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Research Update:

Luxembourg-Based JAB Holding Co. Outlook
Revised To Stable On Debt Reduction Measures;
'BBB+' Ratings Affirmed

Overview

* JAB Holding Co. S.a.r.l. (JAB) nade further divestitures in Reckitt
Bencki ser to partially fund its $3.5 billion cash contribution in the
Keuri g acqui sition.

» As a consequence, we estinate that JAB s debt built-up was contained to
the extent that its |loan-to-value (LTV) ratio was about 17% upon
conpl etion of the transaction.

* W are therefore revising the outlook on JAB to stable from negative and
affirming the long-termcorporate credit and issue ratings at 'BBB+'.

» The stable outlook reflects our expectation that the conmpany will
maintain its LTV ratio sustainably bel ow 20% over the next 12 to 18
nont hs.

Rating Action

On May 10, 2016, S&P d obal Ratings revised to stable from negative the
out | ook on Luxenbour g-based i nvest nent hol di ng conpany JAB Hol di ng Conpany
S,a.r.l (JAB). W also affirmed the corporate credit rating at ' BBB+'.

At the sanme tinme, we affirned our 'BBB+' ratings on the group's senior
unsecured bonds of €750 million (two different tranches) and €600 million, al
i ssued by JAB Hol dings B.V. and guaranteed by JAB. The three bonds are due in
2021, 2022, and 2025, respectively.

In addition, we assigned our 'BBB+' issue rating to the proposed
benchmar k-si ze bond, also to be issued by JAB Hol di ngs B.V. and guaranteed by
JAB

Rationale

The outl ook revision follows the successive share divestnents in JAB' s core
asset Reckitt Benckiser, the household and health care conpany, that vyiel ded
£1.2 billion to partially fund JAB's ultimate $3.5 billion equity infusion in
the private transaction to take over the coffee conpany Keurig G een Muntain
by a JAB-led consortium (for $14 billion).

Wth the renaining portion of the envel op funded through a nix of cash and
drawdowns on exi sting bank |ines, upon conpletion of the transaction, JAB's
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net debt escalated to €3.4 billion, translating into a | oan-to-value (LTV)
rati o of about 17% (including also the smaller and recently announced
acquisition of the retailer Krispy Krene). This was in line with our 20%
threshold for the current rating |evel.

On the closing of the Keurig acquisition, JAB eroded part of its financial
flexibility, with its LTV ratio rising to about 17% from our estinmate of 11%
as of Dec. 15, 2015. However, nmmanagenent has proven its commtnent to our 20%
LTV threshold following the integration of this newline. As of March 31,

2016, JAB had an investnment portfolio estimated at €21 billion, and we
assessed that a drop of nore than 15%in equity share prices would lead to the
LTV rati o increasi ng beyond 20%

In our view, the nechanismfor the acquisition of a majority stake in Keurig
featured sone conplexities and was al so dependent upon key specific
i ndividuals, nanely the three senior partners of the investnent hol ding

conpany.

The recently announced $1.35 billion transaction on the branded retailer
Krispy Krene will have limted inpact on the portfolio's key conponents, since
we understand that the ultimate cash injection fromJAB is unlikely to exceed
$200 mllion, which represents |less than 1% of the portfolio nmarket val ue as
of March 31, 2016. W expect the LTV ratio will inch upward, but remain in
l[ine with our 20%t hreshol d.

Qur financial risk profile assessment incorporates our view that JAB' s

financial policy will remain conservative and that debt |everage at its
operating subsidiaries will remain nonrecourse to, and not cross-defaulted
with, JAB's debt. We also expect JAB will maintain a confortable cash fl ow

rati o-—although to a | ower extent than our initial forecasts, given the
potential add-in in debt--with dividend inflows to anply cover the group's
operating expenses and financial costs. Wiile we anticipate further portfolio
activity in the mediumtermand consider that the portfolio inherently remains
exposed to equity market fluctuations, we expect management w || take adequate
neasures to maintain its LTV rati o sustai nably bel ow 20%

We continue to assess JAB's business risk profile as satisfactory, but
headroom for this assessnent remains |low This is because of a concentration
on consumer durables. That said, we acknow edge the enhanced product and
geographi c diversification benefits of the Keurig transaction and think that
t he conbined platformw th Jacobs Douwe Egberts would represent a | eading

pl ayer in the global coffee nmarket.

We think JAB's asset quality has mgrated toward the | ower end of the

i nvestment - grade | evel on average. Indeed, JAB' s business risk profile has
been primarily supported by the strong quality of its investnent portfolio,
chiefly stemmng fromthe sound creditworthiness of its core | egacy asset,
Reckitt Bencki ser (which accounted for nore than 34% of the portfolio prior
the share divestnent and the integration of Keurig in the investnent
portfolio). But the reduced exposure on the fornmer, alongside Keurig's
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creditworthiness, has led to a linted weakening in the portfolio quality.

In our view, the conbination of a | esser exposure to Reckitt Bencki ser

al ongside the integration of an unlisted asset that accounted for 16% of the
portfolio as of March 31, 2016, have also altered the portfolio liquidity.
More precisely the proportion of |isted assets has been hovering at around
59% 62% dependi ng upon equity market prices conditions, which is 10% points
bel ow the | evel s achi eved as of June 2015. In addition, JAB' s significant

i nvol venent in its core assets further weighs on our liquidity assessnents,
since this could undermine their imediate tradability, in our view

We continue to assess JAB' s managenent and governance as satisfactory. This is
under pi nned by prudent nanagenent efforts to unlock value in the conpany's

Liquidity

W view JAB's liquidity as strong, anticipating that the group's sources of
liquidity will exceed its needs by nore than 1.5x for the 12 nonths endi ng
March 31, 2017.

We estimate liquidity sources include:

e €304 nmllion in cash as of March 31, 2016;

* About €500 million available under the group's €2.1 billion syndicated
| oan due 2020; and

» Expected dividends fromportfolio conpani es of approxinately €190 million
(primarily from Reckitt Banckiser and Coty). We will likely see a boost
in dividend inflows after Coty's nerger with the P&G Beauty asset is
conpl eted, given that Coty announced its intention to increase
sharehol der returns to $0.5 per share;

We estimate liquidity uses include:

» (perating expenses of approxinmately €35 mllion-€40 mllion

* Interest expenses of €80 nmillion-€90 million, resulting fromthe debt
built-up for the Keurig transaction

e Potential further equity injection into JAB Luxury of about €100 mllion
and

 About €65 million-€70 mllion in returns to shareholders, inline with
JAB' s internal target.

We do not rule out further acquisition activity in the near term horizon

On March 31, 2016, the group showed adequate headroomtoward its financial
covenants.

Outlook

The stable outl ook on JAB refl ects our expectation that, in spite the set-up
of a conplex structure for the Keurig acquisition, the conmpany will naintain
its LTV ratio sustainably below 20% W think managenent renmains conmitted to
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our LTV threshold for the current ratings for the next 12-18 nonths.

Upside scenario

We coul d consider raising the ratings on JABif its portfolio characteristics
i mproved, including a greater enphasis on asset diversity and higher liquidity
of held shares. Assumi ng broadly unchanged portfolio characteristics, we could
raise the ratings if JAB reduced | everage over tine, and proved to commit to
an LTV ratio sustainably bel ow 10% over our rating horizon.

Downside scenario

We could lower the ratings if JAB's LTV noved above 20% for a prol onged period
of time, without nanagenment taking actions to lower it. W could al so | ower
the ratings in case of a material decline in JAB s equity values, or if its
listed assets were to stand bel ow 60% of total assets for an extended period
of tinme.

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Stable/--

Busi ness risk: Satisfactory

e Country risk: Very |ow

* Industry risk: Internediate

e Investnent position: Satisfactory

Fi nanci al risk: Mdest
* Leverage/ Cash flow. Modest
 Funding and capital structure: Neutral

Anchor: bbb+

Modi fiers

e« Liquidity: Strong (no inpact)

« Managenent and governance: Strong (nho inpact)
 Conmparable rating anal ysis: Neutral (no inpact)

Related Criteria And Research

* Industrials: Methodol ogy: |nvestnment Hol di ng Conmpani es, Dec. 1, 2015

 Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

e« Met hodol ogy: Industry Risk, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013

 Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

 Met hodol ogy: Managenent And Governance Credit Factors For Corporate
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Entities And Insurers, Nov. 13, 2012
» Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Ratings List

Qut |l ook Action; Ratings Affirnmed

To From

JAB Hol di ng Conpany S.a r.|.

Corporate Credit Rating BBB+/ St abl e/ - - BBB+/ Negati ve/ - -
JAB Hol di ngs B. V.

Seni or Unsecured BBB+ BBB+
New Rati ng
JAB Hol di ngs B. V.

Seni or Unsecured BBB+

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings 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

i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All

ratings affected by this rating action can be found on the S& G obal Rati ngs
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& @ obal

Rati ngs 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;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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