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Research Update:

France-Based Investment Holding Company
Wendel Affirmed At 'BBB-/A-3'; Outlook Stable

Overview

« W believe Wndel is building a track record of increasingly conservative
debt managenent.

e Wendel's portfolio is currently concentrated on one |arge asset, but we
expect this weakness to be nitigated by the redepl oynent of capital
whi ch we expect will increase the diversity of assets within a year

* W are therefore affirmng our 'BBB-/A-3'" ratings on Wendel

» The stable outlook reflects our expectation that, over the next 12
nont hs, Wendel's loan to value will not sustainably exceed 20% and
managenment will make investnents that meaningfully inprove the
portfolio's diversification.

Rating Action

On April 11, 2018, S&P dobal Ratings affirned its 'BBB-/A-3'" |ong- and
short-termissuer credit ratings on French investnent hol ding conmpany Wendel
The outl ook is stable.

At the same time, we affirned our 'BBB-' and 'BBB-p' issue ratings on Wndel's
seni or unsecured debt.

Rationale

The rating affirmation follows our review of Wendel's financial risk profile,
which in our view has inproved since 2017, owing to a decline in consolidated
debt (holding and i nvestees) and despite strong portfolio dynanmism |In March
2017, the portfolio's loan-to-value (LTV) ratio fell to | ow double digits
after staying bel ow 20% during 2017. The del everagi ng was thanks to the sale
of part of Wendel's stake in St. Gobain, the proceeds of which were largely
used for debt reduction. In our base case, we expect redeploynent of up to €1
billion in capital during the next 12-18 nonths. However, given the low LTV
ratio, which we estinmate at close to 13% we believe Wendel can naintain an
LTV ratio at approxi mately 20% conpared with our previous assunption of 30%
W under stand Wendel 's managenent is conmtted to keeping net debt bel ow €2.5
billion, which we believe allows for sone headroom agai nst the 20% LTV figure.

Nevert hel ess, we believe Wndel's business risk has increased over the past
year, since the size of listed assets has shrunk and Wendel's portfolio is
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heavily concentrated in its |largest asset. Bureau Veritas now constitutes nore
than 40% of the total portfolio, and is the only listed asset together with
the remaining 2. 6% stake in St. Gobain. This high concentration is a weakness
for the overall business risk profile and is only partly mitigated by our
assunption of new investnments in 2018. W expect no substantial reduction of
the share of listed assets in the portfolio after the partial disposal of St
Gobain shares in 2017, since we understand Wendel intends to maintain a fair
bal ance between listed and unlisted assets over time. Furthernore, we believe
that the evolution of the portfolio's overall credit quality adds uncertainty
at this stage. The current portfolio enjoys relatively solid credit quality,
and any dilution would not be supportive of Wendel's business risk profile.

In our opinion, the stronger financial risk profile is thus partly offset by
hi gher uncertainty regardi ng new i nvestnents, their timng, and the inmpact on
the portfolio's liquidity and credit quality. For this reason, the long-term
i ssuer credit rating renains at 'BBB-'. W perceive, however, that nanagenent
is conmitted to reinvesting and broadeni ng Wendel's investnment portfolio
within the next year

In our base case, we assune:
e Up to €1 billion of new investments, not entirely funded by debt, in the
next 12 nont hs.

e No substantial deterioration in the share of |isted versus unlisted
asset s.

e No material change in the overall solid credit quality of the portfolio.

Based on these assunptions, we arrive at the following credit neasures:
» Average cash flow ratios of about 1.1x.

* An LTV rati o of approximtely 20%

Liquidity
Qur assessnent of Wendel's liquidity as strong reflects our expectation that
its sources of liquidity will likely confortably exceed liquidity uses by 1.7x

in the next 12 nonths, even if there is an unexpected decline in dividends
fromportfolio conpanies. Qur assessment is supported by Wendel's generally
good access to the bond market, solid relations with banking counterparties,
and confortabl e headroom under covenants.

We calculate the following liquidity sources for the 12 nonths started Jan. 1
2018:
e Net cash and cash equivalents of €1.73 billion as of Dec. 31, 2017;

e Dividends fromlisted portfolio conpanies of €110 million-€120 mllion
and
o €750 million available on a revolving credit facility.

W estimate the following liquidity uses for the sanme period:
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e €350 million of short-termdebt maturing in April 2018, with no further
debt maturities in the ensuing 12 nonths, since we anticipate the zZC
exchangeabl e bonds will be repaid in shares;

» (perating expenses of €65 nmillion-€75 mllion
* Interest expenses of €110 million-€120 mllion
e Dividends likely to exceed €110 million; and

* Redepl oynent of capital of up to €1 billion

Outlook

The stable outl ook reflects our expectation that, over the next 12 nonths,
Wendel's LTV ratio will not sustainably exceed 20% after 11% at year-end
2017. W anticipate that Wendel's managenent can redepl oy capital and assune
investnments of close to €1 billion in 2018 that will be only partly debt
financed. These factors lead us to believe that the current asset
concentration in Wendel's portfolio is transitory, and we antici pate broader
asset diversification in the future

Downside scenario

We coul d consider a negative rating action if the LTV ratio increases beyond
20% for a prolonged period. W see this risk as being Iinked to a nore
aggressive financial policy than we currently expect. Pressure on the rating
could also build if portfolio concentration on a single |arge asset becane
per manent .

Upside scenario

We believe that any potential positive rating action would need to reflect a
consi stent reduction of asset risk. Considering Wendel's guidance on the share
of listed versus unlisted assets, and the increasing weight of investnents in
Africa, we believe that a substantial inprovenent in asset credit quality and
liquidity is unlikely. W therefore view an upgrade as renote over the next 12
nont hs.

Ratings Score Snapshot

| ssuer Credit Rating: BBB-/Stable/A-3

Busi ness risk: Fair
e Country risk: Low

e Industry risk: Internediate

* I nvestnent position: Fair

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

Anchor: bbb-

Modi fiers

e Liquidity: Strong (No inpact)

* Managenent and governance: Satisfactory (No inpact)

e Conparable ratings anal ysis: Neutral (No inpact)

Related Criteria

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

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

e Criteria - Corporates - Industrials: Methodol ogy: |nvestnent Hol ding
Conmpani es, Dec. 1, 2015

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

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

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

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

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

e General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e CGeneral 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 Affirmed

Wendel
Corporate Credit Rating BBB-/ St abl e/ A-3
Seni or Unsecured BBB-
Seni or Unsecured BBB- p*

*The 'p' suffix indicates that the rating addresses the principal portion of
the obligation only and that the interest is not rated.
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Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

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 ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& G 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 followi 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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