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Research Update:

Keurig Green Mountain Inc. Upgraded To 'BB’
From 'BB-'; Outlook Stable; Issue-Level Rating
Actions Taken

Overview

* W have revised our forecast upward for U S.-based Keurig Green Muntain
Inc. given its recent productivity gains. As a result, credit netrics are
stronger than our prior forecast.

* W are raising our corporate credit rating on Keurig to 'BB from' BB-.

e Concurrently, we are raising our issue-level ratings on the senior
secured bank debt by two notches, to 'BBB-' from'BB'. In addition, we
are revising our recovery rating to '1" from'2'.

« The stable outlook on Keurig reflects our expectation that the conpany
will prioritize deleveraging and use internally generated cash to reduce
financial leverage to 3.5x in fiscal 2017. Despite our expectation for
soft top-line growth, we forecast the conpany w |l expand EBI TDA nargi ns
t hrough cost reductions over the next 12 nonths, which should enable the
conpany to generate free cash flow of at |east $800 nmillion.

Rating Action

On Jan. 26, 2017, S&P d obal Ratings raised its corporate credit rating on
Keurig Green Mountain Inc. to 'BB from'BB-'. The outlook is stable

At the same tinme, we raised the issue-level ratings on the conpany's senior
secured credit facilities to 'BBB-' from'BB . The debt conprises a $500
mllion revolver due 2021, $3.175 billion termloan A due 2021, $1.775 billion
termloan B due 2023, and a €842 nillion term|oan B due 2023. The conpany has
repaid $750 million in aggregate of funded debt since it was acquired. W also
revised the recovery rating to '1" from'2'. The '1' rating indicates our
expectation that |enders could expect very high (90%to 100% recovery in the
event of a paynent default.

Debt outstanding as of Dec. 24, 2016, was about $5.1 billion

Rationale

The upgrades reflect our upward revision in our forecast for EBITDA expansion
and our expectations that Keurig will trend towards the 3.0x | everage area in
fiscal 2018 (ending Sept. 30). Under new managenent, Keurig's EBITDA nargin
expanded to 6 points for the 12 nmonths ended Dec. 24, 2016 conpared to the
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year-ago period. This conbined with its debt pay-down has resulted in | everage
falling to 3.9x frompro forma 5.4x at the tine of the |everaged buyout in
January 2016. Operating performance has inproved because of new managenent's
manuf acturing and procurenent initiatives, favorable brewer mx, and | ower

cof fee bean costs. The conpany al so benefitted fromdisposing its Kold

busi ness. W forecast its operating performance will continue to inprove as
the conpany streanlines costs and increases its operating efficiencies. In
addi tion, we believe managenent will focus on del everagi ng rather than
sharehol der distributions. As a result, we expect its credit netrics to
strengthen further, including | everage declining to about 3.5x at the end of
fiscal 2017 and to 3.0x at the end of fiscal 2018. The revision of the
recovery ratings reflects I enders' inproved recovery of principal in the event
of a paynent default given the conpany's |ower debt |evels.

The ratings on Keurig reflect the conpany's noderate | everage, nunmber 1
position in single-serve coffee brewers and portion packs in the U S. and
Canada, participation in the fastest-growi ng segnent of the coffee industry
(al though growth rates are decelerating), and |lack of product and geographic
diversity. The ratings also reflect Keurig's good cash fl ow generation
capabilities, its noderating financial policy as denonstrated through the
reduction of its dividend conpared to when it was a public conpany, and its
use of internally generated cash for debt repaynent.

Keurig has a very strong domestic position in its niche segment. The gl oba

cof fee market is large, at $87 billion (excluding retail coffee shops), and we
expect it to grow at 3% annually. Keurig conpetes predonminantly in the
attractive U S. market, which, at $13.5 billion, is the |argest coffee narket

in the world. Single-serve volune per pound share of total coffee is 7%in the
U S., and has been driving the overall coffee market growh, although that
grow h has been decelerating in recent years. Total coffee volune per pound in
the U.S. has been flat while single-serve coffee grew 50%in 2013, 31%in
2014, 14%in 2015, and 11%in 2016. Single-serve share was 39%in 2015 on a
dollar basis in the U S. The significantly higher dollar share is because of
the segment's higher price point conpared with those of other coffee segnents.
The single-serve price per cup is 51 cents, conpared to preniumroast and
ground, which is 11 cents; mainstream at four cents; and instant, at three
cents.

Al t hough the coffee sector is highly conpetitive and fragnented, Keurig should
continue to benefit fromincreasing penetration rates in the U S. Househol d
penetration of single-serve brewers are lowin the US. (at 17% conpared to
ot her countries--for exanple, penetration rates are 65%in Netherlands, 54%in
Bel gium 49% in France, 38%in CGermany, and 33%in Canada. Keurig's growh is
dependent on increasing donestic adoption of single-cup coffee nmakers,
retaini ng existing househol ds, maintaining stable attachnent rates, and

mai ntai ning solid relationships with third-party brands. Consuners purchase
the brewers for convenience as they are easy to clean and save tinme conpared
to roast and grind brewers. Noteworthy is that the brewer base increased 8%
year over year in its fiscal first quarter of 2017, which includes its

i mportant holiday season.
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Keuri g conmpetes against large brands with deep financial resources such as
Kraft Foods' Maxwel|l House and The J.M Srucker Co.'s Folgers, as well as
coffee retailers such as Starbucks and Dunkin' Brands. In the single-cup

cof fee segnment, the conpany conpetes agai nst compani es such as Nestle, which
is the category leader with about $12 billion in sales. Keurig al so conpetes
agai nst coffees and teas sold through supermarkets, club stores, nass
nerchants, specialty retailers, and food service accounts. In single-serve,
Keurig has a conpetitive advantage, as it controls innovation on brewers and
pods, and has multiyear strategic relationships with Starbucks, Dunkin'
Donuts, Eight O Cock Coffee, and others. The conpany has 80 brands in its
system which creates a significant conpetitive advantage because no ot her
singl e-serve systemoffers nore choices for consuners. W believe Keurig will
maintain a very strong share in the U S. and Canada narkets because of its

hi story of success at devel opi ng i nnovative products. Followi ng its patent
expiration in 2012, the conpany increased its mx of private |abel, which is
somewhat | ower margin. W do not expect the company will continue to focus on
this segnment, but will instead focus on its brands.

Keurig | acks product and geographic diversity conpared to major conpetitors
such as Kraft, Srucker, and Nestle. The conpany is highly dependent on the
donestic single-serve category with approximately 81% of consolidated net
sales to portion packs and 19%to Keurig single-cup brewers and rel ated
accessories in fiscal 2016. This |eaves the conpany vulnerable to shifts in
consuner tastes and preference. Mdreover, it has a narrow geographic
footprint, with 87%of its sales in the U S and 13%in Canada.

Assunptions supporting our expected ratio ranges for the conpany in fisca
2017 and 2018 include the foll ow ng:

« W forecast econonm c grow h of about 2.4%in 2017 and 2.3%in 2018
supported by continued i nprovenent in |abor nmarkets and stronger wage
gains. This will be acconpani ed by consumer spending growth of roughly
2.5%

« W believe the U S. single-serve coffee segnent will grow faster than the

overall coffee market, but that growth will slow because of the
singl e-serve category's increased size and intense conpetition in the
cof fee market overall. W expect industry volune to grow 5% over the next

two years, down from 11% growh in 2016.

» Keurig revenue decline roughly 2.5% for 2017 and increase about 1.0%in
2018. W believe its revenues will not keep pace with GDP growth because
the conpany is investing in price to gain share.

» The EBI TDA margi n expands to 300 basis points in fiscal (bps) 2017
conpared with fiscal 2016 and increase another 250 bps in fiscal 2018,
because of its cost savings initiatives and better operating efficiency.

 Capital expenditures of about nopdestly below fiscal 2016 |evels.

» Dividends sinmlar to fiscal 2016 |evels.

 Free cash flow of approximtely $800 nmillion in fiscal 2017 and $850
mllion if fiscal 2018.
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Not e: the conpany's financials are private.

Liquidity

We assess Keurig's liquidity as adequate, reflecting our belief that the
conpany's sources of cash will exceed its uses by at |least 1.2x over the next
12 months. Even if EBITDA declines by 15% bel ow our base case, the conpany's
liquidity sources will exceed its uses.

Principal liquidity sources:

* Cash in excess of $400 nmillion

* An undrawn $200 million revolving credit facility due 2021

* Funds fromoperations (FFO) of at least $880 million during the next 12
nont hs; and

* Working capital inflow of below fiscal 2016 | evels.

Principal liquidity uses:

e Capital expenditures nodestly |lower than fiscal 2016;

e Debt repayment of nore than $175 nmillion annually;

* Peak seasonal working capital needs |less than 20% of its revolving credit
facility; and

e Dividends in line with fiscal 2016.

Outlook

The stable outl ook on Keurig reflects our expectation that the conmpany will
prioritize del everagi ng and use internally generated cash for debt repayment.
W al so expect the conpany to generate volunme growth by inproving marketing,
and expand margi ns through cost reductions over the next 12 nonths, which
shoul d enabl e the conpany to generate FOCF in of $800 million and reduce
financial leverage to 3.5x in fiscal 2017.

Downside scenario

We could lower the ratings if Keurig' s |everage increases to above 4.0x. This
could result froma material reduction in FOCF generation fromcurrently
expected | evel s, possibly from market share | osses because of changes in
consuner tastes or froma change in the conpany's financial policies resulting
in excess cash applied to dividends versus debt reduction

Upside scenario

We coul d consider a higher rating if Keurig sustainably grows the sales of its
hi gh-nargi n portion packs despite strong conpetition fromalternative coffee
products, naintains margins at |east at current levels, and sustains financial
| everage bel ow 3.0x. We would al so consider an upgrade if the conmpany
geographically diversifies and denponstrates it can gain market share in
countries it is currently does not do business in

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 26, 2017 5

1791500 | 301753740



Research Update: Keurig Green Mountain Inc. Upgraded To 'BB' From 'BB-'; Outlook Stable; Issue-Level Rating
Actions Taken

Ratings Score Snapshot

Corporate Credit Rating: BB/ Stable/--

Busi ness risk: Fair

e Country risk: Very |ow

e Industry risk: Low

 Conpetitive position: Fair

Fi nancial risk: Significant

* Cash flow Leverage: Significant

Anchor: bb

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)
 Financial policy: Neutral (no inpact)
 Liquidity: Adequate (no inpact)

« Managenent and governance: Fair (no inmpact)

* Conparable rating analysis: Neutral (no inpact)
St and-al one credit profile: bb

Goup credit profile: bbb+ (JAB Hol di ng Co.)
Entity status within group: Nonstrategic

Recovery Analysis

We bel i eve the conmpany woul d be reorgani zed rather than |iquidated under a
default scenario, because of its top market position in single-serve coffee.
Therefore, in evaluating the recovery prospects for debt hol ders, we have
val ued the conpany on a going-concern basis using a 7.0x nultiple of our
proj ected emergence EBI TDA val ue.

Simulated Default Scenario

Qur sinulated default scenario contenplates a default in 2022 due to poor
product quality or an incident that damages the conpany's reputation, a spike
in the cost of coffee beans that could not be passed along to its i mediate
clients, changi ng consuner tastes, or the loss of its major clients. A

conbi nati on of these factors could result Keurig's cash flows deteriorating
substantially, triggering a paynment default.

Qur default |evel EBITDA takes into consideration the |evel of fixed charge
obligations assuned at default and consists of $495 mllion in debt service
requi rements and $90 mllion in capital expenditures. This represents about 8x
total |everage using the $4,424.0 mllion in debt outstanding at default. W
assune covenants under the revol ver woul d be anended through the path to
default up to a threshold before the conpany defaults.
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Simplified recovery waterfall

» Emergence EBITDA: $670 mil.

« Multiple: 7.0x

« ross recovery value: $4,695 nil.

* Net recovery value for waterfall after admi n expenses (5% [and pensions,
if applicable]: $4,460 ml.

» Obligor/non obligor valuation split: 100% 0%

e Estimated priority clains [ABL or other]: $0 m .

 Remui ni ng recovery val ue: $4,460 nil.

« Estimated first lien claim $4,425 ml.

 Value available for first lien claim $4,460 nil.

* Recovery estimate: 101%

Related Criteria

e Criteria - Corporates - Ceneral: Recovery Rating Criteria For
Specul ati ve-Grade Corporate |Issuers, Dec. 07, 2016

e Criteria - Corporates - Industrials: Key Credit Factors For The Branded
Nondur abl es | ndustry, May 07, 2015

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

* General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

* CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

e General Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Upgr aded; Recovery Rating Revised

To From
Keurig Green Muntain Inc.
Corporate Credit Rating BB/ St abl e/ - - BB-/ St abl e/ - -
Seni or Secured BBB- BB
Recovery Rating 1 2H

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs 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
information. Conplete ratings information is available to subscribers of
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Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at wwv. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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