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Research Update:

France-Based Sodexo Upgraded To 'A-' On Steady
Strengthening Of Operations; 'A-2' S-T Rating
Affirmed; Outlook Stable

Overview

» Despite unsupportive trading conditions, France-based onsite and benefit
services provider Sodexo has reported al nost stable operating margin in
2013, excluding nonrecurring itens.

e W are revising our conparative rating analysis for Sodexo to neutral for
the ratings fromnegative, based on our view that Sodexo's efficiency
program and its expanding service offering are positive for its business
risk profile.

« W are therefore raising our long-termcorporate credit and issue ratings
on Sodexo to 'A-' from'BBB+ and affirmng our 'A-2' short-termrating.
 The stable outlook reflects our view that Sodexo will continue to deliver
resilient operating performance and that acquisition spending and

sharehol der returns will remain noderate.

Rating Action

On Feb. 20, 2014, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on France-based onsite and benefit services provider
Sodexo to "A-' from'BBB+ . The outlook is stable. At the same tinme, we
affirmed our 'A-2' short-termcorporate credit rating on the conpany.

We al so rai sed our issue rating on Sodexo's €500 million senior unsecured bond
due in March 2014 and its €880 nillion senior unsecured bond due in January
2015 to "A-' from ' BBB+'.

Rationale

The rating action reflects Sodexo's resilient operating performance over the
past fiscal year, despite unsupportive trading conditions. Foodservices

vol unmes have decreased, notably in Europe, and clients seeking reductions in
their own cost bases have put strong pressure on prices, making it nore
difficult for Sodexo to apply inflation clauses. The conpany reported a
contraction in its 2013 operating margin (fiscal year ended Aug. 31) of just 7
basi s points versus the 2012 | evel, adjusted for nonrecurring itens (a €26
mllion positive pension adjustnent in 2012, €139 million in costs related to
its operational efficiency inprovenent programin 2013). Sodexo posted
Standard & Poor's adjusted funds from operations (FFO to debt of 37.6% on
Aug. 31, 2013, 41.8% adjusted for oneoff expenses, a level we see as
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conmensurate with an '"A-' rating.

We believe Sodexo will continue to deliver sound growth because of the rising
contribution fromenerging markets, despite weaknesses in its European
markets. W view its scal e, geographic footprint, and depth of services
portfolio as a growi ng conpetitive advantage for the conpany, given the
enmergence of multiregion, multiservice contracts in the industry. In addition
the ranp-up of its efficiency programshould lift the operating margin by at

| east 50 basis points by 2015 conpared with the 2013 figure, positioning
Sodexo' s business risk profile even nore firmy in our "strong" category.

In our base case, we assune:

e Oganic revenue growth in the low single digits in both 2014 and 2015,
with ower reported figures given potential negative foreign exchange
SwWi ngs--as seen in the first quarter of fiscal 2014--that are largely
transl ati onal

 EBITDA of approximately €1.3 billion, together with mninmal change in
wor ki ng capital and stable capital outlays of about 2.0% of revenues.

* Returns to sharehol ders renmi ning broadly conparabl e year-on-year
growing in the md-to-high single digits in 2015.

Based on these assunptions, we arrive at the following credit neasures:

e Wdening of operating margin toward Sodexo's target of 6.0% by fisca
2015, given its efficiency plan, which is unprecedented in terns of its
scale in the conpany's history.

* An FFO-to-debt ratio in excess of 40%

* W believe that managenent's disciplined financial policy will remain
| argely unchanged. Consequently, although we view Sodexo as a natura
i ndustry consolidator we do not expect it to stretch its bal ance sheet
excessi vel y.

The ratings on Sodexo reflect our view of its "strong" business risk profile,
under pi nned by its | eading position in the food catering and facilities
management services, diversified customer base, and geographic coverage. The
conpany has high earnings visibility because of its nmultiyear contracts and
robust renewal rates. This, together with the voucher activity's el evated
operating margins, translates into sustainable and strong cash fl ow
gener ati on.

These strengths are sonewhat tenpered by the limted price flexibility
resulting fromthe conbined i npact of inflation on food prices and stiffening
conpetition in a highly fragnented sector. Wile signs of econom c recovery
are noticeable globally, prospects remain uncertain in Europe, raising sone
concerns for Sodexo's corporate segnent.

Liquidity

The 'A-2' short termrating reflects Sodexo's sizeable cash bal ances, strong
free operating cash flow (FOCF) generation, and large availability under its
conmitted credit lines. W view Sodexo's liquidity as "strong," as defined
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under our criteria. W anticipate that its sources of funding should cover its
needs by at least 1.5x in the 12 nonths, follow ng group 2013 fiscal results.

On Aug. 31, 2013, Sodexo's near-termliquidity sources included:

* Net cash and cash equival ents--not including €398 mllion restricted
cash--of close to €2.5 billion, pro fornma the announced i ssue of a
multitranche, $1.1 billion U S. private placenent to be settled in the
next few days;

* Unused credit conmitted Iines of €954 million that will be available
until July 2018, given the exercise of extension options; and

e FFO for the period in excess of €800 million, by our estinmates.

These sources conpare favorably with the conpany's potential |iquidity uses of

bel ow €2.3 billion over the next 12 nonths to August 2014, conpri sing:

* Peak working capital and capital outlays of roughly €0.6 billion and €0.3
billion, respectively;

e Short-termdebt totaling €752 mllion, including a €40 mllion overdraft.
There is €903 nillion in debt com ng due in the next 12 nonths, including
the conpany's sizeable €880 million bond naturing on Jan. 30, 2015;

e Dividend paynents of about €270 million; and

 Bolt-on acquisitions of approximately €300 million

Wil e there are no covenants attached to its syndicated facilities, Sodexo's
U. S. private placenents have standard mai nt enance covenant packages, including
net assets and net |everage, which |eave the conpany with substantia

headr oom

Outlook

The stable outl ook reflects our view that Sodexo will continue to deliver
resilient operating performance in the next two years, despite the
unsupportive trading conditions. W also factor into the outl ook our
anticipation that the conpany's adjusted FFO-to-debt will remai n above about
40% with acquisition spending and sharehol der returns remaini ng noder at e.

Upside scenario

We coul d consider a positive rating action if Sodexo durably strengthened its
financial risk profile, posting FFOto-debt of about 45% on a sustainable
basis. This could happen if the conpany fully met its margin objective in
2015, coupled with targeted acquisitions and consistent sharehol der returns.
G ven Sodexo's financial policy and internal |everage targets, we believe at
this stage that a positive rating action is renpte.

Downside scenario

We coul d consider a negative rating action if the conpany realized significant
net debt-financed acquisitions in fiscal 2014, experienced deteriorating
operating performance, or less likely, adopted a nore aggressive sharehol der
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pol i cy.

Ratings Score Snapshot

Corporate Credit Rating: A-/Stable/A-2

Busi ness risk: Strong
 Country risk: Low

e Industry risk: Internediate
 Conpetitive position: Strong

Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a-

Modi fiers

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

e Liquidity: Strong ("no inpact")

 Financial policy: Neutral ("no inpact")

 Managenent and governance: Strong ("no inpact")

e Conparable rating analysis: Neutral ("no inpact")

Related Criteria And Research

 Met hodol ogy And Assunptions: Liquidity Descriptors for d obal Corporate
| ssuers, Jan. 2, 2014

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Key Credit Factors For The Busi ness And Consuner Services Industry, Nov.
19, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

Ratings List

Upgr aded; Ratings Affirned

To From

Sodexo
Sodexo I nc.

Corporate Credit Rating A-/ Stabl el A-2 BBB+/ Posi tivel/ A-2
Sodexo

Seni or Unsecur ed* A- BBB+
*CQuar ant eed by Sodexo Inc.
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Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at spcapitaliq.com Al 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
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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