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Company Activities 
 

Compass Group is the world’s 
largest foodservice company.  By 
sector, revenue is divided between 
Business & Industry (45% of Group 
revenue), Healthcare (19% of 
Group revenue), Education (18% of 
revenue), Sports & Leisure (9% of 
revenue) and Defence, Offshore & 
Remote (9% of revenue).   
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research at  
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Trading Update 
 
In the year ending 30 September 2009, organic revenue growth will be “broadly flat” 
and the Group expects to deliver a strong margin improvement of 60 basis points 
(bps) in the year with 70 bps in Q4.  Confirmation of a flat revenue outcome for the 
year appears to indicate that Q4 organic revenue growth has stabilised and this is 
reassuring.  Efficiencies are driving profit margin growth and this will continue into 
2010.  Cash conversion remains strong.  On a constant currency basis, underlying 
EPS is expected to show an increase of 14% in 2009.  Actual reported results will 
benefit from a favourable impact of £120m on operating profit from currency 
movements.   
 
Year End Comments.  Compass reports its results through four geographical divisions, 
North America (44% of Group revenue), UK & Ireland (14% of revenue), Continental 
Europe (26% of revenue) and the Rest of World (16% of revenue).  In North America, 
trading has continued strongly with organic revenue growth of 1.5% and a 50 bps 
improvement in the margin is expected for the year.  The Healthcare (26% of divisional 
sales) and Education (25% of sales) sectors have performed well in terms of new 
contracts.  In Continental Europe, organic revenue growth for the full year is expected to 
decline by about 1% and margin growth of 20 bps is anticipated for the full year.  In 
Continental Europe, the Business & Industry (B&I) sector is about 60% of divisional sales 
and Healthcare is the next largest at 14%.  In the UK & Ireland division, organic revenue 
growth is expected to decline by 5.5% for the year.  A 60 bps improvement in the margin 
has been achieved.  Also, the UK has a high proportion of revenue exposed to industry 
e.g. B&I is 55% of divisional revenue.  Rest of the World is expected to show 2% organic 
revenue growth for the year.  A 100 bps margin improvement reflects efficiency gains in 
the Australian and Japanese markets.   
 
Operational Leverage.  During the recession, Compass has managed to secure new 
business wins but organic revenue growth has been hit by the decline in like for like 
volumes.  Organic revenue growth is the combination of net new business and like for like 
revenue growth.  In total, B & I accounts for about 45% of Group revenue and here factory 
closures, lay-offs and shorter working hours impacted like for like volumes.  Also, LFL 
volumes in B & I and Sports & Leisure have been impacted by a reduction in event 
catering and corporate hospitality.  The impact of these sharp LFL declines can be seen in 
the quarterly progression of Group organic revenue growth which grew by 4% in Q1, 
declined by 1% in Q2 and appears to have been -2.5% in Q3 and Q4 respectively.  As the 
Group has successfully reduced costs, once volumes begin to improve it should provide 
some operational leverage to profitability.   
 
Conclusion.  The year-end comments on margins were encouraging and the Group is 
confident about driving further efficiencies from the business.  In terms of organic revenue 
growth, it could still be negative in Q1/2010 but we expect it to recover in H2/2010.  
Overall, in 2010, we expect flat organic growth and further profit margin enhancement.  
The share valuation looks attractive compared to its main competitor Sodexho and the 
wider equity market though as the share price moved higher on the publication of the 
trading update (29 September) we moved our recommendation to Buy (from Strong Buy).  
 

Year to September 2007A 2008A 2009E 2010E 2011E 
      
Sales (£m) 10,268 11,440 13,920 13,980 14,200 
Pre-tax Profit (£m) 442 589 788 828 889 
EPS (p) 15.2 22.0 29.9 31.4 33.2 
DPS (p) 10.8 12.0 13.2 14.2 15.5 
      
PER 24.8 17.2 12.6 12.0 11.4 
Net Div Yield 2.9 3.2 3.5 3.7 4.1 

Source: Charles Stanley Estimates 

http://www.charles-stanley,co,uk/
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General regulatory disclosures 
 
This document is a marketing communication.  
 
This research has not been prepared in accordance with regulatory requirements designed to promote the independence of investment research. 
 
Recommendations are given in good faith but without legal responsibility and are subject to change without notice. The information does not constitute advice 
or a personal recommendation or take into account the particular investment objectives, financial situations or needs of individual clients. You are 
recommended to seek advice concerning suitability from your investment advisor. Investors should be aware that past performance is not necessarily a guide 
to the future and that the price of shares, and the income derived from them, may fall as well as rise and the amount realised may be less than the original 
sum invested. 
 
"Gearing" means a strategy, with a view to enhancing the return for, or the value of, an investment without increasing the amount invested by the holders of 
the investment, involving one or more of the following: (i) borrowing money; (ii) investing in one or more instruments, such as (but not limited to) warrants or 
derivatives, for which a relatively small movement in the value or price of the underlying rights or assets to which the instrument relates, whether favourable or 
adverse, results in a larger movement in the value or price of the instrument; and (iii) structuring the rights of holders of an investment so that a relatively 
small movement in the price or value of the underlying rights or assets, whether favourable or adverse, results in a larger movement in the price or value of 
the investment. The strategy that the issuer of geared investments uses or proposes to use may result in (a) movements in the price of the investments being 
more volatile than the movements in the price of the underlying investments; (b) the investment being subject to sudden and large falls in value; and (c) you 
getting back nothing at all if there is a sufficiently large fall in value in the investment. 
 
Other than disclosures relating to Charles Stanley & Co. Limited this research is based on current public information that we consider reliable, but we do not 
represent it is accurate or complete and it should not be relied on as such. 
 
Charles Stanley & Co. Limited conducts a full service investment management, investment banking and brokerage business. We have investment banking 
relationships with a number of the companies covered by our Research division. We may seek investment banking business from the covered businesses 
referred to in this research. 
 
Charles Stanley & Co. Limited and its connected companies, their directors, members, employees and members of their families may have positions in the 
securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 
 
As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity, independence and impartiality of this report. 
Investors should consider this report as only a single factor in making their investment decision. 
 
Our policy on managing actual or potential conflicts of interest can be found at: 
 
http://www.charles-stanley.co.uk/research/
 
Equity, bond and technical analysis use different research recommendations definitions. These are set out on the above website, as is a summary of the 
bases of valuation and methodologies used by us to evaluate or set price targets for the subjects of our research. Details of the proportions of all research 
recommendations published during the preceding calendar quarter can be found at: http://www.charles-stanley.co.uk/research/
 
Our salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our Asset Management area, our proprietary trading desks and 
investment advisers may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 
 
This research is not an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation would be 
illegal. 
 
Our research is distributed primarily electronically and, in some cases, in printed form. 
 
© 2009 All rights reserved.  No part of this report may be reproduced or distributed in any manner without the written permission of Charles Stanley & Co. 
Limited.   
Charles Stanley & Co. Limited specifically prohibits the re-distribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for the 
actions of third parties in this respect. 
 
This document is issued by Charles Stanley & Co. Limited  
Member of the London Stock Exchange   Authorised and regulated by the Financial Services Authority  
Registered in England No. 01903304. Registered office 25 Luke Street, London EC2A 4AR  
T 020 7739 8200 
 
Offices: Bath, Bedford, Birmingham, Bournemouth, Brighton & Hove, Bristol, Cambridge, Dorchester, Eastbourne, Edinburgh, Exeter, Guildford, Ipswich, Isle 
of Wight, Leeds, Liverpool, Manchester, Milton Keynes, Newbury, Norwich, Nottingham, Oxford, Plymouth, Reading, Southampton, Southend-on-Sea, Truro, 
Tunbridge Wells, Watford & Wimborne. 
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