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Research Update:

Luxembourg-Based JAB Holding Co. Affirmed At
'BBB+' On Definitive Agreement To Acquire
Panera Bread; Outlook Stable

Overview

* JAB Hol ding Conpany S.a.r.l. has entered into definitive agreenment to
acquire U S. retail bakery-café Panera Bread for approximately $7.5
billion.

« The transaction will be undertaken by a consortium of investors |ed by
JAB, and we expect JAB's ultimate equity injection will be funded through
a mx of cash and existing |ines.

W are therefore affirm ng our 'BBB+ rating on JAB and our 'BBB+' rating
on its senior unsecured debt.

* The stable outl ook reflects our expectation that JAB' s nanagenment will
contain the debt built-up sufficiently inline with a | oan-to-value (LTV)
rati o of 20% However, we expect headroom under the LTV ratio to be
limted.

Rating Action

On April 11, 2017, S&P dobal Ratings affirned its 'BBB+ |ong-termcorporate
credit rating on Luxenbourg-based JAB Hol di ng Company S.a.r.|l. (JAB). The
outl ook is stable.

We al so affirned our 'BBB+' issue ratings on JAB' s senior unsecured debt
i ssued by JAB Hol dings B.V. and guaranteed by JAB.

Rationale

The affirmation foll ows JAB s announcenent that it would lead a consortiumto
acquire 100% of Panera Bread in a take-private transaction for a tota
consi deration of approximtely $7.5 billion

Panera Bread is a U S. -based retail bakery-café conpany chiefly focusing on
the U S. market through its 2,000 store network and a m nor presence in
Canada. In 2016, the group generated just under $3 billion in revenues and
reported EBITDA of $430 nmillion

We understand this proposed transaction will be financed through debt at
Panera's level, and contributions from JAB, JAB Consumer Funds, and ot her

i nvestors. This type of financing is fairly simlar to the one that JAB
undert ook | ess than 12 nonths ago for the $13.5 billion Keurig Geen Muntain
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(KGW acquisition. W think JAB's still-undisclosed contribution will be
financed through a conbination of cash and further drawing on its €2.6 billion
exi sting lines due 2021. Despite the debt increase, we expect the

| oan-to-value (LTV) ratio to be sufficiently near our threshold for the rating
of 20% or marginally above it for only a short period of tine. If needed, we
expect nanagenent will consider assets sales and use the proceeds to | ower the
LTV ratio. Wth a portfolio valued at about €21 billion as of April 10, 2017,
whi ch conpares with net debt of €3.6 billion at year-end 2016, JAB currently
enjoys very limted flexibility for further acquisitions. As per our

cal cul ati ons, and based upon current market prices, the conpany can
accomodat e a net debt increase of only €800 million before its LTV ratio

i ncreases from17%to 20%

We view the proposed acquisition as relatively aggressive, given the price of
nore than 17x EBI TDA (year-end 2016), which represents a 30% premni um ver sus
t he 30-day average share price as of March 31, 2017.

Sone execution risk remains, with only 15.5% of the sharehol ders' approval
secured at this stage through the voting agreenent the founder has entered.

Shoul d JAB conplete this transaction, our view of its business risk profile
woul d, however, weaken, since we believe both asset liquidity and quality have
deteriorated |lately. The average credit quality of JAB's portfolio has
recently been inpaired by Reckitt Benckiser undertaking a $17.9 billion
debt - funded acquisition of Mead Johnson, which resulted in our downgradi ng
Reckitt Benckiser to "A-' from'A+ (see "Consuner Health Group Reckitt

Bencki ser Downgraded To 'A-/A-2' On Agreenent To Acquire Mead Johnson; CQutl ook
Stabl e," published March 15, 2017, on RatingsDirect).

Additionally, Coty's share price underperforned due to challenging integration
of the P&G Beauty Business, and JAB's |isted assets further decreased to |ess
than 50% of the portfolio as of April 10, 2017.

JAB' s significant involvenment in its core assets further wei ghs on our
liquidity assessnments, since this could undermne their imrediate tradability,
in our Vview.

Such unsupportive devel opnents were sonewhat mitigated by KGMs i nproved

credi tworthiness (see "Keurig Green Mountain Inc. Upgraded To 'BB From'BB-';
Qut | ook Stable; |ssue-Level Rating Actions Taken," published Jan. 26, 2017);
Reckitt Bencki ser and Coty nmintaining their dividend policies; and continuous
del everagi ng of other key operating assets, including JACOBS DOME EGBERTS
International B.V. (JDE), Peets, and Caribou Coffee, although uneven by
operating assets.

We think Panera fits well in the group's investnment portfolio by conplimenting
its €2 billion retail coffee adjacency assets, notably retail restaurants
Cari bou Coffee, Einstein Noah, and Peets. It will provide sonme portfolio

di versification without necessarily inpacting the weight of the top three
assets, which have already i nproved since the KGMintegration (representing
about 60% conpared to nore than 80% at year-end 2015).
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We think that JAB would structure Panera's funding in a noderately aggressive
way, in line with the | everage of other operating assets in the portfolio; we
anticipate adjusted debt-to-EBITDA ratios in the range of 3.5x-5.0x for Coty,
Keurig, and JDE by year-end 2017. Consequently, we anticipate average asset
quality will deteriorate to the 'BB category. However, this is subject to
Panera's eventual weight in the overall portfolio value. W expect JAB's
financial policy will remain conservative and that debt at Panera will remain
nonrecourse to JAB' s debt and not pose cross-default risk.

In our opinion, JAB's financial risk profile is supported by the managenent's
ability to enhance the portfolio value with discipline, sustainably sticking
to an LTV ratio of 20% Wth the integration of new portfolio |ines being
acconpani ed by the contribution from JAB Consuner Fund, the holding can retain
its spending while maintaining an LTV ratio in line with 20% If the LTV ratio
exceeds 20% upon cl osing of the transaction, we would expect nanagenent to
take action to restore it to the level required for the current rating.

JAB favorably conpares with a nunber of other investnment hol di ng conmpani es
with no debt maturities within the next four years. What's nore, the group has
a track recording of maintaining cash flow coverage of at |east 2x; pro forma
Panera, we would expect sone uplift in cash fl ow coverage.

Under our base case, we assune:

e An equity injection in Panera funded through a nmix of cash and debt that
would allow JAB to maintain its LTV rati o bel ow 20%

« Mtigating actions from nmanagenent should the LTV ratio threaten to
exceed 20% for a sustained period of tineg;

e Dividend inflows fromits respective operating assets to inprove by at
| east 10% given dividend announcenents; and

* No debt maturities before 2021

Based on these assunptions, we arrive at the followi ng credit mneasures:
* An LTV ratio in line with our current threshold for the rating of 20% and
e Cash flow coverage of at least 2x in 2017 and 2018.

Liquidity

We view JAB's liquidity as strong, anticipating that the group's sources of
liquidity will exceed its needs by nore than 1.5x for the 12 nonths ending
Dec. 31, 2017. The indicative liquidity uses don't capture the Panera

transaction, given the undi sclosed anobunts of JAB's ultimate equity injection
at this stage.

We estimate liquidity sources include:

e Cash of about €181 million as of Dec. 31, 2016;

e About €1.8 billion avail able under the group's €2.6 billion revolving
credit facility;

e Expected dividends fromportfolio conpanies in excess of €270 mllion
(primarily from Reckitt Benckiser and Coty).
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We estimate liquidity uses include:

» (perating expenses of approxinmately €35 mllion-€40 mllion

* Interest expenses of €80 nmillion-€90 million; and

* About €65 million-€70 million in returns to shareholders, in line with
JAB' s internal target.

As of Dec. 31, 2016, the group showed adequate headroom under its financial
covenants.

Outlook

The stable outl ook reflects our expectation that upon closing of the Panera
Bread transaction, JAB's LTV ratio will remain in line with the 20%threshold
we deem commensurate with the current rating. Wile the LTV ratio could
mar gi nal |y exceed 20% for a short period, we expect nanagenment to be proactive
and take appropriate neasures, such as asset rotation, if needed. Since we
consi der that the current ratings cannot accommodate any nore debt, we expect
JAB wi |l generally finance further significant acquisitions through disposals.

Downside scenario

We coul d consider a negative rating action if JAB's LTV ratio rose above 20%
for a prolonged period of time, wthout managenent taking actions to reduce
it. Ratings pressure could be triggered in case of a material decline in JAB s
equity values, or if its |isted assets were bel ow 60% of total assets for an
ext ended period of time and absent clear conmtment from managenent to

consi der asset nonetization through an IPOw thin the next 18 to 24 nonths.

Upside scenario

We consider ratings upside to be renote at this stage, since it would
necessitate i nprovenments in the portfolio's characteristics, including a
greater enphasis on asset diversity and higher liquidity of held shares.
Assumi ng broadly unchanged portfolio characteristics, we could raise the
ratings if JAB reduced | everage over tine, and proved its conmitment to an LTV
rati o sustainably bel ow 10% over our rating horizon

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Stable/--

Busi ness risk: Satisfactory

e Country risk: Low

e Industry risk: Internediate

e Investnent position: Satisfactory

Fi nanci al risk: Moddest
» Leverage/ Cash fl ow. Modest
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e Funding and capital structure: Neutral
Anchor: bbb+

Modi fiers

e Liquidity: Strong (no inpact)

* Managenent and governance: Satisfactory (no inpact)
e Conparable ratings analysis: Neutral (no inpact)
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings 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

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at ww. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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