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Research Update:

French Servicer Provider Sodexo Short-Term
Rating Raised To 'A-1'; 'A-' Long-Term Rating
Affirmed; Outlook Stable

Overview

» Despite a volatile global econom c environnment, France-based onsite and
benefit services provider Sodexo has reported organic growh of nore than
2% and rel atively stable operating margins in 2015.

« W are raising our assessnent of Sodexo's liquidity to exceptiona
because of strong cash generation and the absence of significant debt
maturities.

e W are raising our short-termcorporate credit rating on Sodexo to 'A-1'
from'A-2'. At the sane tinme, we are affirmng our '"A' long-term
corporate credit and debt ratings on Sodexo.

e The stable outlook reflects our expectation that Sodexo will generate
good cash flow and maintain | ow debt with conservative financial policies
over the next one to two years.

Rating Action

On Feb. 1, 2016, Standard & Poor's Ratings Services raised to "A-1'" from'A-2
its short-termcorporate credit rating on France-based onsite and benefit
servi ces provider Sodexo and assigned an 'A-1' short-termissue rating to
Sodexo' s proposed conmerci al paper program At the sanme time, we affirnmed the
"A-' long-termcorporate credit rating on the conpany, and the 'A-'

i ssue-1level ratings on the two outstandi ng bonds, which mature in 2022 and
2026. The outl ook on the long-term corporate credit rating is stable.

Rationale

Sodexo's liquidity position has inproved through continued strong cash
generation and because it has no significant debt maturities in the next two
years. W expect Sodexo's ratio of sources to uses of liquidity to increase to
above 2x, and despite regul ar nodest discretionary cash outfl ows, we expect
the conpany to maintain conservative financial policies. To reflect Sodexo's
strengthening liquidity position, we revised our liquidity assessnment for
Sodexo to exceptional fromstrong and subsequently rai sed the conpany's
short-termcorporate credit rating to "A-1" from'A-2".

The affirmation of the "A-' long-termcorporate credit rating reflects our

vi ew that Sodexo's strong market positions in diversified geographies and its
strategy of focusing on providing integrated services will continue to help
generate good cash flows and maintain solid financial neasurenents over the
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next one to two years, despite pressure from South Anerican markets and
currency fluctuation risks.

We expect Sodexo to continue to face difficult conditions in South Anerica and
in Europe, given the overall volatile global econom c environment expected in
2016. Pressure could also arise from Sodexo's exposure to | ower comuodity
prices. However, we anticipate that the conpany will continue to effectively
protect its margins and generate cash through steady organic growh and will
pursue efforts in cost-cutting plans and efficiency prograns.

Qur base case assunes:

e Oganic revenue growh of 2% 3% in the next one to two years;

e Stabl e EBITDA nargi ns of about 7% and m ninmal change in working capita
and capital expenditure;

 Dividend payouts of about €360 mllion for the next one to two years,
share repurchases of about €400 million in 2016, and around €100 mllion
in the followi ng years to satisfy enpl oyees' conpensati on prograns; and

e No significant refinancing or debt nmaturities in the next two years.

Based on these assunptions, we arrive at the following credit neasures for the
next one to two years:

 Adjusted debt to EBITDA ratios of about 1.5kx;

 Adjusted funds fromoperations (FFO to debt of about 40% 45% and

» Adjusted free operating cash flow to debt of about 30%

Liquidity

We base our 'A-1' short-termrating on the conpany's exceptional liquidity
profile. W expect the conpany's sources of liquidity to exceed 2.0x its uses
in 2016 and 2017, and its net sources to be positive, even if EBITDA declines
by nore than 50% W consider that the conpany's strong standing in donestic
and overseas financial narkets supports its liquidity.

Principal liquidity sources for 2016 i ncl ude:

e Cash and cash equival ents of about €2.3 billion, excluding €440 nillion
restricted cash tied to the vouchers' segnent.

 Unused credit committed lines of about €1 billion, available until 2020.

e Cash FFO of about €840 mllion

Principal liquidity uses for 2016 i ncl ude:

e Seasonal working capital requirenent (and potential nmaturities of the
commer ci al paper program of about €600 million

e Capital expenditure of about €300 mllion

 Dividends and share repurchases of about €750 million

Outlook

The stable outl ook reflects our view that Sodexo will continue to deliver a
resilient operating performance, even though it is likely to operate in a
vol atil e econom ¢ environnment over the next 18 nopbnths. Under our base case, we
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expect the conpany's Standard & Poor's-adjusted FFO to debt to renmi n above
40% and acqui sition spendi ng and sharehol der returns to be noderate.

Downside scenario

We coul d consider lowering the rating if the conpany undertook significant net
debt —fi nanced acqui sitions during the fiscal year ending Aug. 31, 2016,
resulting in adjusted FFOto debt falling below 30% W would also |ikely
lower our rating if Iimted business devel opnent in France or Latin America
weakened operating performance, if exposure to comodity prices increased cost
base instability, or if the conpany adopted a nore-aggressive sharehol der
returns policy.

Upside scenario

We coul d consider raising the ratings if Sodexo sustainably strengthened its
financial risk profile, achieving adjusted FFO to debt above 45% on a

sustai nabl e basis. If we saw the conpany neet its 2016 margi n objectives,
coupled with targeted acquisitions and consi stent sharehol der returns, we
coul d al so consider raising the ratings.

Ratings Score Snapshot

Corporate Credit Rating: A-/Stable/A-1

Busi ness risk: Strong

* Country risk: Low

e Industry risk: Internediate
 Conpetitive position: Internediate

Fi nancial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a-

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Exceptional (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Strong (no inpact)

* Conparable rating analysis: Neutral (no inpact)

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers - Decenber 16, 2014
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e CGeneral Criteria: Group Rating Methodol ogy - Novenber 19, 2013

e CGeneral Criteria: Methodology: Industry Risk - Novenber 19, 2013

* Ceneral Criteria: Country Ri sk Assessnment Met hodol ogy And Assunptions -
Novenber 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The Business
And Consuner Services Industry - Novenber 19, 2013

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

e Criteria - Corporates - General: Corporate Methodol ogy - Novenber 19,
2013

e Ceneral Criteria: Methodol ogy For Linking Short-Term And Long- Ter m
Rati ngs For Corporate, |Insurance, And Sovereign |Issuers - May 07, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012

* Ceneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue - April 15, 2008

Ratings List

Sodexo
To From
Sodexo
Sodexo I nc.
Corporate Credit Rating A-/Stable/ A-1 A-/ Stablel A-2
Seni or Unsecured A- A-
Conmer ci al Paper A1

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

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. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum. Alternatively, call one of the foll ow ng Standard
& Poor's 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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