Slightly lower prices in total direct materials; secondly,

we could gain and save related to cost reduction measures; and thirdly, we had

improvements in our production and supply chain efficiency, which contributed to

this overall performance. And as a consequence, we are showing a gross margin

related to sales of 49.1%. And this is an improvement of 20 basis points to the prior

year.
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Moving further down in the income statement adjustment and now from gross profit

to EBIT. In absolute figures and coming to our marketing, selling and distribution

expenses, the absolute number related to that item was increased by 10.6%

compared to the prior-year quarter. In percentage of sales, this is a comparable

slightly decrease. And there are two reasons behind that development, which we

have also told you over several quarters over the last year.

The first reason is we have strongly consolidated our brands, and this is paying off.

We came from a level of more than 1,000 now to a level of roughly 250 brands. And

the second reason is the shift from classical advertising towards promotion, which

impacted or which is impacting this line of marketing, selling and distribution

expenses.

Moving to R&D. R&D, at the level of 2.6%, remained at the level of the Q1 2014.

Admin expenses are up by 50 basis points to a level of 5.0%. And this is mainly due

to two reasons. One is related to our acquisitions we executed in 2014. And the

other one is due to negative FX effects.

Other operating income, other operating charges, the balance of that with EUR12m

remained at the similar low level as in the prior-year quarter. And that led us to

EUR707m of adjusted EBIT, all representing 16.0% in the adjusted EBIT margin

mentioned several times before.
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Moving now to our bridge from reported to adjusted EBIT, not very spectacular

developments. What you can see here, we recorded no one-time gains in Q1 2015.

We had one-time charges in an amount of EUR5m, which is related to the project

ONE-GSC, and here specifically to the optimization of our IT system architecture

related to this project.

And we had restructuring charges on a level of EUR54m. This is significantly up

compared to the prior year. And this is especially related to increased restructuring

expenses to one of our acquisitions, which is the Spotless Group, in our Laundry

and Home Care business.

With that, we come to the point of the EUR707m, which I alluded already before.

And this is an increase of 14.1% compared to the prior-year quarter.
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With that, let me move to the last KPI, the net financial position. The net financial

position came in at EUR10m, being up EUR163m versus the end year 2014 figure.

We reported extensively also in our last call for the full year 2014 on how we spend

the cash for acquisitions, higher investments, in PPE and intangible assets, as well

as the higher dividends.

So we have a very positive inflow from operating cash flow, as I mentioned before.

And that helped us also to regain a positive financial position.

With that, I thank you and hand over back to Kasper.
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Kasper Rorsted:

Thank you, Carsten. 
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Overall it was a good quarter for Henkel. We saw a strong performance in a

challenging market environment. In sales, it was the absolute highest quarter we

had. So very good. We saw solid organic sales growth driven by all business

groups.

And it's good to see, as I said in the opening, that we continue to see very strong

organic sales growth in the emerging markets. And I think you can see the footprint

and the position we have in emerging markets has now allowed us, throughout a

number of years and a number of quarters, to continue to have very solid growth in

the emerging markets despite also volatile environment in those markets.

The mature markets returned to positive. We saw a solid adjusted EBIT margin

increase and a double-digit adjusted EPS growth of 13% plus, versus high single

digit last year. So we're back on track where we need to be.
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At the same time, it is a more volatile macro environment. We see an uptick in the

GDP, moderate but uneven, which of course, depending on the footprint of the

different business groups, have different impact, but overall a slightly uptick.

We see and will continue to see movements in the currencies, which on one side

gives us an upside, particularly on the dollar and the dollar-paid currencies. But it

also has a set of challenges, particularly in Eastern European, where we have very

high translation and transaction impact. When we guided for the full year, I

mentioned that we saw a negative impact for Russia and Ukraine on the earnings

side compared to previous years of approximately EUR100m.

And now let me just make one statement before we get to the end of it. In the past

two years we have had very strong headwinds in currencies. And we have said

nothing about it. We have not been a company that's spoken about adjusted

earnings, underlying growth, adjusted currency earnings. And we don't do that in the

future.

So you didn't hear us whine in the last two years. You will not hear this excuse that

we had the currencies on our side at this stage. We're looking upon a four-year

period. And our assumption is that over time it will even itself out. Just to remind

everybody, we still have a significant gap when it comes to currency over the last

two and half years.

We have seen and we're seeing a well-paced introduction of innovations across our

brands and technologies. We will continue to focus very much on cost and continue

to adapt our structures, particularly to how we see the GDP development moving

forward in the years to come. So we have the right structures for the future.

We have been very disciplined when it comes to acquisitions. We will continue to be

so in the future. And in order to remain disciplined on acquisitions, our answers

today, should you ask, will be no comments.
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How is our guidance? We're confirming our guidance for the year. That means an

organic sales growth of between 3% to 5%, an adjusted EBIT margin of 16% and

adjusted EPS growth of around 10%.

I just want to again reiterate that our primary EPS target for our four-year cycle is our

EPS growth. That is what we are focusing most on. So we're trying to ensure that we

get the organic sales growth on one side and the margin on the other side in the

right balance to ensure that we deliver the EPS growth. But the EPS growth is the

primary one. I want to make certain I reiterate that again and again and over,

because that is how we are managing the business.
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With this, I come to the end. I want to remind everybody that on June 1 we have the

Investor and Analyst Day for our Laundry and Home Care business. And I hope that

you will come and see the business is performing exceptionally well. And you will

get an insight to what Bruno and his team is doing, not only in execution but of

course also on innovation pipeline. On August 12 we will reveal the second-quarter

numbers and on November 11 the third quarter.
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With this, we are coming to the formal end of the first-quarter call. And Carsten and I

will now be happy to take your questions. Thank you very much.
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Q&A Session

Operator:. Hermine de Bentzmann, Raymond James.

Hermine de Bentzmann: Hi. Good morning. I have two questions, please. The first

one on Western Europe. Can you maybe come back on the trend you are seeing in

each division, particularly in Beauty Care? I heard that you said that this division was

declining in Western Europe. Can you maybe provide more details and particularly

what was the growth of the market? And did you gain market share in this division in

Western Europe?

And my second question is on Eastern Europe, which was quite resilient this quarter.

Can you also give some details by division? And I was wondering if you expect

Russia to remain quite dynamic through the rest of the year. Thank you.

Kasper Rorsted: So I will not go into details on quoting each of the divisions, but we

are expecting a challenging Western Europe. And I think we've said that consistently.

The current GDP forecast for Western Europe is 1%. And as you can see that the

overall resolution on the crisis or the Greek crisis in Western Europe has not been

resolved.

So we expect -- we are seeing a strong market share position. So we have not lost.

We have gained or maintained market share across the board in Western Europe.

So we have a very strong position in Western Europe. But we're not expecting a

pickup in Western Europe at this stage. We think that Western Europe will continue

to tag along. And if you get a GDP growth of 1%, you have to go to and break it

down, like Carsten said, and you're seeing a very different development in the

northern part of Europe and the southern part of Europe.

Just as a reference point, the GDP of 2014 in Italy was 7% below the actual GDP of

2008. We are starting to see a pickup in the GDP in Spain, but it's still substantially

below 2008 and will not come up to the 2008 level before 2020. So we're not seeing

a pickup in Western Europe. We're seeing market conditions that are continuing --

are as they are. But we have a strong market share position; we've not lost market

share.

On Eastern Europe, we have seen a strong organic sales growth, driven by Russia.

But I think you have to go below the ruble, so to speak, and see if you are you seeing

volume growth. And what we are seeing in our fast-moving consumer goods

businesses, flat to slight volume growth. But we are seeing volume decline in our

industrial businesses.

So I would take the 6.7% with a bit of caution because it's driven by high organic

growth in currencies that have high inflation at this stage. So that's how we're seeing

it. But Russia continues to hold up. But of course is impacted by the crisis. But

amazing to see we continue to see positive organic volume growth in Eastern

Europe.

As I said in my call also, we -- our expectation is still that the financial impact of the

Russian and Ukraine crisis this year compared to the results of last year will be a

minus of EUR100m. So that's included in the guidance. But we're seeing no change

to that. So it's a significant financial negative impact on our numbers.

Hermine de Bentzmann: Thank you.
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Operator: Christian Faitz, Kepler Cheuvreux.

Christian Faitz: Yes. Thanks for taking my two questions. First of all, can you share

with us how your newly launched Persil premium brand in the US is taking off?

And then can you elucidate the negative FX effect on margins in adhesives? Is this

mainly feedstock-related because feedstocks are typically denominated in US

dollars? And related to adhesives, the consumer craftsmen adhesives business was

relatively weak. You mentioned extraordinary campaigns such as the Super Bowl

campaign, but does that explain all? Thank you.

Kasper Rorsted: I will take the first question. Carsten will take the second. We will

not comment on specific product launches in a specific country. Our strategy

regarding Persil is to roll out more and more globally. We are in more than 50

countries globally with Persil. It's a $1b brand for us. We're present in countries like

Mexico and Korea now, so new country entries in the last two years.

So we don't comment specifically on one brand in one country. Of course it's

important for us that we roll out globally. But it's also far too early to say anything. So

we will eventually comment on it, but at this stage we will not.

Carsten Knobel: Your question related to adhesives, so first of all, overall the

margin, as I said, the 50-basis-points decline compared to the prior year is one.

We're starting from a very high comparable figure. And the rest is as I explained.

There are several reasons which are responsible or causing that.

One is, and the one major reason on that, is the FX situation, translational and

transactional impact which we have. And here for sure Eastern Europe is playing a

major role. But there are also the other points which I made. This is the investments

in terms of brand campaigns, but also in infrastructure related to the innovation

approach of our product development, technical service and research on that.

And your second part was specifically going onto the consumer adhesives part. Here

the adjusted EBIT margin declined even stronger. Yes that's correct. And the major

reason of that is not the higher marketing investments; the major reason is that this is

-- or that we are over-proportionally affected by the Russian ruble and the Ukraine

hryvnia due to the strong and over-proportionally strong presence in Eastern Europe

with our construction business. And that's the reason behind.

Christian Faitz: Okay. Thanks a lot.

Operator: Iain Simpson, Societe Generale.

Iain Simpson: Thank you very much. A couple of questions from me, if I may. That

Purex liquid shot thing is, I think, the first big Purex innovation we've seen in a while.

Any guidance or commentary on how that's going down would be very well received.

And then second question, if I may. When you look at your overall beauty portfolio,

the last time that business really had strong growth was with the launch and rollout of

Syoss. Do you need to be doing something different? A lot of what is coming out

seems like good innovation, but largely incremental innovation. Thank you very

much.
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Kasper Rorsted: I'm curious. I wouldn't comment on a single innovation, but of

course the overall purpose is to regain a star position of North America. And Iain,

you know that we have been quite dissatisfied with our performance last year and

we've been very vocal about that. So we are undertaking a number of initiatives,

where the dose is just one of them. But it's important for us that we continue to push

the overall innovation pipeline. So I would not comment on one, but just saying we're

doing a number of different efforts to ensure that we actually will come back to the

growth level that we had.

If I then look upon our Beauty Care business, the 2%, I would argue, is within line of

the market. If I look upon what our competitors or peers, if you want to call them that,

have just released, I think they're at 2%, very much within the market and

substantially above some of our larger competitors, not only in the US but also in

Japan or here in Europe. We still are a bit below some of our French competitors. So

that is one.

The second part is that our retail business continued for a very, very long period of

time to show a stellar performance, and we are now seeing a stabilization of the

professional business. Professional business has been impacted by our relatively

strong position in Southern Europe, because in most other countries we are actually

seeing a very solid growth in our professional business.

So I don't think it's due to Syoss or not Syoss. Frankly you've just seen a slowdown

in the market at this stage. And over time we assume that that market will go back to

more solid growth. But if you look upon the competitive scenario and just go through

quarter by quarter, you have seen a sequential slowdown in the market. So that's

where it is. I would not relate it to the Syoss or non-Syoss.

Iain Simpson: Thank you very much.

Operator: Iain Simpson, Societe Generale.

Iain Simpson: Thanks. Thanks for allowing me a follow-up so quickly. It would be

very interesting to hear a little bit on Spotless and Bergquist and how the integration

of those have gone. Specifically how should we think about the phasing of

synergies? So when we look at that first-quarter margin number, does that include

already the synergies from those businesses? Or should we see synergies build

throughout the year?

And then just another question on the margin front, if I could try. Would I be right in

thinking that oil, kind of, hits you with a four- to six-month lag typically so that you

should get more of an input cost benefit to margin in the second quarter than in the

first? Thank you.

Kasper Rorsted: Iain, happy to answer your question. So starting with your second

one, I think you're exactly referring what we're always commenting on, that it takes

four to six months in order to get the things into the P&L. So I can add nothing than

what you already rightly commented.
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To your first question and the question of the acquisitions and the integrations, you

know that the acquisitions have been consolidated into our financials as of closing.

And this happened, in the majority, in the fourth quarter of last year. Being more

precise, mid and end of October when it comes to Bergquist and Spotless. The

acquisition of the professional hair care companies was a little bit earlier, in end of

second quarter. And this is, in general, the situation.

And for sure we're having a clear plan related to synergies, be it defensive or

offensive in order to get that executed. But overall we have an experience, and this is

also valid for these three acquisitions, that the integration of an acquisition started in

end of 2014. And it will take us one and half to two years, so until mid to end 2016, to

get the full synergies executed and brought to a P&L. And that's therefore too early

to think about that already in Q1. There could be significant integration parts

executed, and I think that's a fair comment.

Iain Simpson: That's very clear. Thank you.

Operator: Hermine de Bentzmann, Raymond James.

Hermine de Bentzmann: Thank you very much for taking a follow-up. Just a

question on the marketing and selling expenses that are flat in Q1 on a reported

basis despite your high investment in Adhesive Technologies. I was wondering how

we can see this ratio evolving through the year and if you will continue to invest more

significantly in the adhesive division. Thank you.

Carsten Knobel: To avoid misunderstanding, I think, first of all, in nominal terms we

are up. Or in absolute figures we are up by 10.6%. In relative terms --.

Hermine de Bentzmann: I was talking as a percent of sales. Sorry.

Carsten Knobel: Okay. In relative terms, yes, I also said that we are more or less

flat. That's correct. We're not guiding on the quarter and we're not guiding that also

on a year. I think we always commented that we cannot look at this KPI isolated. We

have always a set of KPIs, which is our top line, which is our gross margin, which is

our market shares and which is our bottom line. And for sure then we will always find

the necessary amount where we have to support our businesses. And this is valid for

beauty, laundry and our adhesive situation. And more I think is not necessary to

comment on.

Hermine de Bentzmann: Okay.



39

Operator: Iain Simpson, Societe Generale.

Iain Simpson: Thank you very much for allowing me a second follow-up. What

would be great would be if you could give a little bit of color on competitive intensity

and how that's shifting within your markets and your categories. I think you made a

reference to price competition in Western European beauty being pretty elevated.

But it would be great if you could give any color on what is happening to the

competitive landscape, certainly in US laundry, but also in Western European

laundry, where you've had some very sustained share gains for a couple of years

now. And I just find it odd that none of your competitors seem to be responding in

size.

And something that we very rarely hear about, I guess, have there been any shifts on

what's happening in any of your adhesive markets from a competitive landscape? Or

are we seeing any developments there in terms of how people use the input cost

dividend they get? Thank you very much.

Kasper Rorsted: So, Iain, it seems to be your day today. As normally one of the first

pages I would also comment on, if you go back to the previous slides, where we said

high promotional and price pressure in the market. And it was very deliberate that we

removed that sentence this time, not because it's not there. But if you come to a

position where you mention it all the time, that means that it's the definition of the

market.

So the first statement is that we are seeing a very high level of price and promotional

pressure. But that is now on a constant high level. So if you go into most retailers,

you will see a number of categories will be trading on promotion between 50% or

70% of the category. So it's at a very high level, but it's on an unchanged high level.

That's why we took it out, because if that's how the market is, frankly there's no point

in mentioning it all the time. That is the description of the market.

And that goes for Western Europe and the US. So we have seen no change in the

competitive market scenario, meaning there is an enormous high level of promotional

pressure. If that were to change, for the good or the bad, depending on whether you

consume or manufacture, we will of course state it in our slides. But right now we're

seeing an unchanged position.

When it comes to input cost, we are seeing very marginal changes in our overall

input cost in our branded businesses. And that's where also price changes. Of

course due to the promotional pressure, these price changes happen with a very rare

frequency once or twice a year. And on industrial businesses, it's a very different

picture. We price 10 to 12 times a year, up or down. And of course what we are

seeing is we are seeing negative pricing impacts. Doesn't mean I'm going to the net,

but within the business as soon as we see a price input change.
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So whereas we, over time, when prices go, now input costs will go down, we will see

a positive improvement. In the short term we very often see a negative improvement

because we get price pressure before it hits the P&L and we see restatements in our

inventory lines. And that's why we are seeing stronger price pressure on a quicker

point on our industrial business than we do on our, what we call consumer goods

businesses. But just the reason is also that 50% to 70% of those categories are sold

consistently on promotion. So list price is sometimes less relevant.

Last question, please.

Iain Simpson: Okay.

Kasper Rorsted: Last question. Iain, do you want to take the last question since

you've been on all day?

Iain Simpson: I think three is enough even for me. I'll let someone else have a go.

Thank you.

Kasper Rorsted: Thanks, Iain.

Operator: Christian Faitz, Kepler Cheuvreux.

Christian Faitz: Yes. Thanks for giving me the last question. Just a question on

granularity on end-market demands in the industrial adhesives business. Can you

give -- can you show us trends how the automotive industry is developing in your

specific areas, how electronics is developing at this point in time and also

construction? Thank you.

Kasper Rorsted: Bear with me one second. So if I start with, of course, a big part of

our adhesive business is linked to the sectors that we serve, as I'm certain you're

aware of. And what we are seeing, we're seeing different trends.

We're seeing in the automotive business, and I'll speak about vehicle production,

we're seeing a growth in vehicle production of 0.6% versus previous year in the first

quarter. And just as a reference point, in the first quarter of last year was 5.2%

growth and now it's 0.6%. So you're seeing that industry is slowing down slightly.

On the semiconductor market, we do not have the first-quarter numbers yet, but we

do have the January and February numbers. And they're quite solid. They're growing

between 7% and 9% in January and February, the market. They grew 10% last year

in the first quarter and was minus 0.4% in the fourth quarter. So that's underlying a

fairly solid market growth.

And the third very large market we serve is the consumer goods market, which is

food, beverage and tobacco, which is pretty stable, around 3%, which is similar to

last year. So you are seeing the markets are frankly stable compared to last year,

maybe slightly down, and then you have to put the footprint in. So there's no

significant impact.
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The one that has a significant change in the first quarter is the construction sector. It

was 4.8% growth, the market in the first quarter of 2014. And its 1% in the first

quarter of 2015. And that of course for us has an accelerated effect because our

predominant position in the construction market is Eastern Europe. And Eastern

Europe is defined by two very large markets, Russia and Ukraine.

And Ukraine is double-digit down in the first quarter compared to last year. And the

first quarter last year was weak. And as I mentioned at the start, we are also seeing

a negative volume impact in Russia. So you are seeing, if you want to look upon the

market, those that are slowing down are construction on one side and then a slight

slowdown or you can say a slowdown in the light vehicle production.

Christian Faitz: Okay. Great. Very helpful. Thank you.

Kasper Rorsted: Thank you. That was the last question. We're now getting to the

end. So I'd like to thank everybody for participating in today's call.

I think we continued a disciplined execution of our strategy and delivered a quarter

of strong performance, the best quarter ever. And we're very happy that we came

back to the reference frames of double-digit EPS growth to make sure that we catch

up. And you can hear, we're very focused on catch up, the 7% plus we delivered last

year. So I want to make sure that we do that and deliver on our 20-10-10 targets.

Looking ahead, the volatility and uncertainty in the market environment seems to

remain. Nevertheless, we are confident that through our innovation strength and

core brands, coupled with the ongoing adaption of our structures to the market and

by further driving operational excellence and cost focus, we will continue to

outperform and deliver upon our targets.

Before closing our call today, I'd like to remind you of our Investor and Analyst Day,

which will take place here in Dusseldorf on June 1, focusing on our Laundry and

Home Care business, which you saw had an exceptionally good quarter. And I hope

you will come. If you haven't registered, you should do that as quickly as you can so

you make sure you get a seat.

So thank you very much. I hope to see you all. And if not, I hope to speak, so does

Carsten, with you all throughout the quarter and no later than on August when we

release our second-quarter numbers. Thank you for dialing in today.

[END OF CONFERENCE CALL]
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[Additional information chart not shown during conference call]


