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Summary:

Barry Callebaut AG
Credit Rating:

BB+/Stable/--

Rationale
The ratings on Switzerland-based Barry Callebaut AG reflect its aggressive financial profile, offset to some extent by
its enhanced position as the world's largest and sole independent global supplier of cocoa and chocolate products to
the food industry.

Key business and profitability developments
Barry Callebaut recently announced plans to merge its European consumer business with Spanish chocolate
producer Natra against a minority stake in the combined business and a long-term supplier contract. This
transaction underpins Barry Callebaut's continuing strategic focus on business-to-business activities, which after
closing of the transaction would represent about 80% of group revenue.
In a global chocolate market, which is marked by destocking and consumer downtrading, Barry Callebaut's
long-term supply contracts with leading chocolate producers have contributed to keep group sales volumes flat over
the six months to Feb. 28, 2009. In addition, the company's cost efficiency measures have contributed to an increase
of the group's reported EBIT margin by 80 basis points to 8.6% over the period. These factors should, in our view,
enable Barry Callebaut to offset further pressure on group operations. Pressure could arise from fading consumer
demand in mature markets, adverse currency movements, or commodity price volatility.
In addition to long-term supply contracts and cost efficiency measures, the company's proven capacity to manage
input price volatility should also contribute to protecting current profitability levels. For 80% of its sales, the
company's contract pricing is based on hedged raw material cost. This enables Barry Callebaut to pass on raw
material price volatility to its customers. In the other businesses, Barry Callebaut is able to adjust its selling prices
about every six months. In addition, the company limits its overall exposure to cocoa price volatility through
systematic hedging of commodity price risk.

Key cash flow and capital-structure developments
Barry Callebaut's financial profile is currently in line with Standard & Poor's Ratings Services' expectations for the
ratings. For the 12 months to Feb. 28, 2009, the company's adjusted funds from operations (FFO) to debt and
adjusted EBITDA fixed-charge coverage were about 21% and 4.0x, respectively, against our guidance of 18% and
4.0x. As the company has passed the peak of its capacity extension program in fiscal 2008, capital expenditure
should decrease, helping to improve free operating cash flow, which was still negative in fiscal 2008. In return, Barry
Callebaut's business model requires sufficient financial flexibility to finance temporarily increasing working capital
needs resulting from volatile commodity price developments.
While the company's business should be resilient enough to keep its financial metrics in line with current levels, we
currently see only limited headroom for Barry Callebaut to sustainably deleverage its balance sheet. Therefore, we
believe that debt protection measures should remain stable over the coming year.
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Summary: Barry Callebaut AG

Liquidity
Barry Callebaut's liquidity position is still adequate for the ratings but could come under pressure if commodity
price volatility leads to increased financial indebtedness and tightening headroom under financial covenants. The
company benefits from a €850 million revolving credit facility, of which about 85% matures in 2013. The facility
includes financial covenants, with leverage, interest cover, and solvency ratios tested semiannually. As of Feb. 28,
2009, the company had Swiss franc (CHF) 39 million of cash and cash equivalents and more than CHF 800 million
headroom under its revolving credit facility, against CHF448 million of short-term debt maturities. The company
also raises cash through a trade receivables securitization program under which CHF273 million was outstanding at
end-February 2009. In addition to revolving credit lines, Barry Callebaut's liquidity profile benefits from its general
ability to raise financing against the company's significant cocoa bean inventory. Despite its currently low level of
adjusted free operating cash flow to debt, which was below 2% for the 12 months to Feb. 28, 2009, we believe that
the company has the necessary financial flexibility to meet upcoming funding requirements and should maintain
adequate headroom under the bank loan's financial covenants.

Recovery analysis
We rate Barry Callebaut's €350 million senior unsecured notes and €850 million senior unsecured bank loan at
'BB+', in line with the corporate credit rating on the parent company. These bonds have a recovery rating of '4',
indicating our expectation of average (30%-50%) recovery in the event of a payment default. For our complete
recovery analysis, see "Recovery Report: Barry Callebaut AG's Recovery Rating Profile," published April 30, 2009,
on RatingsDirect.

Outlook
The stable outlook reflects our expectation that Barry Callebaut's strong competitive position in its businesses with
food manufacturers and retailers will continue to support its satisfactory business risk profile. We could consider a
negative rating action if the company's financial metrics fall below our guidance of adjusted FFO to debt of 18%
and EBITDA interest cover of 4x, or if adverse market developments cause the headroom to financial covenants in
the company's loan documentation to tighten. A sustained improvement of the company's financial profile, as
reflected in an adjusted FFO-to-debt ratio of about 25% and EBITDA fixed-charge cover of about 5.0x, could
trigger a positive ration action. However, this appears remote from today's perspective.
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