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MITCHELLS & BUTLERS (MAB): 414p
H1 Results: Analysts’ Meeting

Group asks for enough time to prove that its strategy is working...

Following the announcement of its H1 numbers this morning, Mitchells & Butlers
hosted a meeting for analysts and our comments are set out below:

The group suggested that observers should focus on the fact that
volumes (at least food) were back in growth and that the pension was
sorted

Analysts attending the meeting appear to have concluded that trading is
a shade disappointing but that the group should be given time to prove
its case

EPS would have been stronger but for a tax credit last year — also,
Easter is not included in H1 this year

Trading has hence picked up a little. Y-t-d w28 was +1.1% LfL and to
w33 sales are up 1.2%

Sales nonetheless looks a little sluggish 1) against soft comps and 2)
when compared to the competition

M&B is offering value and is not pushing price; the mechanics have
shifted accordingly

The group suggests that there are ‘early signs of success’ but concedes
that ‘Heartland’ units and some lower-priced formats are still finding the
going challenging

There will be more freeholds, more focus on value and price and more
focus on staff, delivery, quality, key promoter scores etc.
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The dividend will be reappraised at the full year; CEO Tim Jones reiterated that the pension
agreement would not preclude medium term payments

The group will open around 35 units this year; the return on capital has slipped from c17% to
c16% due to a higher freehold mix

The group conceded its recent openings, retail parks etc., had been too heavily skewed
towards leasehold units

The pension deal is said to be ‘affordable’ and it will allow the group to invest; upon
guestioning, the group said it would not hold back dividend payments

M&B maintains that the regions are picking up, though its numbers on slide 18 show that
there is a long way to go

The group anticipates ‘steady growth’ going forward — it is only 3% of a growing market

Langton Comment: Whilst M&B’s performance is a shade soggy, it's a challenge to put your finger
on just why this is the case.

The group seems to be doing most if not all of the right things. It has units to die for and is well-
managed yet, when it comes to the ultimate determinants of value, dividend, LfL (i.e. organic) growth,
new unit openings, cash-flow, debt reduction etc., it is something of a laggard.

M&B itself seems to be making the case that it should be given time to prove itself. Some seven years
after financial problems struck, this may seem somewhat strange but, given that the group had five
chairmen, four CEOs and three CFOs in short order, there is a case for suggesting that the ‘real’ or
‘new’ M&B should only be judged from the arrival of current chairman Bob Ivell.

And here it would be fair to say that it is still, if not early days, then perhaps too early to judge. And
doing what you do well, which is the core of M&B'’s strategy, does not seem like a bad place to start.

That said, the shares are cheap but not outstandingly so. There are also issues with its share register,
there is no dividend, openings are not up to the same sort of numbers as seen at JDW, MARS or RTN
(adjusted for the sizes of the companies) and LfL sales are considerably lower.

Whilst acknowledging the latent strength of M&B'’s business, we would still be tempted to look for
value elsewhere.
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