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Research Update:

UPL Corp. Ltd. Outlook Revised To Stable From
Positive On Proposed Large Arysta Acquisition,
'BBB-' Ratings Affirmed

Overview

e UPL Corp's planned acquisition of Arysta LifeScience could inprove UPL
Corp.'s gl obal business position but at the cost of increased |everage.

e W are revising our outlook on UPL Corp. to stable frompositive to
reflect our view that the conpany's | everage would rise if the deal is
conpl et ed.

W are affirnming our 'BBB-' rating on the India headquartered
agrocheni cal conmpany and its senior unsecured notes, because we believe
the post-acquisition larger franchise could absorb a higher |everage at
the current rating |evels.

e The stable outlook reflects our opinion that UPL's enl arged busi ness,
faster growh, and healthy nargi ns woul d generate cash flows sufficient
to push its FFO-to-debt ratio above 25% w thin 18-24 nonths of the
acqui sition.

Rating Action

On July 20, 2018, S&P d obal Ratings revised its outl ook on the

I ndi a- headquartered gl obal agrochem cal conpany UPL Corp. Ltd. (UPL Corp.) to
stable frompositive. At the sane, we affirned our 'BBB-' |ong-termissuer
credit rating on UPL Corp. W also affirmed our 'BBB-' long-termissue rating
on the conpany's senior unsecured notes.

Rationale

W revised the outl ook to stable from positive because we expect the conpany's
| everage to rise if the conpany conpl etes a planned nmajor acquisition. UPL
Corp. has announced plans to spend US$4.2 billion to purchase Arysta

Li feSci ence (Arysta), the agrochem cal business of U S.-headquartered Platform
Specialty Products Corp. By our estimates, UPL Corp.'s |everage woul d doubl e
just after the deal, but then markedly inprove over the next two years.

We expect UPL Corp. to rely nostly on debt to fund the acquisition. However,
it will also raise US$1.2 billion in equity by selling about 20% stake to a
whol | y owned subsidiary of Abu Dhabi Investment Authority, a sovereign wealth
fund, and TPG Capital, a private equity firm The conpany expects the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 20, 2018



Research Update: UPL Corp. Litd. Outlook Revised To Stable From Positive On Proposed Large Arysta
Acquisition, 'BBB-' Ratings Affirmed

acquisition to be conpl eted before March 31, 2019.

Qur rating affirmation reflects our view on UPL Corp.'s India-listed parent UPL
Ltd. (UPL). W consider UPL Corp. as an inseparable part of UPL and therefore
equate the rating on UPL Corp. with our group credit profile assessnent of its
parent.

In our view, the acquisition would be a strategic fit for UPL's fast-grow ng
agrocheni cal business, and would bolster its business position as the world's
| ar gest post-patent agrochem cal producer. W expect UPL Corp.'s annua
revenues to exceed US$4.7 billion when conmbined with Arysta's, ahead of

U. S. - based chemnical maj or FMC Cor p.

At the sane tinme, we believe the acquisition will significantly increase UPL's
| everage for the current reporting period. UPL's pro-forma ratio of funds from
operations (FFO) to debt will decline to below 20%in fiscal 2019 (year ended
March 31, 2019). This compares to our estimate of nmore than 45% without the
acquisition. We believe the higher |everage significantly dimnishes the
chances of an upgrade over the next 12-24 nonths, despite a stronger business
posi tion.

We expect UPL to use its free cash flows to significantly lower its |everage
within 24 months of acquisition. This should enable the FFO-to-debt ratio to
recover confortably above 25% by fiscal 2021. In our opinion, managenent is
conmtted to reducing | everage post the acquisition

The acquisition will likely increase the diversity of UPL's business with a
hi gher share of European business coning fromArysta. W estimate the
pro-forma share of the European business will increase to 24% from 13% W

believe Arysta will also provide strong research and devel opnent capabilities,
which UPL can | everage on to maintain its faster-than-industry grow h.

In terms of product mix, we expect the revenue breakdown of herbicides,

fungi cides, and insecticides to largely remain the sane post the acquisition
However, we do not see a significant overlap between Arysta and UPL's product
portfolio, which could provide significant cross-selling opportunities in
future. Agro-chem cal custoners are somewhat sticky and UPL could | everage on
the strengths of Arysta's customer profile.

As a specialty crop agro chem cal producer, Arysta generates higher nargins
than UPL. We think the post-acquisition synergies can lift UPL's EBI TDA
margi ns to about 22% from about 19.7%in fiscal 2018, after accounting for

i ntegration and acquisition rel ated expenses.

UPL's performance in fiscal 2018 was largely in line with our expectation and
our pro forma base case for the next three fiscal years assumes the follow ng:

e Real (DP torise 7% 8% in India, 2% 3%in the U S. and Brazil, and 1% 2%
in the Eurozone over next two years.
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e Agrochenical industry to stabilize or possibly return to growth from 2019
onwards, after three years of consolidation and negative grow h.

* UPL's post-acquisition revenues to rise 5% 7% nainly driven by demand
recovery and new product |aunches, with slightly slower growth for the
new y acquired business.

e EBITDA nargins to be 19% 21%for the next two years, before inproving to
about 22%in fiscal 2021, when we expect the synergies to start
contributing neaningfully.

e Capital expenditure (capex) to be Indian rupee (INR) 15 billion-1NR20
billion annually.

e Annual free operating cash flows (FOCF) of INR33 billion to INR37 billion
over the next three years.

e Annual dividends to increase gradually to be about INR6.0 billion by
fiscal 2021, fromabout INR4.0 billion currently.

 The conpany to make no material debt-funded acquisitions post the Arysta
deal

Based on these assunptions, we arrive at the following pro forna credit
neasures over the next 12 to 24 nonths:

e FFOto-debt ratio of 15%20%in fiscal 2019 inproving to about 30% by
fiscal 2021.

* Ratio of debt to EBITDA of 4.0x-4.2x in fiscal 2019 and 3.0x-3.2x in
fiscal 2020, before inproving to about 2.5x or below by fiscal 2021

e Average EBITDA interest coverage of nore than 5. 0x.

UPL's significant export revenues in U S. dollars and euros, positive free
operating cash flows, and | ow debt levels is likely to enable it to nmaintain
positive liquidity in a scenario of hypothetical sovereign stress in its key
mar kets. The conpany clears our stress-test scenario of a hypothetica
sovereign default in India, as well as our transfer-and-convertibility stress
test for the Latin American region, specifically Brazil, for a rating above

t he sovereign.

Liquidity

We assess UPL's liquidity as adequate. W estimate UPL's sources of funds will
remai n about 2.1x of uses over the next 12-24 nonths, and that net sources
woul d remain positive even if EBITDA were to decline by 30% Wile this ratio
can equate with a strong liquidity assessnent, we consider it prudent to
maintain the liquidity as adequate until we see the inpact of the potentia
acqui sition, including whether the conpany achi eves | onger-tenor financing for
t he acqui sition.

We believe UPL's liquidity has strengthened after it raised US$300 mllion
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t hrough a ten-year bond in February 2018 to refinance sonme of its existing
facilities. In our view, UPL's dependence on short-termdebt will stay |ow
over the next 12 nonths.

We expect the imedi ate financing requirenent for the proposed $4.2 billion
acquisition to be supplied by a group of banks and financial investors. UPL
Corp. has obtained a bridge Ioan froma group of banks and fi nanci al
investors. W anticipate the conpany will replace this facility with a

l onger-termloan or bond within 18 nonths of conpletion of the acquisition.

UPL Corp. nmaintains solid relationships with banks and has a high standing in
local credit markets. We also anticipate that the conpany will maintain

wel | -spread |l ong-termdebt maturities w thout the inposition of financial
covenants. W consider UPL's financial managenment to be prudent because the
conpany has al so issued equity to address its financing needs on a tinely
basi s.

Qur liquidity estimates for fiscal 2019 are:
Key sources of liquidity:

e Cash bal ance of INR29.1 billion as of March 31, 2018.
e (perating cash flow of INR28.0 billion-1NR30.0 billion.

Key uses of liquidity:
e Debt maturities of about INR7.6 billion.

« Wrking capital requirements of INR2.0 billion-1NR3.0 billion.
e Capex of INR12.0 billion-I1NR15.0 billion annually.
» Dividends of up to INR4.O billion-INR5.0 billion annually.

Outlook
The stable outlook on UPL Corp. reflects our expectation that the parent UPL
Ltd.'s pro forma | everage (adjusted for the proposed acquisition) will recover

to above 25%within 12-24 nonths of the acquisition. W expect this to be
driven by steady growth and stable margins of 19% 21% over the period as well
as del everaging with the help of positive free cash flow.

We view UPL Corp. as a core subsidiary of UPL because UPL Corp. accounts for a
significant part of the parent's assets and cash flows. W also expect UPL to
continue to prudently manage its regulatory affairs, working capital, growth

i nvestments, and sharehol der returns.

Upside scenario

We coul d upgrade UPL Corp. if faster-than-expected revenue growth and
profitability post-acquisition results in sustainably |ower |everage at the
parent level. UPL's pro forma FFO to-debt ratio, adjusted for the acquisition
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approachi ng 40% and t he conpany commtting to | ower |everage would indicate
such inprovenment. Any ratings upgrade is also contingent upon UPL naintaining
sufficient liquidity even in a hypothetical sovereign stress scenario.

Downside scenario

We nay downgrade UPL Corp. if weak operating conditions, higher conpetitive
intensity, or integration risks result in deteriorating profitability and

hi gher | everage. This could be indicated by the parent's EBITDA margin falling
bel ow 15% or the pro forma FFO-to-debt ratio, adjusted for acquisition, not
recovering above 25% sustainably. Leverage could also rise if the conpany or
its parent uses free cash flow to engage in another debt-fueled acquisition or
out si zed sharehol der distribution. W could al so downgrade UPL Corp. if UPL
does not appropriately manage its liquidity especially the refinancing of its
bridge finance for the acquisition

Ratings Score Snapshot

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

Busi ness risk: Fair

Country risk: Internediate

I ndustry risk: Mderately High
Conpetitive position: Fair

Fi nanci al risk: Modest
Cash flow Leverage: Mdest

Anchor: bbb-

Modi fiers

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

Liquidity: Adequate (no inpact)

Fi nanci al policy: Neutral (no inmpact)

Managenment and governance: Satisfactory (no inpact)

Conpar abl e rating anal ysis: Neutral (no inpact)

St and-al one credit profile: bbb-

Group credit profile: bbb-

Entity status within group: Core (No inpact)
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Issue Ratings--Subordination Risk Analysis

Capital structure

UPL's capital structure consists of INR66.4 billion of debt, conprised
primarily of unsecured debt. The debt includes INR51.7 billion of

U. S-dol | ar-denom nat ed bonds issued by UPL Corp. and INR14.7 billion of
non- converti bl e debentures and bank | oans.

Analytical conclusions

The rated notes are senior unsecured. The majority of the conmpany's assets are
located in India, a jurisdiction that we consider lacking in creditor-friendly
features, and recovery prospects in the event of bankruptcy are uncertain.

We equalize the rating on the U S. dollar notes to the 'BBB-' issuer credit
rati ng on the conpany, because it is not subordinate to other debt.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate |Issue Ratings, March 28, 2018

e Criteria - Corporates - Recovery: Methodol ogy: Jurisdiction Ranking
Assessnents, Jan. 20, 2016

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

e Criteria - Corporates - Industrials: Key Credit Factors For The Comuodity
Chemical s Industry, Dec. 31, 2013

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

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

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

 CGeneral Criteria: Ratings Above The Sovereign--Corporate And Governnent
Ratings: Methodol ogy And Assunptions, Nov. 19, 2013

e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e General Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e Ceneral Criteria: Stand-Alone Credit Profiles: One Conmponent OF A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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Ratings List

Ratings Affirmed; Qutl ook Action

To From
UPL Corp. Ltd.
| ssuer Credit Rating BBB-/ St abl e/ - - BBB-/ Posi tive/ - -
Rati ngs Affirned
UPL Corp. Ltd.
Seni or Unsecured BBB-

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. standardandpoors. 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 S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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