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Summary
Ultrapar Participacoes S.A.'s (Ultrapar) Ba1 rating primarily reflects the company’s solid business
model, low-risk profile, stable cash flow and leading positions in different segments. Over
the past few years, the company has demonstrated its ability to post robust growth across
all business lines, and sustain conservative credit metrics and strong cash generation despite
adverse market conditions and a sizable capital spending plan.
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At the same time, the rating is primarily constrained by the Government of Brazil's Ba2
rating (outlook: stable). The company's high capital spending, acquisitive growth strategy and
dependence on a few key suppliers for raw materials are additional negative credits. The more
cyclical nature of the company's specialty chemicals business is also a credit negative, although
to a lesser extent.

Credit strengths
»

Strong brand names and efficient operations

»

Fuel distribution, which has defensive characteristics and offers growth opportunities

»

Conservative debt protection metrics and liquidity profile

»

Best practices in terms of corporate governance standards
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Credit challenges
»

Brazil's sovereign rating, which constrains Ultrapar's ratings
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Rating outlook
The stable outlook on Ultrapar's rating mirrors Brazil's sovereign rating outlook.

Factors that could lead to an upgrade
An upgrade could happen in case of an upgrade in Brazil's sovereign rating, and is dependent on the company maintaining its strong
credit metrics and liquidity profile.

Factors that could Lead to a downgrade
Negative actions on Brazil's sovereign rating could trigger a downgrade of Ultrapar's ratings. Quantitatively, negative pressure on the
ratings could arise in case of:
»

a deterioration in the group's liquidity position

»

an increase in leverage (debt/EBITDA above 4.0x) without prospects of deleveraging in the near term

»

a drop in interest coverage, as measured by EBIT/interest expense, to below 2.5x for a prolonged period

»

operating margin below 3.0%

Key indicators
Exhibit 1

Ultrapar Participacoes S.A. [1]
Moody's 12-18 Month
Forward View

Dec-12

Dec-13

Dec-14

Dec-15

Dec-16

Dec-17

27,690.2

28,365.0

28,876.1

23,086.1

22,296.8

25,060.4

4.2x

4.5x

3.4x

3.3x

2.9x

2.9x

2.3x-2.7x

RCF / Net Debt

41.3%

34.0%

31.0%

35.7%

17.5%

14.6%

15%-18%

Debt / EBITDA

2.4x

2.2x

2.4x

2.1x

2.5x

3.0x

2.8x-3.1x

US Millions
Revenue
EBIT / Interest Expense

25,000-26,000

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Profile
Ultrapar Participacoes S.A. (Ultrapar), headquartered in Sao Paulo, Brazil, is engaged in fuel (Ipiranga Produtos de Petróleo S.A.,- Ba1 stable)
and liquefied petroleum gas (LPG)(Ultragaz) distribution, specialty chemicals production (Oxiteno), storage of liquid bulk (Ultracargo)
and retail drugstores (Extrafarma). In 2017, Ultrapar reported consolidated net revenue of BRL80 billion (about $25.0 billion) and an
operating margin of 3.6%. Fuel distribution is the group's largest business segment, representing 85% of consolidated net revenue and
77% of EBITDA in 2017.

Detailed credit considerations
Strong brand names and efficient operations
Ultrapar is one of the largest Brazilian non-financial conglomerates, with a significant presence in fuel and LPG distribution, specialty
chemical production, storage and drugstore retail businesses in Brazil. The company has strong brand names across its business segments
and efficient operations, provided through well-developed logistics services and a wide footprint in Brazil.
Ipiranga is one of the largest fuel distributors in Brazil, with 8,005 gas stations throughout the country as of December 2017. The fuel
distribution sector in Brazil is well consolidated, with the three main companies BR Distribuidora, owned by (Petroleo Brasileiro S.A. Petrobras (Ba2 stable), Ipiranga and Raizen Energia S.A. (Ba1 stable) representing about 75% of the market. In 2017, Ipiranga accounted
for 85% of Ultrapar group's revenue and 77% of its EBITDA, with an EBITDA margin of 4.6%.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Oxiteno is focused on the production and commercialization of specialty chemicals, in which it is the largest producer in Latin America.
The prospects of the specialty chemicals business are tied to the Brazilian economy, with demand typically growing at twice the rate of
GDP. Even with the very weak economic environment in the country, the volumes of specialty chemicals sold in the LTM December 2017
increased 5%, boosted by a stronger first quarter of 2017, with an almost 2.8% increase in the volumes sold. The performance of glycol
volumes continues to improve, up 16% in the LTM December 2017. Although this business segment is relatively small, representing a
modest 5% of consolidated revenue, its EBITDA contribution to the group continues to increase, in the LTM December 2017 it represented
7% of consolidated EBITDA. Further growth will come from the maturity of investments made in Brazil over years, and from acquisitions
and investments abroad as consolidation opportunities within the country are limited.
Exhibit 2

Exhibit 3

Revenue breakdown by segment

EBITDA breakdown by segment

As of December 2017

As of December 2017
Extrafarma
2%

Ultracargo
1%
Ultragaz
8%

Extrafarma
1%

Ultracargo
3%

Oxiteno
5%

Ipiranga
84%

Sources: Moody's Investors Service, Ultrapar

Ultragaz
11%
Oxiteno
7%

Ipiranga
78%

Sources: Moody's Investors Service, Ultrapar

Ultragaz is the leader in the mature LPG distribution business, with strong brand awareness and good relationships with resellers. 2017
was an especially hard year for Ultragaz, with a decline in the bulk segment due to the less favorable operating environment, as a result
of successive LPG cost variations and increased sales to industrial customers in Q4 2016. In 2017, volumes were down 1% from those in
2016. We expect demand from the household and industrial segments to follow Brazil's GDP performance.
Ultracargo focuses on liquid bulk storage. The business is focused on capacity expansion, through a combination of organic growth and
acquisitions. In April 2015, a fire at Ultracargo's terminals at the Santos port compromised six storage tanks and led to a temporary
reduction in the company's storage capacity by 23%. The bulk storage segment contributed 3% of consolidated EBITDA in 2017.
Ultracargo's average storage increased in 2017when compared to 2016, reflecting the business opportunities associated with increased
fuel handling and a partial resumption of activities at the Santos terminal in June 2017.
Extrafarma ended 2017 with 394 stores. The drugstore chain is one of the leaders in its segment in the north and northeast regions of
Brazil. Long-term growth prospects for the drugstore retail industry in the country are supported by the aging population and increased
availability of RX drugs and generic drugs. As Ultrapar executes its plan to expand the footprint of Extrafarma's drugstores, organic growth
rates for this business segment should increase. Profitability is also expected to improve in the long term on the back of a more efficient
distribution network and ramp-up of new stores.
Fuel distribution has defensive characteristics and offers growth opportunities
Ultrapar's cash flow relies highly on the performance of the fuel distribution business, which has tight margins but is relatively resilient to
economic downturns. The resilient performance, combined with the company’s leading position in other business segments, is a long-term
competitive advantage and has translated into robust revenue and profitability growth in the past, even under adverse macroeconomic
conditions.
The consumption of gasoline and ethanol, which represents around 49% of Ipiranga's sales volume, is tied to the country's auto fleet size.
The lack of a well-developed public transportation system in Brazil, the still-low penetration of light vehicles in the country, the increase
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in the population's standards of living and low scrapping rates offer further long-term growth opportunities for companies in this sector.
Although the pace of growth in the sale of new vehicles dropped sharply in 2015 and 2016, a sizable fleet of light vehicles still supports
the retail fuel distribution segment as of 2017. In 2017, the combined sales volume for gasoline and ethanol increased 1%.
Diesel consumption (50% of sales volume), however, is linked to the level of economic activity and follows GDP growth. Brazil is facing
a difficult scenario in terms of industrial activity and economic growth, which hurt diesel sales in 2015 and 2016. Ultrapar has been able
to manage efficiency gains to preserve profitability. In 2017, the sales volume of diesel fell 2%, but showed a recovery with a 6% increase
in Q4 2017 from the year-earlier period. we expect growth to persist in 2018 as GDP advances and a record agricultural harvest pushes
demand for diesel.
Dependence on key suppliers, but new gasoline pricing policies are positive
Ultrapar's dependence on a few key raw material suppliers is a credit negative, although we recognize the company's lack of options, given
the suppliers' dominant positions in their operating sectors. The company's solid track record in dealing and managing such relationships
also mitigates this risk.
Since 2015, Petrobras has adopted a stance to update local prices taking into consideration global crude oil prices, before prices were
controlled and barely changed, even when there was a considerable disparity between domestic and external prices. The disparity between
markets started to incentivize fuel imports, now, even after the change in Petrobras policies, distributors continue to see imports as an
alternative for supply. Compared to buy domestically, importation requires (1) more working capital, (2) planning with longer lead time
to receive the products, (3) use of hedges for protection against foreign-exchange volatility, and (4) a capable storage and distribution
structure, which favors larger companies.
Still, Ultrapar and other companies within the fuel distribution segment rely on Petrobras for nearly all of their diesel, gasoline, natural
gas and LPG supplies. The terms and conditions for the purchase of fuel are renewed annually and are common for all distributors in
the country. We believe there is a mutual reliance between Petrobras and fuel distributors in Brazil, which reduces cost asymmetries and
transfer risks. Ethanol, however, is supplied by around 400 local sugar mills, leaving Ipiranga less vulnerable to suppliers' bargaining power
in terms of prices and terms.
Oxiteno, in turn, depends on Braskem S.A. (Ba1 stable) for its ethylene supply in Brazil. In Mexico and Venezuela, Oxiteno is fully dependent
on Petroleos Mexicanos (PEMEX, Baa3 negative) and Petroquimica de Venezuela S.A. - Pequiven (a subsidiary of Petroleos de Venezuela
S.A. [PDVSA, C stable]) for the supply of ethylene oxide.
Acquisitive nature is a credit negative
Acquisitions have been a key part of Ultrapar's growth strategy and the company's credit metrics may suffer following any significant M&A
activity. Nevertheless, the company has a proven track record of successfully deleveraging its balance sheet following sizable acquisitions
and investment programs, as demonstrated in the case of Texaco (BRL1.4 billion in 2009).
Recently, CADE blocked the two acquisition offers made by Ultrapar: (i) Alesat Combustíveis S.A., the fourth-largest fuel distributor in
Brazil, which would solidify Ipiranga's position as the second-largest company; and (ii) Liquigás S.A., the second-largest LPG distributor
in Brazil to be sold by Petroleo Brasileiro S.A. - PETROBRAS (Ba2 stable). The latter acquisition would drive Ultragaz's market share to
45% from around 24% on LPG.
The assigned ratings incorporate our expectation that any future sizable acquisition will be structured in a way to preserve Ultrapar's
credit metrics and that the company will continue to efficiently integrate the acquired assets.
High capital expenditure on the back of an improving economic environment
We expect Ultrapar revenues to increase by 3.8% to BRL 83,240 in 2018. The main driver will be an increase in the volumes of diesel
sold, but gasoline and ethanol will also benefit from an increase in light-vehicle fleet and number of Ipiranga gas stations. Oxiteno
will benefit from additional capacity initiating at Pasadena, US. Ultracargo also increased capacity with the acquisition of TEAS with
46k m3. In 2017 effective storage was of 724k m3. Extrafarma should present the highest percentage growth in revenues with the
maturation of recently opened stores and the continuity of the expansion plan.
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With the recent frustrated acquisition attempts Ultrapar turned its focus to organic growth making a capex of BRL 2.1 billion in 2017
compared to BRL 1.7 billion in 2016. For 2018 capex will be even more robust at BRL 2.6 billion.
The bulk of the investment, BRL 1.5 billion, will go to fuel distribution, half of it to grow the number Ipiranga gas stations, convenience
stores and oil changing franchises and other half to expand logistics infrastructure and others.
Best practices in terms of corporate governance standards
Ultrapar's major shareholder is Ultra S.A. Participacoes (with 22% of total shares), the investment vehicle of the founding Igel family, as well
as current and former members of the management team. All remaining shares, except the shares held in treasury (2% of Ultrapar's total
capital), are freely traded on the market. Ultrapar is listed both on the New York Stock Exchange through ADR Level III and BM&FBovespa,
where it is part of the Novo Mercado, the highest level of corporate governance standards in Brazil.
Ultrapar adopts best practices in terms of corporate governance standards, including the existence of audit and compensation
committees, and the minimal 30% independent members on the board of directors. Dividends are aggressive, with a mandatory payout
of 50% of adjusted net income, according to the company's bylaws, but expected not to strain free cash flow generation.
Rating stands one notch above Brazil's bond rating
Ultrapar's Ba1 rating stands one notch above Brazil's government bond rating of Ba2. Granted only on an exceptional basis, the notching
represents a fundamental corporate profile that is stronger than the sovereign's bond rating. In the case of Ultrapar, this is illustrated
by the resilient nature of its cash flow and its financial flexibility, which allows the company to withstand Brazil's weakened economic
and fiscal conditions.
Despite Ultrapar's revenue and asset concentration in Brazil, we believe that it has a strong financial profile and a resilient business
model, which limit the impact of weak domestic economic fundamentals on the company's creditworthiness. The company's fuel and LPG
distribution businesses are resilient, with strong defensive characteristics, allowing Ultrapar to generate stable growth rates even during
economic recessions. Furthermore, despite its relatively short debt maturity schedule, we believe Ultrapar has the financial flexibility to
reduce capital spending and dividend payments to preserve liquidity and reduce its reliance on domestic banks or capital markets to fund
operations in case of need.

Liquidity analysis
Conservative debt protection metrics and liquidity profile
Despite its relatively short debt amortization schedule, Ultrapar has a track record of prudently managing its liquidity, with cash positions
comfortably covering its debt due over the next 12 months, and proactive liability management initiatives. Moreover, Ultrapar has around
BRL1.6 billion in committed facilities for capital spending purposes with BNDES Participações S.A., and good access to the local and
international financial markets.
Exhibit 4

Cash and equivalents, and outstanding debt amortization schedule
As of December 2017
7,000

6,286
6,000

BRL Millions

5,000
4,000

3,504

3,016

3,047

4 to 5 Years

Thereafter

3,000
1,827

2,000

1,303
895

1,000
Cash & Equivalents

ST

1 to 2 Years

2 to 3 Years

3 to 4 Years

Sources: Moody's Investors Service, Ultrapar
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Ultrapar’s debt coverage ratios are at the top of the historical highs of 2.0x-3.0x, but so is its cash at BRL6.2 billion. The adjusted gross
leverage ratio was 3.0x for the 12 months ended December 2017, and since we first rated the company in May 2008, this metric has never
exceeded 3.0x, even following major acquisitions, under adverse market conditions and sizable capital spending plan. The company has
a maximum reported net leverage target of 1.5x and has historically complied with the measure.
Exhibit 5

Exhibit 6

Adjusted leverage (debt/EBITDA) evolution

Debt breakdown by currency

As of December 2017

As of December 2017

3.5x

Foreign Currency
- Non-Hedged
4%

3.0x
3.0x
2.5x

2.4x

2.5x

2.2x

2.1x

Foreign Currency
- Hedged
28%

2.0x

1.5x
Local Currency
68%
1.0x

0.5x

0.0x

2013

2014

2015

2016

2017

Sources: Moody's Investors Service, Ultrapar

Sources: Moody's Investors Service, Ultrapar

Rating methodology and scorecard factors
Ultrapar's grid-indicated rating under our Retail Industry rating methodology (published in October 2015) maps to Baa2, while the
assigned ratings of Ba1 are primarily constrained by Brazil's sovereign rating of Ba2.
Exhibit 7

Rating factors
Ultrapar Participacoes S.A.
Current
FY 12/31/2017

Retail Industry Grid [1][2]

Factor 1 : Scale (10%)

Moody's 12-18 Month Forward View
As of 4/10/2018 [3]

Measure

Score

Measure

Score

$25.1

A

$25-26

A

a) Stability of Product

A

A

A

A

b) Execution and Competitive Position

Ba

Ba

Ba

Ba

2.9x

Ba

2.3x-2.7x

Ba

a) Revenue (USD Billion)
Factor 2 : Business Profile (30%)

Factor 3 : Leverage and Coverage (45%)
a) EBIT / Interest Expense
b) RCF / Net Debt

14.6%

Ba

15%-18%

Ba

c) Debt / EBITDA

3.0x

Baa

2.8x-3.1x

Baa

A

A

A

A

Factor 4 : Financial Policy (15%)
a) Financial Policy
Rating:
a) Indicated Rating from Grid

Baa2

Baa2

b) Actual Rating Assigned

Ba1

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2] As of 12/31/2017(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 8

Moody's-adjusted debt breakdown
Ultrapar
FYE
Dec-12
3,035.8

FYE
Dec-13
2,954.2

FYE
Dec-14
3,150.7

FYE
Dec-15
2,250.0

FYE
Dec-16
3,507.9

FYE
Dec-17
4,097.1

97.5

86.9

137.3

127.0

155.7

241.9

1.9

1.6

1.6

1.1

1.3

1.3

3,135.2

3,042.7

3,289.6

2,378.2

3,664.9

4,340.3

As Reported EBITDA

FYE
Dec-12
1,340.8

FYE
Dec-13
1,453.8

FYE
Dec-14
1,486.6

FYE
Dec-15
1,305.8

FYE
Dec-16
1,332.9

FYE
Dec-17
1,493.3

Operating Leases

20.5

19.1

31.1

30.7

29.2

50.3

Unusual

11.9

23.2

20.4

31.6

35.1

-29.5

Non-Standard Adjustments

-5.4

2.3

7.0

3.3

-2.2

-6.5

1,367.9

1,498.4

1,545.1

1,371.4

1,395.0

1,507.5

(in US Millions)
As Reported Debt
Operating Leases
Non-Standard Adjustments
Moody's-Adjusted Debt
Source: Moody's Financial Metrics™
Exhibit 9

Moody's-adjusted EBITDA breakdown
Ultrapar
(in US Millions)

Moody's-Adjusted EBITDA
Source: Moody's Financial Metrics™
Exhibit 10

Peer comparison table
Ultrapar Participacoes S.A.

Sunoco LP

Ba1 Stable

Alimentation Couche-Tard, In

Ba3 Stable

Baa2 Stable

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

FYE
Dec-15

FYE
Dec-16

FYE
Dec-17

FYE
Apr-15

FYE
Apr-16

LTM
Oct-17

Revenue

$23,086

$22,297

$25,060

$18,460

$9,986

$11,723

$34,530

$34,145

$43,026

EBITDA

$1,371

$1,395

$1,508

$778

$639

$594

$2,193

$2,621

$3,045

Total Debt

$2,378

$3,665

$4,340

$2,676

$5,230

$4,898

$5,565

$5,336

$9,863

Cash & Cash Equiv.

$886

$1,747

$1,895

$73

$103

$28

$576

$599

$995

EBITDA Margin

5.9%

6.3%

6.0%

4.2%

6.4%

5.1%

6.4%

7.7%

7.1%

EBIT / Int. Exp.

3.3x

2.9x

2.9x

3.1x

2.1x

1.6x

9.5x

9.7x

8.0x

(in US millions)

Debt / EBITDA

2.1x

2.5x

3.0x

3.4x

8.2x

8.2x

2.5x

2.0x

3.2x

RCF / Net Debt

35.7%

17.5%

14.6%

11.4%

-0.3%

-1.3%

30.5%

42.0%

25.5%

1.1%

-9.1%

-10.4%

-16.4%

-2.7%

-5.5%

17.8%

16.5%

7.4%

FCF / Debt
Source: Moody's Financial Metrics™
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Ratings
Exhibit 11

Category
ULTRAPAR PARTICIPACOES S.A.

Outlook
Corporate Family Rating
NSR Corporate Family Rating

Moody's Rating

Stable
Ba1
Aaa.br

ULTRAPAR INTERNATIONAL S.A.

Outlook
Bkd Senior Unsecured

Stable
Ba1

IPIRANGA PRODUTOS DE PETROLEO S.A.

Outlook
Bkd Senior Unsecured -Dom Curr
NSR BACKED Senior Unsecured

Stable
Ba1
Aaa.br

Source: Moody's Investors Service
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