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THOMAS COOK (TCG): 121.5p
Margin pressure becoming an issue?

Company reports ‘group is a stronger & more resilient business’
and is ‘more able to withstand shocks’

Year to PBT EPS PER DPS Yield
end-Sep (Em) (p) (x) (p) (%)
2013 (A) NA 5.0 NA Nil Nil
2014 (E) 200.0 10.7 11.4 Nil Nil
2015 (E) 302.0 16.2 7.5 2.9 2.4

Source: Company & Broker Estimates

Group updates on Q3 trading:

Following its Q3 trading update this morning, Thomas Cook hosted a conference
call for analysts and our comments are set out below:

Overall:

e Cost cutting is ‘really developing well’ — group is ‘confident of delivering
more than £400m in Wave |l by FY18

e Run-rate savings are currently around £360m p.a.
e Profits from UK are 2x those of this stage last year

e Says airline is continuing to perform well despite ‘problems caused by
additional capacity’

e France is still tough, Russia, however, is ‘very encouraging’

Current Trading:
e Trading is ‘in line with expectations’

e Average selling prices in UK are down 4% (same in Germany —
‘impacted by increase in market capacity’)

e Cost inflation is currently benign

e Data given goes to 19 July and ‘nothing significant’ has changed since
that date

e Says it has taken share in the Nordic market

e What do you need to do in Q4 to hit targets? Need underlying £25m up-
turn.

e Has Egypt now annualised? Yes, broadly speaking.
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e Just how difficult is the Lates market? Airline capacity is the issue. The reaction is branding,
online sales, becoming more relevant to customers

More on Capacity and General Market Developments:
e Overall capacity has risen by 6% on short haul and by 10% on some routes

e Working capital movements are negatively impacted ‘by the later booking pattern this year’
(World Cup etc.)

e There are ‘less chances to put up prices in short haul due to over-capacity in that market’

e Group however says it sources 45% of flights (‘lift’) from external airlines & can therefore
‘benefit from overcapacity’ — really?

Outlook:

e The group reiterates that it is confident it will hit targets but considers that this will be more
dependent on cost cutting etc. than had previously been expected

e There is real progress being made on web penetration, shop upgrades, unique product
offering etc.

Langton Comment: Thomas Cook’s shares rose briefly this morning and then gave back most of
their gains. The damage, arguably, was done by the group’s comment that ‘there is continuing pricing
softness due to higher levels of market capacity’.

The group goes on to say ‘we are confident that the acceleration of our cost out and profit
improvement programme will mitigate market pressures in order to achieve our FY14 gross margin
target improvements’ but concerns remain that this will prove tough to deliver.

The conference call covered little new ground and, at the time of writing, the shares, having fallen by
more than 35%, are up by a little over a half of one percent. Q4 is upon us and TUI Travel will update
further on the industry next Friday.

As witnessed by the shares’ reluctance to bounce materially, we would suggest that shareholders
have grounds for concern and delivery in Q4 will be key. We somewhat disagree with the company
when it says that overcapacity in ‘lift’ is a positive and see risks to delivery this year. With that in mind,
we would be minded to lighten holdings further at these levels.

Contact — Mark Brumby - +44(0)20 7702 3389

mark.brumby@Ilangtoncapital.co.uk

This message (and files contained herein) may contain confidential or proprietary information and is intended solely for the use of the individual or organisation to whom it
is addressed. If you are not the addressee you should not disseminate, distribute or copy this email or any part thereof. Further, please notify the author immediately by
telephone or by replying to this email and then delete all copies of the correspondence from your system. We apologise for any inconvenience that this may have

caused. This information is a financial promotion for the purpose of the European Markets in Financial Instruments Directive (MiFID) and FSA’s Rules. It has not been
prepared in accordance with the legal requirements designed to promote the independence or objectivity of investment research. This document is not based upon detailed
analysis by Langton Capital of any market, issuer or security named herein and does not constitute formal research or a research recommendation, either expressly or
otherwise. It is not investment advice and does not take into account the investment objectives and policies, financial position or portfolio composition of any recipient. This
document should not to be relied upon as authoritative or taken in substitution for the exercise of you own commercial judgment. Whilst Langton Capital has taken steps to
control the spread of viruses on its systems, it cannot guarantee that this email and any files transmitted with it are virus free. No liability is accepted for any errors,
omissions, interceptions, corrupted email, lost communications or late delivery arising as a result of receiving this message via the Internet or for any virus that may be
contained in it. Recipients should review independently and / or obtain independent professional advice and draw their conclusions there-from should decide to undertake
transactions with third parties. Langton Capital or its employees may have positions in securities mentioned herein. We reserve the right to monitor email messages
passing through our network. Langton Capital Limited is authorised and regulated by the Financial Conduct Authority. Langton Capital Limited is registered in England
number 07112949.
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