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Research Update:
French Investment Company Wendel

Long-Term Rating Raised To 'BB' On Deutsch
Group Sale; Outlook Stable

Overview

e French operating hol di ng conpany Wendel has conpl eted the sal e of
el ectrical connections provider Deutsch G oup SAS (Deutsch) to
Swi t zer | and- based el ectronics firm TE Connectivity Ltd.

e Following this transaction, we estimte that Wendel's loan-to-value ratio
was about 40% on April 10, 2012. In addition, Wndel intends to use a
si zabl e portion of the proceeds raised fromthe di sposal of Deutsch to
reduce debt.

e W are raising our long-termrating on Wendel to 'BB' from'BB-' and
affirmng the 'B short-termrating.

« The stable outl ook reflects our expectation that the conpany's
| oan-to-value ratio will remain below 45% or exceed it for only very
short periods of tine.

Rating Action

On April 11, 2012, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on France-based hol di ng conmpany Wendel to 'BB from
"BB-'. At the sane tine, we affirned the short-termcredit rating at 'B . The
outl ook is stable.

We al so raised our issue ratings on Wndel's senior unsecured debt to ' BB
from'BB-'. The recovery ratings are unchanged at '3', indicating our
expectation of neani ngful (50% 70% recovery in case of a paynent default.

Rationale

The positive rating action reflects nmanagenent's continuous efforts to reduce
debt since late 2009, and the nore recent, significant drop in Standard &
Poor's | oan-to-value (LTV) ratio for Wendel to bel ow 45% a |evel conmensurate
with a 'BB rating. This follows the conpletion of the sale of electronic
connections provider Deutsch Group SAS (Deutsch) to Swiss electronics firmTE
Connectivity Ltd. (BBB/ PositivelA-2).

On April 10, 2012, Wendel's LTV ratio stood at about 40% On that date,
assum ng no cash reinvested in the assets portfolio, it would have taken a 10%
decline in asset values for our 45% LTV gui dance to be reached. Because part

of the debt that Wndel used to finance the acquisition of a stake in
construction and engi neered material s manufacturer and distributor Conpagnie
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de Sai nt-Gobain (Saint-Gobain; BBB/ Stable/A-2) is subject to margin calls, we
consolidate this debt (€1.4 billion) in our LTV calculation, although it is
technically nonrecourse to Wndel

After the sale of Deutsch, and assum ng unchanged unlisted asset value from
March 12, 2012, when the last figures were made available, three |isted assets
currently represent close to 85% of Wendel's portfolio value: Saint-Gobain, in
whi ch Wendel holds a 17%interest; testing, inspection and certification
conpany Bureau Veritas (not rated), of which it owns 52% and | ow voltage
electrical fittings manufacturer Legrand S.A. (A-/Stable/A-2), in which it
owns 6% Large nmajority stakes in nmuch snmaller and nore indebted unlisted
corporate entities round out Wendel's portfolio. The strong creditworthiness
of Sai nt-Gobain, Legrand, and Bureau Veritas and their listed, potentially
[iquid nature, support our ratings. W note that Wendel's willingness to
reduce debt has been tested, as denonstrated through the sale of Legrand
shares and of Deutsch in the past few nonths. Wile hel ping Wendel ' s financi al
profile, the disposals weaken the portfolio's credit quality to some extent as
they increase its concentration on Bureau Veritas and Sai nt- Gobain

We believe that Wendel's financial flexibility is still stretched and that the
main rating constraint remains its aggressive financial risk profile. W note
that cash burn remains significant at the holding level, with total coverage
of fixed charges by dividends of only about 0.5x in 2009-2011. W also
understand that Wendel will reinvest part of the Deutsch proceeds. W estimate
that €100 million reinvested would increase LTV by al nbst 1%

Liquidity

The short-termrating is 'B." W assess Wndel's liquidity position as
"adequat e" under our criteria, with sources of liquidity to cover at |east
1.2x of its needs in the near term even in the event of unforeseen decline in
di vidends from portfolio conpanies. W factor into our assessnent both
near-termuses of funds and the longer-term available sources of liquidity at
t he conpany's disposal. Qur assessment of the conpany's liquidity profile

i ncorporates the followi ng expectations and assunptions:

* In the next 12 nonths, sources of funds will include dividends from
portfolio conpanies of close to €200 nmillion. In addition, the conpany
had about €1.5 billion in cash and equivalents as of April 10, 2012.

» Sources of financing include €950 million undrawn under Wendel's €1.2
billion syndicated revolving credit facility (RCF), of which €950 mllion
is available until Septenber 2013 and €250 nmillion until Septenber 2014.
Based on share prices on April 10, 2012, we believe covenants on the
facility | eave adequate headroom |f asset val ues were to decline and
j eopardi ze covenant conpliance, the conpany could repay the €250 nmillion
drawdown if needed. This is because it also has about €1 billion undrawn
under a nunber of Saint-Gobain financing-related facilities, of which
€225 million is available until 2016, and €225 million until 2017. W
under stand from managenent that the docunentation of these facilities
woul d allow any utilization to refinance part of the currently unpl edged
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Sai nt - Gobai n shares, which account for about two-thirds of the total

* On March 21, 2012, Wendel had no short-termdebt. Uses of funds in the
next 12 months will include operating expenses of €45 million, dividend
paynents of €65 nmillion, and interest expenses of about €210 mllion

* Wendel will face large maturities in 2014, when €664 million in bonds,
about €550 million of Saint-Gobain financing, and €250 million of its RCF
cone due. Qur liquidity assessnent incorporates our expectation that
Wendel will tackle the refinancing of these nmaturities well in advance
as per its policy of maintaining well spread out debt naturities.

Recovery analysis

Wendel 's €2.8 billion unsecured notes and €1.2 billion unsecured RCF are rated
'"BB', the sane level as the corporate credit rating. The recovery ratings on
these instruments are '3', indicating our expectation of meaningful (50% 70%

recovery in the event of a payment default. In accordance with our criteria,
al t hough recovery prospects exceed the 50% 70% range, the recovery ratings on
the unsecured notes are capped at '3'.

The recovery ratings are supported by our view of Wendel's portfolio, based on
its three | argest conpani es that we consider robust. Constraints are the
possibility of prior ranking debt I|inked to the Saint-Gobain acquisition, and
our opinion that France's jurisdiction is less friendly than other countries'.
In particular, the recovery ratings on the unsecured debt, conprising the
notes and the RCF, are also constrained by their unsecured nature. W assume
that the notes and the RCF rank pari passu.

Recovery prospects are supported by our assunption that Wendel woul d be
liquidated if it defaulted, given the good liquidity of its portfolio, nore
than 80% of which is conposed of |isted conpanies. To determ ne recoveries, we
simul ate a default scenario. Based on the assunptions bel ow, Wendel would
hypot hetically default in late 2014, owing to its inability to refinance the
second tranche of its unsecured RCF and its €664 nillion in unsecured bonds.
Among ot her things, we envisage under our sinulation that:

* Wndel will reinvest €250 nmillion of the proceeds fromthe sale of
Deut sch in new unlisted conpanies, and we assunme that the conpany wl|
use the renainder to repay part of its Eufor debt.

» The portfolio value will |ose about 50% fromthe [ evel reported on March
12, 2012, conbined with a pronounced decrease in dividend inflows.

» The conpany, on the path to default, will partially use up its existing
cash bal ances to neet cash flow shortfalls, additional equity investnent
requi renents in existing portfolio conpanies, and the repaynent of a
tranche of its RCF in 2013.

Wendel is based and headquartered in France. W consider France to be a |ess
creditor friendly jurisdiction for senior secured creditors than other
countries. We estinmate a stressed portfolio value at the point of default of

about €4.2 billion including residual cash. After deducting priority
liabilities of €820 million, conprising nmainly enforcenent costs and debt
related to the acquisition of Saint-Gobain shares still outstanding at that
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tine, we arrive at a net stressed value of €3.4 billion. At default, we assune
around €3.0 billion of unsecured debt outstanding, including the unsecured
notes, the second tranche of the RCF outstanding, and six nonths of
prepetition interest. The recovery ratings on the unsecured debt are '3',

i ndi cati ng our expectation of average (50% 70% recovery for debtholders in
the event of a paynment default. In accordance with our criteria, the recovery
rati ngs on the unsecured debt instrunents are capped at '3', although recovery
prospects exceed the 50% 70% range. Under our criteria, for unsecured debt

i ssued by corporate entities with a corporate credit rating of 'BB-' or

hi gher, we generally cap recovery ratings at '3'. This takes into account the
greater risk of inpairnent to our recovery prospects that would result from
the i ssuance of additional priority |oans, for exanple bank |oans, as they are
not covered by the negative pledge clause in the docunentation or pari-passu
debt prior to default.

Outlook

The stable outlook reflects our expectation that, based on current portfolio
conposition and assets flexibility, Wendel should be able to maintain an LTV
rati o bel ow 45% and adequate liquidity.

Significant deterioration in the share prices of Wndel's key listed

i nvestrments or a financial policy nore aggressive than we currently expect
could lead us to consider a negative rating action. Deteriorating liquidity to
bel ow our "adequate" category would put pressure on the ratings, although we
consider this as an unlikely scenario for the near future.

We i ght consider a positive rating action, assunmi ng broadly unchanged
portfolio liquidity, quality, and diversity, if we saw that the conpany had
established a track record of an LTV ratio bel ow 40% and appeared able to
maintain it. A further prerequisite would also be a significant reduction in
cash burn at the holding level. W would al so exani ne the operating
performance of its mmin subsidiaries and woul d expect acquisitions to be
pre-financed by disposals to a | arge extent.
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To
Corporate Credit Rating BB/ St abl e/ B
Upgr aded
To
Seni or Unsecured

EUR700 mi| 4.875% bnds due 05/26/2016 BB

Recovery Rati ng 3
EUR400 mil 4.875% nts due BB
09/ 21/ 2015

Recovery Rating 3
EUR300 mil 6.75%nts due 04/20/2018 BB

Recovery Rating 3
EURL. 2 bil multi-curr revolving BB
credit fac bank In due 09/12/2013

Recovery Rating 3
EUR700 mi| 4.875% bnds due BB
11/ 04/ 2014

Recovery Rati ng 3
EUR700 mi| 4.375% bnds due BB
08/ 09/ 2017

Recovery Rating 3
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Outlook Stable

Conpl ete ratings information is available to subscribers of RatingsDirect on
ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft

colum. Alternatively, call one of the follow ng Standard & Poor's 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

the @ obal Credit Portal at www gl obal creditportal.com All

(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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