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Research Update:

Swiss Chemicals Company Clariant 'BBB-/A-3'

Ratings Placed On CreditWatch Negative On
Stid-Chemie Acquisition

Overview

* Swi ss-based specialty chenicals conpany O ariant AG has announced its
intention to acquire German cheni cal conpany Sid- Chenie AG

e The acquisition's enterprise value is significant, in our view, at Sw ss
Franc (CHF) 2.5 billion, but 40% of this will be funded through shares.

W are placing the 'BBB-/A-3" ratings on Clariant on CreditWatch
negati ve.

* The CreditWatch reflects our view of the downward pressure on Clariant's
currently robust credit netrics that we believe will arise as a result of
the acqui sition.

Rating Action

On Feb. 17, 2011, Standard & Poor's Ratings Services placed the 'BBB-'
long-termand 'A-3'" short-termcorporate credit ratings on Sw ss-based
specialty chemicals conpany O ariant AG on CreditWatch with negative

i mplications.

Rationale

The CreditWatch placenent follows Cariant's acquisition offer for Gernan
chemical s conpany Sud-Chenmie AG and reflects the increased debt and | ower
credit netrics that we anticipate will result fromthis sizeable acquisition.
We view the enterprise value of Swiss franc (CHF) 2.5 billion that Cariant
has of fered for Sid-Chenmi e as high conpared to Sid-Cheme's reported 2010

EBI TDA of €191 million (about CHF250 nmillion). However, we al so recognize

Sud- Cheni e's high EBI TDA growt h of 12% per year over the past six years. In
addition, we take into account Clariant's pre-acquisition financial |eeway and
the fairly prudent way in which we think the transaction has been structured,
with 40% (or CHF1.1 billion) of the acquisition price to be paid in shares.

As a consequence of the acquisition, we believe that Clariant's ratio of
Standard & Poor's-adjusted funds from operations (FFO to debt could drop to
about 30%in 2011 and 2012 under our prelimnary credit scenario, froma
robust 56% at year-end 2010. The conbined group's free cash flowis likely to
be negative in 2011, in light of planned increases in capital expenditures,
and expected cash outflows for working capital and ongoing restructuring. At
the sane time, we think that Clariant's business profile will benefit from
greater diversity, higher profitability, and better growh potential, thanks
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to Sid-Chemie's product range of catal ysts and adsorbents.

Clariant's strong 2010 cash generation has resulted in material financial
headroom its reported net financial debt decreased to a |ow CHF126 million at
year-end 2010 from CHF545 million at the end of 2009. Fully adjusted debt, net
of surplus cash, stood at CHF937 nillion at the end of 2010.

We take a positive view of managenent's effectiveness in reducing costs and
focusing on profitability. For instance, Clariant's reported EBI TDA margi ns
before restructuring junped to 12. 7% in 2010, up froma low 7.5% in 2009 and
9.7%in 2008, albeit in the context of a record year for the whole industry.
In addition, FFO recovered to CHF530 nillion in 2010 (despite ongoi ng
restructuring costs) from CHF300 million in 2009.

Liquidity

We project that Cariant's liquidity will be adequate after the acquisition,
in view of its |large cash bal ances and assuming that the conmpany puts an
acquisition bridge facility into place in the com ng month. We also factor in
our view that the bridge facility will be refinanced with | onger-term debt
within 6 to 12 nonths after the acquisition

At end- Decenber 2010, we estinmated liquidity sources for the next 12 nonths at

about CHF1.7 billion, including:

e Alarge CHF1.4 billion in reported cash and securities, of which we treat
CHF150 nmillion as tied to operations; and

 FFO of about CHF600 nillion

This conmpares with potential liquidity uses in the same period conprising:

e CHF240 nmillion of short-termdebt. Maturities in 2012 are al so nodest, at
CHF250, whereas a large €600 million bond matures in April 2013;

e Capital spending that we assunme will rise to above CHF300 million; and

» A sizeable cash outlay of about CHF1.5 billion in relation to the
Sid- Cheni e acqui sition. W understand that about CHF0.9 billion will be
funded through a new acquisition facility, and about CHFO.5 billion from

cash bal ances.

As Clariant cancelled its syndicated back-stop facility in early 2010, we
understand that the conmpany's policy consists of naintaining material cash

bal ances in excess of CHFO.5 billion, which we understand will continue post
acquisition. If and when liquidity decreases, we anticipate that the conpany
will put sone conmitted back-up Iines in place again

CreditWatch

W aimto review the CreditWatch in the com ng weeks, once we have further
anal yzed the group's business plan, acquisition funding, and Sid-Chem e's
chenmicals activities.
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We anticipate that the sizeable and part-debt-financed acquisition will result
in lower credit metrics as stated above. A downgrade or affirmation would, in
the first instance, depend on the extent to which we reassess the group's

busi ness risk profile as a result of the acquisition and the inproved
profitability at Clariant; and on how we think the credit nmetrics are likely
to i nprove post acquisition under our credit scenario.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

» Busi ness Risk/Financial Risk Matrix Expanded, May 27, 2009

* Key Credit Factors: Business And Financial Risks In The Comodity And
Specialty Chenical Industry, Nov. 20, 2008

Ratings List
Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
Clariant AG
Corporate Credit Rating BBB-/ Wat ch Neg/ A-3 BBB-/ Stabl e/ A-3
Seni or Unsecured Debt BBB-/ Wt ch Neg BBB-
Cl ariant Finance (Luxenbourg) S. A
Seni or Unsecured Debt* BBB- / Wat ch Neg BBB-

*Quar anteed by dariant AG

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

Conplete ratings information is avail able to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obalcreditportal.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) 495-783-4011.
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