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Akzo Nobel N.V.
Update following outlook change

Summary
On 11 October 2022, we affirmed Akzo Nobel N.V.'s (AkzoNobel) ratings and changed its
outlook to negative from stable. The change in outlook reflects the company’s high Moody’s-
adjusted gross leverage of around 4.5x as of the second quarter of 2022 (pro forma a €750
million bond that was repaid in July 2022) and the risk that the company’s leverage reduction
trajectory will not be in line with the current Baa1 rating. AkzoNobel’s leverage peaked as
result of lower EBITDA because of declining volumes and increasing input costs; acquisition
payouts; the execution of generous share buyback programmes in 2021 and 2022; and a
build-up of working capital. To finance these cash outflows, AkzoNobel's short-term debt
increased to around €1.5 billion (pro forma a €750 million bond that was repaid in July 2022)
as of Q2 2022 from around €800 million as of year-end 2021.

We expect that sales volumes in 2023 will be negatively affected by weakening demand,
lower input costs and already initiated cost savings should, however, support an expansion of
EBITDA in 2023. We forecast that the company will to some degree reduce short-term debt
over the next 12-18 months, such that Moody’s adjusted gross leverage falls towards 3.0x
during 2023, with scope for additional deleveraging to below 2.5x in 2024.

AkzoNobel’s intention to maintain a strong investment grade rating and return to its stated
target leverage of 1x-2x net debt to EBITDA (company definition) continues to support the
rating. Furthermore, the Baa1 rating reflects i) a strong business profile with leading market
position in the decorative paint and coatings market, ii) low capital intensity supporting
capacity to generate FCF, iii) improving profitability as a result of management’s focus on
comprehensive restructuring and efficiency measures and iv) track record of maintaining a
solid liquidity profile.

Exhibit 1

Leverage and coverage metrics
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Net debt metrics is negative in 2018 because of large cash holdings after the disposal of its specialty chemicals.
PF (Pro-Forma) the €750 million debt repayment that took place in July 2022.
Source: Moody's Financial Metrics™

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1343370
https://www.moodys.com/credit-ratings/Akzo-Nobel-NV-credit-rating-18025/summary
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Credit strengths

» Strong business profile, underpinned by leading market positions and balanced geographical exposure between developed and
emerging economies

» Improved underlying operating performance, driven by comprehensive restructuring and efficiency initiatives

» Management commitment to maintain a strong investment grade rating

» Strong liquidity, supported by track record of maintaining high levels of cash on balance sheet and expectations for positive FCF

Credit challenges

» Margin squeeze because of input cost inflation

» Working capital build, share buybacks, dividends and M&A contributed to meaningful increase of gross debt, uncertainty as to pace
and amount of reduction

» Constraints on organic growth, reflecting the maturity of the European market and exposure to cyclical end markets

» Some exposure to the structurally challenged transportation sector

» Event risk because of ongoing sector consolidation

Rating outlook
The negative rating outlook reflects the company’s high Moody’s-adjusted gross leverage of around 4.5x as of Q2 2022 (pro forma a
€750 million bond that was repaid in July 2022) and the risk that the company’s leverage reduction trajectory will not be in line with the
current Baa1 rating. It also reflects the risk that a portion of short-term debt will become a more permanent feature of the company’s
capital structure, hence increasing the company’s leverage on a sustained basis.

Factors that could lead to an upgrade

» EBITDA margin consistently above 15%

» RCF/net debt in the mid- to high-30s in percentage terms

» Debt/EBITDA sustained below 2.0x

Factors that could lead to a downgrade

» EBITDA margin falling towards 10%

» RCF/net debt remains below 20%

» Debt/EBITDA remains above 2.5x

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Key indicators

Exhibit 2

Key Indicators for Akzo Nobel N.V.[1][2]
 12/31/2017 12/31/2018 12/31/2019 12/31/2020 12/31/2021 PF LTM 6/30/2022

Revenue (USD billion) $16.5 $10.9 $10.4 $9.7 $11.3 $11.5

PP&E (net) (USD billion) $5.7 $2.4 $2.3 $2.4 $2.4 $2.4

EBITDA Margin % 15.7% 12.7% 15.1% 15.8% 15.6% 12.1%

Return on Average Assets 8.9% 4.6% 6.5% 7.5% 8.5% 5.8%

Debt / EBITDA 2.3x 2.8x 2.0x 2.6x 2.7x 4.5x

EBITDA / Interest Expense 15.3x 7.9x 15.0x 16.4x 17.3x 11.8x

RCF / Debt 23.4% 19.9% 13.6% 22.3% 18.6% 12.8%

RCF / Net debt 31.0% -13.1% 26.9% 47.5% 25.9% 16.0%

[1] All figures and ratios are calculated using Moody's estimates and standard adjustments. PF (Pro-Forma) the €750 million debt repayment that took place in July 2022.
[2] Periods are Financial Year-End unless indicated. LTM = Last Twelve Months.
Source: Moody's Investors Service

Profile
AkzoNobel is a leading producer of paints and coatings. In 2021, it generated total sales of €9.6 billion. The group serves a diversified
customer base in all major regions in which it has production facilities and has an extensive international manufacturing presence.
In 2021, it derived 42% of its revenue from decorative paints, 20% from industrial coatings, 14% from powder coatings, 13% from
automotive and specialty coatings, and 12% from marine and protective coatings. AkzoNobel's market capitalisation was about €10.5
billion as of 30 September 2022.

Exhibit 3

Balanced regional exposure between developed and emerging
economies
Sales by region (Full Year (FY) 2021)

Exhibit 4

Breakdown of sales by segment
FY 2021
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Detailed credit considerations
Difficult demand environment for decorative paints and coatings ahead
In the decorative paints segment, which accounted for around 42% of AkzoNobel’s sales in 2021, the company recorded a
normalisation of sales volumes in H2 2021 and H1 2022 (relative to somewhat inflated levels in 2020), which the company expects to
continue through the remainder of the year.

The decorative paints segment was among the more stable subsectors during the outbreak of the coronavirus in 2020 and into H1
2021. In the first nine months of 2022, sales volumes were hurt by lockdowns, a general weakening of the real estate market in China
and destocking in some European markets.

The company commented that sales out of its distribution channels remained around 2019 levels, but that in some markets like the
UK, its DIY customers reduced inventory levels in anticipation of weak demand in the periods ahead. We expect the difficult demand
environment to persist for the decorative paints segment, in particular in Europe. Consumer confidence has plummeted across Europe
and higher energy and food prices reduce the disposal income of households, which will affect end consumer demand for decorative
paints, which in many cases is a discretionary spend.

The coatings segment accounted for about 59% of group revenue in 2021. Because of its exposure to industrial end markets such as
automotive, aerospace and marine this segment suffered more than paints during 2020 but has since gradually recovered. However,
similar to the decrease in the decorative paints segment, volumes in Europe and the North Asia region declined because of weakening
demand in Q2 2022, resulting in a 9% volume decline year over year. We also expect demand in the coatings segment to be hurt by a
weakening macro environment in 2023, given its exposure to cyclical end markets.

Ability to release working capital and benefit from lower raw material prices will to large degree affect AkzoNobel’s ability
to reduce leverage
AkzoNobel’s ability to reduce leverage will to a large degree depend on its ability to release working capital, benefit from lower raw
material prices and execute its already announced cost savings and pricing initiatives.

Between Q1 2021 and Q2 2022, AkzoNobel’s raw material and freight costs increased by around €1.4 billion, with price increases
having largely reached the same level by Q2 2022. The combination of lower demand and higher input costs has led to a deterioration
in absolute EBITDA and the EBITDA margin. At the same time, a working capital build-up, acquisition spending and share buyback
programme resulted in an increase in short-term debt to around €1.5 billion as of Q2 2022 from around €800 million as of year-end
2021. As a result, Moody’s-adjusted gross leverage for the 12 months that ended June 2022 increased to around 4.5x (pro forma for the
repayment of €750 million of notes in July 2022). This leverage level is high compared with our expectation for the current Baa1 rating
of around 2x to 2.5x.

During its Q3-trading update call, the company indicated that it expects a significant and sustained decline in input costs. Lower input
cost could to some degree, support EBITDA generation in 2023, and in combination with already introduced cost savings, should result
in an increase in absolute EBITDA. We forecast absolute EBITDA will be around €1.2 billion for 2022 and further expand in 2023. We
also expect the company to release working capital in 2023 while keeping dividend payouts stable and refraining from further share
buy backs, thus supporting positive FCF and creating capacity to reduce gross debt. Hence, we expect the company to reduce gross
leverage to close to 3x in 2023 from around the 4.3x expected as of year-end 2022, and even lower in 2024. However, a prolonged
recession in the company’s main geographic regions or end markets and an unbalanced approach towards capital allocation can result
in a leverage reduction trajectory no longer commensurate with the assigned Baa1 rating.

Focus on restructuring has narrowed margin gap with peers
Since the sale of its specialty chemicals activities in 2018, AkzoNobel has restructured its organisation and implemented various
measures to improve the operating profitability of its paints and coatings businesses. This includes warehouse and ERP system
consolidation, margin management by dropping low-margin businesses and overhead cost reduction. By focusing on making its
organisation more efficient, AkzoNobel has made some progress in closing the historical margin gap with peers Axalta Coating Systems
Ltd. (Ba3 positive), PPG Industries, Inc. (A3 stable) and Sherwin-Williams Company (The) (Baa2 positive).
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Exhibit 5

AkzoNobel is closing the margin gap with peers
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Leading market positions in paint, supported by strong brands, but no presence in key North American market
The decorative paints segment benefits from regional diversification, AkzoNobel's strong brand, and recurring revenue from the
renovation market. The segment generated €4 billion sales in 2021, with 61% of sales from the EMEA region, 27% from Asia and 12%
from Latin America. AkzoNobel is notably absent from key markets including North America and Japan. The size of markets where
the company is present accounts for about €35 billion of revenue, implying a 10% market share. AkzoNobel typically has number one
or two positions in its relevant markets, where it is present with its Dulux, the leading decorative paint brand in the UK, and Sikkens
brands. End markets include the building and infrastructure sectors, and around 75% of its segment revenue stems from more stable
maintenance, renovation and repair work. However, recent demand volatility in the segment has been driven by inventory reduction in
the sales channels.

Exhibit 6

Historical EBITDA and EBITDA margin split by segment
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The Performance Coating segment accounted for €5.6 billion sales in 2021, or around 60% of group sales. AkzoNobel benefits from
more geographic diversity in Coatings than for Decorative Paints, with EMEA accounting for 43% of sales followed by the Americas
with 28% and the Asia-Pacific and other regions with 29%. However, this segment also exposes it to more cyclical end markets. The
company primarily sells directly to industrial customers spanning the shipping, oil and gas, automotive repair, transportation and
consumer goods sectors. AkzoNobel has the number one market position in relevant markets for Marine and Protective Coatings and
Power Coatings, and number one and two positions in Industrial Coatings. Interpon in powder coatings and Sikkens for specialty and
wood coatings are two well-known AkzoNobel-owned brands, among others.
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Further acquisition-driven growth and sector consolidation likely
Although we expect the large global painting companies to continue to pursue bolt-on acquisitions rather than transformative
M&A, renewed merger/take-over advances by a large peer remains possible. AkzoNobel has been supplementing growth by making
bolt-on and medium-sized acquisitions, which we expect to continue. In Q2 2022, AkzoNobel closed the acquisition of Orbis, a
Colombia-based paints and coatings company with a presence in 10 countries in South America, Central America and the Antilles and
consolidated revenue of around COP $1,200 billion (€260 million). In June 2022, the company announced its intention to strengthen
its African footprint by acquiring Kansai Paint, which generates around €280 million of revenue. The acquisition is likely to close in
2023.

The paint and coatings industry has witnessed large-scale consolidation, mostly during 2017, such as Sherwin-Williams' acquisition of
Valspar and the subsequent disposal of Valspar's industrial wood coatings business to Axalta, as well as takeover attempts by PPG for
AkzoNobel, merger talks between Axalta and AkzoNobel that ultimately failed and Nippon Paint's negotiations to merge with Axalta.

Liquidity analysis
Akzo's liquidity remains supported by annual funds from operations of around €1.1 billion and cash holdings (including short-term
investments) of around €1.8 billion as of the end of June 2022. The company has access to a €1.3 billion committed revolving credit
facility maturing 2027 without any financial covenants. In July 2022, the company repaid a €750 million bond at maturity. AkzoNobel's
next sizeable debt, a €500 million bond, matures in November 2024. However, the company has around €1.5 billion of short-term debt,
which is only partially backstopped by the €1.3 billion revolving credit facility.

ESG considerations
Akzo Nobel N.V.'s ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 7

ESG Credit Impact Score

Source: Moody's Investors Service

CIS-2. Akzo Nobel’s ESG credit impact score is neutral to low (CIS-2), reflecting the company’s strong governance, which help to
mitigate the company’s highly negative environmental and moderately negative social risks.

Exhibit 8

ESG Issuer Profile Scores

Source: Moody's Investors Service
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Environmental
E-4. Akzo Nobel’s highly negative credit exposure to environmental risks (E-4) reflects exposure to high Waste & Pollution risks
related to the volatile organic compounds in its mostly solvent-based paints and coatings. Akzo Nobel has moderate risk in other
environmental categories: its geographical diversification helps mitigate exposure to Physical Climate risk and risks from Carbon
Transition are low given owing to the company’s low scope 1 and 2 CO2 footprint.

Social
S-3. Akzo Nobel has exposure to social issues that carry moderately negative credit risks. On the one hand, paints and coatings
producers are largely formulators, resulting in lower Health & Safety and Responsible Production risks when compared to the overall
chemical sector. On the other hand, risks associated with Customer Relations are moderate and therefore higher than the sector. This
takes into account the direct consumer exposure through the company’s retail distribution network in some countries.

Governance
G-2. Akzo Nobel has neutral to low exposure to governance considerations. This reflects the commitment to an investment grade
rating, the low financial leverage target ratio of 1-2 times net debt/EBITDA (on a reported basis), as well as the high credibility and
strong management track record supported by closing the profitability gap against sector peers. The company has made voluntary
contributions to its pension plans and used divestiture proceeds to repay debt. The company’s strategy encompasses bolt-on and mid-
sized acquisitions that reduces risks associated with large-scale M&A.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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Methodology and scorecard
The principal methodology used in rating AkzoNobel is our Chemicals rating methodology.

The scorecard-indicated outcome for the 12 months that ended June 2022 indicates an outcome of Baa3, two notches below the
assigned rating. This reflects current high leverage and cash flow generation, which we expect to improve in 2023 and which we factor
into our forward view. The forward view indicates a Baa2 outcome, one notch below the assigned Baa1 rating and we expected further
improvements in the grid indicated outcome in FY 2024.

Exhibit 9

Rating factors
Akzo Nobel N.V.

Chemical Industry Scorecard [1][2]   

Factor 1 : Scale (15%) Measure Score Measure Score

a) Revenue (USD Billion) $11.5 Baa $10.8 - $11.1 Baa

b) PP&E (net) (USD Billion) $2.4 Ba $2.1 - $2.3 Ba

Factor 2 : Business Profile (25%)

a) Business Profile A A A A

Factor 3 : Profitability (10%)

a) EBITDA Margin 12.1% Ba 10% - 15% Ba

b) ROA (Return on Average Assets) 5.8% B 5% - 9% Ba

Factor 4 : Leverage & Coverage (30%)

a) Debt / EBITDA 4.5x B 2.9x - 4.3x Ba

b) RCF / Debt 12.8% Ba 11% - 20% Ba

c) EBITDA / Interest Expense 11.8x Baa 12x - 20x A

Factor 5 : Financial Policy (20%)

a) Financial Policy Baa Baa Baa Baa

Rating: 

a) Scorecard-Indicated Outcome Baa3 Baa2

b) Actual Rating Assigned Baa1

Current 

PF LTM 6/30/2022

Moody's 12-18 Month Forward View

As of 9/30/2022 [3]

[1] All ratios are based on adjusted financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. PF (Pro-Forma) the €750 million debt repayment
that took place in July 2022.
[2] As of 06/30/2022(L).
[3] This represents Moody's forward view, not the view of the issuer, and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics™
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Appendix

Exhibit 10

Peer comparison[1][2]

Akzo Nobel N.V

FYE FYE LTM FYE FYE LTM FYE FYE LTM FYE FYE LTM

Dec-20 Dec-21 Jun-22 Dec-20 Dec-21 Jun-22 Dec-20 Dec-21 Jun-22 Dec-20 Dec-21 Jun-22

Revenue $9,736 $11,343 $11,494 $13,834 $16,802 $17,561 $18,362 $19,945 $20,780 $3,738 $4,416 $4,635

EBITDA $1,537 $1,772 $1,392 $2,555 $2,559 $2,435 $3,902 $3,730 $3,493 $768 $843 $753

Total Debt $4,246 $4,600 $6,501 $7,583 $8,335 $8,784 $10,224 $11,574 $12,586 $4,320 $4,217 $4,156

Cash & Cash Equivalents $2,254 $1,294 $1,928 $1,826 $1,005 $931 $227 $166 $313 $1,361 $841 $500

EBITDA margin % 15.8% 15.6% 12.1% 18.5% 15.2% 13.9% 21.3% 18.7% 16.8% 20.5% 19.1% 16.2%

ROA - EBIT / Average Assets 7.5% 8.5% 5.8% 9.9% 8.7% 7.5% 14.1% 13.1% 11.6% 6.0% 6.9% 5.7%

EBITDA / Interest Expense 16.4x 17.3x 11.8x 14.3x 16.0x 14.0x 9.6x 9.5x 8.5x 4.5x 5.5x 4.9x

Debt / EBITDA 2.6x 2.7x 5.0x 3.0x 3.3x 3.6x 2.6x 3.1x 3.6x 5.6x 5.0x 5.5x

RCF / Debt 22.3% 18.6% 11.3% 19.5% 19.4% 14.9% 25.6% 21.2% 17.7% 11.2% 15.1% 13.9%

(in USD million)

Akzo Nobel N.V. PPG Industries, Inc. Sherwin-Williams Company (The) Axalta Coating Systems Ltd.

Baa1 Negative A3 Stable Baa2 Positive Ba3 Positive

[1] All figures and ratios calculated using Moody's estimates and standard adjustments. AkzoNobel's LTM Jun-22 figures do not include the €750 million debt repayment that took place in
July 2022.
[2] FYE = Financial year-end. LTM = Last 12 months. RUR* = Ratings under review, where UPG = for upgrade and DNG = for downgrade.
Source: Moody's Financial Metrics™

Exhibit 11

Moody's-adjusted debt reconciliation for Akzo Nobel N.V.[1][2]

FYE FYE FYE FYE FYE LTM

(in EUR million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Jun-22

As Reported Total Debt 3,273.0 2,398.0 2,211.0 2,890.0 3,550.0 5,723.0

Pensions 1,057.0 505.0 592.0 580.0 495.0 495.0

Leases 633.0 372.0 0.0 0.0 0.0 0.0

Non-Standard Adjustments 391.0 0.0 0.0 0.0 0.0 0.0

Moody's Adjusted Total Debt 5,354.0 3,275.0 2,803.0 3,470.0 4,045.0 6,218.0

[1] All figures are calculated using Moody's estimates and standard adjustments. LTM Jun-22 figures do not include the €750 million debt repayment that took place in July 2022.
[2] Periods are financial year-end unless indicated. LTM = Last 12 months.
Source: Moody's Financial Metrics™

Exhibit 12

Moody's-adjusted EBITDA reconciliation for Akzo Nobel N.V.[1][2]

FYE FYE FYE FYE FYE LTM

(in EUR million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Jun-22

As Reported EBITDA 1,484.0 908.0 1,301.0 1,366.0 1,533.0 1,267.0

Unusual Items - Income Statement 67.0 110.0 150.0 0.0 0.0 0.0

Pensions (12.0) 54.0 (19.0) (9.0) (35.0) (35.0)

Leases 211.0 124.0 0.0 0.0 0.0 0.0

Interest Expense - Discounting (16.0) 0.0 (14.0) (10.0) 0.0 2.0

Non-Standard Adjustments 556.0 (20.0) (20.0) 0.0 0.0 0.0

Moody's Adjusted EBITDA 2,290.0 1,176.0 1,398.0 1,347.0 1,498.0 1,234.0

[1] All figures are calculated using Moody's estimates and standard adjustments.
[2] Periods are financial year-end unless indicated. LTM = Last 12 months.
Source: Moody's Financial Metrics™
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Exhibit 13

Akzo Nobel N.V.'s historical Moody's-adjusted financial data[1][2]

FYE FYE FYE FYE FYE LTM

(in EUR million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Jun-22

INCOME STATEMENT

Revenue 14,575 9,256 9,276 8,530 9,587 10,191

EBITDA 2,290 1,176 1,398 1,347 1,498 1,234

EBIT 1,493 830 1,038 976 1,144 874

BALANCE SHEET

Cash & Cash Equivalents 1,311 8,251 1,388 1,842 1,138 1,844

Total Debt 5,354 3,275 2,803 3,470 4,045 6,218

Net Debt 4,043 (4,976) 1,415 1,628 2,907 4,374

CASH FLOW

Funds from Operations (FFO) 1,599 1,100 827 1,158 1,144 1,080

Change in Working Capital Items (105) (205) (252) 165 (463) (690)

Cash Flow From Operations (CFO) 1,494 895 575 1,323 681 390

Capital Expenditures (440) (291) (322) (363) (388) (393)

Dividends (346) (447) (446) (385) (391) (380)

Free Cash Flow (FCF) 708 157 (193) 575 (98) (383)

Retained Cash Flow (RCF) 1,253 653 381 773 753 700

RCF / Debt 23.4% 19.9% 13.6% 22.3% 18.6% 11.3%

RCF / Net Debt 31.0% -13.1% 26.9% 47.5% 25.9% 16.0%

FCF / Debt 13.2% 4.8% -6.9% 16.6% -2.4% -6.2%

PROFITABILITY

EBIT margin % 10.2% 9.0% 11.2% 11.4% 11.9% 8.6%

EBITDA margin % 15.7% 12.7% 15.1% 15.8% 15.6% 12.1%

INTEREST COVERAGE

EBIT / Interest Expense 10.0x 5.5x 11.1x 11.9x 13.2x 8.4x

EBITDA / Interest Expense 15.3x 7.9x 15.0x 16.4x 17.3x 11.8x

LEVERAGE

Debt / EBITDA 2.3x 2.8x 2.0x 2.6x 2.7x 5.0x

Net Debt / EBITDA 1.8x -4.2x 1.0x 1.2x 1.9x 3.5x

[1] All figures are calculated using Moody's estimates and standard adjustments. LTM Jun-22 figures do not include the €750 million debt repayment that took place in July 2022.
[2] Periods are financial year-end unless indicated. LTM = Last 12 months.
Source: Moody's Financial Metrics™

Ratings

Exhibit 14

Category Moody's Rating
AKZO NOBEL N.V.

Outlook Negative
Senior Unsecured -Dom Curr Baa1
Commercial Paper P-2
Other Short Term -Dom Curr (P)P-2

Source: Moody's Investors Service
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