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Rating Action Overview
- Spanish food retailer Distribuidora Internacional de Alimentacion S.A. (DIA) has not yet
established a sustainable long-term capital structure, although it is advancing in obtaining a
capital injection from main shareholder LetterOne Group and is in the process of refinancing its
debt.
- DIA's operating performance has been weak in the first half of 2019, and we expect the group's
leverage to remain elevated over the next two to three years, as its business model will need to
undergo heavy transformation to regain competitiveness and restore margins.
- We are keeping our outlook on DIA negative, and affirming our 'CCC' ratings on DIA and its
unsecured notes.
- The negative outlook reflects near-term pressures on DIA's liquidity, the execution risk of its
recapitalization plan, and uncertainties around the group's ability to turn the business around.
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Rating Action Rationale
Our rating on DIA reflects the uncertainties that remain around its capital structure and liquidity,
and our expectation that the group's leverage will remain elevated in the medium term.
In the first quarter of 2019, DIA reported a 4.3% like-for-like sales decline and 85.8% drop in
adjusted EBITDA (as calculated by the company) compared with €84.8 million reported in the
same period last year. Its operating performance was affected by a contraction of trade insurance
and supplier volumes granted to the group, which led to a substantial increase in out-of-stock
levels in stores. It was also affected by the first initiatives the group took to reposition its business
model, such as the de-franchising process.
We anticipate that DIA's business model will need to undergo heavy transformation to regain
competitiveness and restore margins. Such a transformation will likely carry some execution risks,
especially with regard to the pace and scope of the proposed implementation. DIA is likely to incur
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sizable restructuring costs that will further weigh on the group's profitability. This is in a context of
extreme competitive pressure, in particular in Spain from market leader Mercadona, forcing the
group to be very competitive on prices. We also factor in the ongoing negative impact of currency
movements in its Latin American operations that more than offset the healthy underlying trend of
its operations in that region.
As such, we anticipate DIA's leverage will remain elevated over the next two to three years. At the
end of the first quarter of 2019, the group's financial net debt amounted to €1.7 billion.
LetterOne Group, which now controls DIA with a 69.8% ownership, announced on May 20 that it
had reached a "lock-up" agreement with DIA's syndicated banks, which paves the path to a
long-term refinancing of its existing bank debt and facilities.
This lock-up agreement includes a term sheet that establishes, among other things:
- An extension of the maturity date of all DIA's existing syndicated credit facilities until March 31,
2023;
- Permission to raise new super senior facilities of up to €380 million;
- A financial covenant holiday until Dec. 31, 2020 (subject to a minimum cash level of €30 million
starting Dec. 31, 2019); and
- New guarantees and security for the syndicated credit facilities' lenders.
However, the lock-up agreement contains a number of events that would terminate the agreement
it the events are not fulfilled, including:
- The signing of a long-form documentation between DIA and its lenders in respect of all new
facilities, on or before June 15; and
- DIA receiving at least €490 million following completion of a share capital increase, on or before
July 19.
Hence, the completion of the share capital increase and the longer-term refinancing transactions
are conditional on the occurrence of several events. We understand that if the lock-up agreement
is not implemented or if there is any disagreement among the banks, LetterOne Group, or other
stakeholders, DIA could soon be in default, as its existing bank debt and facilities under the
December 2018 financing agreements have an initial maturity on May 31.
Since the banks have signed the lock-up agreement, the debt did not have to be repaid on May 31.
However, we understand that it would become due immediately if any termination event is
triggered and the lock-up agreement is terminated.
Once the recapitalization and the refinancing transaction have been approved, we will look into
the implications of these agreements. In particular, we will assess the resulting capital structure
and liquidity, the ranking for the different debt categories, the credit metrics for the company, its
latest operating performance, and the company's plans as regards the repayment of its €300
million bonds due in July 2019, €300 million bonds due April 2021, and €300 million bonds due
April 2023.

Outlook
The negative outlook reflects near-term pressures on DIA's liquidity and funding profile, and the
high execution risk of the group's plan to raise equity and recapitalize. It also reflects the group's
weak earnings and cash flow generation profile, and the obstacles it faces to turn its operations
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around with its new strategic plan in the unfavorable market context in Spain, Brazil, and
Argentina.

Downside scenario
We will lower the rating if DIA faces difficulties in executing its recapitalization plan, leading us to
assess that a default, distressed exchange, or restructuring have taken place or are inevitable
within six months.

Upside scenario
We could revise the outlook to stable and review the issuer credit rating if DIA is able to put in
place a sustainable and longer-term capital structure.
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Recovery Rating
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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.
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