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Summary Rating Rationale
JAB Holding Company S.a r.l.'s (JAB) Baa1 Issuer Rating reflects the company's clearly-defined
and successful investment strategy to date, its conservative net market value leverage
("MVL") target of around 15% and an investment portfolio comprising cash-generative and
typically defensive global consumer businesses. In our view this limits market value volatility,
which is important given JAB's exposure to equity market risk.
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JAB's consecutive and sizeable M&A activity over the last 12 to 24 months as well as M&A
activity at the investment level, has led to a deterioration in credit metrics in excess of
our rating triggers. As per the end of 2016 we expect net MVL to be in excess of 15%
(but to remain below 20%) and for interest cover to be below 2.0x. This provides JAB
with limited headroom at the current rating level. However, M&A activity has helped the
company improve its asset diversification and broaden its diversification within the consumer
products industry and in this context, we believe the slightly weaker than expected metrics
is manageable in the near-term. JAB has also confirmed that its primary focus will be on the
integration and further development of the existing assets until credit metrics have improved
to levels more comfortably within our guidelines. Until such time we understand that JAB will
not engage in any acquisitions requiring material equity contributions.
Exhibit 1

Development of JAB's Net MVL Since 2012
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The outlook has been changed to stable from negative in the previous report dated 6 February 2017.
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Liquidity is good as we expect available cash and undrawn credit facilities to be around €2 billion. This follows the company's
refinancing of its RCF in November 2016 and the €500 million increase in the facility to €2.6 billion from €2.1 billion.
A possible acquisition by Reckitt Benckiser Group plc (Reckitt Benckiser, A1 RUR-Down; JAB’s stake 8%) of Mead Johnson Nutrition
Co. (Mead Johnson, Baa1 Developing) is likely to lead to an increase of leverage at Reckitt Benckiser. This is credit negative for JAB,
given the lower credit quality of one of its main stakes, but we do not expect this to be sufficient enough to have an effect on JAB’s
rating. This is because Reckitt Benckiser is a financial asset and therefore JAB is more exposed to equity risk and the development of
Reckitt Benckiser's share price rather than Reckitt Benckiser's credit risk. Preliminary expectations are that Reckitt will maintain a strong
investment grade entity even post acquisition, and the equity value has not been diminished by the announcement of the bid.

Credit Strengths
»

Clearly-defined and successful investment strategy as reflected in JAB's strong asset portfolio growth

»

Investments in defensive global consumer businesses limit market value volatility

»

Highly experienced and successful management team

»

Conservative net MVL target of around 15%, although leverage expected to remain in excess of this in the near-term

»

Good liquidity given cash and undrawn credit facilities of around €2 billion and long-term debt maturity profile

Credit Challenges
»

Recent material and complex M&A activity means management will have to remain focused on supporting the integration and
further development of its existing assets

»

Weak interest cover only gradually expected to increase to in excess of 2.0x

»

Long-term incentive plan for management with put features to some degree constitutes an event risk

Rating Outlook
The stable outlook reflects our view that JAB’s asset portfolio is strengthening and that reduced valuation risk associated with material
M&A over the last 12-24 months should allow for greater stability of market values. We expect this, combined with the company’s
financial policy to maintain strong credit metrics, to support a net MVL of around 15% and improving interest cover metrics to in
excess of 2.0x. In the context of JAB’s strengthening asset portfolio JAB’s net MVL may temporarily exceed 15%, but we would expect it
to at least remain below 20%.
M&A forms the cornerstone of JAB’s investment strategy and the risk is to some degree factored into the rating. But, the stable outlook
assumes that i) JAB will not engage in any further material debt-funded acquisitions in the near term and ii) any M&A activity at the
level of JAB’s investments does not lead to a notable deterioration in market values or forecast dividend income.
A possible acquisition by Reckitt Benckiser of Mead Johnson is likely to lead to an increase of leverage at Reckitt Benckiser. This is credit
negative for JAB, given the lower credit quality of one of its main stakes, but we do not expect this to be sufficient enough to have an
effect on JAB’s rating.

Factors that Could Lead to an Upgrade
»

If credit metrics strengthen such that net MVL is more comfortably below 15% and interest cover rises more sustainably to around
3.0x.

»

A good balance in terms of its exposure towards its four key assets - Reckitt Benckiser; Coty Inc. (Ba1 stable); JACOBS DOUWE
EGBERTS Holdings B.V. (JDE, Ba3 positive), and Keurig Green Mountain, Inc. (Keurig, Ba2 stable).
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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»

We would expect Coty and The Procter & Gamble Company's (P&G, Aa3 stable) beauty business to be fully integrated and for
there to be evidence of a further strengthening in JDE’s, Keurig’s and Coty’s financial profiles. This should allow for more stable
market values and dividend income more commensurate with an “A” rating.

»

We would also expect to have a clear understanding of JAB’s investment strategy, including any additional significant M&A and
IPOs to monetize assets, as well the company’s expectations with regards to further debt issuances.

Factors that Could Lead to a Downgrade
»

If credit metrics deteriorate such that JAB’s net MVL significantly exceeds 15% and interest cover fails to rise to in excess of 2.0x.
This would suggest a higher leverage than currently envisaged and/or an inability to receive cash from its investments.

»

If there is a material weakening in the company's liquidity, either in terms of (1) the proportion of its available listed assets; (2) cash
and available credit facilities which fall below €500 million; and/or (3) weaker dividend income due to a deterioration in Reckitt
Benckiser's and Coty's performance, a change in JAB's dividend policy or further material acquisitions.

Key Indicators
Exhibit 2

[1] All ratios are based on parent company financial statements.
Source: Moody's Investors Service

Detailed Rating Considerations
Reduced valuation risk associated with the sizeable number of material M&A transactions over past
12-24 months
We consider there to be a lower level of valuation risk associated with the numerous and sizeable M&A transactions that JAB and its
investments have undertaken over the last 12-24 months. This is important as it provides Moody’s with more certainty that JAB will
continue to maintain substantial headroom in terms of the overall value of its portfolio relative to debt raised – namely a net MVL of
around 15%. A significant deterioration in market values had been a concern after a series of sizeable M&A transactions over the last
12-24 months, and in particular the sizeable premium, which was paid for the largely debt-funded acquisition of Keurig in December
2015.
The reduced valuation risk is mainly driven by the continued robust operating and cash flow performances of many of JAB’s key
investments, but especially Keurig over the last 12 months, including the three months to 31 December 2016 (Q1-17), Keurig’s most
important quarter given the Christmas period. In fact, Keurig’s operating and cash flow performance has tracked ahead of Moody’s
expectations and we believe this now provides some justification for the material premium, which JAB paid for Keurig. Under the
ownership of JAB, Keurig has been successful in expanding gross margins through productivity gains and boosting cash flow through
working capital initiatives - a hallmark of JAB’s operating and investment strategy. This has led to a significant deleveraging, which
should also support its valuation. While there is no direct linkage between the credit ratings of JAB’s investments, the upgrade of
Keurig’s rating to Ba2 stable from Ba3 stable within a year is testament to JAB’s strategy and its execution – (see Keurig Press Release Jan 2017).
Moody’s also considers valuation risk to be lower as JAB successfully closed the highly complex merger between Coty and P&G's
beauty business in October 2016. Coty’s share price has fared less well over the last six months, partly because of the weaker than
expected performance, especially from a topline perspective and the fact that synergies will take some time to be realized. But, over
the medium to longer-term, we expect that the experience and proven track record of JAB’s management should help support Coty’s
operating and cash flow performance, and ultimately its share price. In H1 2016 the valuation of JAB’s stake in Acorn Holdings B.V.
(unrated) increased by approx. €200 million which is assumed to be mainly related to a value increase of JDE, as the stake in Keurig was
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still valued at acquisition cost. This is providing greater comfort that the merger of DEMB and Mondelez International, Inc.'s (Mondelez,
Baa1 stable) coffee business will be value-enhancing.
JAB has also confirmed that its primary focus will be on the integration and further development of the existing assets until credit
metrics have improved to levels more comfortably within our guidelines. Until such time we understand that JAB will not engage in any
acquisitions requiring material equity contributions.

Clearly-defined and successful investment strategy; Investments in defensive global consumer
businesses
JAB's strategy is focused on long-term investments in companies with premium brands in the consumer goods and retail sector.
Consumer goods and retail are sectors in which the company considers itself to have a strong working- knowledge as well as
networking advantage. These are deemed less cyclical and more cash generative relative to other industries and they tend to benefit
from product portfolio breadth and strong market positions. This all tends to limit the impact of customers switching products in a
downturn, or changes in customer preference.
JAB acquires and integrates companies or brands in a particular sub-sector, as evidenced by its past acquisitions in household goods,
cosmetics and coffee brands, with a view to listing these once operations have been sufficiently consolidated and optimised. Sales
and cost synergies are achieved through R&D, factory scale and the development of distribution channels. Ultimately JAB intends to
replicate the Reckitt Benckiser success story in cosmetics via Coty as well as in coffee and tea via JDE and Keurig.
The global diversification of JAB's investments also appears to add a greater degree of stability to performance and market values.
However, due to JAB's strategy to acquire businesses domiciled in the US and Europe and then expand into emerging markets once
luxury brands have been established, there is a greater concentration in Western markets
Luxury brands is not expected to be a strategic focus and is likely to become an ever smaller portion of the total value of JAB's
portfolio. Luxury brands can exhibit strong growth trends but often can be highly dependent on brand and market trends. They do not
necessarily allow the company to realise similar synergies as in the company's other businesses.
In our view, JAB's successful strategy is evidenced by the consistent growth in it portfolio value from € 9.9 billion in 2012 to around
€20.2 billion as at H1-16 (see Exhibit 3).
Exhibit 3

JAB's Growth in Portfolio Value (2012 - H1 2016)

Source: JAB, Moody's Investors Service

Leverage continues to border our negative rating guidelines, but manageable in near-term given a
strengthening portfolio
JAB's financial policy is to maintain a maximum net MVL of 25%, although based on discussions with the company, Moody's expects
JAB to maintain a net MVL closer to 15%. Owing to consecutive and sizeable M&A activity over the last 12 to 24 months as well as
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M&A activity at the investment level, leverage is expected to exceed our expectations. As at 31 December 2016 (FY16) this could be
closer to 17% or 18%, given the deterioration in Coty's share price, although this will largely depend on the valuations of the company's
unlisted assets
In the near-term we believe the slightly weaker than forecasted leverage is manageable as we expect M&A activity to be valueenhancing and in time, allow for greater dividend distributions. M&A has also helped the company improve its asset diversification and
broaden its diversification within the consumer products industry (see Exhibit 4). It has more evenly balanced JAB's exposure to its top
three assets, which in the past has been more heavily concentrated on Reckitt Benckiser and Coty. This is a positive development in so
far as this limits event risk should Reckitt Benckiser or Coty be impacted by negative, less predictable events. this can lead to material
and more permanent market value declines. Smaller bolt-on acquisitions should also allow more regular dividend income from JAB's
privately-owned assets such as JAB Beech.
Exhibit 4

JAB's portfolio has become more diversified on a sub-sector and asset basis

The valuation of JAB's stakes in JDE and Keurig, which are both held by Acorn Holdings B.V., have been estimated by Moody's, as we understand that Keurig is still valued at acquisition
cost.
Source: JAB, Factset, Moody's Estimates

In the medium to longer-term we would expect management to evidence its commitment to a conservative financial policy by
managing its portfolio to ensure leverage is closer to our 15% guideline on a more sustainable basis. This would more comfortably
position JAB at the Baa1 rating level. This is because our 15% guideline takes into consideration the company's exposure to equity
market risk as well as our expectations that M&A activity will continue to form the cornerstone of JAB's investment strategy.
JAB is invested in more defensive industries, which in our view limits market value volatility, but share prices are subjective and market
values can fall relatively suddenly. M&A activity increases execution and integration risk, and if JAB or its investments are unsuccessful
in their objectives, for example in realizing synergies or strengthening market positions, then this can also negatively impact market
values, especially if a high premium has been paid.
To some extent the 15% guideline also factors in the risk related to liabilities of company's Long-Term Incentive Plan (”LTIP”). These are
not included in the calculation of MVL but could lead to material cash outflows.
Long-term incentive plan with put options expected to constitute lower event risk in the future
As at H1 2016 JAB had liabilities of around $2.2 billion (2015: $2.3 billion) in respect of the company's LTIP. LTIP liabilities are excluded
from the rating agency's leverage metric calculations, but if they were, net MVL would increase to 27% proforma the Keurig acquisition
(FY14: 18%). They are important as the majority of the share options are due to vest beginning of 2017, prior to the maturity of JAB's
credit facilities and bonds in 2021, 2022 and 2025.
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However, we understand that JAB’s management will begin to exercise their options through 2017 and convert these to shares. This is
positive as it is further evidence that these are more equity-like in nature. It provides further justification as to our decision to exclude
these from our debt calculations.
Moody's has distinguished between JAB's financial debt and the LTIP liabilities given the uncertainty regarding crystallisation of the
shares and associated options, including the precise timing and amount which will crystallise. JAB has also always maintained that
management would exercise their options and convert these. Moody's considers there to be sufficient conditionality to limit when
management may exercise its shares and when the company is obligated to make any payment. This provides the company with
sufficient time to manage the company's liquidity. Moody's also draws some comfort from the positive correlation between the
value of the LTIP liabilities and the value of the company's investments, as well as the Advisory Committee Members' minimum share
ownership requirements.
This scheme enables Advisory Committee members as well as the operational management team (together “the Management Team”)
to purchase company shares, which are then matched with three options, subject to a vesting period of five years. Both the shares
purchased and the associated share options contain put features, which provide the Management Team the right to sell these back to
the company for cash. The LTIP liabilities reflect the fair value and potential redemption price of the shares and share options, and in
particular, cash potentially owing to the Advisory Committee members.
The LTIP was structured to allow the Management Team to sell their shares and protect the interests of the majority owners, but
Moody's understands that the Advisory Committee Members have the intention to convert their options to shares, with a view to
increasing their shareholding in JAB and remaining long-term shareholders. The liabilities are deeply subordinated in the event of
a bankruptcy and there is no servicing of the liability (coupon or dividend) or cross-default with other debt. The share and option
liabilities are not considered as financial debt for the purpose of bank covenants. Nevertheless, the rating captures the financial risk one
or more of the Advisory Committee Members leave and exercise their right to have shares and options paid to them in cash.

Liquidity Analysis
We positively recognize JAB's commitment to maintaining minimum liquidity (cash and undrawn credit lines) of at least €500 million.
In FY16 we expect this will be closer to around €2 billion following the refinancing of its RCF in November 2016 and the increase in
the facility to €2.6 billion from €2.1 billion. We also positively recognise the extended maturity of JAB's RCF from March 2020 to
November 2021, as well as improve pricing and terms.
This level of liquidity is good given there are no material debt maturities until 2021 and available liquidity can sufficiently cover
increased interest costs of around €90 million for the forseeable future. This is important in light of the expected deterioration in
the company's interest cover to just under 2.0x. We consider this to be low in the context of JAB's Baa1 rating, as it provides little
headroom for a decline in dividend income. Debt maturities in 2021 are sizeable at €1.5 billion (including €760 million drawn under
RCF), but we expect these to be refinanced well in advance.
JAB's access to listed investments, (around 59% on a proforma basis compared with c.76% as at H1 2015) further supports the
company's financial flexibility in the short to medium-term. However, these primarily reflect JAB's investment in Reckitt Benckiser. We
consider involuntary asset sales of stronger performing assets such as Reckitt Benckiser to maintain adequate liquidity, could lead to a
deterioration in JAB's asset composition and business profile.

Structural Considerations
Excluding the guarantor, the intermediate holding companies within the JAB Group and JAB's investments do not provide guarantees
to the Issuer of the bonds. The payment of interest and debt at the Issuer is therefore dependent on timely dividends from its
investments, the ability to monetize its investments via a disposal or an IPO, and where possible, the upstreaming of cash from
majority-owned investments.
All debt is held and raised by the Issuer. The LTIP liabilities are, however, subordinated to the bond and bank debt as these reside at the
guarantor, which is the top holding company of the JAB group.

6

6 February 2017

JAB Holding Company S.a r.l.: Credit Opinion Update Following Outlook Change to Stable

CORPORATES

MOODY'S INVESTORS SERVICE

The syndicated RCF is subject to a financial leverage covenant, under which JAB will continue to have ample headroom. While JAB's
bonds and the syndicated bank facility are ranked pari passu, a breach of these covenants is not an Event of Default and only requires
JAB to prepay the syndicated facilities (not the bonds).

Profile
JAB Holding Company S.à r.l. (the Guarantor) together with JAB Holdings B.V. (the Issuer) and four wholly owned holding companies,
(JAB Cosmetics B.V., Labelux Group GmbH, JAB Forest B.V. and JAB Investments S.à r.l) form the JAB Group (JAB). JAB is majorityowned by Agnaten SE and Donata Holdings B.V. (together the Family Office).
JAB is a privately held investment holding company, focused on long-term investments in consumer goods and retail companies with
premium brands. JAB's key investments in terms of market value include: i) Reckitt Benckiser, a global leader in consumer health and
hygiene; ii) Coty (36% voting rights post the merger with The Procter & Gamble Company's fine fragrance, color cosmetics and hair
color business), a global leader in fragrances and expanding position in cosmetics and body care; and iii) JDE and Keurig in coffee and
tea, which are both held via Acorn Holdings B.V., (58% voting rights).
Besides JDE and Keurig, JAB's coffee and tea business is complemented by its ownership of Peet's Coffee and Tea and Caribou Coffee
(both held via JAB Beech Inc., 58% voting rights). JAB also has investments in luxury brands, including listed Jimmy Choo PLC (not
rated, 68% of voting rights).

Rating Methodology and Scorecard Factors
In assessing the credit quality of JAB, we apply Moody's Investment Holding Companies and Conglomerates methodology published in
December 2015. The forward view grid-indicated ratings are in line with the Baa1 Issuer Rating assigned.
The forward-looking grids do not explicitly reflect the event risk associated with the LTIP liabilities or JAB’s investment strategy, which
centers around M&A (both at the holding company and the level of its investments. However, we believe this is partially captured by
the credit metric levels we expect JAB to maintain on a sustainable basis. The forward-looking grid assumes that JAB's net MVL will
improve to just under 15% within 18 months.
Exhibit 5

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2] As of 12/31/2015; Source: Moody’s Financial Metrics™
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
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Exhibit 6

Category
JAB HOLDING COMPANY S.A R.L.

Outlook
Issuer Rating

Moody's Rating

Stable
Baa1

JAB HOLDINGS B.V.

Outlook
Bkd Senior Unsecured -Dom Curr

Stable
Baa1

Source: Moody's Investors Service
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