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Rating Action Overview
- EP Global Commerce (EPGC) has offered to buy all of Metro AG's outstanding shares for a cash
payment that values Metro's equity at about €5.8 billion.
- Given the uncertainties around the funding structure behind the offer and the scale of the
transaction, we believe that Metro's debt could increase under its new owners, if the bid is
successful, amid low existing rating headroom.
- We are therefore placing our 'BBB-/A-3' issuer credit ratings on Metro as well as our issue
ratings on its debt on CreditWatch with negative implications.
- We intend to resolve the CreditWatch upon completion of the takeover, after having assessed
the group's new capital structure and business plan.
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Rating Action Rationale
The CreditWatch placement follows EPGC's conditional offer to buy Metro's outstanding shares
and reflects the increasing uncertainty regarding Metro's future capital structure. Held by Czech
investor Daniel Kretinsky and his Slovakian partner Patrik Tkac, EPGC has offered to acquire
Metro's entire issued ordinary shares for €16 per share and preference shares for €13.80 per
share, which values Metro's equity at about €5.8 billion. Although we have no information on
Metro's post-acquisition capital structure, we think, given the size of the offer, it is possible that
the transaction could be funded with a meaningful amount of additional debt. This could result in
a higher adjusted debt-to-EBITDA ratio relative to our current forecast for Metro of 3.2x-3.5x in the
fiscal year ending Sept. 30, 2019 (fiscal 2019), excluding any cash proceeds from the planned, but
not yet contracted, sale of the hypermarket business Real as well as potential benefits from a
considered strategic partnership in China. Given our view of financial leverage with other
investments of EPGC's controlling owner, Mr. Kretinsky, we believe that EPGC's financial policy is
less aggressive than that of a conventional financial sponsor or private equity firm.
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We highlight that Metro's bond documentation does not include a change of control clause, which
would protect bond investors from any deterioration in credit metrics following a debt-funded
acquisition. At the same time, a sizeable amount of Metro's liquidity facilities have a change of
control clause that would become active if EPGC takes control of Metro and, as a result of the
shareholder change with additional debt burden, we lowered our rating on Metro. However, the
acquirer could replace these facilities at a higher group level in case of a successful takeover.
We believe that EPGC is seeking full control of the group. The offer is voluntary and conditional on
EPGC acquiring a share sufficient to establish a domination and profit-and-loss transfer
agreement, which would require 75% of the votes cast in a general meeting. Metro's management
views the offer as significantly undervaluing the company. However, we understand that EPGC
currently owns about 17.5% of Metro, and that the current shareholder Franz Haniel & Cie. GmbH
has irrevocably committed to sell their remaining 15.2% stake to EPGC during the voluntary public
takeover offer process.
In its current form and excluding the implications of the possible acquisition, our view of Metro's
financial risk profile and overall creditworthiness is primarily based on our expectation that the
company will maintain S&P Global Ratings-adjusted funds from operations (FFO) to debt just
above 20%. Accordingly, in our view, Metro has very limited rating headroom under the existing
rating. Our expectation is supported by robust EBITDA generation and notwithstanding ongoing
operating pressure in Russia and planned investments in e-commerce capabilities. Our
projections are also based on completion of expected real estate disposals, robust sales
generation in local currency, and execution on the sale of Real as planned. However, it excludes
any potential benefits from the considered strategic partnership in China.

CreditWatch
We aim to resolve the CreditWatch placement after completion of the proposed acquisition, or
once we are certain about the transaction details and that it will take place, which we expect could
take a few months.
We would likely lower our ratings on Metro after the potential acquisition depending on the
company's new capital structure following any new debt added through the transaction, the new
owners' financial policy, and our resulting projections of the company's credit metrics and cash
flow generation. We could also lower the rating on Metro if the company's business, scope, or
strategy were to weaken because of a change in ownership.
We could affirm the ratings if Metro's debt does not increase due to the transaction, if EPGC funds
the transaction with equity, or if the transaction is unsuccessful. Any affirmation, however, would
also hinge on operating performance and projected credit metrics in line with our base case
(adjusted FFO to debt of 20%-22% and debt-to-EBITDA of 3.2x-3.5x) that also includes the
successful execution of real estate disposals and the Real sale, with Real being an already
discontinued business. Given the current low headroom for the rating category under the FFO and
cash flow ratios, our current rating is predicated on sustainable improvement in operating
margins and meaningful FOCF generation.

Company Description
Germany-based Metro AG is Europe's largest wholesale and food service operator and the second
largest in the world. It has strong business-to-business operations under its wholesale business
in 36 countries, targeting hotels, restaurants, catering companies, and trading companies. The
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group also has active real estate operations through which it buys land parcels, and then develops
and sells them after a few years, thus realizing value appreciation in the process.
For fiscal 2018, Metro group reported revenue of €29.5 billion and EBITDA of €1.4 billion. Metro's
store network comprises 769 locations. The company registered €128 million of gains from the
sale of real estate during the year.
Metro put its hypermarket business, Real, up for sale and as such considers it a discontinued
operation in its financial reporting from fiscal 2018.

Our Base-Case Scenario
Excluding any implications of the possible acquisition from EPGC, we assume the following in our
base case:
- Real GDP growth of 0.5% in Germany, 1.4% in France, and 1.1% in eurozone in 2019, and about
1.3%-1.6% in these regions in 2020. We expect inflation of 1.3%-1.8% in 2019 and 2020 in
these countries, which will have a moderately negative impact on consumer spending.
- Revenue declining by 0%-0.5% in fiscal 2019 and increasing by about 0%-0.5% in fiscal 2020,
due to weak Russian operations coupled with the negative impact of currency fluctuations,
offset by organic growth.
- Margins remaining under pressure due to unfavorable foreign exchange impacts, mainly
relating to movements Russian ruble and Turkish lira to the reporting currency euro and
increasing competition, but supported by lower restructuring costs and about €200 million of
real estate gains.
- Annual capital expenditure of €600 million, in line with management's guidance.
- Stable dividends of about €260 million in fiscals 2019 and 2020, in line with the historical
payout ratios.
- No major acquisitions.
Based on these assumptions, we arrive at the following S&P Global Ratings-adjusted credit
measures for fiscals 2019 and 2020:
- An EBITDA margin of about 6.0%-6.4% in fiscal 2019 and 5.8%-6.2% in fiscal 2020 (6.0% in
fiscal 2018).
- Debt to EBITDA of about 3.2x-3.5x (3.3x in fiscal 2018).
- FFO to debt of about 20%-22% (20.8% in fiscal 2018).
- Discretionary cash flow to debt no greater than 5% (5% in fiscal 2018).
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Ratings List
CreditWatch Action
To

From

Metro AG
Issuer Credit Rating BBB-/Watch Neg/A-3 BBB-/Stable/A-3
Senior Unsecured

BBB-/Watch Neg

BBB-

Commercial Paper

A-3/Watch Neg

A-3

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.

www.spglobal.com/ratingsdirect

July 4, 2019

4

Research Update: German Food Wholesaler Metro AG 'BBB-/A-3' Ratings Put On CreditWatch Negative On Possible Takeover And Higher Debt

Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means,
including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect

July 4, 2019

5

