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Research Update:

Keurig Green Mountain Inc. And Dr. Pepper
Snapple Group Inc. Ratings Placed On
CreditWatch Following Merger Announcement

(Editor's Note: The original version of this release misstated the expected
nerged conpany's pro fornma adjusted debt. A corrected version follows.)

Overview

e U S -based Keurig Green Mountain (KGW is nerging with Dr. Pepper Snapple
Inc. (DPS).

e As part of the nmerger, DPS shareholders will receive a one-tine cash
di stribution of roughly $18.8 billion and own 13% of the nerged conpany.
JAB Hol ding Conpany S.a r.l. (JAB) and its partners will contribute $9
billion of new equity. JAB will be the controlling sharehol der. Mndel ez
International, JAB s partner in Keurig, will hold an approxi nately
13% 14% st ake in the new conpany.

» At close, the conbined conpany's pro forma funded debt will be about
$16.6 billion.

e W are placing all of our ratings on KGM including our 'BB+ corporate
credit rating, on CreditWatch with positive inplications, indicating the
likelihood that we would raise the ratings at the close of the
transacti on.

e W are placing our 'BBB+' long-termcorporate credit and issue-Ilevel
ratings on DPS on CreditWatch with negative inplications, indicating the
l'ikelihood that we would | ower the ratings at the close of the
transaction. At the sane tine, we are affirmng the 'A-2' short-term and
conmerci al paper ratings

e Based on currently disclosed nmerger and financing terns, we anticipate
t he new conbi ned conpany, Keurig Dr Pepper, will likely be rated ' BBB' .

Rating Action

On Jan. 29, 2018, S&P dobal Ratings placed all of its ratings on Burlington,
Mass. - based si ngl e-serve coffee manufacturer Keurig G een Mountain Inc.,
including the 'BB+' corporate credit rating, on CreditWatch with positive

i mplications.

At the same time, we placed our ratings on Plano, Texas-based Dr. Pepper
Snappl e Group Inc., including the 'BBB+ corporate credit ratings, and senior
unsecured ratings on CreditWatch with negative inplications. Concurrently, we
affirnmed the "A-2' short-termand commerci al paper ratings.

W estimate KGM had about $3.8 billion and DPS had roughly $4.7 billion in
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adj usted net debt outstanding as of Sept. 30, 2017. W estinate the nerged
conpany's pro forma adjusted net debt will be approximately $16.8 billion at
cl ose based on current nmerger terns and financing expectations.

Rationale

Both CreditWatch listings foll ow KGM s announcenment of plans to nerge with
DPS. The nerger will include roughly a $18.8 billion distribution to DPS
shar ehol ders, whom we expect will own 13% of the nerged conpany (Keurig Dr
Pepper). JAB and its partners will contribute $9 billion of new equity. JAB

will be the controlling sharehol der of the new conmpany. Mondel ez
International, JAB's partner in Keurig, will hold an approximately 13-14%
stake in the new conpany. At close, the conbined conpany's funded debt will be

about $16.6 billion, conposed of $4.2 billion funded rollover debt from DPS
and about $12.4 billion of new debt.

The CreditWatch negative listing on DPS reflects our expectation that the
conbi ned conmpany will likely be rated 'BBB'. The lower rating than the current
"BBB+' on DPS reflects the substantial debt obligations of the conbined
entity.

We forecast the conbined conmpany's pro fornma adjusted | everage will be high at
about 5.8x at the close of the transaction, but that it will quickly de-Ilever
to the 4.0x area by year-end 2019 and to about 3.5x by m d-2020 (assuning the
transaction closes in nid-2018). Supporting our forecast is the new conpany's
strong cash flow generation capability and managenent's willingness to
de-lever followi ng the transaction. W forecast the conbined conmpany's

di scretionary cash flow to adjusted net debt will be strong--close to 9.5%in
2018 and 12%in 2019. W assune the new conpany will not repurchases shares,
that any additional acquisitions will have an immaterial inpact on credit
netrics, and that the conmpany will likely focus on |lowering | everage to bel ow
3.5x within 24 nonths followi ng the close of the transaction. Managenment has
stated it targets deleveraging to 3.0x within 2-3 years after the cl osing.

The hi gher conbi ned conpany's | everage will be sonmewhat nitigated by its

i ncreased scale and diversity and strong profitability of the nerged conpany.
W see DPS conpetitive position strengthening with the inclusion of KGMV
products and distribution channels, and the increases to its overall scale.
KGM adds singl e-serve coffee to DPS portfolio, which has a better growth
trajectory than carbonated beverages. KGMis also highly accretive to DPS
mar gi ns. Conbi ned, the new conpany coul d have margi ns exceedi ng 30% by 2020,
maki ng themthe industry | eader and the only beverage conpany that

manuf actures cold and hot beverages. Moreover, the conpany should be able to
accel erate sales growth as it will have additional distribution channels and
be well positioned to roll out ready-to-drink coffee, a fast-grow ng category.
Each conpany's strong market shares and denonstrated ability to grow

organi cally al so support our favorable view of its conpetitive position
However, conpared with other global beverage and food peers with higher

busi ness risk assessnents, such as Nestle and Coca-Col a, we believe the
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conpany has nore |imted geographic diversity and | ess scale.

CreditWatch

The CreditWatch listings reflect our expectation that we will raise our KGV
ratings and |l ower our DPS ratings as a result of this transaction.

W will resolve both CreditWatch listings follow ng our review of the
financial and busi ness inpact of the nerger, including the finalized capital
structure and the conbined conpany's ability to reduce | everage and inprove
credit protection neasures.

Based on current information, we would likely assign a 'BBB corporate credit
rating to the new conbined entity. W would also |ower the rating on DPS
unsecured rol |l over debt and affirmthe 'A-2' short-term and conmerci al paper
ratings. W will also withdraw the corporate credit and issue-level ratings on
KGMif all of its debt is repaid at the close of the transaction.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |ssue Ratings, Sept. 21, 2017

e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Recovery Rating Criteria For
Specul ati ve-Grade Corporate |Issuers, Dec. 7, 2016

e Criteria - Corporates - Industrials: Key Credit Factors For The Branded
Nondur abl es | ndustry, May 7, 2015

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

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

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

e General Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - GCeneral: Corporate Methodol ogy, Nov. 19, 2013

e Ceneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

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

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

Ratings List

Ratings Affirnmed; CreditWatch Action
To From
Dr Pepper Snapple G oup Inc.
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Corporate Credit Rating BBB+/ Wat ch Neg/ A-2 BBB+/ St abl e/ A-2

Dr Pepper Snapple G oup Inc.
Seni or Unsecured BBB+/ Wt ch Neg BBB+

Rati ngs Affirned

Dr Pepper Snapple G oup Inc.
Conmrer ci al Paper A-2

Ratings Affirnmed; CreditWatch Action
To From
Keurig Green Muntain Inc.
Corporate Credit Rating BB+/ WAt ch Pos/ - - BB+/ St abl e/ - -

Ratings Affirnmed; Recovery Rating Unchanged

Keurig Green Muntain Inc.
Seni or Secur ed BBB- / Wt ch Pos BBB-
Recovery Rating 1(95% 1(95%

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 ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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