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Research Update:

Swiss Chemicals Company Clariant Affirmed At
'BBB-/A-3"; Off Watch; Outlook Negative On
Medium-Term Deleveraging Risks

Overview

 Swi ss chenmicals conpany Cariant intends to acquire Sud-Chenie, which we
believe will strengthen the conpany's profitability and diversity.

e The acquisition anpbunt is significant, however, and we expect
del everagi ng to happen only over the mediumterm given expected negative
free cash flow in 2011.

« W are affirnmng our 'BBB-/A-3'" ratings on Clariant, and renoving the
ratings from CreditWatch with negative inplications.

e The negative outlook reflects our forecast that financial nmetrics wll
fall short of rating expectations in 2011, with nmedi umterm del everagi ng
dependent on sustaining or further raising profitability.

Rating Action

On March 14, 2011, Standard & Poor's Ratings Services affirned its ' BBB-'
long-termand ' A-3" short-termcorporate credit ratings on Swiss chenicals
conpany, Cariant AG and renoved the ratings from Credit Watch, where they
were placed on Feb. 17, 2011. The outl ook is negative.

Rationale

Qur rating action results fromd ariant's announcenment, on Feb. 16, 2011, that
it intends to acquire German chenicals producer Sid-Cheme AG for a total
transacti on val ue of about Swiss franc (CHF)2.5 billion, CHF1.5 billion of
which will be debt funded.

We believe that Clariant's business risk profile benefits fromthe acquisition
but that its financial risk profile will be weakened. Accordingly, we are

revi sing our assessment of the business risk profile to "satisfactory" from
"fair" and of the financial risk profile to "significant” from"internediate."

The positive inpact of the acquisition on Clariant's business risk profile
cones from Sid- Cheni e's catal yst and adsorbents busi ness, which we believe

wi Il enhance Cariant's segnment diversity and global footprint as well as its
exposure to nore stable and higher growth end-narkets. W al so observe that
Sud- Chenie's activities enjoy higher margins and growth rates than Cariant's
existing portfolio and will help reduce cyclicality, as evidenced by the
historically nmore stable profit generation of Sud-Chemie. Qur reassessnment of
Clariant's business risk also factors in the conpany's success in strongly
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improving profitability in 2010. That said, execution of its restructuring
pl an and integration of Sud-Chemie still involves a degree of risk, with ful
upside in profitability to be seen only by 2013.

At the same time, the acquisition will lead to a deterioration of Clariant's
financial risk profile, despite the transaction being about 40% equity
financed and Clariant's net debt having fallen to a mere CHFO.1 billion at

year-end 2010. A particular weakness is that we expect del everagi ng to occur
only in 2012 and 2013, as Clariant's 2011 free cash flowis likely to be nore
negative than previously anticipated, due to cash restructuring outl ays,

i ntegration costs for Sid-Chem e, as well as working capital outflows and

i nvestments that are higher than previously assumed. W forecast net financial
debt rising to about CHF1.9 billion at the end of 2011 (or CHF2.7 billion
after our adjustnments) under our credit scenario. W consequently forecast
that the ratio of adjusted funds from operations (FFO to debt will drop to a
nodest 23%in 2011. Under our credit scenario, we expect the ratio to recover
to 28%in 2012 and 33%in 2013, on the basis of decreasing debt. Qur credit
base-case forecasts also include EBITDA in the order of CHF1.0 billion-CHF1. 1
billion over 2011-2013. This does not factor in all the upside that could cone
fromgrowh or synergies, nor does it take into account the downside that
woul d result from an unexpected weakeni ng of the macroecononi c environment
and/ or related margi n pressures.

Clariant is a producer of a wide variety of industrial and consuner
specialties and pignents used in paints, dyes, and plastics. It also has

| eadi ng narket positions in |eather and textile chenmicals, surfactant, and

bl each activators for detergents. The Sid-Chem e acquisition adds adsorbents
and catalysts to Clariant's business nix as well as a portfolio of proprietary
technol ogies in the high-gromh areas of energy storage and renewabl e energy.

Liquidity
We assess that Clariant's liquidity position will be "adequate" follow ng the
acqui sition of Sud-Chem e

Liquidity sources should include:

e CHF1.4 billion in cash and equival ents on Dec. 31, 2010, of which we
treat CHF150 million as tied to operations.

e ACHF1.12 billion bridge facility, with a maturity of up to two years
from closing of the acquisition of Sud-Chenie

* FFO of about CHF600 mllion

This compares with:

e CHF240 million of short-termmaturities. Debt maturities in 2012 are al so
nodest, at CHF250 nillion.

e Investnents of about CHF450 nmillion as well as assuned working capita
outflows of a few hundred million

* A sizable cash outlay of CHF1.5 billion in relation to the CHF2.5 billion
Sud- Cheni e acqui sition, assuming CHF1.0 billion will be equity funded.
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We understand that Clariant plans to refinance part of the CHF1.12 billion
bridge facility due March 2013 within the 12 nmonths foll owi ng closure of the
acquisition. This will be inportant in our assessment of Clariant's future
liquidity, notably bearing in mnd the sizable €600 nillion bond nmaturity in
2013.

The acquisition bridge facility includes a debt-to-EBI TDA covenant. W
currently estimte covenant headroomto be confortable, at about 30% under our
scenari o.

Outlook

The negative outlook reflects uncertainty in relation to the pace of future

del everagi ng, notably as we factor in negative free cash flowin 2011.
Near -t erm adj usted FFO-to-debt ratios are therefore likely to be bel ow the 30%
we see as consistent with the ratings. This ratio guidance is based on

m d-cycl e EBI TDA we use in our credit scenario.

We could lower the rating if Clariant fails to show progress in del everaging
by mid- to end 2012, which will also depend on sustainability of inprovenents
inits profitability and successful integration of Siud-Cheme, as well as a
sufficiently supportive gl obal macro-econom ¢ environnent. A downgrade coul d
also arise if the conmpany has not refinanced a major part of the CHF1.12
billion acquisition bridge facility within the next 12 nonths.

To revise the outlook to stable we woul d expect to see adequate progress or
increased visibility on refinancing and del everagi ng, and rel ated i nprovenent
in credit netrics.

Related Criteria And Research

Al articles listed bel ow are avail able on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

» Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

» Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate |ssuers, July 2, 2010

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

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

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action

To From
Clariant AG
Corporate Credit Rating BBB-/ Negati ve/ A-3 BBB-/Watch Neg/ A-3
Seni or Unsecured BBB- BBB-/ Wat ch Neg
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Clariant Finance (Luxembourg) S. A
Seni or Unsecur ed* BBB- BBB- / WAt ch Neg

*Q@uarantor: Cariant 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 obal creditportal.com All 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 O fice (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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