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Research Update:

Rockwood Specialties Group Inc. Upgraded To
‘BB-’, Outlook Stable; Recovery Ratings Revised

Overview

e (perating performance at U. S.-based specialty chenicals producer Rockwood
Specialties Goup Inc. has inproved in 2010. Qur expectation is that the
i mprovenent is sustainable.

e W are raising our ratings on the conpany, including the corporate credit
rating to 'BB-' from'B+'.

« W are revising the recovery rating on the conpany's senior secured debt
to 'l from'2' to reflect inproved recovery prospects follow ng the
recent paydown of senior secured debt. Qur recovery rating on the
subordi nat ed debt renmains unchanged at '6'.

» The stable outlook reflects our expectation that Rockwood will rnaintain
credit nmeasures in an appropriate range for the ratings during the next
year.

Rating Action

On July 29, 2010, Standard & Poor's Ratings Services raised its ratings on
Rockwood Specialties Goup Inc., including its corporate credit rating to
"BB-' from'B+'. The outlook is stable.

At the sanme tinme, we raised our rating on Rockwood's senior secured debt,
consisting of a revolving credit facility and termloans, to "BB+ from'BB-'.
The 'BB+' rating is two notches above the corporate credit rating. W al so
revised the recovery rating on the senior secured debt to '1', indicating our
expectation for very high recovery (90% 100% in the event of a paynent
default, from'2'. In addition, we raised the rating on the conpany's

subordi nated notes to 'B'" (two notches bel ow the corporate credit rating) from
"B-'. The '6' recovery rating on the subordinated notes, indicating negligible
recovery (0% 10% in the event of a paynent default, remains unchanged.

Rationale

Qur rating action reflects inprovenments to the conmpany's | everage-rel ated
credit netrics, due to higher earnings and cash flow in 2010, and | ower debt
levels relative to a year ago. Qur expectation is that inproved demand trends
and the continuing benefits froma cost reduction program are sustainable and
will contribute to a further gradual strengthening of credit measures over the
next year and beyond. Rockwood has reported hi gher sal es volunmes as denmand in
t he conpany's cyclical end markets has inproved, follow ng sharp
deteriorations in 2009. As a result, the conpany's quarterly revenues for
second quarter 2010 increased 20%relative to second quarter 2009. Qperating
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mar gi ns (before depreciation and anortization) in 2010 have reverted to

hi storical levels of approximtely 20% an inprovenent over the 18% achi eved

t hrough nost of 2009. These inprovenents, conbined with a neani ngful paydown
of debt, have lifted the ratio of funds fromoperations (FFO to total debt to
about 16% as of March 31, 2010, fromtrough |evels of 9% in 2009. The ratio as
of March 31, 2010, is pro forma for a July 29, 2010, $200 million debt
repayment of senior secured debt. This debt paydown foll ows approximately $300
mllion of debt reduction in 2009.

The ratings on Princeton, N. J.-based Rockwood reflect the conmpany's aggressive
financial profile and a satisfactory business risk profile. Leverage has
improved and is at levels appropriate for the rating. The ratio of FFO to
total debt is within the 12%to 20% band that we expect at the current rating.
We expect that the conpany will at |east maintain its |leverage-related credit
metrics at current levels, though it is also likely that nobdest inprovenments
could occur over the next several quarters, even after accounting for nodest
debt - funded acqui sitions and working capital increases. W believe nanagenent
will continue to be prudent in its capital spending plans and in any potentia
acqui sitions or sharehol der rewards, thereby maintaining a financial policy

t hat supports the current ratings.

Rockwood has an attractive portfolio of specialty chem cal businesses. During
t he past few years, the conpany has adjusted its business nix via
acqui sitions, divestitures, and the formation of joint ventures. Rockwood's
five maj or business |ines consist of:
» Specialty chenmicals (primarily surface treatnment chemicals and lithiunm;
* Performance additives (color pignments, tinber treatnent chenicals, and
cl ay- based additives);
e Titaniumdi oxide (primarily for textile fibers);
e Ceranics (used in nedical applications, electronics, and cutting tools);
and
e Specialty conpounds (thernoplastic materials primarily for wire and
cabl e).

Favorabl e nmarket positions in key specialty chenical products characterize the
conpany's business profile. Rockwood's proprietary nmanufacturing technol ogy
and | ongstandi ng service-intensive custoner relationships have contributed to
its | eadership positions, which in turn have contributed to the conpany's

heal thy operating margins. The conpany al so benefits fromdiversity inits
operations, including a broad range of applications catering to several end
user industries such as nmetals, autonobile, construction, and life sciences.
About 60% of revenues are derived from overseas markets, nobst notably Gernany.
The conpany's diverse and largely inorganic raw naterials have insulated its
mar gi ns sonewhat fromvol atile hydrocarbon prices.

Growm h prospects for the conmpany's segnents are reasonabl e but remain sonewhat
linked to economic growh, and are vul nerable to cyclical demand downturns. A
not abl e exception is the potential for growh in the conpany's lithium

busi ness, in which the conpany is a clear nmarket |eader. Gowh in this
segnent has the potential to be well above GDP rates and possibly insul ated
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from econoni c cycles, dependent instead on the pace of adoption of
environnent-friendly battery or electric-powered vehicles by the autonobile

i ndustry. However, the rate and tinmng of this potentially extraordinary
growmh is uncertain at this point, and notw thstandi ng these strengths,
overal | volunes and earnings remain sonewhat vul nerable to demand conpression
i n Rockwood's cyclical end-user industries.

Liquidity

Liquidity is adequate. As of June 30, 2010, the conpany had about $376 mllion
in cash and no utilization under its $250 mllion revolving credit facility.
As of July 30, we expect the revolving credit facility to shrink to $180
mllion following the maturity of a $70 nillion tranche of the facility. The
debt maturity profile is nanageabl e, though the conpany has a | arge anount of
about $1.7 billion maturing in 2014. W expect nanagenent will be proactive in
managi ng its maturity profile. Capital spending (adjusted for operating

| eases) is expected to revert to levels between $200 nmillion and $250 mllion
following a decline to levels bel ow $200 mllion during the recent recession

Cushi ons under the conpany's covenants are confortable. W expect cushions to
remai n confortabl e given our estimation that 12-nmonth EBI TDA will at |east
remain at current levels of nore than $600 million, and our belief that
management will continue to remain prudent with respect to the use of debt.
Qur rating factors in nodest acquisitions. W do not expect working capita
swi ngs to be pronounced, especially given the absence of exposure to volatile
hydrocarbon i nputs. Free cash flow generation is expected to be healthy.

Recovery analysis
For the conplete recovery analysis, see our recovery report on Rockwood to be
publ i shed on RatingsDirect following this report.

Outlook

The stable outl ook reflects our expectation that credit neasures will remain
appropriate for the ratings. W expect that the conpany will continue to
benefit fromits cost cutting program which is under inplenentation, and from
an ongoing revival in demand within its end markets. W assune a steady growth
in revenues over the next year and operating margins at current levels of 20%
Qur ratings do not factor in neaningful acquisitions or sharehol der rewards.

We could raise our ratings if operating performance inproves faster than
expected or if the conpany continues to pay down neani ngful anounts of debt so
that the ratio of FFOto total debt inproves and is maintained near 20% on a
sustai nabl e basis. A faster-than-expected i nprovenent to operating performance
could result fromrevenue growmh well above the mid-single-digit |level we
assurme and operating margins in excess of 20%

We could lower ratings if revenue growth unexpectedly stalls, or if nmargins
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revert to recession levels in the high teens so that FFOto total debt
declines below 12% w th no prospects for inprovenent.

Related Criteria And Research

* Criteria Methodol ogy: Business Risk/Financial R sk Mtrix Expanded My
27, 2009

* Key Credit Factors: Business And Financial Risks In The Comodity And
Specialty Chemical Industry Nov. 20, 2008

Ratings List

Upgr aded
To From
Rockwood Specialties Goup Inc.
Corporate Credit Rating BB-/ St abl e/ - - B+/ St abl e/ - -

Upgr aded; Recovery Ratings Revised
Rockwood Specialties Goup Inc.
Seni or Secur ed BB+ BB-

Recovery Rati ng 1 2
Subor di nat ed B B-
Recovery Rati ng 6 6

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at ww. gl obal creditportal.comand RatingsDirect
subscri bers at ww. ratingsdirect.com All 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
col um.
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