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NEW YORK (S&P d obal Ratings) Jan. 3, 2019--S&P d obal Ratings is requesting
comments frominterested narket participants on proposed revisions to its

net hodol ogy for mmki ng anal ytical adjustnents to conpanies' reported financi al
dat a.

These revisions update our "Ratios And Adjustnents" nethodol ogy to provide
greater transparency. W have reorgani zed our framework into four overarching
principles and their associated adjustnents. W also nodified our adjustnents
for | ease accounting changes, which we expect will not significantly affect
our ratings. Based on our testing, we expect these proposed updates to result
in negligible rating changes and none by nore than one notch
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Bel ow are the key proposed changes to our existing methodol ogy:

1. W propose to organi ze our analytical adjustnents into three categories as

fol |l ows:

e "Routine" adjustnments, which are generally nade to all entities, where
appl i cabl e.

e "Situational" adjustnents, which are expected to be applied only in rare
circunstances and only if we believe that they will significantly inpact
a conpany's credit netrics and are not factored el sewhere in our rating
anal ysi s.

» "Sector-specific" adjustnents, which pertain only to particular sectors.

Sector-specific analytical adjustnments were previously part of our

i ndustry-focused Key Credit Factors articles. W propose to conbi ne al
sector-specific analytical adjustnments into a guidance docunment, the proposed
version of which is included in the appendix.

2. W propose revising five key ternms as foll ows:

e Funds fromoperations (FFO: FFOw ||l be cal cul ated by taking adjusted
EBI TDA, ninus cash interest paid mnus cash tax paid. Qur previous
definition of FFO was adjusted EBI TDA mi nus net interest expense m nus
current tax expense.

» Cash flow fromoperations (CFO: W propose eliminating our adjustments
to CFO for pensions and asset retirenent obligations.

e Discretionary cash flow (DCF): DCF will be depressed by share buybacks in
addition to cash dividends paid on cormon and preferred stock. DCF will
be cal cul ated as free operating cash flow (FOCF) m nus cash divi dends
pai d on conmon and preferred stock, |ess share buybacks. Qur previous
definition was FOCF nminus cash dividends paid on conmon and preferred
st ock.

e Cash interest paid: This will start with the cash interest paid reported
anount in the statenment of cash flows adjusted for capitalized interest,
coupon payments on debt-like hybrid instrunments, and any i nmputed
| ease-rel ated cash interest for conpani es where | ease paynents are
characterized as operating expenses. It is now a key conmponent of our FFO
calculation. Qur previous definition of cash interest paid was primarily
used for calculating the FFO cash-interest-cover ratio, and "cash
interest™ included only cash interest paynents on gross financial debt
(i ncluding bank | oans, debt capital narket instruments, finance |eases,
and capitalized interest).

e Capital: W have sinplified our definition of capital to no | onger adjust
for deferred taxes.

3. Proposed revision to adjustnent for |eases

In order to align our analytical adjustnent for operating | eases to the new
accounting, we propose to nodify our adjustnent to generally accept the

bal ance sheet treatnment for the U S. generally accepted accounting principles
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(U.S. GAAP) and International Financial Reporting Standards (IFRS) filers that

will now capitalize all |eases on the bal ance sheet by including the reported
| ease obligations in our adjusted debt. For U S. GAAP filers that capitalize
all leases, we will also adjust our inconme statenent and cash fl ow neasures to

renove the distinction between finance | eases and operating | eases.

For those entities not required to capitalize operating | eases on the bal ance
sheet, we will continue to adjust our debt, earnings, interest, and cash fl ow
neasures for operating | ease reporting.

In certain circunstances we may adj ust the ampbunt added to adjusted debt to
better reflect the | ease | everage. Qur expectation is that, in nbst cases, the
reported lease liabilities should be at least three tines the next 12 nonths

| ease conmit nments.

4. Proposed revision to adjustnent for accessible cash

We are proposing to elimnate any reference to a 25% haircut in our current
criteria. Instead, we will calculate our accessible cash adjustment on a
conpany-specific basis using informati on about each conpany's quickly
accessi bl e cash hol dings and i nvestnent portfolio.

5. Proposed revision to adjustnent for post-retirenment enployee benefits and
deferred conpensati on

We are proposing to elimnate the current interest expense cal culation for

U S. GAAP issuers that mimcs the | FRS net interest cost calculation. I|nstead,

we Will use the reported interest information under U S. GAAP. The primary
reason for this change is linked to our change in the FFO definition, which
wi Il be reduced by cash interest paid conpared to an accrual -based interest

expense under our previous definition, thereby not affecting FFO

6. Finally, we propose elinminating the analytical adjustments |isted bel ow
fromour existing ratios and adjustnents net hodol ogy because we have
determ ned that they do not have a material inmpact on our financial netrics:
Accrued interest;

Converti bl e debt;

Debt issuance costs;

Fai r val ue hedgi ng;

Per f or mance guar ant ees;

Debt adj ustnment for stock conpensation payable in cash

Equity adjustnent for post-retirement enpl oyee benefits, litigation, and
guar ant ees;

Last-in, first-out inmpact on inventory accounting (except on a
sector-specific basis), and

I nterest expense for securitization, sale, and factoring of receivables
and ot her assets.

We encourage interested market participants to submt their witten coments
on the proposed criteria by Feb. 4, 2019, to
htt p: // ww. st andar dandpoor s. com en_US/ web/ guest/ratings/rfc
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where participants

nmust choose fromthe Iist of avail able Requests for Coment links to |aunch

t he upl oad process (you may need to log in or register first). W will review
and take such comrents into consideration before publishing our definitive
criteria once the conment period is over. S&P d obal Ratings, in concurrence
with regulatory standards, will receive and post comments nade during the
coment period to

www. st andar dandpoors. conf en_US/ web/ guest/ratings/ratings-criterial/-/articles/cr
iterialrequests-for-coment/filter/all#rfc

We outline the proposed criteria in the article, "Request For Comment: Ratios
And Adj ustnents,"” which can be found on RatingsDirect and on our website at
www. st andar dandpoor s. com

under Actions & Criteria, Requests for Conment.

This report does not constitute a rating action.

The report is available to subscribers of RatingsDirect at www. capitalig.com
If you are not a RatingsDirect subscriber, you may purchase a copy of the
report by calling (1) 212-438-7280 or sending an e-mail to

resear ch_request @pgl obal .com Ratings information can also be found on S&P
d obal Ratings' public website by using the Ratings search box located in the
left colum at www. standardandpoors.com Menbers of the nmedia may request a
copy of this report by contacting the nmedia representative provided.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 3, 2019 4


http://www.standardandpoors.com/en_US/web/guest/ratings/ratings-criteria/-/articles/criteria/requests-for-comment/filter/all#rfc
http://www.standardandpoors.com/en_US/web/guest/ratings/ratings-criteria/-/articles/criteria/requests-for-comment/filter/all#rfc
http://www.standardandpoors.com

Copyright © 2018 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
and www.globalcreditportal.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 .STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 3,2019 §



