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Presentation

Operator

Thank you for standing by, and welcome to the Reckitt Benckiser Q3 Results call hosted by Rakesh Kapoor, CEO.  At this time all participants are in a listen-only mode.  There will be a presentation followed by a question and answer session.  I must advise you that the call is being recorded today, Wednesday 24th October 2012.  I would now like to hand the conference over to your speaker today, Mr Rakesh Kapoor.  Please go ahead, sir.
Rakesh Kapoor – Reckitt Benckiser Plc - CEO
Good afternoon and welcome to Reckitt Benckiser’s third quarter conference call.  I will take you through a summary of our interim management statement and then Liz Doherty, our CFO, and I will be pleased to take your questions.
Reckitt Benckiser delivered a strong third quarter trading performance.  Like for like net revenue growth was +5% and total net revenue growth increased by +4% at constant exchange.  This growth was driven by another strong performance from our emerging market areas, with particularly good performances from our core hygiene brands like Dettol, Harpic and Veet.  We also had an improved performance in Europe North America driven by a number of factors; higher brand equity investment, a stabilising promotional environment in both laundry detergents and Vanish and a particularly strong Mucinex performance aided by encouraging trade acceptance of our new Fast Max caplet and a good start to the flu season.  RBP continues to make very good progress with Suboxone sublingual film which now has a US volume market share of 60%, up from 48% at the end of 2011.  For the year to date our like for like and total constant growth rates were +4%.

I am pleased that our new strategy, our new organisational structure and, most importantly, our renewed commitment to managing the business for the long term are showing encouraging results.  I am also pleased that, while early days, our exciting innovations such as Mucinex  Fast Max caplets, Airwick Filter & Fresh and Lysol Power & Free are being well received in the market.  These results underpin our confidence in our full year target of like for like net revenue growth, excluding RBP, of 200 basis points above our market growth rate which we now expect to be at the top end of the 1% to 2% range.  We also expect to maintain operating margins, ex-RBP, in 2012 at around 22.6%.

With that, Liz and I will be pleased to take your questions.  Can we have the first question please?
Questions and Answers

Operator

If you would like to ask a question through the phone lines please press star and one.  Once again, that’s star and one.
Your first question comes from Celine Pannuti from JP Morgan.  Please go ahead.
Celine Pannuti - JP Morgan - 

Good afternoon.  My first question would be on the market growth.  You seem to think that the market is growing faster; can you flesh out where, in which geographies or categories, this has been the case, especially because we seem to see some slow down in your emerging market performance?
Second, the portfolio brands have been quite strong this quarter, at 7%; can you explain whether the situation in terms of the market has improved or has it been your market share that has improved, and what kind of rate of growth can we expect in the coming quarters, i.e. can we expect this rate of growth to continue?  Thank you.
Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Thanks, Celine.  First of all I did say that market growth rate I do now expect to see at the top end of the 1% to 2% range.  I must warn you that the market volume growth rate has not really changed very much over the last nine months.  Market volume still remains, at best, flat.  We are seeing a bit better price/promo driven price realisation, so you could say that the market value is based more on price/promo mix rather than volume.  There is a slight uptake also in the healthcare.  These are the two macros I would like you to think about.  You said our EM business has slowed down; I would say our EM business is very strong.  If I just looked at our emerging markets, purely emerging markets, we are still performing, growth rates of double digits and above, which is very good indeed.  Although I have said, almost 12 months ago, that emerging market growth rates are not what they used to be our business continues to perform quite well there.
Your last question, I think was about portfolio brands.  Although I cannot give you any guidance for the future quarters, all I would say to you is that portfolio brands is a number of odds and ends, it’s got laundry detergents on the one side, it’s got a Russian medical business on the other side.  The Russian medical business had a good quarter but also I would say that the laundry detergent [leaks], which were quite rapid in the past, have to an extent been checked by us.  I have always said to you, for a long time now, that I’d like that to be stopped to an extent because that hampers growth rates.  I think what we have delivered is what we were trying to work on and I think more needs to be done, it’s still not in positive territory, laundry detergents, but really we are working hard to close some of the leaks.

Celine Pannuti - JP Morgan - 

Just to follow up on this laundry detergent; is it that your market shares now have flattened or is it that the market is a bit better, because it’s quite weird given the bad news we’re hearing on the macro economic side from Southern Europe.  That performance is quite weird in that framework.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Southern European markets continue to be very tough.  All I will say is that the promotional environment has evened out.  When I say evened out I mean in the past you could say that the promotional environment was headed south and now it’s not headed south but it’s left quite an even-stevens game; you don’t have the same level of decline that you had before.  The best way to describe it is this; it’s gone from worse to bad.  That’s the best way I can describe it to you; it’s gone from worst to bad.  That’s the kind of progress I’m talking about here.
Celine Pannuti - JP Morgan - 

All right.  Thank you so much.

Operator 

Thank you.  Your next question comes from Chas Manso from Societe Generale.  Please go ahead.

Chas Manso – Societe Generale - 

Good afternoon.  On that promotional activity point, could you split the price and the volume for the group for the quarter?  You mentioned that pricing has improved in promotional activity stabilising; if you could, on the price point, maybe describe a bit how much of that is the promotional coming off and how much is the price going up.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

I don’t think that level of detail is going to be that mathematically accurate anyway, but I can give you the broad trends.  I think we still continue to outperform the market in terms of volume, so in a flat market I would say, by and large on volume, our volume growth rates are plus two and the price makes trade spend optimisation, or whatever you might want to call it, is plus three in the quarter.  That’s really the way you can look at it.  We continue to perform in a market where volumes have not really ticked up.  We’ve performed well in overall terms and getting the right balance of volume and pricing and promo optimisation over the period.

Chas Manso – Societe Generale - 

Could you tell us how strong the sell in for the new Mucinex caplets was?

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

I think you must remember that last year we had a good sell in of the Mucinex Fast Max, so I don’t think we should think about the sell in here, just to keep that point in check.  What I said was that the Mucinex Fast Max caplets have been well received, I don’t think you should take away that there is a sell in impact of this.  Last year, you could argue, for the first time we were launching into coughs and colds.  We are pleased with how the trade has received it.  There’s so much more to be done because this is just the very early start to the flu season; the most important quarter, as you all know probably, is the last quarter for flu.  I don’t think there’s a sell in effect here, much more the peer acceptance of Mucinex, although Mucinex did have a very nice quarter.
Chas Manso – Societe Generale - 

Okay.  Given the improvement in like for like in Q3 can we now say that the full year guidance, of essentially 4%, is now on the conservative side?

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

I don’t think so.  I don’t think the issue is anything about conservative or optimistic.  We did say a few things; we remain committed to our strategy, our strategy is to outperform our markets, our markets are now expected to be on the top side of the 1% to 2% range and you should continue to look at us trying to do 200 basis points over that.  After that, I can’t do the maths for you, you are going to be much better than me in maths; I never gave quarterly guidance before and I can’t give you quarterly guidance again.

Chas Manso – Societe Generale - 

Okay.  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Thanks.

Operator
Thank you.  Your next question comes from Harold Thompson of Deutsche Bank.  Please go ahead.

Harold Thompson – Deutsche Bank - 

Good afternoon everyone.  I’ve got two questions.  One is on your big three homecare/household brands, Vanish and Finish specifically.  You mentioned, throughout the statement, that they’re doing very well and that the promotional environment is getting a bit easier.  Can you maybe explain a bit more, by key regions, how those two brands are doing and how much of the benefit of the improvement is just the easing promo environment or the roll out into emerging markets?

The second question is on RBP.  Clearly there was the news recently of you planning to stop the distribution of the tablets.  In the fourth quarter we’re going to be comping [?] against the Medicaid revue last Q4, so there’s a lot of movement going on in that division.  Could you maybe just help us explain how that will trade into the year end, given all those moving parts?  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Harold, if you don’t mind, can I answer the second question first, because it’s a bit more complicated than the first one?

Harold Thompson – Deutsche Bank - 

Yes, okay, go on then.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

There are actually a number of moving parts in RBP in the fourth quarter; more so because of some of the actions that we have taken recently but also because of what happened in Q4 last year. Let me just try and see if I can explain that, although I don’t like to talk about a quarter at a time this one requires a bit because we never [gave] you guys and so RBP requires some kind of explanation.  Here it goes; let me see if I can paint this picture for you.  In this year’s last quarter there should be a positive impact in net revenue versus the first three quarters just because of the anniversary of the adjustment we made last year on the Medicaid approvals; that’s quite clear.  How much should that be?  We have indicated to you, roughly speaking, at that time, what the adjustment level was so if you extrapolate that you should say actually there should be an uptake of about early teens, maybe up to even mid-teens increase over the run rates of the first six months, or nine months if you want now.

Should that be the case?  Actually not, and I’ll tell you why.  There are a certain number of offsets that I’d like you guys to keep in mind.  The first offset is we do expect to see some increased dilution from film conversion.  The fact is that, at the early start of the year, we had film at a very small percentage of our business versus what it’s likely to be at the last quarter of the year, versus last year, and also probably accelerated somewhat, if the recent weeks are something to go by, based on the announcements that we’ve made and the decisions that we’ve made.  You should expect some offset in net revenue because, as I’ve said before, film dilutes tablets in terms of net revenue and gross margin.  The other offset I think, which is not probably as well known, is that there is some downward price pressure imposed in several European markets by cash-strapped Governments, particularly in France and the UK and parts of Eastern Europe.  There is a downward price pressure on the European prices in RBP. 

I would say, when you bear in mind these two, the arithmetic is not as simple as year to date and the addition of the last year Medicaid issue.  I can’t go any further than that and tell you therefore what the new percentage should look like.  All I would say is it’s going to be affected by these two factors. 

The second bit is the bottom line, because you have to question how that also impacts the bottom line.  Clearly there are some offsetting factors here too.  One is what I just described, the film conversion and the offset from downward price pressure in Europe but there are a couple of other things to be kept in mind, and both for the right reasons.  We did invest, in the second half this year, on what is called brand equity investment, but here the idea was actually to raise patient awareness about the film and about the treatment.  You saw some pieces of advertising and marketing programmes that we had run in the US when it was described at the half year business review.  The other bit is that we also described that we have been working on some of our innovation pipeline ideas that we have already described to you.  It’s time for us to start investing in the clinical programmes behind these ideas.
I think it’s the right thing to do.  I do believe RBP has demonstrated, much against the odds, that it is a sustainable growth business, it can be a sustainable growth business, we should keep doing the right thing for the business and the right thing for this business is to also invest behind the clinical pipeline.  If we manage to deliver that that creates a new platform for growth in the future.  These are the things that we are doing.  If you combine all of this stuff I expect margins for the second half of the year to be in the same ballpark as the first half of the year; maybe modestly down but only very modestly down.  Maybe, ballpark, same margins first half versus second half on RBP, maybe modestly off, but it’s not material really.  In the grand scheme of things RBP is not about the 50 basis points, 100 basis points margin here or there, it’s about sustainable long-term growth; how do we create it, how do we invest in the business appropriately and how do we demonstrate continuous value for this business, which we are trying very hard to do?

That is a bit of a long answer to explain a very complex subject, and I hope that’s what you were looking for in terms of some kind of an idea.

Your first question was more about how do I describe our growth rates by different regions and areas between Vanish and Finish.  You’ve been following our stock for a long time; we never give you brands by area.  All I would say is that overall Vanish is performing much better this year than it has in the last year, both in terms of share progress as well as in terms of growth rates, and I think this is a combination of both still doing very well in emerging market areas but also doing better in our core markets of Europe and so on and so forth.  Really Vanish is a simple story here.  I said to you, in my first statement ever, that I want to make sure that we keep coming back to some of these things which are important to us and we’re working hard and we are going to work hard.  It’s not all done, I would just be open with you; it’s not all finished.  We have still got a lot more to do, we are working hard to do this, but we are making the progress that we need to make.  

On Finish, I would say that the intensity of competitive challenges in Europe continues.  In the US also the competition has become more intense in the last few periods, I have to say doing more irrational things than we have known them for, but we are going to fight very hard.  One thing we have shown to you in the first nine months of this year is that we are not going to take everything lying down; we are going to fight very hard.  That’s what we are going to do; we are just going to fight very hard.  Vanish and Finish, overall I would say they are growing share in the markets on a worldwide basis and Vanish is certainly making an improved story.

Harold Thompson – Deutsche Bank - 

Just maybe a quick word on Airwick?
Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Airwick; I would say the market is tough.  First and foremost I would say the consumer environment on Airwick is not pretty at this time.  It was a surprising thing, because when the consumer prices first hit, a few years ago, Airwick remained pretty resilient.  I’m saying Airwick; I should say air fresheners remained pretty resilient.  Now I do see that the market has become a bit tougher.  All I would say is that, on Airwick, we have an innovation plan for the remainder of the year; fantastic candle season going through.  A lot has to be done because last quarter was good quarter for air fresheners.  There’s a lot more to go for; we’ve launched Filter & Fresh in a number of markets, we’ve got a nice candle season going through, and we’ll see how we end up, but the air freshener market is pretty tough.
Harold Thompson – Deutsche Bank - 

Okay.  Thank you very much Rakesh.

Operator
Thank you.  Your next question comes from Robert Waldschmidt of Merrill Lynch.  Please go ahead.

Robert Waldschmidt – Merrill Lynch - 

Good afternoon.  I just wanted to ask a couple of questions.  Firstly, we’ve been hearing from many companies about the so-called impact of one less trading day in this particular quarter; does that impact your business and can you quantify that for us?

Secondly, we know you’re exiting private label contracts as and when; is there any impact at all in Q3 and can you quantify that for us?

Thirdly, just on the RUMEA business, in particular looking at Russia; we know, given SSL had a great little acquisition there via Contex, which had a great route to market there, I think that’s what you’re referencing when you start talking about the portfolio brands for medical in Russia because you remind us about that.  What have you done so far in terms of leveraging the core Reckitt brand into that network?  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

I’ll take the third question and then I’ll get Liz to answer the first two on the extra trading day, which is a simple straightforward answer, but also the private label contracts and how they pan out for Q3.

Russia; we only finished the remaining 25% of our acquisition on Russia in the first half of the year, the second quarter of this year, as we are working very hard to find the most optimal go to market strategy.  You should not forget that we have a very good business already in Russia, both in household cleaning, or home and hygiene, but also in healthcare, so we already have a very nice Russian platform.  We get a new platform through this acquisition.  This acquisition had two parts; one part was the Contex/Durex consumer business and the other part was medical gloves and the hospital business that they had.  That’s what we need to figure out; what is the best way to integrate these two slightly different businesses, with different go to markets, with an established home and health platform.  We will do so in the next 12 months.  Both these business, by and large, are performing very well and this is not about trying to take one business out of trouble with the help of the other.  We want to make sure we optimise and get the best out of both the businesses and not look at anything more than that, because the market should do very well.

Is that what you were looking for for Russia, or is there more I can help you with; otherwise I will pass on the mic to Liz?

Robert Waldschmidt – Merrill Lynch - 

I think that’s good.  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Okay.

Liz Doherty – Reckitt Benckiser Plc - CFO

In terms of the impact of the one less trading day; immaterial, we wouldn’t notice.

You asked about the impact of Propack.  The easiest way for you to see that is the difference between our like for like growth, which was +5% at constant, and the total net revenue, which is 4%.  If you recall, we’ve actually included Propack as part of the acquisitions and disposals, so that’s where you would see that impact.

Robert Waldschmidt – Merrill Lynch - 

Thank you.

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 of all, you’ve had a decent pick up, clearly, in the ENA region; was that relatively evenly balanced between the two bits of that region or was it more pronounced in one versus the other?

The second thing is, on the generic Mucinex, again still you haven’t really seen much of an impact from that, it seems to be pretty limited, but if you could really update us on where you are with that and what you think is likely to happen over the coming months that would be helpful.  Thanks.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

You know that we don’t report Europe North America separately; you know we also don’t talk about Southern Europe versus Western Europe versus Eastern Europe, and so on and so forth.  All I would say is that the performance in Europe North America together is pleasing.  We’ve been working hard to do a number of things; be very, very aggressive with our investment programmes so all the [instruments] with [BEI] we were talking about was not only reserved for emerging markets.  I’ve always said to you all, I said it in February, I said it later in July, there are industry challenges to find a way of growing Europe and North America; the industry challenge is not to find a way of growing only in emerging markets.  I’ve always said that and I think we’ve been working hard to do that and the new changes that we’ve made seem to be on the right track.  I would say that’s in both parts of the continent that I say I see improvements; I would not go into details of growth rates in one versus the other; I would say there are improvements in both sides.

In terms of generic Mucinex; I would say that I have probably heard the same things that you have, there is no sign of generic Mucinex at this point in time.  I cannot judge when it will happen, how it will happen.  What I’ve always said is generic Mucinex is going to happen, although it’s not as straightforward to make; these extended release tablets are tough technologies, they’re not made in your back yards; not that other people have made it in their back yards.  They’re tough.  We just need to wait for that to happen but, on the other side, you should not look at just what will happen from generic Mucinex; you should look at the wonderful programme of innovation that we have got behind Mucinex, that’s more important.  This is a tough brand.  

We’ve moved it from coughs to mainstream cold and flu.  We had a very nice first year in cold and flu with just the Max liquid, now we’ve just launched caplets; caplets is the bigger part of the market versus liquids.  Who knows what more we are going to be working on?  On Mucinex, I don’t keep thinking about when generic is going to happen because this is not like any other generic; this is a private label entry and private label is a reality in all our categories and we’ve got to learn to deal with private label.  The best way to deal with private label, I’ve always said this, is to have a fantastic innovation programme which offers great value, and that’s where we’re working on Mucinex.
Jeremy Fialko – Redburn - 

Okay.  Thanks.

Operator
Thank you.  Your next question comes from Guillaume Delmas from Nomura.  Please go ahead.
Guillaume Delmas – Nomura - 

Good morning.  A couple of questions from me; the first one on your food business.  We’ve seen some slowdown in Q3, you’re saying that it’s down to more competition from private label; I was just wondering whether you’ve taken some corrective measure yet or promotional activities or more innovation and if we could expect some improvement as early as Q4?

My second question is on your power brand roll out in emerging markets.  Could you give us an update on that, particularly year to date; how many new product category/country combinations have you handled?  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Let me just take the food question first.  First of all, the overall market in food in the US, we are not the largest food player in the world but, if you watch some of the other people who’ve got bigger business in food, probably they would call out the same thing, which is the food market has slowed down.  Most of the slowdown is coming, in our case, from the fact that in the past, as food inflation has gone to a new high in the US, some of the volumes have come under pressure and, at some point in time, pricing is more difficult to get by.  The food market, I would say, has slowed down, that’s one factor.  The second factor is not on all the business, because we have three fantastic franchises in food; we have got the French’s Mustard, we have got the Frank’s RedHot Sauce and we have got the French Fried Onions.  On the first two, which is the French’s Mustard and Frank’s RedHot, our businesses are performing well and we are gaining share.  The third business we did not have private labelled products in distribution, so you would say that’s the one tiny effect of private label entering part of the business that they did not have the scale in to.

What I would tell you is this; we have a very good food business, we have a very good set of people there, we know how to compete in private label.  We have done it for years and we have grown share in that market.  We put a fairly strong programme into place for the last quarter and we will continue to work on how to beat private label in food as we go forward in the next years.  I will not be able to give you any specific guidance about what growth rates might look like for the fourth quarter; all I would say is that we’re going to work hard to fight a player which we know how to fight.  It’s got to be done over several quarters and that’s what we will be working on.
You had another question about brand roll out.  Even if you did not manage to see the presentation or be there, if you just open up the presentation I made at the half year I gave some kind of an update.  If it was not at the half year it was the June Deutsche Bank conference.  I made an update on the number of category combinations that we were targeting for power brand roll out.  I don’t think I can give you a major update from then; it was just three to four months ago, we don’t roll out significantly, it doesn’t change that quickly.  If you just go back to that presentation it’s got a pretty good indication of how many new category markets we’ve targeted for entry.
Guillaume Delmas – Nomura - 

Thank you very much.

Operator
Thank you.  Your next question comes from Iain Simpson of Barclays.  Please go ahead.

Iain Simpson – Barclays - 

Thank you very much.  Just a couple of quick questions, if I could please, Rakesh?  I’m struggling a little bit to understand the very strong like for like performance in portfolio brands.  I know you’ve talked a little bit about Russian medical doing well but any additional colour on that you could provide would be much appreciated.

Also, secondly, I was just wondering what you’ve done with the capacity that was freed up as a result of you shutting down your private label business.  I think, historically, it’s been a little bit of a balancing item for you; have you been able to put that through other segments of portfolio brands and keep that investment going?  Thanks very much.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Thank you.  Portfolio brands, as I said, there are two key factors there; one is Russian gloves which has done very well this quarter, but also the laundry portfolio, which has been a very significant drag, I would say, on the business has gone from worse to bad.  If you combine these two you see the uptake.  Plus seven is a big number and I think it is not the kind of growth that you normally would expect to see in this portfolio, but it is certainly a good result for this particular quarter.  

In terms of private label capacity; that’s something that we’ve done.  We have optimised or capacity planning and utilisation from the key plants that were producing private label.  For commercial sensitivity reasons I do not want to tell you more than this because, clearly, plant optimisation is a sensitive topic and it would be very wrong for me to actually have an open discussion around this.  Clearly that’s something that we are working on to do the right thing.

Iain Simpson – Barclays - 

Okay.  Sorry, if I understand you correctly then are you saying that the capacity that was previously being used to produce private label is now likely to be surplus and removed or that you will be repositioning it or have already repositioned it within portfolio?  Sorry, if you could just clarify.  Thanks.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

I did not say either of those two things.  I said that capacity planning in an ongoing activity with Reckitt Benckiser.  Some of these discussions are pretty sensitive in nature, both from a commercial point of view but also from a personal and people point of view, and I would rather not have this discussion in an open forum.

Iain Simpson – Barclays - 

I understand.  Thank you very much.

Operator
Thank you.  Your next question comes from Alex Smith of Espirito Santo.  Please go ahead.

Alex Smith – Espirito Santo - 

Hi there.  I just had a follow up on Propack; whether you’d calculated how much of a benefit that might have on your margin this year, if anything at all?  

Then a question on RBP; I was wondering whether you had a view or any knowledge as to whether the data from the US Poison Control Centre will have any bearing or influence on the FDA in terms of their reasoning whether a generic tablet should be allowed into the market at all?  Thanks.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

We’ve always said to you we’ve given margin guidance for the year and the margin guidance was flat margins, including the impact of private label being discontinued.  There is nothing more I can add to that guidance.

In terms of RBP; we haven’t heard from the FDA.  Our job is to provide the FDA with the data that we have got from external agencies; we have provided that data.  Now it’s really with the FDA to consider that data and give us guidance in terms of how they expect us to carry on our decision to discontinue the tablets.  We’ve said that we are going to give six months to make sure that patients have enough time to move from tablets to film.  If the FDA wants to use that data to say we should do it sooner then we would have to take a look at that.  That’s all we have said and we haven’t heard anything from the FDA ever since.

Alex Smith – Espirito Santo - 

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 one from me.  Do you still disclose the proportion of sales that come from new products, either over the last two or three years?  I think it was a metric that used to be disclosed, however I can’t remember the last time it was.  I just wondered if you were able to update us on this?

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Yes.  We do and we talk about innovation as one of the most important engines of growth.  I’ve always said that it’s not [DNA], it’s something that we want to be the best at.  I’ve said that there is a certain ratio, and since I’ve managed this game myself positively for a very long time.  I’ve said there is a certain ratio that is healthy and beyond that it is not healthy.  Around 30% of your net revenue coming from innovation is a very healthy rate of innovation.  However, considering our business is moving in to health and hygiene the type of innovation that we do in healthcare, which is both in terms of [claims], in terms of a number of other types of innovation, will be different and also the pace of innovation will be different; you don’t change molecules very quickly, you don’t change your regulatory packages very quickly.  I’m not [very] to a percentage number, all I would say is that we continue to be amongst the best, if not the best, at rate of innovation, and that’s very important to us because that’s what we are and that’s what we would like to do.  Beyond a certain percentage I don’t think it’s something very interesting as a tracking device.  When we got to around 30% we said that’s it, there’s nothing more to add.

Rosie Edwards – Goldman Sachs - 

Okay.  Thank you.

Operator
Thank you.  Your next question comes from Eric Sjogren of Morgan Stanley.  Please go ahead.

Eric Sjogren – Morgan Stanley - 

Good afternoon, this is Eric Sjogren at Morgan Stanley here.  I just wanted to follow up on your comment about the RB Pharma margin.  This step up in investment that we’re seeing now for the marketing and R&D and so on, should we view this as a one-off step up or will this higher level of investment continue, going forward?  Of course I realise it’s early days, but is there any kind of indication of what kind of ultimate margin in RB Pharma you’re targeting?
Secondly, I just wanted to ask about SSL.  As the integration draws to a close, growth in Durex and Scholl; is there any update you can give us on how that has done in the last quarter?  Thanks.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

RBP margins; I don’t think we are going to talk about RBP future guidance on margins and growth and so on and so forth.  All I would say to you is this; just remember something we’ve always said, and I’ve always said, managing business for the long term is a better thing than managing the business for the short term.  The reason why we wanted to invest in this pipeline is because it’s going to hopefully create, once it’s delivered properly, new platforms for growth for this company, and we are showing that these are good people managing good businesses.  I can’t update you any further about the impacts of this pipeline into our margins for the next year; I’m just giving a proper understanding of the margins for the last quarter.

In terms of SSL; all I would say is that we are pleased with our performance on SSL brands.  The acquisition has done very well in terms of delivering the immediate targets on synergy, on working capital, and so on and so forth.  Now we are trying to work very hard to crank up the growth rates and make it (unclear) to our overall business, and that’s where we are heading; trying to make it (unclear) to Reckitt Benckiser.  That’s what we want to do and that’s where we are headed.

Eric Sjogren – Morgan Stanley - 

Thank you very much.

Operator
Thank you.  Your next question comes from Chris Wickham of Oriel.  Please go ahead.  Mr Wickham, your line is now open, if you could repeat your question for us?

Chris Wickham – Oriel - 

Sorry, I just wanted to go back to the point on Europe and North America; obviously the comment there...

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Maybe you should go for the next question?

Operator
Of course.  Your next question comes from Seth Peterson from Berenberg Bank.  Please go ahead.

Seth Peterson – Berenberg Bank - 

Good afternoon.  Two questions.  In absolute terms the 7% like for like growth in the RUMEA region is quite respectable but the region, nonetheless, stands out as being the only region that has had a sequential deceleration in sales growth.  I was hoping you might explain what’s happening there in a little bit more detail.

Secondly, as regards to forthcoming innovations, are you still hoping to have a higher price component as part of the innovation or are you perhaps thinking that innovation needs to include some sort of differentiated element that you’ll, effectively, give away to the market in order to achieve a higher volume growth?  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Thank you for this.  First of all, I don’t think we have a company which can be always managed and also measured on sequential growth.  We don’t have more [clicks] going through this business and we don’t measure the number of [clicks] every quarter versus the previous quarter.  Although you have rightly said that RUMEA is a 7% growth rate versus the previous two quarters of 9%; that growth rate is a good growth rate, first and foremost.  I don’t think RUMEA at 7% is not good; it’s a good growth rate.  There are a couple of things which are happening in the area which I think it would be good to talk about.  One is that I do see a level of social and political instability in some parts of Africa and the Middle East; South Africa maybe, Nigeria to an extent, parts of the Middle East.  This is not just us; I’m talking about what I see in the market.  

The Russian business has performed very well, so I don’t want you to think about Russia which has not done well.  Russia has done very well but we have a significant European business in Russia and there is a Nurofen line in Russia which has got up-scheduled from front of counter to an [RX].  This is something which is not specific to Russia, because in a vast majority of markets it’s already that status, it’s behind the counter, it cannot be bought over the counter by people without the pharmacist or without the prescription; Russia was behind that regulation, if you want.  It’s implemented that regulation and it’s caused Nurofen in Russia to suffer a bit.  Structurally the business is very good, Nurofen is a very strong brand and, although this problem might persist until we [lap] it, it’s not an ongoing problem; I don’t think there is a structural problem in Russia.  Russia’s a great market; we continue to do very well.

Seth Peterson – Berenberg Bank - 

Okay.  Thank you.  In regards to the innovation question?

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Innovation; I’ve always talked about innovation, not in pricing terms but in overall price versus benefit.  We have seen, with the launch of No Touch, just how excited consumers can be with the right value proposition delivered through benefit and price.  We innovate at that level but we also innovate sometimes, maybe these are not as exciting to call out for people and remember to people, we innovate also at the low end.  We’ve got what we call Harpic Hygienic; you go to a UK supermarket, I don’t know whether you’re calling from the UK, you can buy two of these in the bowl hygienic blocks for, I think, £1.99, which is probably more significant value than any of the blocks available.  Maybe those kinds of innovations don’t get picked up as easily by everyone because they’re not bog gadgets or big innovations, but we have innovations at different spectrums.  Innovation is not about pricing, it’s about price value, and that’s what we need to deliver to consumers to delight them and we are doing that at all levels.  I’m sure, if we ever have a chance to talk about innovation, I can go through in great detail, but at this stage I would say that we are very happy with our innovation programme.

Seth Peterson – Berenberg Bank - 

No change to strategy then?

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

No, I don’t think it’s required.  You just need to keep value at the very core of innovation.  Value; not price, not benefit, but overall value proposition.

Seth Peterson – Berenberg Bank - 

Okay.  Thank you very much.

Operator
Thank you.  Your last question comes from Pablo Zuanic from Liberum Capital.  Please go ahead.

Pablo Zuanic – Liberum Capital - 

Thank you.  Hello Rakesh, and all the best to you, Liz, in the future.  I have two questions on RBP and then two questions on Reckitt core.  In the case of RBP, now that the tablet is being pulled out, can you just remind us of the margin difference between the tablet and the film?  Is it fair to assume that if the film is about two thirds of volumes it’s about a half of earnings?

Also, the other question on RBP; MonoSol, your supplier for the film technology, has filed a patent infringement lawsuit with BDSI and BDSI have filed an (unclear) saying that they are very confident they will win the case.  My concern is that, if BDSI can challenge the MonoSol patent, doesn’t that mean that generics could also challenge that patent and eventually we will have generic films in the market by 2013?

If I may, the other two questions on Reckitt core, very quickly.  Given that Mucinex doesn’t have much, or no, private label competition in the US, is it fair to assume that the over the counter business in the US is a lot more profitable than the one in Europe where you face private label competition?

The last one, Rakesh, just on Vanish, if I may, can you just educate us here in terms of the competitive environment?  What was the issue there, was it more a US or a European issue?  Was it more from the powder, liquid based detergent side or was it from direct additive competition or was it just an issue of people were not using additives because of the economy?  I’m just trying to understand the competitive landscape and understand that (unclear) also because what you’re doing.  Just remind us of the macro and competitive environment that face that product.  Thank you.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

RBP margin difference; we’ve said in the past it’s about 1,200 basis points on both top and bottom line.  That’s slightly different on a [going] year basis because, clearly, if you measure it with the last (unclear) it’s not the right way of looking at it.  If you had no films what would tablet margins look like versus if you had no tablets what would film margins look like; that’s the right way of comparing it, it’s about 1,200 basis points.  There is no change versus what we have said before.
In terms of MonoSol versus BDSI; I think these are claims which have been aggressively put out by BDSI for a long time now and all these claims are based on one thing, which is they’ve asked the US Patent Office to re-examine the patents.  The fact is that, if somebody asks for a re-examination of the patents, in 90% of the cases the US Patent Office accepts that they will re-examine the patent.  That’s the state it is in; they’ve re-examined two of the patents that they have challenged.  In one case, from what I have been told, that patent has been upheld, which means that the claim has been disregarded; in the second they have not provided any ruling.  There are two more challenges I believe are fine.  I don’t think the thing is a sustainable story.  In my opinion and the opinion of our lawyers the MonoSol patents are strong and they have the same kind of confidence that you think that BDSI has.  I have no concerns that my legal people are telling me something which would indicate that we should expect generics to come in 2013.  

I think the idea that generic film will come in 2013 is a very aggressive idea to my mind, even if they were to infringe any patents or come around patent because of how long it takes for anything to go through these days.  It’s not about RBP, but we have a number of applications in to the FDA for a number of other brands, and so on and so forth, it takes time.  I would say, first and foremost, I think the film (unclear) patents are secure.  They are secure up to 2020 and beyond.  We have confidence in those patents and we believe that gives us a sustainable picture for the film business going forward.  That’s what I would like to put out as a key message.

In terms of Mucinex versus private label; you said are the margins better in Mucinex, what is the healthcare margin in Europe?  I don’t think we should comment on something like this.  Healthcare has structurally better margins than non-healthcare, and that’s equally true in the US versus Europe. 

Your last question was on Vanish and how competition is panning out there.  I said that we’ve had competitive attacks on Vanish in Europe; that was a new theme versus any other place.  It has been there for the last two and a half, three years and we’ve been working very hard.  I said to you, we wake up every morning and think, we need to recover our shares and we’ve got to get back this business on growth, and that’s what we’ve been trying to do; Q1, Q2, Q3 have all shown a steady progression in this direction.  

I want to leave you all with one message.  Q3 is one quarter, it’s not the year, and we have to work even harder as we go forward; we have so much more to do.  Although I can say that I’m pleased about what we have achieved so far, not just in this quarter but in the year so far, because there’s so much that has happened actually, I will be the first one to say there’s so much more to do and we are going to work very hard to get there.

Pablo Zuanic – Liberum Capital - 

Thank you.

Operator
Thank you.  Once again, if you wish to ask a question through the phone lines please press star and one and wait for your name to be announced.  Once again, that’s star and one.  There are no further questions through the phone lines.  Please continue, sir.

Rakesh Kapoor – Reckitt Benckiser Plc - CEO

Thank you very much for joining us for this conference call.  We’ll wrap up here.  Thank you very much for coming.  Bye bye.

Operator
That does conclude our conference for today.  Thank you for participating.  You may all disconnect.
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