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Research Update:

Norwegian Fertilizer Producer Yara International
'BBB' Rating Affirmed; Outlook Stable

Overview

 Norway-based fertilizer producer Yara's adjusted EBI TDA declined by nore
than 30% to Norwegian krone (NOK) 8.8 billion in the first nine nonths of
2017 in conparison with the equivalent period in 2016, pressured by the
Il ow cycle conditions in the fertilizer industry, higher cost of natura
gas in Europe, and weaker U.S. dollar

» W forecast that the conbination of weaker profits at Yara and ongoi ng
high investnments in strategic capacity expansions will |ead to adjusted
funds fromoperations (FFO to debt of about 40%in 2017, down from about
63%in 2016.

« At the sane tine, we anticipate that Yara's adjusted FFO to debt will
remain at a stable level of 39%43%in 2018 as the conpany benefits from
its inprovement program additional volumes from capacity expansions and
the Babral a acquisition, and | ower capital expenditure, and
not wi t hst andi ng our assunption of ongoing |low cycle fertilizer prices.

» The stable outlook on Yara reflects our viewthat it will maintain
adjusted FFO to debt of about 35% 45% which we view as comensurate with
the rating.

Rating Action

On Nov. 21, 2017, S&P d obal Ratings affirmed its long-termand short-term
rati ngs on Norway-based fertilizer producer Yara |International ASA at
"BBB/ A-2'. The outl ook is stable.

We also affirned our 'BBB' issue ratings on Yara's unsecured bonds of $500
mllion due June 2019 and $500 million due June 2026.

Rationale

The affirmation factors in our forecast of a recovery in Yara's adjusted

EBI TDA in 2018 to about Norwegi an krone (NOK) 16.5 billion-NOK17.5 billion
supported by the benefits fromits inprovenent program additional volunes
from capacity expansions and the Babral a acquisition, and notw t hstandi ng the
subdued fertilizer prices and hi gher natural gas prices in Europe.

In the first nine nonths of 2017, Yara's adjusted EBI TDA declined by nore than
30%to NOK8.8 bhillion, down from NOK12.7 billion in the first nine nonths of
2016. This decline was primarily due to low fertilizer prices and margins, and
despite broadly stable production volunes of anmonia and finished fertilizer
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and industrial products, even with the Porsgrunn amoni a plant out of
production due to a fire in April. At the sane tinme, against the backdrop of
chal | engi ng i ndustry conditions, Yara is pursuing an anbitious growh
strategy. It has invested highly in strategic capacity expansions of prem um
and comodity products, which will see an outlay in NOK13 billion and NOK10.9

billion of capital expenditure (capex) in 2017 and 2018, respectively. Yara is
also in the process of acquiring Tata Chemicals Ltd.'s Babrala urea plant and
distribution business in India for NOK3.5 billion

Qur affirmation also factors in Yara's conmitment to maintain at |east a ' BBB
rating, and our understanding that Yara's capex is flexible. W also view
positively Yara's progress in delivering its inprovenent program wth US$210
mllion of realized benefits to Sept. 30, 2017, ahead of estimted US$150
mllion planned for the year

In our base-case scenario, we assune:

* Relatively low cycle industry conditions, as observed in the first nine
nont hs on 2017, with ongoing | ow cycle prices for nitrogen fertilizers
and phosphates. This reflects our view that supply will exceed demand
over the next two years at the very | east.

» For nitrogen fertilizers, we expect global capacity growth over the next
three years of at |east 2% each year (as a percentage of total capacity)
to exceed the nodest 1.2% denmand grow h (as a percentage of total demand)
each year--as forecast by The International Fertilizer Association
(I FA)--of existing capacity in each year for the next three years.

» For phosphate-based fertilizers, we anticipate global capacity additions
(as a percentage of total capacity) in 2017 and 2018 are likely to be in
the 5% area, declining in 2019 to about 1% The |IFA projects denand
growmh in contrast at around 1.6% (as a percentage of total demand) each
year over the next three years.

* Net benefits to EBITDA from Yara's inprovenent program of about NOKO.5
billion in 2017 and about NOK1.0 billion in 2018.

 Broadly neutral working capital for the full-year 2017, with possible
outflows in 2018 as a result of a production growh and increase in
sal es.

» Capex of about NOK13 billion in 2017 and NOK10.9 billion in 2018.

e Acquisition of Tata Chemicals Ltd.'s Babrala urea plant and distribution
business in India of NOK3.5 billion (US$470 mllion) in late 2017 or
early 2018, and possible nid-sized acquisitions in 2018.

» Sharehol der distributions at about 45% of previous years' net inconme, in
line with the upper value of Yara's financial policy.

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

e Reported EBI TDA (excluding special itens and interest inconme) of NOK11.5
billion-NOK12.0 billion in 2017, and about NOK15.5 billion-NOK16.5
billion in 2018.

e Adjusted FFO-to-debt ratio of about 40%in 2017 and 39% 43% in 2018.

 Adjusted debt to EBI TDA of about 2.0x in both years.

The above ratios, notably the adjusted FFO to-debt ratio, are weaker than the
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45% 48% for 2017 that we forecast in January 2017. As a result, we have now
revised the financial risk profile downward to internediate from nodest. Qur
assessnment of Yara's financial policy no | onger constrains the rating, because
we believe that the conmpany will balance its growth strategy (including
acquisitions) with the publicly stated conmtment to maintain at |east a ' BBB
rating.

Qur assessnent of Yara's business risk profile as satisfactory continues to be
supported by the conpany's position as the world's largest distributor of
fertilizers with a strong and geographi cally extended marketing network. It

al so derives a large share of profits frompremum higher-margin fertilizers
as opposed to comodity products such as amonia and urea--the profits of

whi ch depend not on selling prices but on the spread between selling and
feedstock prices. This generally translates into nore resilient profits. In
addition, Yara's production is geographically diverse. It directly operates

| arge scale, efficient plants in Europe and Canada, while its joint ventures
al so have efficient assets. Nitrogen fertilizers--Yara's primary focus--are by
far the largest of the three fertilizer narkets (the two others being
phosphat e and potash), and volune declines in this segment are limted.
Farnmers tend to consider nitrogen fertilizers as indispensable given their
short-termeffect on crop yields.

The main business risks include the highly cyclical profits in the nitrogen
fertilizer industry, reflecting the industry's changi ng suppl y-demand bal ance,
which is difficult to predict as it depends on fertilizer price expectations,
harvests, the crop nmix, farmers' earnings (which thensel ves depend on crop
prices), the weather, and inventory |evels. New supply depends on whet her
announced expansi on projects have actually started and the speed at which they
cone on-stream Political decisions influence both demand and supply, through
export allowances or taxes and subsidies in various core markets, especially
in India and China. Yara is also exposed to relatively high and volatile gas
prices in Wstern Europe, which accounts for a | arge share of production. In
terms of constraints in the industry, Yara, like other players, faces |ong
lead tines and capital intensity to expand capacity, especially for
green-field projects.

Liquidity

We now assess Yara's liquidity as adequate, based on our view that liquidity
sources will cover uses by 1.2x over the 12 nonths starting Sept. 30, 2017.
Qur assessnent al so factors in confortabl e headroom under the financial
covenant incorporated in Yara's $1.25 billion revolving credit facility (RCF),
whi ch stipulates that net debt to equity in the consolidated accounts is at
nost 1.4x at the end of each quarter. W anticipate that Yara will refinance

its debt maturities well ahead of tine, notably its $500 mllion bond due June
2019 and NOK2.2 billion bond due December 2019.

We estimate that Yara's principal liquidity sources in the next 12 nmonths will

conpri se:

* Avail abl e cash and cash equival ents of around NOK1.4 billion as of Sept.
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30, 2017. This is NOKO.6 billion Iower than the cash reported on bal ance
sheet because we view this anount as restricted and therefore not
i medi ately avail able for debt repaynent;

e FFO of about NOK12 billion-NOK12.5 billion; and

e Full availability under the conmtted RCF and other long-termconmitted
facilities of about NOK14 billion. The RCF of $1.25 billion matures in
July 2020.

W estimate that Yara's principal liquidity uses over the sane period will

conpri se:

e Short-termdebt of NOK4.5 billion, of which the majority relates various
local lines with 12-nonth durations;

e Capex of NOK11.4 billion, of which NOK5.8 billion is maintenance;
e Dividend paynent of NOK2 billion; and
 Acquisition outlay with regard to Babrala of NOK3.5 billion.

Outlook

The stable outlook on Yara reflects our viewthat it will nmaintain adjusted
FFO to debt of about 35% 45% which we view as comensurate with the rating.
This is based on our assunption that, in 2018, Yara's profits will be
supported by the benefits fromits inprovenent program additional volunes
from capacity expansi ons and the Babral a acquisition, and notw thstandi ng

hi gher energy costs in Europe and | ow cycle prices for fertilizers.

Downside scenario

We could lower the rating if Yara's adjusted FFO to debt ratio declined bel ow
35% wi th no prospects of recovery. This could occur, in our view, if Yara did
not mtigate the challenging conditions in the fertilizer industry with

i nternal measures such as the inprovenment program and at the sanme tinme if the
conpany i ncreased capex, acquisitions, or sharehol der distributions.

Upside scenario

Over tine, upside potential could energe and woul d depend on our confidence
that Yara would be able to sustain adjusted FFO to debt of nore than 45% and
that the conpany's financial policy and growth strategy woul d support a higher
rating.

Ratings Score Snapshot

Corporate Credit Rating BBB/ Stabl e/ A-2

Busi ness risk: Satisfactory

e Country risk: Internediate

* Industry risk: Mderately high

e Conpetitive position: Satisfactory
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Financial risk: Internediate
 Cash flow Leverage: Internediate

Anchor: bbb

Modi fiers

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

 Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating analysis: Neutral (no inpact)

Issue Ratings

Subordination risk analysis

Capital structure

Yara's capital structure consists primarily of a $500 nmillion bond due 2019,
$500 million bond due 2026, NOK2.2 billion bond due 2019, NOK700 mllion bond
due 2021, NOK600 million due 2024, and various local lines. Al notes are
unsecured and unsubordi nated obligations of the issuer, ranking at |east
equally with each other. Liquidity is supported by $1.25 billion RCF due July
2020, which has the sane seniority as Yara's current and present obligations.

Anal yti cal concl usi ons

Wth no material priority obligations ranking ahead of the company seni or
unsecured obligations, we rate its senior unsecured bonds at 'BBB', in |line
with the corporate credit rating on Yara.

Related Criteria

e Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate Issue Ratings, Sept. 21, 2017

* General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descri ptors For dobal Corporate Issuers, Dec. 16, 2014

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

e Ceneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol 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

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

* Ceneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
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Rati ngs For Corporate, Insurance, And Sovereign |ssuers, My 7, 2013

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

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

Related Research

* The Credit Quality OF d obal Fertilizer Conpanies WIIl Renmain Under
Pressure, Sept. 29, 2017

Ratings List
Rati ngs Affirned

Yara | nternational ASA
Corporate Credit Rating BBB/ St abl e/ A- 2
Seni or Unsecur ed BBB

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

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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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