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Corporate Participants
Rakesh Kapoor
Reckitt Benckiser - CEO
Presentation

Operator

Thank you for standing by and welcome to the Q1 QMS statement. At this time all participants are in a listen-only mode. There will be a presentation followed by question and answer session, at which time if you wish to ask a question you will need to press *1 on your telephone keypad. I must advise you the conference is being recorded today, Monday 22nd April, 2013. I would now like to hand the conference over to your host today, Rakesh Kapoor, CEO Reckitt Benckiser; please go ahead. 
Rakesh Kapoor – Reckitt Benckiser - CEO
Good morning and welcome to Reckitt Benckiser’s first quarter results conference call. I will take you through a summary of today’s announcement and then Adrian Hennah, our CFO, and I will be pleased to take your questions. Remember this is a trading update only and our announcement is therefore an interim management statement rather than a full set of results. 
We had a strong, high quality start to the year driven by our health and hygiene categories, which on a like-for-like basis grew 13% and 9% respectively. This was achieved through a combination of innovation, increased brand equity building initiatives and stronger in-market executions enabling us to leverage the higher incidences of flu. Consequently we saw very good growth in many of our brands across both these categories and in particular Mucinex, Strepsils, Nurofen, Durex, Dettol and Lysol to name just a few. Our home category saw good growth in Air Wick and further stabilisation of market shares in Vanish in ENA, albeit in difficult market conditions. 
We also continued to focus on strengthening our core business. In addition to our recently announced consumer health acquisitions, you will notice that we are undertaking a number of specific actions to refocus and streamline our Scholl footwear business in Europe. Whilst this is causing us short-term impact on our portfolio brands, we are confident that the steps we have taken here will benefit the business in the long-term. While it’s early days, the integration of Schiff and Guilong are progressing and performance wise both are growing well ahead of their respective markets. For the group excluding RBP we grew  +6% on both a like-for-like and total basis at constant rates. Including RBP growth was +7% on both a like-for-like and total basis. The net result of M&A had an immaterial impact on the overall growth numbers in Q1 as expected. Also, there has been no impact in the quarter from the BMS transaction as we have not yet received regulatory clearance. We expect this to be forthcoming during the second quarter. 
RBP grew 19% during the quarter, assisted by the selling of our two new film [dosages], the 4 and the 12mg variants in the US. More importantly, underlying prescription volume growth remains strong at low double digits with patients continuing to convert to the film. At the end of March we had a 69% market volume share, up from 64% at the end of 2012. During the quarter we saw two generic Suboxone tablet manufacturers approved by the FDA with their products becoming available to patients during March. Their initial impact is in line with our expectations as pharmacists are entitled and indeed incentivised to switch branded tablet prescriptions for generic ones. However, it is only over the next few quarters or perhaps even longer that we will see the full impact of generic tablets on our business and there remains uncertainty as to what that impact will be. I will reiterate that we firmly believe in the sustainability of the business as film is both patient and doctor preferred, with reduced unintended paediatric exposure. 

So to conclude, we have made a strong start to the year with high quality health and hygiene led growth. We continue to invest heavily behind our brands through BEI and we continue to work hard on strengthening our core business both through strategic acquisitions and streamlining our portfolio and go-to-market strategy. We expect challenging market conditions to persist in the near term but we remain confident that we can achieve our full year target of just 5-6% total net revenue growth and maintaining our adjusted operating margins. Both these targets exclude RBP. 
With that, Adrian and I will now be pleased to take your questions. Can I have the first question, please. 

Questions and Answers
Operator
Thank you. If you wish to ask a question please press *1 on your telephone keypad and wait for your name to be announced. If you wish to cancel your request please press the # key. Once again that’s *1 on your telephone keypad. Please hold whilst we compile the Q&A roster. 
Your first question comes from Celine Pannuti of JP Morgan; please go ahead. 
Celine Pannuti - JP Morgan 
Yes, good morning, I have a few questions. The first one I wanted to ask was about the performance in the quarter, your ex RBP 6% like-for-like, there seemed to be a lot of moving parts, including the impact from the streamlining, potentially as well the flu season adding and then one less trading day, so could you please give us a bit of an overview of what those three moving items have been and what would be the underlying growth you’re at. 
The second question I have is going back into the portfolio brand, could you also here give us, you know, the figure on what was the impact specifically in Q1 and what would be the impact in Q2 and should we expect to see some positive mixed benefits at the margin level as I suppose that these probably are lower margin businesses? And finally, a quick question on your full year guidance. Can you update us on what you think the FX impact would be for you this year at current FX rates as well as what would be the M&A impacts? You’re saying that the integration of Schiff is doing well, I was wondering whether you could share some numbers with us, thank you.
Rakesh Kapoor – Reckitt Benckiser - CEO
Thank you, Celine. Let me see if I can answer all these questions. The first one is about ex RBP growth of 6% and can I give you some more colour around the moving parts. Well, the colour is right in front of you. We had high quality growth. We had 4% volume growth, 2% price mix growth in the quarter. You know, all our brands in health increased. Not just the flu brands but also the non-seasonal brands, and I tried to call them out. Our hygiene brands did well. So, you know, I think we have a pleasing set of results in front of us today and I don’t think we… we’ve never been a business which says, including that and excluding that, and I don’t want to get into that today. 
The second thing you asked me about was the portfolio brands, what impact it would have had in Q1 on the total results and what we might expect in Q2. Well, the first thing I’d like to say is that it did have an impact because we did decide, you know, to take some strong steps to streamline this business, to rationalise the complexity of this business. We cut down the number of (unclear) by about 45%, you know. So there is an effort to really… footwear is not the business we want to be in in terms of, you know, the (unclear). We are not a footwear company. And I think the reason why we have a Scholl footwear business is because there is a belief that there is some kind of equity benefit between footwear and foot care but, you know, it should not be at the expense, clearly, of a complex business. So that’s what we’ve done. I cannot judge what the impact will be exactly in Q2 or Q3 but all I would say is that it’s not going to be a material impact on our total year target that we’ve already set of 5-6% and that’s the most important thing. We are on track to deliver the target and footwear will not make a material impact on the delivery of those targets. 
The third thing is whether we should expect some mixed benefits from the margins of health and hygiene versus footwear or versus portfolio brands. Well, we’ve set a margin target for the year and when we set the margin target for the year we had all these considerations in our minds. We did not decide to discontinue the footwear business in March; we had made that decision early enough so that we could execute it. So it’s all called out in the margin guidance for the year, which is to hold that operating margin, and if we do that then over two years we’ll have delivered, you know, against our target of moderate margin expansion in the medium term. 
The third question was what the full year guidance would look like with regard to FX impact and M&A impact. Well, we’ve called out the M&A impact already. We expect the net impact of M&A post, you know, all the discontinuation that we’ve done to be about 1% and I think that continues to be the case. Regarding FX, you know, if I knew more I would certainly tell you but I don’t think I’m at a stage to tell you what the FX impact of the whole year is likely to be. I hope that concludes the question that you asked. 

Celine Pannuti - JP Morgan 
Thank you. 

Operator

Thank you. Your next question comes from Toby [McCulloch of Citi], please go ahead. 

[Toby McCulloch – Citi Group]

Hi there, morning. I’ve just got one quick question. Could you possibly talk a little bit about the pricing environment for Suboxone? Really, sort of, where you are on the film coupon rates, where the generic tablets are sitting. And I think also, you know, do you think this is going to be the likely trajectory for the foreseeable future or do you think that the pattern of pricing is likely to change once the generics have perhaps exhausted the share gains away from the branded tablets? So just a bit about the Suboxone pricing environment, please. 

Rakesh Kapoor – Reckitt Benckiser - CEO

I think there are some… so you do see a headline price out there which I’ve noted also in a couple of statements outside. First of all, according to the price list, you know, the generic tablets have been priced lower than obviously the branded tablets but higher than the film. That’s what the price list says. But we also know that there are discounts being operated out there for the pharmacist wherein the pharmacist ends up getting 30-50% lower prices versus the price list and as a result of which the actual price to the pharmacist for the generic tablet is lower versus even the film. So that’s really the pricing environment. 
How that’s going to pan out over the next several quarters is difficult to judge but I would only judge based on empirical evidence that if you have more entrants coming into the market, which we do expect to have over the period of time, you should see further erosion of generic tablet pricing. Now, how that impacts our pricing strategy and how that impacts our coupon strategy is something that we will have to take as a commercial decision as we do in everything we do. So I would say at this point in time you should not just look at the headline price list which are in operation. There are underlying discounts which are being offered to pharmacists which are substantial in nature, but the pricing environment could easily [deteriorate] as more entrants come to the market. 
[Toby McCulloch – Citi Group]

That’s clear, thanks, but perhaps I could ask just a quick follow-up on that. Just from my understanding the discounts that are going to the pharmacists, that’s [fine] and it can encourage them to switch a prescription for a branded tablets over to the generic tablet but they won’t be able to make that switch where the film has been prescribed. So actually those discounts on the generic tablets, are they relevant in the context of pricing on the film?
Rakesh Kapoor – Reckitt Benckiser - CEO

So the first thing is that discounts are being offered so that… there are two players in the market you should not forget. There is obviously competition going on between the two and obviously they’re competing to get the largest share that they can get individually and collectively of the market. The easy pickings clearly are the tablets which, as I said, you know, that is an easy switch. There is no.. nothing required for the pharmacists to switch a tablet prescription to a generic tablet. But there is, you know, clearly the film, as we say, is not (unclear) and therefore generic tablets cannot simply substitute a same prescription with a generic tablet prescription. You cannot do that without involving the doctors and that’s not a straightforward process and that’s not a process that can take place immediately. So clearly as we expected, you know, there has been a significant impact of generic tablets on our branded tablet business but as we expected in the early days there is no material impact of generic tablets on our film business. 
[Toby McCulloch – CitiGroup]

That’s great. Very clear, thanks very much. 

Operator

Thank you. Your next question comes from Chris Wickham of Oriel Securities, please go ahead. 
Chris Wickham – Oriel Securities

Yes, thank you. I was just wondering if you could perhaps put a bit more flesh on where we are in RUMEA. I mean, you are talking about still having some operational and socio-political challenges there, are we seeing any likely improvement there going into Q2 and what sort of type of slowdown are we looking at as a result of these?

Rakesh Kapoor – Reckitt Benckiser - CEO

I think I will [steer] with one or two things. First of all, RUMEA business is doing okay. I mean, I don’t think, you know, we are really struggling for growth in RUMEA. You know, the RUMEA business did +7 this quarter, did +7 the previous quarter and so on and so forth. But we have called out, you know, we have called out that there are underlying issues in the market in RUMEA and I just wanted to repeat that so that everyone basically has the same thing that we said before. One is that in the first quarter of last year we had some lines of Nurofen getting upscheduled, which means they go behind the counter, can only be dispensed against a prescription in Russia, and clearly we haven’t seen the whole impact of that flow through on an annualised basis. That can only happen over the first six months of the year and so on. 

And the second bit is we do see some, I would say, socio-political issues still in some parts of Africa and North Africa, you know, it’s well documented and I think we also said that we have still a fairly intense competitive environment in Turkey. So, you know, there are some operational challenges in terms of, you know, how we make sure that we compete strongly in markets like Turkey. There are some external challenges in terms of socio-political environments in some parts of Africa. And then you’ve got annualisation impact of one of our lines. But I don’t think we should get into that sort of granularity. Stay with the headlines. And the headlines are that we are doing well in RUMEA. We always want to do more. I mean, you are talking to some people who are never happy with anything we do. So, you know, do we want to do more than 7%? Yes, but I also want to place in context that under the circumstances it is a good result. 
Chris Wickham – Oriel Securities

That’s great, thank you very much. 

Operator

Thank you. Your next question comes from Robert [Waltrip] of Merrill Lynch, please go ahead. 
Robert [Waltrip] – Merrill Lynch

Morning, gentlemen. Just wanted to touch base on a couple things. One, you’ve reiterated the guidance for margins to be flat this year and I’m just curious, in light of the strong organic growth on the base business here today and absent material stuff in brand equity investment it would seem that you would get some volume leverage, so wanted to see if you could give some colour on expectations for operating leverage. And two, I was wondering if you could give any colour in terms of the raw materials, where you are, what type of pressure you may or may not be seeing at this point in time. Thanks. 

Rakesh Kapoor – Reckitt Benckiser - CEO

I don’t think there is, you know, any ground for us to revise our margin guidance for the year which we set at flat, you know, maintaining our operating margins. Clearly as we invest much more behind our brands, you know, we are going to see… that’s what we are seeing, we are going to see, you know, good trends in terms of our core business, which we have, and I don’t think we should automatically assume that, you know, higher emphasis on health and hygiene would imply, because we also want to invest and I did call out that we increased our investment in brand equity, you know, significantly in the first quarter and we want to continue to do that for the year. So I think that’s really the headline on margin. No change in our guidance and also no change, just because we want to keep investing for growth. 
The second bit is in terms of, you know, whether we see any changes in the raw material environment. No, we don’t. We were hedged… all I can update you was that we were hedged about 40% at the start of the year, which is what I said to you in February, and now we are around 60%. So we have pretty good visibility and the visibility implies that, you know, we know where we’re headed from a cost point of view. Our cost environment is in our hands at this point in time, much more than it was at the start of the year, and we do have god visibility and that tells me that we are comfortable with our margin guidance. 
Operator

Thank you. Your next question comes from Howard Thompson at Deutsche Bank, please go ahead. 
Howard Thompson – Deutsche Bank

Good morning, everyone. I’ve got three questions. To take your hygiene and home segments together the growth rate might just be the best number in five years and within that, Rakesh, you said that the market conditions clearly remain tough. There may also have been some benefits of the flu season on the Dettol, Lysol franchise, but I think even given that it’s a very, very strong number. So maybe you could just give us a bit more help as to maybe the non flu related products, as to why they’re suddenly doing so much better. Is it the BEI, is it something else we should be mindful of? 

If we look at health, clearly the flu season has been a significant boost from last year’s low season, but you also flag in the statement the rollout of new products into new categories and into more regions. Can you just give a bit more colour on what these activities and new countries where your portfolio is reaching. And then, finally, in the statement you say that the Scholl footwear rightsizing will not be as impactful for the balance of the year. I guess I don’t really understand why that is the case. I mean, if you cut something significantly, say, in the first quarter it mathematically affects the rest of the year in the same way, so why should it be less negative? Thank you. 
Rakesh Kapoor – Reckitt Benckiser - CEO

So the first one is about health and hygiene. I personally did not go through the five year history to know whether this was the best growth in health and hygiene for five years, but clearly we are pleased with the first quarter’s performance. We are pleased that we did the right things in terms of our innovation pipeline going into the quarter was good and we actually backed that innovation with stronger investment in brand equity and that has been good. This is not something that we just did this quarter. You should not ignore the fact that we had £100 million extra brand equity going in last year and quite a lot of that was phased also in the second half. You know, we had 40 million, if I remember correctly, in the first half, 60 in the second half. And I always said that brand equity is not a single quarter exercise, it’s a multi-year exercise. You don’t lose brand equity momentum in one year… sorry, one quarter, and you don’t, sort of, build it also in one quarter. So I think we are very pleased that we’ve been very consistent. We are pleased that we took the decisions that we did last year to enhance our brand equity, to enhance our innovation pipeline. 
So I’ll give you one example, you know, although there is the benefit of the flu season, particularly in the US, is well documented, but also we should document also that we outperformed that flu season very significantly in the US. And we outperformed it not just because we were ready for the flu season or we were ready with fantastic executions. I mean, for those of you who live there or who have gone there, you’ll have seen we had just about the best in-market execution going across, you know, our competitive side and across the market, but also we had very nice innovations. I mean, the fact is that same time last year we did not have the fast max liquid, the same time last year we did not have the sinus innovation. So just to give you an example, I would say that, yes, we did have a benefit of the flu season and we should not ignore it but we also had some very nice innovations and very good equity investments and in-market executions going through. So we are pleased with what we have achieved and I think that’s’ the one thing. 
The other thing is about the rest of the portfolio on health. Durex still performs very good. I did talk about the China story as an example, you know, in the February results, you know, the brand is doing very well. You know, we have done some very interesting things on Durex and if I had time to basically take you all through the kind of fantastic, I would say, marketing and execution things we are doing on this brand, it’s substantially better than what was being done on this brand just about 18 months ago. So I think we’ve really upped our innovation, our creativity, our marketing, I would say, strength on some of these brands to make them, I would say, become, you know, much better in terms of the quality of our growth here. So, you know, there is a [flu] story, there is an execution story, there is an innovation story but there’s also non health story which I don’t want everyone to ignore. So that’s one thing on health and hygiene and we are pleased with what we’ve done. 
Then the second question was, really, you know, have we basically also rolled out, you know, into new categories and into regions. You know, I can give you some examples. Apart from the Mucinex example which I just talked about, I’ll give you another one. So Nurofen, basically we are rolling out Nurofen into new segments like patches and topicals. You know, we launched the 5% and 10% gels in the UK, we launched the patches in the UK. I mean, I hope you will see them in the stores. But this is an example. So we are both extending our brands into new segments. And I did talk about, I think, the patch launch also in the… so we are extending our brands into new segments, we are extending our brands into new geographies and, you know, it’s a combination of these two which is continuing and I think is part of what we want to achieve as we strengthen our health and hygiene portfolio. As an example, just a final example, we launched, you know, Dettol into dish in both India and Korea and that seems to be doing well actually in the first quarter. I mean, there’s been a conscious effort to stretch our brands into relevant new segments and countries and areas but also to invest behind them.

Your last question is around Scholl footwear and, you know, you’re right, we have rationalised quite significantly both the portfolio side from a (unclear) and portfolio mix but also in terms of some customer mix. But, you know, the seasonality of the business is such that we do quite a lot of business in the first quarter. Why do we do a lot of business in the first quarter? Because footwear is sold primarily, actually, it’s a very big southern Europe business in Europe. Once again a southern European business, and [the] pharmacy business also. So, you know, there are some long pipelines and because footwear is quite seasonal in the sense that as footwear sells quite a lot in the summer, you know, you need to prepare. So I think the impact of it is going to be more greatly felt in the first quarter. And I don’t say that, you know, suddenly this business is going to turn into growth magically. It’s never going to happen like that. But clearly the impact was going to be less material to the next set of quarters, that’s what I said. 

But we will continue to monitor this business, I want to make sure that we get this point. Footwear is not (unclear) and we want to keep monitoring the business and make sure that this does not become an area of defocus. It’s not just about simplifying a business complexity but it’s also making sure our management teams are focused on creating value in the right buckets of the business, not in the wrong buckets of the business. I’ll continue to look at that and see whether or not further actions need to be taken but at this point in time we’ve taken a fairly strong piece of action here and see, you know, whether we can put this business on a much better long-term footing and that’s what we will continue to see. 
Howard Thompson – Deutsche Bank

Rakesh, one follow-up. Is there anything left in the portfolio brands of size which in your view, you know, may need such a dramatic step taken like you’ve just done on Scholl footwear this quarter?

Rakesh Kapoor – Reckitt Benckiser - CEO

So let me just… I’m glad you’re asking this question because it’s very important to clarify what are the big buckets in the portfolio brand, and if it’s not already clear, there are three major buckets in the portfolio brand. The first major bucket is the laundry detergent and, you know, fabric softener business. As we’ve called out before, a vast majority of that is in Europe and southern Europe particularly. The second major bucket there is the medical business, medical… hospital medical gloves business in Russia. This came as a part of the Medcom acquisition that SSL made and of course it had the high quality condoms business on the one side but it also had the hospital gloves, medical gloves business which is subject to tender, you know, hospital tenders and stuff like that. And the third part is the footwear business. So there are three major buckets. 
The story on the laundry detergent, fabric softener has been again well articulated, it’s been talked about before and I have no new news to give you except to tell you that competition remains extraordinarily challenging. To my mind it’s not just a zero sum game here. Everyone is playing. Everyone is basically playing a lose-lose game here and I think a company like ours needs to decide, you know, how much it wants to participate on a lose-lose game versus trying to focus our attention on where, again, we can create value for our shareholders. So, you know, we are being very, I would say, thoughtful and prudent but also very choiceful in how we defend our market share and how much we play a lose-lose game in southern Europe in laundry. And I have to say that in the first quarter there has been an impact of that too in the portfolio brand. 
You should not assume that all the portfolio brands, you know, number that is reported is down to footwear action in southern Europe. It’s also due to the fact that laundry and fabric softeners continue to be a very challenging category in southern Europe. Everyone is playing lose-lose and RB is going to make some choices in terms of how much and how far we are prepared to basically lose shareholder money to defend, you know, the business there. And I think there has been some impact of that which has been also, I would say, was there in 2012. So there’s no major new news except that we as a company are going to put more and more emphasis on higher quality, you know, business where we know we have the strength to compete and the strengths to win rather than playing and focusing on the wrong side of the business like the footwear business action we’ve taken. 
So three big buckets, I would say, laundry detergent, fabric softener, really there is no new news except that it remains extraordinarily tough and competitive and RB is going to play a very choiceful, thoughtful game there. On footwear the news is that we’ve done what we needed to do and we will continue to monitor how it all progresses, but clearly it’s not our core business in terms of the category. And then on the medical gloves business, although there is no change in medical gloves, it is a hospital tender business, it is subject to some fluctuation from one quarter to the other simply because in some quarters you have the tenders coming through and some quarters you don’t, but overall that business is pretty stable. Will any big action be required on the bit that I just described? Well, as and when action is required it will be taken. We will take the action and at that point in time we will tell you what actions we have taken, but I can only tell you that we manage this business very carefully, including on the portfolio side, to make sure that we make the right balance between holding onto something that we have but also letting go when it does not really make sense and that’s what we will continue to evaluate for the whole of this. 
Howard Thompson – Deutsche Bank

Very clear, thank you, Rakesh.
Operator

Thank you. Your next question comes from Jeremy Fialko of Redburn, please go ahead. 

Jeremy Fialko – Redburn

Hi, Jeremy Fialko, Redburn here, a couple of questions. First one is, I think on the whole input costs side I think it’s clear that we are seeing, kind of, a bit of a moderation in certain input costs. I was wondering whether you see that, sort of, changing some of your competitor behaviours in terms of levels of promotion in some of your markets starting to creep back up again. And the second question is on the emerging markets. Some other companies have called out a bit of a slowdown in some Asian markets, I guess, since the year-end and into the start of this year and I really wanted to get a bit of your perspective on that, thank you. 

Rakesh Kapoor – Reckitt Benckiser - CEO

Thank you. So I think on the input side I told you that, you know, we are well [travelled] this year. Are people reacting badly, to put it another way, based on more benign circumstances for them? I have no clue how their input costs shape up. But I don’t think there is a very significant and material change in our competitive environment. That does not mean it’s getting better and it does not mean it’s getting worse. I think we have factored in and we now understand the nature of competition much better and we are making those choices in terms of how to compete and where to compete and make sure we do the right thing. I’m not sure there is a… people are needlessly overdoing it at this stage versus what it already was. I think, you know, the competition is pretty much settled at a certain level and I think at this point in time I do not see a change. 
The second bit is about emerging market growth rate and I do see that, you know, I called out about 18 months ago there is nothing… and I did say there are some markets which are… which will have some level of slowdown, but I do also remember, internally at least, there are expectations that we should still do, you know, well in emerging markets because in a way we have only just started in these markets. The fact is that, you know, our businesses remain still very resilient across all emerging markets. Our business continues to perform very well even this quarter in India, in Brazil, in Russia, China. So I do think there is perhaps some evidence of slowdown but, you know, on the other side our business is still doing well in emerging markets and we continue to strengthen our innovations, strengthen our brands, strengthen our BEI investments. We have again this quarter increased quite substantially our BEI investments in these markets. 
So I think there could be a slowdown and as I said, this is not news for me. 18 months ago when I said it people were sort of saying, where is this coming from, but it is there. But on the other side, you know, our business continues to perform well so I’m pleased with that. 

Operator

Thank you. Your next question comes from [Shas Mansoor] of Societe Generale, please go ahead. 

[Shas Mansoor] - Societe Generale

Good morning. Yes, my question’s on health and hygiene performance. You’re stressing that the good performance is not just down to the cold and flu season, lots of other good stuff happening. We’re trying to get to the bottom of the, sort of, normalisation risk if there’s a much more normal cold and flu season next time round. So is it your feeling that you hope to offset any normalisation risk with all the other good stuff that’s happening, the innovation rollout that you’ve pointed to. That’s, sort of, question one. 

Question two on Suboxone. You said that the 10% generic share is in line with the expectations, so clearly you have a view on your market share risk there. In the old days it was put at 80% and I was wondering what, sort of, your current feeling on that is. And moving from, sort of, share of pie to size of pie, you know, quite rightly you’re pointing to strong prescription growth still. You know, how much bigger do you think the Suboxone pie could get in the US? And finally, you can tell that there’s been quite a bit of emphasis on input costs easing in this call. I mean, philosophically for you do you want to reinvest any input gains that you get into BI and improving the quality of the business rather than allow any of it to go down to the bottom line? Thank you. 

Rakesh Kapoor – Reckitt Benckiser - CEO

It’s very difficult to judge the normalisation risk in future quarters because who can say what will happen in terms of whether we are going to have a good season, a bad season or a great season? All we can say is that we don’t want to worry about one season or another. You know, the reason when we chose to compete strongly and build a high quality health and hygiene business was not because it’s seasonal or [long]. When I announced the new strategy last year we were going through I knew a very modest season but that does not change my mind. We invest behind health and hygiene because we know longer term these are structurally a right set of categories for Reckitt Benckiser to compete in. We have the strength to compete there, we have the strength to create value and I think if you look at the track record that we are setting over not one quarter or the other but, you know, over medium term we’ve always seen how health and hygiene is becoming a more important part of our portfolio and is set to continue to do that. And if we do that it’s going to be better for shareholders because clearly these are high quality businesses from a both growth and margins point of view. So I don’t want to think about one quarter risk and year-on-year risk. I see much more the longer term gain that we want to be in. So that’s one. 

The second thing is Suboxone. 10% generic share is in line with expectation. You know, we said we’d lose 80-90% of our hard tablet business and I don’t know, mathematically maybe we are already 60, 70% loss. So, you know, it’s a matter of time and it’s going to get there. The wider question here is not how much we lose of the tablet business because in any case there’s hardly much less to lose. The wider question is what is the impact of generic entry on the growth of prescriptions because, you know, how is that going to pan out. And then secondly what is going to be an impact of this on film. Now, you also asked a question whether the size of the pie is likely to… set to grow. Yes, of course it should, simply because this is a market where there is still a very significant number of people who still are afflicted from opioid dependence and are not being treated. And you’ve seen that our efforts to bring these people into treatment, our efforts to educate the doctors and be prepared to treat these people. Our efforts to put a comprehensive and holistic programme of care around this whole area, therapeutic area, is bringing this market into growth and I do believe that the conditions are there for this market to keep growing. 
And then the only uncertain bit will remain is what is the impact of the generic tablets to our film. And I must tell you that, you know, we’ve done any number of modelling and I must tell you that there is hardly a great model I can use to tell you it’s going to be x%. We just have to see the impact over several quarters. Clearly we are not sitting idle, we are not sitting back. We are going out there, educating basically the governments, educating the doctors, educating the manage care people of the clinical value of the film, of the scientific value of the film. It is patient preferred, people stay on treatment for longer. People who [comply] therefore are even higher quality patients and lead higher quality lives, not just for themselves but for the families around them. We are educating, you know, the manage care people about the financial benefit of people staying in treatment for longer simply because the patient on treatment is less of a burden, let’s say, on the medical system. So we are not sitting back, we are going to fight hard. But our best efforts are still not going to be enough to keep our film share. We are going to have an erosion. What exactly it’s going to be I really will not be able to tell you. 
And then your final question was a great one, actually. What’s going to happen if we have, you know, more margins and will we put it under BEI or will we put it under op margins. And I must tell you that our first instinct will be to invest for growth. That’s our first instinct. You know, last year I basically reset our margin expectations on that you should not expect… but on the other side we actually delivered more op margins because we put 100 million more in BEI, we still managed to deliver more margins. So I think it’s a question of whether we have the right buckets to invest in and whether we believe those are going to return good value for our investment and if we find more opportunities we will continue irrespective, by the way, of whether we have a more benign cost environment or not. If I believe that we have still opportunities to drive more growth by putting – I’m just making it up – 25, 30, 40 million pounds, I will do so. Not worry so much about what’s happening to my margin and what it means in terms of my margin guidance because I believe, you know, if you keep doing the right thing in terms of investing behind high quality, you know, [carriages] and portfolio choices that we have wilfully made, we will create the value that our shareholders expect and we want to drive for this company. 
Operator

Thank you. Your next question comes from Pablo Zuanic of Liberum Capital, please go ahead. 

Pablo Zuanic – Liberum Capital

Good morning, Rikesh. I have three questions and then if I may follow-up on Suboxone. Number one, obviously emerging market growth very strong, I’m trying to understand better the sense of sustainability here. So for example, in the case of LAPAC you did 7% in the second half of last year, now you’re doing 11%, would you call that a step up in growth and that we should be thinking of double digits there during these distribution gains and innovation you’re putting through? And then if I look at RUMEA, obviously in the past you’ve been doing about 11%, now there are issues you’re at 7, but when should we get back to double digits. And it’s again the same question, is the double digits something that we should be assuming for RUMEA? That’s the first question. 

The second one, obviously Schiff, you’re moving quickly in terms of innovation according to you press release in the US. Is there an opportunity to expand that in Europe or particularly in the UK in some shops like [Holland and Barrett]? And then the third one, and it’s more maybe a [gauging] question but, you know, Dettol, when I think of Dettol in emerging markets, is it at the end of the day just another soap or is it a disinfectant? And if it is another way of cleaning your hands is it competing with Lifebuoy and some of the other soap brands from the larger companies? If you could just answer those questions first, thanks. 

Rakesh Kapoor – Reckitt Benckiser - CEO

So the first question is very easy to answer, Pablo. I think you’ve got your numbers reversed order. I think LAPAC has been growing actually at 11% last year and, I don’t know, five quarters in a row at 11% I think if I’m not mistaken, so it seems like a fairly… LAPAC 11% headline shows  brilliant stability but obviously underneath that there are some markets which are slightly better than last year and some markets that are not. But LAPAC is 11%, RUMEA 7% and that trend has been there for the last couple of quarters. So I think the trends have not changed in the last couple of quarters between RUMEA and LAPAC. I think you’ve got it inverted. 
On Schiff you asked me whether we are going to expand it in other markets. Clearly our first… I mean, we are a couple of months into the integration and we have really, really done extraordinarily well at integrating that business into RB and we’re working very hard to innovate even more and to increase our investment. But I think our short-term priority there in the US is also to improve our in-market execution because we can do a much better job in terms of (unclear) management than Schiff was able to do and we’re looking at that and it’s not going to happen in one quarter because you clearly have to convince customers and work with them and do all of the good things which we (unclear) do. We will also at that point in time…at this point in time really understanding all the dynamics of this category, not just in the US but also outside the US, and looking at, you know, how we can participate in VMS outside the US. I don’t think I can tell you at this point in time what that participation strategy will look like and when we have something more to talk to you about we will certainly come back but at this point in time, you know, we’re very busy in understanding this whole category, not just in the US but also outside the US and the dynamics and looking at how to participate strongly. It’s gone off to a very good start and I’m pleased with that. 
So you asked me the third question on Dettol on emerging markets. I was born in an emerging market and, by the way, like all self-respecting Indians I worked on Dettol too. And Dettol is a trusted champion of health. That’s what Dettol stands for. A trusted champion of health. It does more for health every day in so many ways. That’s what Dettol stands for. It does more for health for you and your family every day in so many ways. And then we use this part and this idea that I just talked about and see where is this relevant. Where do consumers expect Dettol to be in more of a trusted champion of health? Where do they want to see more health and how can we do more for them in health? And clearly as we saw, you know, we can do more in bathing and that’s why we have a soap. We can do more in dishwashing and hand dishwashing because we do know that water conditions are not very hygienic in many parts of the world and we know that consumers expect Dettol to provide them with a solution and therefore we are providing that solution to them. Trusted champion of health doing more for health in so many ways every day, that’s what Dettol stands for. Not a particular category or segment. Dettol is an idea and ideas are more valuable than category presence. 
Pablo Zuanic – Liberum Capital

Thank you, and if I could just follow-up on two very simple questions. As you launch these new dosages on the 3, the 4 and the 12 are you going to pull out the 2 and the 8? That’s the first question. The second one, you stopped shipping on March 18th, you say, the branded tablets but, you know, all the pharmacies I go to still have stocks. I suppose they… I mean, do you have a sense of how much stock do they have? I mean, do they have stock to last them until the second, third quarter? And then the fourth one, if I may, just to put your 69% volume share in complex, what was the total combined RBP volume share at the end of 2012? Was it about 85%? If you can just remind us about that. Thank you, that’s all. 

Rakesh Kapoor – Reckitt Benckiser - CEO

So we are not going to pull out the 2 and 8. We are providing more dose forms both because, you know, it avoids consumers self-dosing on exact doses that they think and therefore avoid further paediatric exposure, so we aren’t pulling out. You asked in the second question whether there is more stock of the tablets lying in the market and what that might be. We cannot… first of all, we stopped shipping on the 18th and because our stop date was well documented, it was well-documented six months in advance because you must not forget we gave six months’ notice, we’ve been working very closely with out wholesalers to make sure that they had the right stock levels to service any overflowing prescription. So there is no tangible, you know, one-off effort here. You know, this has been very, very well-documented, well managed, in consultation with our key wholesalers in the US, so I don’t foresee any significant stock issues in terms of tablet. 
And I think you asked me the third question on what was the total share, I think?

Adrian Hennah – Reckitt Benckiser, CFO
The answer was about 83%. The generic orphan tablets had about 17 and we had a combination of our film about 64 and our tablets was the balance. So 84 is the answer to the question. 

Rakesh Kapoor – Reckitt Benckiser – CEO

At the end of…?

Adrian Hennah – Reckitt Benckiser, CFO

At the end of last year, calendar year. 

Pablo Zuanic – Liberum Capital

Understood, thank you. 

Operator

Thank you. Your next question comes from Rosie Edwards of Goldman Sachs, please go ahead. 

Rosie Edwards – Goldman Sachs

Just one quick question from me. Given the change in disclosure in Scholl footwear are you able to say what the organic growth rate in ENA would have been if you hadn’t changed footwear? Would it have been materially different from what you’ve reported?

Rakesh Kapoor – Reckitt Benckiser - CEO

Clearly there is an impact of footwear in ENA growth rate and, really, I don’t want to go into the with and without because, you know, there is no end to this with and without. So I think the numbers are what they are, and has it made an impact? It has made an impact. But, you know, you can’t hide it, you know. It’s not like you hide it in ENA or hide it in some other segment; it’s where it is. ENA… you know, footwear business was put into ENA because that’s where the business is and that’s where we should report it. And there is an impact. I would not say any more because, you know, there are always ups and downs in any…

Adrian Hennah – Reckitt Benckiser, CFO

Maybe the one thing we should just add, Rikesh, that the position is we said last year that (unclear) the quarter when we were talking about moving the classification (overtalking) business that we expected the revenue of the footwear business in ENA to be up £50 million this year and no material profit. So that gives you a sense, hopefully, that this is indeed not material for the (unclear).
Rosie Edwards – Goldman Sachs

Yes, that’s very helpful, thank you. 

Operator

Your final question comes from [William Dalmeth of Namura] please go ahead. 

[William Dalmeth – Namura]

Good morning, three questions from me. The first one would be on Mucinex. Perrigo began shipments of the [private] level of Mucinex 600mg  a month ago, I was just wondering if you’d seen any early impact on your Mucinex franchise in the US so far and what kind of impact would you expect for the full year. My second question, following up on Pablo’s question, is on Schiff. In the press release you indicate that Schiff is growing well ahead of the US VMS market. given that the US VMS market has been growing in the mid single digit territory, is it fair to assume that Schiff is currently growing close to double digits and what would be the main drivers behind that? Is it just increased BEI or you’re also already expanding the distribution of Schiff? And finally my last question on the food business. You’re back to good growth, plus 3, despite facing tough [comps] in Q1. Again, main reasons behind that? Is it innovation, pricing actions or just an acceleration internationally? Thank you. 
Rakesh Kapoor – Reckitt Benckiser - CEO

Thank you. Mucinex, it’s too early. They launched a month ago but, you know, when you launch it it’s not fully available and distributed and stuff like that. And what is the impact going to be for the full year? Well, it’s all baked into our full-year targets. So, you know, our full-year targets always assume things that go one way or the other and I think Mucinex generic entry is very much baked into our full-year target. No real impact I can tell you of because it’s just too early. 

On Schiff, I wouldn’t go into a specific number in terms of what is the growth. All I would say is that the VMS market is indeed, as we have said before, a mid single digit growth market and we have well outperformed that. Why have we outperformed? I would say still the bulk of the outperformance comes to my mind because we did increase our investment in BEI and also I think we just got some low hanging fruit in terms of executing and focusing better on some parts of the portfolio versus others. I don’t think we’ve really created the value of our superiors’ execution machinery from a (unclear) point of view. That is going to take some time, simply because you’ve got to restack shelves, you’ve got to get customers signed up to the growth platform that we believe Schiff can offer and that’s something that will take place over time I have no doubt in my mind. We have a good story for why it should be all happening. But I don’t think we’ve got those sorts of value in the first quarter. It should happen over time. 

And then the question on food was where it was coming from. You’ve got it, you’re absolutely spot-on, there is… you know, the inflation in food is not as material as it used to be, you know, many months ago. I think the food inflation in the US is now a less material factor than growth. It’s more innovation. It’s more about, you know, whether you can drive your portfolio harder. In our case it’s innovation and we have some international expansion, particularly Frank’s RedHot franchise which has done very well. So it’s still early days in terms of international expansion. It’s not… you know, it’s there in the UK, it’s there in Mexico, a couple of parts of the world but, you know, clearly innovation plays a role and I’m pleased that, you know, this business is in plus 3% growth and that’s… you know, it should not be a 0% business, it should be a growth business, and that’s what we want to see in this business. And because the brand equities are just amazing. You know, there’s fantastic brands. So that’s all I can say on food. You know, good innovation and good effort to take some part of the franchise into international markets. 

Operator

Thank you. Your last question comes from Ian Simpson of Barclays, please go ahead. 

Ian Simpson – Barclays

Thanks very much. Good morning, everyone. Just a couple of quick questions from me. Firstly, I know you’ve talked occasionally about the injectable Suboxone that you’re, sort of, working on, if you could just give us a very quick update as to what stage that is at. Secondly, on the, sort of, future outlook for portfolio brands, I heard you to sort of, say that we shouldn’t at the moment expect a, sort of, further material discontinuation or step down in your portfolio brands business over the medium term. If you could just, sort of, correct or, sort of, approve that as an interpretation. And just finally, you mentioned Durex in China as something that was doing pretty well I think a couple of times now over the last few sets of results. Do you have any, sort of, performance data that you can share with us in terms of either how fast sales have grown over the last year or how your market share’s moved or anything like that? Thank you very much. 

Rakesh Kapoor – Reckitt Benckiser - CEO

Injectable, I think there’s no news to tell you because many of these things are in different phases in terms of, you know, clinical development and you don’t get from one month to the next any significant updates. So there is no significant update. We continue to work on the injectable Suboxone. We continue to believe it’s a very interesting growth platform for Suboxone for RBP. 
In terms of future outlook, you talked about whether we are going to do something more material in portfolio. As I’ve said to you and I want to be very… I want to be very consistent in our strategy for portfolio as I am for the rest of the business. We will continue to do the right thing and take the right actions to make sure it does not become an area of defocus and does not become a drag in terms of our overall performance. So we believe that the footwear business requires strong action, that’s what we’ve done. I don’t expect any major material action at this point in time for the remainder of the year. But absolutely, we will continue to take a look at this and see whether or not the actions we’ve taken are indeed providing us the right outcomes and then decide, you know, our next course of action. At this point in time you should not expect any more material action on this set of portfolio brands for the remainder of the year, but if there are others I will come back and talk about that. 
You said something about Durex China. You know, I talked about Durex China because clearly we are very pleased with what we’ve done with the brand not just actually in China but in so many parts of the world. I keep on talking about China because I did talk about China as my first publicly disclosed power market, so I’m quite pleased that I made the first step of telling you my first power market, that’s why I now talk about Durex in China, but it’s done very well in many other parts of the world. And hopefully one day in one of my investor meetings I’m going to talk about the China Durex story and what we’ve done there. It is an amazing story of growth and an amazing story of market share. Hopefully, you know, one day we will talk about that. 
Operator

Thank you very much. No further questions at this time, please continue. 

Rakesh Kapoor – Reckitt Benckiser - CEO

If there are no further questions then I will wrap up here. Thank you very much for joining us, goodbye. 

Operator

That does conclude the conference for today. Thank you for participating, you may now disconnect. 
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