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Research Update:

Swiss Cocoa And Chocolate Supplier Barry
Callebaut Downgraded To 'BB+' On Weaker
Financial Profile; Outlook Negative

Overview

« W view Switzerl and- based chocol ate products supplier Barry Callebaut's
financial policy as aggressive because of its ongoing acquisition of
Si ngaporean Petra Foods Ltd.'s cocoa ingredients division and because its
credit netrics were already tight for the ratings.

e W now view the group's financial risk profile as "significant" and our
assessnent of the business risk profile remains as "satisfactory".

* W are therefore |lowering our long-termcorporate credit and issue
ratings on Barry Callebaut to 'BB+ from'BBB-'.

 The outl ook is negative, reflecting our viewthat there is a one-in-three
chance that Barry Callebaut's credit netrics will stay at the very | ow
end of the "significant" category in the conmi ng 18 nonths.

Rating Action

On March 28, 2013, Standard & Poor's Ratings Services |lowered its |ong-term
corporate rating on Switzerl and-based chocol ate products supplier Barry

Cal  ebaut AGto 'BB+ from'BBB-' and renoved it from CreditWatch with
negative inplications, where it had been placed on Dec. 14, 2012. The outl ook
i s now negative.

At the sane tinme, we also |lowered the issue ratings on the senior unsecured
notes issued by Barry Callebaut Services N.V. to 'BB+ from'BBB-' and renoved
them from Credi t WAt ch negative. W assigned a recovery rating of '4' to these
unsecured notes, indicating our expectation of average (30-50% recovery for
unsecured debtholders in the event of a paynment default.

Rationale

The downgrade reflects our view that the ongoing acquisition of

Si ngapor e- based Petra Foods Ltd.'s cocoa ingredients division, achieved at a
hi gh 14.3x 2011 EBI TDA, indicates a nore aggressive financial policy than we
had antici pated. W acknow edge that, in the longer term the acquisition
shoul d bring Barry Cal |l ebaut sizable additional volumes in energing nmarkets,
especially in Asia and Latin Anerica, and diversify the conpany's cocoa
sourcing outside Africa. However, it comes just after Barry Call ebaut at the
end of fiscal 2012 reported credit netrics that were already tight for

i nvestment - grade ratings and were weakening, with adjusted FFO to debt of
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25.5% and debt to EBI TDA of 2.9x.

We already stated in our explanation of our upgrade of Barry Callebaut in
Decenber 2011 that a sizable, largely debt-financing acquisition resulting in
adj usted debt to EBITDA of nore than 3.0x woul d not be compatible with a
financial risk profile of "internediate". Gven that one-third of the
transacti on woul d be financed through equity issuance, we forecast adjusted
FFO to debt of slightly bel ow 20% and debt to EBITDA ratio of close to 4.0x
after the acquisition, which is a stretch even for a "significant" financial
risk profile.

We acknowl edge that Barry Callebaut's deterioration in credit profile paves
the way for eventual future growh. But the conpany's investments to support
growt h have proved greater than we had anticipated. Barry Call ebaut had to

i nvest massively to support sales volume growth of 5% and 8. 7% over the past
two years. Profitability thus proved | ower than expected. Mreover, the
announced acqui sition would be margin dilutive.

Capital expenditures were also higher, at Swiss franc (CHF) 217.8 million in
fiscal 2012 while we had anticipated CHF150 million annually. Furthernore, we
understand that, excluding the acquisition, the conpany neverthel ess intends
to continue to invest massively, notably in fast-growi ng markets, so that
capital expenditures would remain at around CHF200 nillion. W have noted
that, despite significant investnents, adjusted EBI TDA has just been stable
over the last five years. Free cash flow was negative over the past two years,
which signals a linmted potential for del everagi ng.

Liquidity

Barry Callebaut is financing the acquisition with a bridge facility, which it
has al ready secured and which is currently undrawn. W noreover understand the
transaction led to the obtaining of a waiver on group's main covenants.

Recovery analysis

The rating on the senior unsecured debt issued by Barry Call ebaut Services

N. V. and guaranteed by Barry Callebaut AGis rated 'BB+ in line with the
corporate credit rating. The recovery rating on this debt is '4', indicating
our expectation of average (30% 50% recovery for unsecured debtholders in the
event of a paynent default.

Qur recovery and issue ratings reflect the unsecured character of Barry

Cal l ebaut's existing capital structure, although we see the notes as being
subordinated to a €275 mllion factoring facility and sone facilities provided
directly to subsidiaries. W understand that the notes are unsecured and
benefit fromthe simlar guarantee package to the unsecured revolving credit
facility. On this basis we assune that the notes rank pari passu with the
revolving credit facility. W understand that the docunmentation for the notes
i ncl uded a negative pledge covenant restricting permtted security over assets
of 35% of total tangible net assets.
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Qur hypothetical default scenario contenplates a default driven by weaker
operating performance driven by a potential conbination of a nore conpetitive
operating environnent resulting in | ower revenues. W believe that this would
nost |ikely coincide with significant capital expenditures to invest in newy
signed long-termcontracts with nultinationals. W assunme a default in 2017
triggered by the maturity of the €350 nmillion unsecured notes.

We val ue Barry Call ebaut as a going concern, given its market position

wel | - known cust oner base, and long-termcontracts with established players in
the chocol ate industry. Qur stressed val uation does not include any potentia
val ue of the proposed acquisition fromPetra Foods.

At our

hypot heti cal point of default, we envisage a stressed enterprise val ue

of around CHF1.23 billion, equivalent to a 6.0x stressed valuation nultiple.
Fromthis we deduct priority liabilities of around CHF560 mnillion (including
around CHF110 million of enforcement costs, CHF275 mllion factoring facility
and uncommitted facilities currently drawn at the operating subsidiary level).
This | eaves around CHF670 mllion for unsecured | enders at Barry Callebaut AG
and Barry Cal |l ebaut Services N V. W envisage around CHF1.7 billion of
unsecured debt at these entities outstanding at default (including 100%
drawi ng on the revolving credit facility, six nonths' prepetition interest,
and assuned rol |l ed-over current drawi ngs under unconmitted facilities.

Outlook

The negative outl ook reflects our viewthat there is a one-in-three chance
that Barry Call ebaut's adjusted FFO to debt would not get close to 25%in the
com ng 18 nmonths because working capital needs and capital expenditures are
poi sed to continue wei ghing on cash fl ow generation and constrai ni ng

del ever agi ng.

We coul d further downgrade Barry Callebaut if we do not see a clear path to
del ever agi ng.

We could revise the outlook to stable if we were to see enhanced cash
conversion and if FFO to debt inproved to close to 25% and debt to EBI TDA
rati os confortably inproved to about 3.0x-3.5x.

We could revise the outlook to stable if the ongoing acquisition does not take

pl ace.

Related Criteria And Research

* Business Risk/Financial Ri sk Matrix Expanded, Sept. 18, 2012
* Liquidity Descriptors For G obal Corporate |Issuers, Sept. 28, 2011
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Ratings List

Downgr aded
To From
Barry Cal |l ebaut AG
Barry Cal |l ebaut Services N. V.
Corporate Credit Rating BB+/ Negat i ve/ - - BBB- / WAt ch
Neg/ - -

Barry Cal |l ebaut Services N V.
Seni or Unsecur ed* BB+ BBB- / Wat ch
Neg

Recovery Rating Assi gned
To From
Barry Cal |l ebaut Services N. V.
Seni or Unsecur ed*
Recovery Rati ng 4 NR

*Quaranteed by Barry Call ebaut AG

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

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www gl obalcreditportal.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 located 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) 783-4009.
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