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Research Update:

JAB Holding Company S.a r.l. Outlook Revised To
Negative On Partial Tender Offer On Coty Shares;
'A-' Ratings Affirmed

Rating Action Overview

* JAB Holding Co. S A R L. (JAB) announced it is launching a partial tender
offer on publicly traded Coty shares for $11.65 per share, which
represents approxi nmately a 20% prem umon the |atest closing price.

* As the result of this transaction, we believe Coty shares will no | onger
be i mediately available to help maintain JAB's loan to value (LTV) ratio
bel ow 20% as per its financial policy targets.

* W are therefore revising our outlook on JAB to negative from stable and
at the sane tine are affirnming our 'A-' ratings on the conpany.

* The negative outlook reflects that we could lower the rating if JABis
not able to reduce its LTV ratio to bel ow 20% by the end of 2019.

Rating Action Rationale

The outl ook revision reflects our view of JAB Holding Co. SSARL.'s (JAB' S)
announcerent that it will launch a partial tender offer on publicly traded
Coty shares for $11.65 per share, which represents approximately a 20% prem um
on the latest closing price. JAB intends to acquire up to 150 million
additional Coty shares. As the result of this transaction, we believe Coty
shares will no |l onger be imediately available to help maintain JAB's

| oan-to-value (LTV) ratio below 20% as per its financial policy targets. It
further reflects our expectation that JAB's LTV ratio, which was at about 20%
at year-end 2018 and slightly above our prior expectations of 18% will
struggle to further decrease because of this transaction

U. S. -based fragrance and cosnetic player Coty's underperformance negatively
affected JAB's overall portfolio, with Coty's narket value declining by €1.5
billion since our last reviewin July 2018. After sharehol ders enforced a
managenent change at Coty toward year-end 2018, JAB is | aunching a parti al
tender offer on Coty shares to increase its stake to above the 40%it
currently owns.

The transaction includes the set-up of a dedi cated speci al purpose vehicle
(SPV), which will receive JAB's 301 mllion shares in Coty. The acquisition of
additional shares offered in the context of the tender will be funded with
bank debt, which we understand will be entirely and solely guaranteed by Coty
shares, but not in any way guaranteed or supported by JAB. JAB, owner of the
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SPV, retains the right to wind down the structure at any tine during its three
years maximumlife, repay the debt, and receive the SPV net asset val ue.
Repaynent of the debt relies to a major extent on the sale of Coty shares in
the SPV and, to a lesser extent, on potential excess cash generated fromthe
di fference between dividends distributed from Coty and the cost of funds. This
inplies that JAB will stop receiving dividends from Coty during the Iife of

the transaction. Lenders will retain the right to enforce the sale of shares
and/or call for equity injection should the LTV ratio exceed 70% The trigger
corresponds to a Coty share price level, below which JAB will have to sel

part of its pre-existing 301 mllion shares to rebal ance the LTV ratio.

From our perspective, the transfer of existing Coty stake into an SPV | eaves
JAB' s bondhol ders at a tenporary di sadvantage during the Ilife of the
transaction. This is because, as long as the debt is outstanding, shares in

Coty will not contribute to nanagenent’'s efforts to maintain the LTV bel ow
20% Because of the debt's overcollateralization, we acknow edge that the SPV
will have a positive net asset value, as long as the Coty share price does not

severely underperformversus the tendered share price. At the sane tine,
visibility regarding the turnaround at Coty remains |ow For the purposes of
calculating JAB's LTV ratio after the closing of the tender, we will treat the
SPV as an unlisted asset in JAB's portfolio. This is to reflect our assessment
of the increnental risk of the transaction. W will wait to reassess the
transaction at closing of the tender offer

Outlook

The negative outl ook reflects our view that the transaction could prevent JAB
fromreducing its LTV ratio to bel ow 20% by the end of 2019.

Downside scenario

We would lower the rating if we believe the LTV ratio will remain over
managenent's conmitment of 20% over a prol onged period. This could occur if
JAB undertakes further portfolio acquisitions wthout selling other portfolio
assets.

Upside scenario
W woul d revise the outlook to stable if the LTV ratio was bel ow 20% by the
end of 2019.

Company Description

JAB is an investnent holding conpany with a focus on defensive and fast-noving
consuner goods and consumer retail assets. It pursues an active nanagenent
approach to build global chanpions and challengers. In contrast to other
hol di ng conpani es, JAB focuses on actively managi ng nost of its assets,
allowing it significant control and influence over their capital structure and
di vidend fl ows.
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Anot her di stinguishing factor is JAB' s access to JCF' s consuner fund. JCF, a
separate equity portfolio managed by JAB executives that roughly mmcs JAB' s
i nvestments, provides third-party equity.

Thr ough such a partnership, JAB is able to undertake |arge and transfornative
transactions, such as the reverse takeover of Dr Pepper, while maintaining
control over the dividend streans, and linmting the total |everage at JAB. In
our base case, we believe that JCF represents not only an investment partner,
but also an opportunity to address tenmporary market weaknesses and nanage
JAB's long-term LTV target (below 20% without |osing control over its assets.
W see this as a unique advantage for JAB conpared with other peers, and
reflect this in the rating on JAB.

Liquidity

We assess JAB' s liquidity as exceptional, given there are no debt maturities
upcomng in the next two years. In liquidity sources, we include the |arge
commtted revolving credit facility (RCF, €2.6 billion undrawn as of Decenber
2018), and we estimate that its liquidity sources exceed needs by 16x for the
12 months from Dec. 31, 2018. W consider that JAB's strong ties with banks
support its ability to quickly obtain bank financing, if needed. W al so
believe it is likely that JAB would be able to absorb a high-inpact event with
limted need for refinancing. For JAB, such a scenario would likely be a
severe correction of market values for its |listed shares, which we consider
manageable in view of its relatively low LTV rati o.

For the 12 nonths from Dec. 30, 2018, we estinmate that principal liquidity
sources conpri se:
e Cash and cash equival ents exceeding €1 billion

« Dividend inflow of about €400 nillion per year on average; and

» Access to a €2.6 billion of a conmtted RCF maturing beyond one year
currently undrawn.

For the sane period, we estimate that liquidity uses conprise:
» (perating expenses of €30 nmillion-€40 mllion

e Interest expense of €140 nillion-€150 nmillion; and

 Dividends of about €100 million

We vi ew headr oom under the RCF covenant as confortable.

Issue Ratings - Subordination Risk Analysis

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 12,2019

THIS WAS PREPARED EXCLUSIVELY FOR USER CONSTANTIN THUN HOHENSTEIN.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



Research Update: JAB Holding Company S.a r.l. Outlook Revised To Negative On Partial Tender Offer On Coty
Shares; 'A-' Ratings Affirmed

Capital structure

JAB Hol dings B.V. is the financing subsidiary of JAB, which is 100% owned

t hrough an internedi ate hol di ng company. On a consolidated group |evel, gross
debt, represented by bonds, totaled €6.0 billion at Dec. 30, 2018.

Analytical conclusions

JAB has a relatively low | evel of gross debt, and we assess its financial risk
profile as nodest. The syndicated RCF and unsecured bonds rank pari passu. As
aresult, there are no significant elenents of subordination risk present in
the capital structure, in our view, and we rate the senior unsecured debt
"A-', inline with the issuer credit rating.

Ratings Score Snapshot

I ssuer Credit Rating: A-/Negative/--
Busi ness risk: Satisfactory

e Country risk: Low
e Industry risk: Internediate

* Investnment position: Satisfactory

Fi nanci al risk: Mbdest
e Cash flow Leverage: Modest

Anchor: bbb+

Modi fiers

e Liquidity: Exceptional (no inpact)

* Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Positive (+1 notch)

St and- al one credit profile: a-

Related Criteria

e Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate |Issue Ratings, March 28, 2018

e Criteria | Corporates | Industrials: Methodol ogy: Investnent Hol di ng
Conmpani es, Dec. 1, 2015

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

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 12,2019 5

THIS WAS PREPARED EXCLUSIVELY FOR USER CONSTANTIN THUN HOHENSTEIN.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



Research Update: JAB Holding Company S.a r.l. Outlook Revised To Negative On Partial Tender Offer On Coty
Shares; 'A-' Ratings Affirmed

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

* Ceneral Criteria: Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013
e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
* Criteria | Corporates | Ceneral: Corporate Methodol ogy, 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

Qut |l ook Action; Ratings Affirnmed

To From
JAB Hol di ng Conpany S.a r.|.
| ssuer Credit Rating A-/ Negative/-- A-/ Stabl e/ --
JAB Hol di ngs B. V.
Seni or Unsecured A- A-

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

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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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