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Research Update:

Barry Callebaut Outlook Revised To Positive

On Signs Of Sustainably Improving Financial
Profile; 'BB+' Rating Affirmed

Overview

e After the end of Barry Callebaut's capacity extension cycle in 2009, its
financial metrics now exceed the | evels we consider adequate for the
current ratings.

* The absence of |arger capacity extension and external growth shoul d
further support inproving financial netrics, nmitigating the inpact of
hi gh and volatile comodity prices.

» Consequently, we are revising the outlook for Barry Callebaut's ratings
to positive fromstable and affirnmng the 'BB+ long-termrating.

Rating Action

On Feb. 14, 2011, Standard & Poor's Ratings Services revised its outl ook on
Swi t zer | and- based cocoa supplier and processor Barry Call ebaut AGto positive
fromstable, due to an ongoing trend of inproving financial metrics and
resilient positive free cash flow generation, despite the recent price hikes
for cocoa, sugar, and other relevant commodities. W affirnmed our ' BB+

l ong-term corporate credit ratings on Barry Call ebaut.

Rationale

The ratings on Barry Call ebaut continue to reflect our view of the conpany's
"significant" financial risk profile, offset to some extent by its enhanced
position as the world's |argest and sol e i ndependent gl obal supplier of cocoa
and chocol ate products to the food industry.

After its latest capacity extension cycle ended in 2009, Barry Call ebaut's
capital expenditure-to-sales ratio has contracted to 3% in the fiscal year
ended Aug. 31, 2010, which we regard as close to the group's maintenance

i nvestment | evel. This has enabled the conpany to inprove its financial
netrics to a level that is beyond what we consi der adequate for the current
ratings. For fiscal 2010, the company's adjusted funds from operations (FFO
to debt was about 28% (agai nst 22%in the previous year) and its adjusted

EBI TDA fi xed-charge coverage about 5.0x (against 4.0x in fiscal 2009). Against
this, the conpany's reported free operating cash flow (FOCF) declined to Swi ss
franc (CHF)32 nmillion due to working capital financing needs, after CHF96
mllion achieved in fiscal 2009. Unless the conpany decides to ranp up its
production capacity again or to broaden its business through external growth
opportunities, these trends should support Barry Callebaut's need for
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financial flexibility to finance tenporary increases in working capital needs,
resulting fromvolatile conmodity prices. Assum ng ongoi ng high prices for
commodities, we see limted yet steady potential for further inprovenments in
Barry Call ebaut's debt protection netrics going forward.

Over the past quarters, Barry Callebaut's sal es volune grow h has exceeded

2% 3% worl d market growth, based on healthy growth conditions in energing

mar kets and slowly recovering econom es of devel oped nmarkets. Against this,
skyrocketing price increases for some key raw materials may account for a

wi deni ng gap between vol unme and revenue growh. Future profitability trends
will hinge on Barry Callebaut's ability to entirely pass on potentially
volatile and rising input prices to its custonmer base. W do not exclude sone
dilution of the conpany's profitability nmetrics over tinme (its reported EBI TDA
margin was 9% in fiscal 2010, ended Aug. 31, 2010), possibly mitigated by
management' s ongoi ng focus on cost efficiency. This said, the conpany's
cost-plus nodel enables it to pass on the lion's share of raw material price
volatility to its customers.

Liquidity

Barry Callebaut's liquidity position is generally adequate, in our view, but
could cone under pressure if comodity price volatility were to lead to

i ncreased financial indebtedness and tightening headroom under financi al
covenants.

The conpany benefits froma €850 million revolving credit facility (RCF), of
whi ch about 83% natures in 2013, and the renmmi nder in 2012. The facility

i ncl udes financial covenants, with | everage, interest cover, and sol vency
rati os tested sem annually. At the end of fiscal 2010, the conpany had CHF17
mllion of cash and cash equival ents and nore than CHF800 nillion headroom
under its RCF, against CHF190 million of short-termdebt maturities. The
conpany al so rai ses cash through a trade receivabl es securitization program
under which about CHF255 million was outstanding at end- August 2010. In
addition to revolving credit lines, Barry Callebaut's liquidity profile
benefits fromits general ability to raise financing agai nst the conpany's
significant cocoa bean inventory. W believe that the conpany has the
necessary financial flexibility to meet upconi ng funding requirenments and
shoul d mai ntai n adequat e headroom under the bank |oan's financial covenants.

Recovery analysis

We rate Barry Callebaut's senior unsecured debt at "BB+', in line with the
corporate credit rating on the parent conmpany. The bonds have a recovery
rating of '4', indicating our expectation of average (30% 50% recovery in the

event of a paynent default.

For our conplete recovery analysis, see "Barry Call ebaut AG s Recovery Rating
Profile," published April 30, 2009, on RatingsDirect, which will be updated in
due course.
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Outlook

The positive outlook reflects our view that, subject to the absence of

MBA- driven grow h and maj or capacity extension progranms, Barry Callebaut wll
likely be in a position to sustain positive free cash fl ow generation, and
ultimately to further enhance its financial netrics over time. This should, in
our view, enable the conpany to offset potential inpacts on its financials
arising fromongoi ng high and volatile compdity price |evels which could dent
t he conpany's gross margin over fiscal 2011. Fromtoday's perspective, we
think that the conpany's gross nmargin woul d have to decline by about 120 basis
points fromfiscal 2010 |levels to cause Barry Callebaut's adjusted FFO to debt
to fall bel ow 25%

We could raise the ratings if the conpany sustains an adjusted FFO-t o- debt
ratio in a corridor of 25% 30% and an EBI TDA interest cover of 5x, and
continues to support its financial flexibility through positive free operating
cash flow generation. W could take a negative rating action if these
financial netrics fall below 20% and 4.0x, respectively.

Related Criteria And Research

» 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

e Criteria Cuidelines For Recovery Ratings On G obal Industrials |Issuers
Specul ati ve- Grade Debt, Aug. 10, 2009

 Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate Issuers, July 2, 2010

» Key Credit Factors: Business And Financial Risks In The Branded Consuner
Products I ndustry, Sept. 10, 2008

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action

To From
Barry Call ebaut AG
Barry Call ebaut Services N. V.
Corporate Credit Rating BB+/ Positive/ - - BB+/ St abl e/ - -
Barry Cal |l ebaut Services N. V.
Seni or Unsecured BB+ BB+
Recovery Rating 4 4
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Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com
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Conplete ratings information is available to subscribers of RatingsDirect on
the dobal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's 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; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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