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Research Update:

Swiss Chocolate Producer Barry Callebaut
Outlook To Positive On Improved Credit Metrics;
'BB+' Ratings Affirmed

Overview

* Swi ss-based chocol ate producer Barry Call ebaut's operating performance
has inproved in ternms of volume growh, cash flow generation, and
profitability. Al nmarkets regions are contributing to the conpany's
growmh. In addition to these positive performances, the conpany al so
benefits fromthe reduction in cocoa raw material prices over the past
12-18 nont hs.

 The conpany has recently closed two bolt-on acquisition
transactions--D Orsognha Dol ciaria and Gertrude Hawk | ngredients--which
shoul d enable it to enlarge and consolidate its presence within the food
manuf acturers and gournet and specialties markets.

* W are therefore revising our outlook on Barry Call ebaut to positive from
stable and affirmng our 'BB+ long-termrating on the conpany.

« The positive outlook reflects our expectation that the conpany will
continue to outperformthe industry in volune growh terns, and will
mai ntain an S& G obal Ratings-adjusted debt to EBI TDA of 2.5x-3.0x. W
anticipate that Barry Callebaut will maintain sound cash conversion, with
positive discretionary cash flow after worki ng capital changes, capita
i nvestment, and di vi dends.

Rating Action

On Dec. 22, 2017, S&P d obal Ratings revised its outl ook on Swiss chocol ate
producer Barry Callebaut AGto positive fromstable. At the same tine, we
affirmed our 'BB+' long-termcorporate credit rating on Barry Call ebaut.

We also affirnmed our 'BB+' rating on the conpany's senior unsecured debt. The
recovery is unchanged at '4', with a rounded estimate of recovery expectation
of 40%in the event of default.

Rationale

The outl ook revision reflects our expectation that Barry Call ebaut's S&P

d obal Ratings-adjusted debt on EBITDA will remain 2.5x-3.0x, and that it wll
continue to post positive discretionary cash flow generation going forward. In
our view, the conpany has denonstrated a good track record of converting cash
flows thanks to its constant focus on working capital optim zation

During the financial year ending in August 2017, Barry Call ebaut posted
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profitable volune growth of 4.4% well above the flat growth reported for the
chocol ate industry as whole. The conpany al so conpleted the voluntary phasi ng
out of less-profitable contracts in the global cocoa division, and started to
ranp up its recent strategic partnerships with GarudaFood (Indonesia) and to
extend its agreement with Mondel ez International (Belgium.

Its operating performance also benefits fromexternal factors such as the
| ower cocoa bean price; this has helped it to maintain cash flow conversion
and profitability |evel.

The group's business risk profile is supported by its |eadership position in
t he gl obal chocol ate and cocoa market, where it has a market share of about
40% in the industrial chocolate narket and a denponstrated ability to grow
faster than the industry.

The conpany has long-termrelationships with a diversified base of

mul ti nati onal and national branded food manufacturers that gives stability to
its operating performance. Barry Call ebaut al so experiences very | ow
volatility in terns of margins, thanks to its effective cost plus pricing
nmechani sm which helps it pass the changing cost of raw materials on to its
cust oners.

That said, the lower profitability of the gl obal cocoa segnent, which
conprises 23% of Barry Callebaut's total sales volune, weighs on its
profitability. W assume the conpany will post a total EBITDA nargin e of
9% 10% over 2018-2020

The conpany is al so exposed to volatile agribusiness raw material prices and
this could materially affect its cash flow conversion.

Qur assessnent of Barry Callebaut's financial risk profile reflects our
estimate that adjusted debt to EBITDA will remain about 2.5x-3.0x over the
next two years. Under our base case, we forecast that the conpany will
gradual |y reduce its |l everage, mainly through a noderate strengthening in its
EBI TDA and recurring positive cash fl ow generation.

In our base case, we assune:

* Revenue growth of 2% 4% for FY2018 and FY2019, nmainly derived from
further penetration in energing nmarkets, contributions fromthe recent
acqui sitions, and product innovation

 Mddest and gradual inprovenments in profitability, with reported EBI TDA
mar gi ns of 9.5% 10.0% fol | owi ng the phasing out of |ess-profitable
contracts and hi gher contributions fromthe specialties and gournet
mar ket s.

 Annual capital expenditure (capex) of about Swiss franc (CHF) 240
mllion-CHF230 mllion, including expansion and nai nt enance during 2018
and 2019.

 Acquisition spending for recently closed acquisitions (D Orsogna and
Gertrude) and no further material acquisitions going forward.
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Based on these assunptions, we arrive at the following credit neasures:
* Adjusted debt to EBITDA of 2.5x-3.0x over the next two years.
e Adjusted discretionary cash flows to debt of 4% 6% over 2018-2019.

Liquidity
We assess Barry Callebaut's liquidity as adequate and estimate that the
conpany's ratio of sources to uses will remain above 1.2x over the next 12

nont hs due to the absence of a nmaterial near-termmaturity. W al so consi der
the group's ability to absorb a | ow probability, high-inmpact negative events
to be limted.

We estimate that Barry Callebaut's principal liquidity sources over the next

12 nonths wi Il include:

e Cash and cash equival ents of about CHF400 million at closing of FY2017;

* Annual cash FFO generation of about CHF520 million-CHF530 nillion; and

e CHF875 nmillion (€750 mllion) in a commtted revolving credit facility
(RCF) maturing beyond 12 nont hs.

W estimate that the conpany's principal liquidity uses over the sanme period

wi Il include:

e Short-termdebt of CHF400 nmillion, including commercial paper;

» Cash absorbed by working capital change of about CHF100 nillion-CHF110
mllion;

e Annual capital investnent of about CHF240 million, in line with conpany's
gui dance;

» Dividend distribution for FY2018 of CHF110 mi|lion-CHF115 mllion; and

e Cash out related to the closing of two recent acquisitions in the
speci alty busi ness segnent.

Outlook

The positive outl ook reflects our expectation that the conpany will continue
to outperformthe industry in growmh terns, and will naintain an S&P d obal
Rati ngs- adj usted debt to EBI TDA of 2.5x-3.0x over the next 18-24 nonths. W
anticipate that Barry Callebaut's profitability will inprove further thanks to
a higher contribution fromthe specialties and gournet division and the

phasi ng-out of |ess-profitable contracts in the global cocoa division.

Upside scenario

We coul d upgrade the conpany by one notch if Barry Callebaut continues to
denonstrate a positive track record of cash conversion, for exanple, through
structurally |l ower working capital requirenments. An upgrade would also require
conmitment fromthe conpany to maintain a financial policy in line with an

i nvest ment - grade rating.

Downside scenario
We could revise the outlook to stable if the conpany reports deterioration in
its operating performance, due, for exanple, to shrinking volunes or strong
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conpetition on prices; or if the effect of negative working capital, |arge
acqui sitions, and significant sharehol der distribution lead to structurally
negati ve cash fl ow generati on.

Ratings Score Snapshot

Corporate Credit Rating: BB+/Positive/--

Busi ness risk: Satisfactory

e Country risk: Low

e Industry risk: Internediate
 Conpetitive position: Satisfactory

Fi nanci al risk: Significant
* Cash flow Leverage: Significant

Anchor: bb+

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

e Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

e Conparable rating analysis: Neutral (no inpact)

Issue Ratings

Recovery Analysis

Key anal ytical factors

e The senior unsecured debt (conprising €750 nmillion RCF, €250 mllion
5.625% not es due 2021, $400 mllion 5.5% notes due 2023, and the €450
mllion notes due 2024) is rated 'BB+', with a recovery rating of '4'.
The recovery rating is supported by a good guarantor package (fromthe
parent as well as subsidiary conpani es), but constrained by the unsecured
nature of the debt.

* Qur hypothetical default scenario envisages increased conpetition and a
dipinthe quality of cocoa produced owing to the politically unstable
environnent in Africa.

* W& value Barry Call ebaut as a going concern, given its prom nent market
position and long-termcontracts with | eading custonmers of the chocol ate
i ndustry.

Si mul at ed default assunptions
e Year of default: 2022
e Jurisdiction: Switzerl and
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Sinplified waterfal

 EBITDA at energence: CHF252 nillion

e Cyclicality adjustment is 10% in line with standard assunption for the
i ndustry

e (perational adjustment is 0% in line with standard assunption for the
i ndustry

* M nimum capex represents 2% of sales, the standard assunption for the
i ndustry

e Multiple: 5.5x to reflect the value of conpany's business to business
brands, |eading market position, and vertically integrated business node

* Net recovery value for waterfall after adm nistrative expenses (5%
CHF1, 315 million

e Priority debt clains: CHF405 million

* Estimated seni or unsecured debt clainms: CHF2,187 nillion*

* Recovery expectation: 30% 50% (rounded estimte: 40%

*Al'l debt anpunts include six nonths' prepetition interest. RCF is assuned to
be 85% dr awn.

Related Criteria

e Criteria - Corporates - Ceneral: Recovery Rating Criteria For
Specul ati ve- G ade Corporate |ssuers, Dec. 7, 2016

* CGeneral Criteria: Cuarantee Criteria, Cct. 21, 2016

e Criteria - Corporates - Industrials: Key Credit Factors For The
Agri busi ness And Commodity Foods Industry, Jan. 29, 2015

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

 CGeneral Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
Barry Cal |l ebaut AG
Barry Cal |l ebaut Services N V.
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Corporate Credit Rating BB+/ Positive/ -- BB+/ St abl e/ - -

Ratings Affirned

Barry Cal |l ebaut Services N. V.

Seni or Unsecured BB+ BB+
Recovery Rati ng 4(40% 4(35%

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)

20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockhol m
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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