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Research Update:

Barry Callebaut AG Upgraded To 'BBB-' On
Sustained Stronger Metrics; Debt Rating Raised To
'BBB-'; Outlook Stable

Overview

 Switzerl and- based chocol ate manufacturer Barry Call ebaut has inproved its
credit netrics. Its weighted-average S& d obal Ratings-adjusted debt to
EBI TDA renmmins close 2x and it is generating positive free annual cash
flow for debt repaynent.

e Qur analysis assesses the conpany's inproved operating performance in
terms of profitability and cash flow generation. The growh is the result
of Barry Callebaut's ongoing nomentum in energi ng markets (generating
about 35% of sales in 2018) and above-industry-average volune growh in
mat ure nmarkets such as Europe and the U S

e W are raising our long-termissuer credit rating on Barry Call ebaut AG
to '"BBB-' from'BB+' . At the same tinme, we are raising the issue-|evel
ratings on its senior unsecured facilities to 'BBB-' from' BB+ .

e The stable outlook reflects our expectations that Barry Call ebaut's
operating performance will remain resilient over the next 18-24 nonths,
with an adjusted EBI TDA nmargin close to 10.5% 11. 5% and positive free
operating cash flow (FOCF) generation.

Rating Action

On Nov. 14, 2018, S&P d obal Ratings raised its long-termissuer credit rating
on Switzerl and- based chocol ate manufacturer Barry Callebaut AGto 'BBB-' from
"BB+' . The outlook is stable.

At the sane time, we raised our issue-level ratings on group's senior

unsecured debt to 'BBB-' from'BB+ (conprising a €750 nillion revolving
credit facility [RCF] due 2023, €250 million 5.375% notes due 2021, $400
mllion 5. 5% notes due 2023, and the €450 million notes 2.375% due 2024).

Rationale

The upgrade reflects Barry Callebaut's stronger financial credit metrics and
our view that the inprovenent is sustainable. Over 2019-2020, we expect the
conpany will mmintain S& d obal Ratings-adjusted debt to EBI TDA cl ose to 2x,
and positive annual free operating cash flow (FOCF) above Swi ss franc (CHF)
200 mllion.
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The conpany recently announced its results for the 2018 financial year (ending
Aug. 31), reporting a solid performance in all divisions and regions. The
conpany's vol une reached two nmillion tons, with a volume growh rate (6.3%
year-on-year) significantly above the gl obal confectionary market as a whol e
(1.8% year-on-year according to Nielsen data). Al of the conpany's key growth
drivers contributed, including emerging markets (providing 35% of total

vol unes) and gournet and specialties (12% of total volunes). Barry Call ebaut

al so benefited fromthe successful integration of two recently acquired
entities and its |ong-term outsourcing partnerships with global food

manuf acturers (accounting for about 34% of vol unes).

At the sane tinme, the conpany reported further inprovenents of about 100 basis
points (bps) in its reported EBITDA nargin while posting FOCF of about CHF300
mllion (excluding proceeds fromdisposals). The margin has been mainly
supported by a better product nmix (with growth in the profitable gournet and
specialties division), coupled with ongoing rationalization of genera
corporate costs.

We note that despite the very high volatility in the price of cocoa beans, the
average price during financial year 2018 was about 7% | ower than the previous
year, which contributed to FOCF generation due to | ower inventory cash
absorpti ons.

Barry Callebaut's strategy is to continue growing in energi ng markets (where
chocol ate per capita consunption is still very | ow when conpared w th Europe),
to innovate with the gradual introduction of new products and varieties (such
as ice cream vegan offerings, |ow sugar products, and others), and to

i ncrease manufacturing capacity to secure | ong-term underlying grow h.

The conpany has recently announced the acquisition of a |eadi ng Russi a-based
busi ness-t o-busi ness chocol ate nanufacturer Inforumto expand in the |arge
chocol ate confectionary market in Russia. |In Septenber 2018, Barry Cal |l ebaut

al so announced a | ong-term supply agreement with Burton's Biscuit Company (the
U K. 's second-largest biscuit manufacturer). The latter agreenent includes the
acquisition of Burton's chocol ate manufacturing assets in Mreton, England.

In our view, the conpany's business risk profile is supported by its

| eadership in the gl obal chocol ate and cocoa market, with an estinmate market
share of nore than 40%in the industrial chocolate market, and a denonstrated
ability to grow faster than the industry overall.

The conpany has long-termrelationships with a diversified base of

nmul tinati onal and national branded food manufacturers that give stability to
its operating performance. Barry Call ebaut al so experiences very | ow
volatility in terms 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.

We al so account for the conpany's relatively |arge operations, with a
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consol i dated revenue base close to CHF7.0 billion and bal anced revenue

di versification by geography, with EMEA accounting for 46% of volunme sales in
2018, the Americas 27% and Asia-Pacific 5% (excluding the global cocoa

di vi si on).

Qur busi ness assessnment is constrained by the |ower profitability of the
gl obal cocoa segnment (production of sem -finished products), which stil
wei ghs on Barry Callebaut's profitability despite a reduction inits
contribution to 22% of total sales volume from28%in 2015. W assune the
conpany will post an adjusted EBI TDA margin of 10.5% 11. 5% over 2019-2020.

The conpany is al so exposed to volatile agribusiness raw material prices (such
as cocoa bean prices) and this could materially affect its cash flow
conver si on.

Qur assessnent of the group's financial risk profile reflects our estinmate of
S&P d obal Ratings-adjusted debt to EBITDA close to 2x over the next 18-24
nont hs, and adj usted funds from operations (FFO to debt above 30% W expect
t he conpany to post positive FOCF, albeit less than in the past two years. The
| ower FOCF is mminly because of higher annual capital expenditure (capex)
associated with I T investments, product innovation, and increased production
capacity.

For the fiscal year 2018, nmanagenent's proposed dividend of CHF24 per share
(20% versus previous year) represents a payout ratio of 37% on net inconme. In
our base case, we expect the conmpany to maintain a stable payout ratio of
around 35% over the next three years.

Qur base case assunes:

e Annual revenue growh of 3% 4% during the next couple of years, supported
by ongoi ng nomentumin energi ng markets, the integration of recently
acquired entities, and positive underlying growth for the entire gl oba
chocol ate confectionary market.

* Relatively stable adjusted EBI TDA margi n of 10.5% 11.5% (due to the
general cost plus pricing nmechani smof the conpany) supported by a better
m X, innovation, and general cost reduction.

e Annual capex of about CHF280 nmillion for fiscal year 2019 and a nore
normal i zed | evel of CHF250 million going forward nmainly associated with
i nvestnment in nore production capacity.

 Dividend payout ratio of about 35% of net profits.

No sizabl e acquisitions.

Based on these assunptions, we arrive at the followi ng credit measures during
t he next two years:
 Adjusted debt to EBITDA close to 2.0x; and

* Adjusted FFO to debt above 30%
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Liquidity
We continue to assess Barry Callebaut's liquidity as adequate. This is based
on our viewthat the ratios of sources to uses will be higher than 1.2x over

t
f
I

he next 12 nonths. Additionally, the conpany denbnstrates good access to
i nanci al markets. W al so consider the group's ability to absorb a
ow probability, high-inpact negative event as limted. Finally, we note the

conpany has substantial readily marketable inventory on its bal ance sheet

(such as cocoa beans, and others) that coul d provide some additional financing
flexibility if needed.

We estimate that Barry Callebaut's principal liquidity sources over the next
12 months will include:

About CHF406 million cash on the bal ance sheet as of Aug. 31, 2018;

Annual cash FFO of about CHF550 nmillion (before working capita
nmovenent s); and

An undrawn RCF of €750 million nmaturing in 2023.

W estimate that Barry Callebaut's principal liquidity uses over the sane
period will include:

Short-term debt of CHF285 million, including comrercial paper
Annual capital investnent of about CHF280 million

Cash absorbed by working capital changes of about CHF80 million
Di vidend distribution of about CHF130 million; and

Cash out related to the closing of two recent announced acquisition
transactions in Russia and the UK

Outlook

The stable outlook on Barry Call ebaut reflects our expectation that the
conpany's operational performance should remain resilient over the next 18-24
nont hs. W expect adjusted debt to EBITDA to remain close to 2.0x, and
adjusted FFO to debt above 30% W project the conpany will generate positive
annual FOCF above CHF200 nmillion during the next two years, with sone

t
t

ol erance for short-termworking capital effects caused by cocoa prices
enporarily driving up inventories.

Downside scenario
We coul d take a negative rating action if the group |everages its capita
structure, with adjusted debt to EBITDA rising above 3.0x. This could stem

f

roma | arge debt-funded acquisition, for exanple, or froma significant

wor seni ng of the operating environnent due to increased raw material prices,
shrinking vol unes, or higher price conpetition
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Upside scenario

Al t hough an upgrade appears renote at this stage, we could raise the issuer
credit rating if Barry Call ebaut denonstrates a track record of strong organic
profitable growth with growi ng recurring annual cash flow generation, inproves
the diversity of its earnings by division and by region, and increases its

EBI TDA margi n by about 200 bps on a sustainable basis. W would al so consi der
raising the rating if the conpany's adjusted debt to EBITDA fell bel ow 1.5x,
acconpani ed by rising FOCF generation

Ratings Score Snapshot

| ssuer Credit Rating: BBB-/Stable/--
Busi ness risk: Satisfactory

* Country risk: Low

e Industry risk: Internediate

« Conpetitive position: Satisfactory

Fi nancial risk: Intermediate
 Cash flow Leverage: Internediate

Anchor: bbb-

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: Satisfactory (no inpact)

 Comparable rating anal ysis: Neutral (no inpact)

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |Issue Ratings, March 28, 2018

e Ceneral Criteria: GQuarantee 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 |Issuers, Dec. 16, 2014

e CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013
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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 Methodol ogy And Assunpti ons,
Nov. 19, 2013

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

* CGeneral Criteria: Methodol ogy: Management And Covernance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

* General 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

Upgr aded; Qutl ook Action

To From
Barry Call ebaut AG
I ssuer Credit Rating BBB-/ St abl e/ - - BB+/ Positive/ - -
Barry Cal |l ebaut Services N. V.
| ssuer Credit Rating BBB-/ St abl e/ - - BB+/ Positive/--
Seni or Unsecured BBB- BB+

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 available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P 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:
Cient Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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