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Rating Action Overview

- The coronavirus outbreak has led to widespread retail store closures and a significant decline
in travel. We believe Coty Inc.'s sales and profits will suffer near term because of the
coronavirus outbreak.

- Coty's leverage is high because of its poorly executed acquisition of the P&G Beauty business
and structural headwinds in the mass beauty channel. Also, prior to the coronavirus outbreak
significant near-term deleveraging was dependent on asset sales. The timing of the
divestitures could be pushed out given the global economic downturn and the volatility of
capital markets.

- We lowered our issuer credit rating on Coty to 'B' from 'B+'. At the same time, we lowered our
rating on the company's senior secured debt to 'B+' from 'BB-'. The recovery rating remains '2',
indicating our expectation of substantial recovery (70%-90%; rounded estimate: 75%) in the
event of a payment default. Subsidiary Coty B.V. is a co-borrower under the revolver. In our
rating analysis, we view Coty Inc. and its operating subsidiaries as a group.

- We also lowered the rating on the senior unsecured debt to 'B' from 'B+'. The recovery rating
remains '4', indicating our expectation for average recovery (30%-50%; rounded estimate: 35%)
in the event of a payment default.

- The CreditWatch placement reflects the potential for a lower rating over the next few quarters if
its business continues to be hurt by massive retail store closures and the economic fallout of
the spread of the coronavirus.

Rating Action Rationale

The rating action reflects our expectations that the massive retail store closings and decline in
travel sparked by the coronavirus pandemic has had a significant impact on Coty's sales and
profits. Coty announced it believes its sales will decline 20% in its fiscal third quarter (ending
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March 31). We expect its fiscal fourth-quarter financial results to also suffer given it is heavily
dependent on developed markets and cases of COVID-19 continue to rise in these regions.

Coty's leverage was already high because of its poorly executed acquisition of the P&G Beauty
business and structural headwinds in the mass beauty channel. Its leverage rose above our
threshold for the 'B+' rating in its recent quarter because of its investment in a partnership with
Kylie Jenner. Leverage rose to 6.8x for the trailing 12 months ended Dec. 31, 2019. We had
projected its leverage would decline to the low-6.0x area in fiscal 2020 (ending June 30) and now
estimate leverage will be above 9.0x. We expect the company to be able to comply with the
covenants in its credit facility in fiscal 2020 given the add-backs allowed under its credit
agreement.

We believe the timing of the asset sales could be push out because the spread of the coronavirus
has had a material impact on the global economy and the volatility in capital markets. Coty began
the process of divesting its Professional Beauty business and associated hair brands, as well as
its Brazilian operations in October 2019. At the time, it indicated it would to use the majority of the
proceeds to reduce leverage to approximately 3.0x net debt on a pro forma basis. The company
has indicated that it continues to be committed to its planned asset sales. In our view, it may be
difficult for it to execute a signed agreement by the summer of 2020 as originally planned.

CreditWatch

The CreditWatch placement with negative implications reflects further downside risk over the next
few quarters if massive retail store closures extend beyond its fiscal fourth quarter (ending June
30). We will assess the effects on the company's credit metrics, covenant cushions, and liquidity.

Company Description

Coty, together with its subsidiaries, manufactures, markets, distributes, and sells beauty
products worldwide. It operates in three segments: luxury, consumer beauty, and professional
beauty.
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Ratings List

Downgraded; Ratings Placed On CreditWatch

To From

Coty Inc.

Issuer Credit Rating B/Watch Neg/-- B+/Stable/--

Issue-Level Ratings Lowered; Ratings Placed On CreditWatch; Recovery
Ratings Unchanged

Coty Inc.

Senior Secured B+/Watch Neg BB-

Recovery Rating 2(75%) 2(75%)

Senior Unsecured B/Watch Neg B+

Recovery Rating 4(35%) 4(35%)

Coty Inc.

Coty B.V.

Senior Secured B+/Watch Neg BB-

Recovery Rating 2(75%) 2(75%)

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.
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