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Research Update:

Sweden-Based Machinery Manufacturer Alfa
Laval 'A-' Rating Placed On CreditWatch Negative
On Planned Acquisition

Overview

e On April 7, 2014, Sweden-based machi nery nanufacturer Alfa Lava
announced plans to acquire Norway-based subnerged punping systens
manuf act urer Frank Mhn.

» W expect the acquisition price of approximtely Swedi sh krona (SEK) 14
billion to be predoninantly debt financed.

W are placing our 'A-' long-termrating on Alfa Laval on CreditWtch
wi th negative inplications.

e The CreditWatch placenent reflects the |likelihood that we woul d downgrade
Al fa Laval by one notch if the acquisition of Frank Mohn materializes
along the terns currently nmade public by Alfa Laval

Rating Action

On April 7, 2014, Standard & Poor's Ratings Services placed its "A-' long-term
corporate credit rating on Sweden-based machi nery manufacturer Al fa Lava AB on
CreditWatch with negative inplications.

Rationale

The Credi tWatch pl acenent follows the announcenent that Alfa Laval plans to
acqui re Norway-based subnerged punpi ng systens manufacturer Frank Mohn A/S
(not rated). We understand Al fa Laval plans to finance the transaction through
debt, inplying that the company's Standard & Poor's-adjusted debt will al npost
guadrupl e to about SEK19 billion ($2.9 billion) at the time of the

acqui sition. Although we expect a gradual decrease in debt over the follow ng
years, the increased debt |evel may cause Alfa Laval's consolidated adjusted
funds from operations (FFO-to-total debt ratio to fall to about 30% 35% i n
the next 12 nonths and about 35% 40% in 2015 foll owi ng the acquisition (pro
forma). These levels are not comrensurate with our current assessnent of

Al fa-Laval's "nmpodest" financial risk profile and the "A-' rating.

Al t hough the acquisition could margi nally enhance our view of Alfa Laval's
business risk profile, it is unlikely to pronpt us to revise our assessnent
upward fromthe "strong" category. The acquisition could diversify Alfa
Laval 's product |lines and enl arge the conmpany's earning base. Frank Mhn al so
appears to hold a strong position within its core market for subnerged punping
systenms for the shipping and offshore industry. W would al so assune that the
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acqui sition could have a noderately positive inpact on the consolidated
mar gi ns, given Frank Mohn has reported historical margi ns above Alfa Laval's.
In 2013, Alfa Laval generated strong adjusted EBI TDA of about SEK5.8 billion
representing a nargin over revenues of 19.4% W assume a continued robust
performance in 2014. Initially, we could foresee the enlarged group generating
EBI TDA of approximately SEK7.5 billion-SEK8.0 billion, pro forma for the
acquisition on a full-year basis, based on a recent healthy order intake and

hi gh | evel of afternmarket service revenue. Still, we acknow edge Frank Mohn's
| arge exposure to the inherently volatile shipping and oil and gas sector
which we estimate will represent 30% of the conbi ned group's sales foll ow ng

t he acqui sition.

We currently assess Alfa Laval's financial risk profile as "nbdest." However,
following the possible large increase in debt that would result fromthe
proposed acquisition, our view of the conmpany's financial risk profile could
change, potentially placing Alfa Laval in the |ow range of our "internediate"
category. Neverthel ess, thanks to strong free cash flows, we could expect
nmeani ngf ul del everagi ng potential, however offset by sizable dividends which
we assunme will be around SEK1.5 billion annually. This would also be largely
dependent on the timng and size of any future acquisitions. Alfa Laval
reported discretionary cash flow of about SEK2.4 billion for full-year 2013.

Assumi ng the acquisition takes place, our base case is likely to include the

foll owi ng mai n paraneters:

The SEK14 billion acquisition of Frank Mohn to close in the second half

of 2014.

* A 20% 25% i ncrease in revenues fromthe acquisition

An EBI TDA nargi n of about 20%

 Moderately higher capital expenditures for the combined group conpared
with Alfa Laval's historical stand-alone |evels of about SEK500
ml1ion-SEKS550 million per year

Based on these assunptions, we would arrive at the follow ng credit neasures:

e About 30% 35% of FFO to debt at year-end 2014 (pro forma for the
acquisition, with the actual ratio to depend upon the timng of the
transacti on cl ose).

e Debt to EBITDA of approxinately 2.5x.

Liquidity

We consider Alfa Laval's liquidity to be "strong," with a sources-to-uses
rati o of more than 1.5x. W understand from nanagenent that they have a
conmitted bridge facility in place to finance SEK12 billion of the
acquisition. The remaining financing will be drawn fromthe existing commtted
credit facilities. W al so understand from managenent that the conpany pl ans
to refinance the bridge facility within the com ng year

On Dec. 31, 2013, we calculated the conpany's liquidity sources as conprising:
e Cash and liquid assets of about SEK1.5 billion
o Afive-year nulticurrency revolving credit facility maturing in Apri

2016 and comritted facilities of about SEK5.5 billion in total
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e Qur expectation of annual FFO of about SEK4 billion in 2014, inproving to
about SEK5 billion post-acquisition in 2015.

At the sanme date, we calculated the follow ng cash uses:

e About SEK150 million of short-termmaturities over 2014.

e About SEK600 nillion-SEK700 million in capital expenditures over
2014- 2015 annual ly.

e Approximately SEKL.5 billion in dividends in 2014.

CreditWatch

The CreditWatch placement reflects the likelihood of a one-notch downgrade
followi ng the acquisition of Frank Mohn. W aimto resolve the CreditWatch in
the next three nonths as we gain greater visibility on details of the
transaction's close and once we have reviewed the likely pro forma nmetrics for
the enlarged groupin nore detail. W will also review recent operating
performance trends and di scuss wi th nanagenent the conpany's future financial
policy, including its view on dividends and future acquisitions.

We coul d renove the rating from CreditWatch and affirmit if the acquisition
is not conpleted or if we were to take the view that reductions in debt led to
a recovery of credit ratios in line with our "nodest" financial risk profile
category in the com ng 18-24 nonths. For the rating to remain at 'A-', we
woul d expect credit ratios to inprove to al nbst nore than 50% by year-end
2015.

Ratings Score Snapshot

Corporate Credit Rating: A-/Watch Neg/--

Busi ness risk: Strong

e Country risk: Internediate

* Industry risk: Internediate
e« Conpetitive position: Strong

Fi nanci al risk: Modest
 Cash flow Leverage: Modest

Anchor: a

Modi fiers

« 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: Satisfactory (no inpact)

* Conparable rating anal ysis: Negative (-1 notch)
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» 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 Adjustnents, Nov. 19, 2013

* Key Credit Factors For The Capital Goods Industry, Nov.19, 2013

* Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012
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Ratings List
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To From
Al fa Laval AB
Corporate Credit Rating A-/ Wat ch Neg/ - - A-/ Stabl e/ --

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

Conpl ete ratings information is avail able to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at spcapitaliqg.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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