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Research Update:

Dell Inc. Corporate Credit Rating Lowered To 'BB-'
From 'BBB' On Proposed LBO; Outlook Stable

Overview

e U S conputer systens provider Dell Inc. expects to conplete its
approxi mately $25 billion acquisition by Mchael Dell and Silver Lake
Partners in Cctober 2013.

« W are lowering our corporate credit rating to 'BB-' from'BBB', our
commerci al paper rating to 'B from'A-2', and our issue-level ratings on
Dell's senior unsecured debt to 'B+ from'BBB , and assigning a '5'
recovery rating. W are renoving all ratings from CreditWatch

e W are also assigning our 'BB+ issue rating to Dell's proposed
first-lien secured debt totaling $7.5 billion, with a recovery rating of
"1", and our 'BB issue rating to the conpany's proposed $1.25 billion
second-lien notes due 2021 (with recovery rating of '2').

» The stable outl ook incorporates our expectation that Dell will use cash
bal ances and cash generation to reduce debt, and that ongoi ng cost
reduction initiatives will largely offset pricing pressures across Dell's
primary busi ness segnents.

Rating Action

On Sept. 11, 2013, Standard & Poor's Ratings Services |owered the corporate
credit rating on Round Rock, Tex.-based Dell Inc. to 'BB-' from'BBB', and the
commerci al paper rating to 'B from'A-2'. W renoved all ratings from
Credi t Wt ch, where we had placed themwith negative inplications on Feb. 5,
2013. The outl ook is stable.

We al so | owered our issue-level ratings on Dell's senior unsecured debt to
"B+ from'BBB', and assigned a '5" recovery rating, indicating our
expectations for nodest (10%to 30% recovery of principal in the event of a
paynment default.

At the same time, we assigned our 'BB+ issue rating to Dell's proposed

first-lien secured debt (which includes a $4 billion termloan B due 2020,
$1.5 billion termloan C due 2018, and $2 billion first-lien notes due 2020)
with a recovery rating of '1', indicating our expectation for very high (90%
to 100% recovery of principal in the event of a paynent default. W also
assigned our 'BB' issue rating to the conpany's proposed $1.25 billion
second-1ien notes due 2021 with recovery rating of '2', indicating our

expectation for substantial (70%to 90% recovery of principal in the event of
a paynment default.
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Rationale

The downgrade incorporates our revision of Dell's business risk profile to
"fair" from"satisfactory", reflecting ongoing pricing pressures and vol une
declines in PCs, which is still Dell's | argest business by revenue, and al so
our revision of its financial risk profile to "aggressive" from"nodest", pro
forma for the significantly higher |everage resulting fromthe proposed LBO

Dell's fair business risk profile reflects:

« The conpany's strong brand nanme and good market position across its
har dwar e product portfolio.

* A geographically diverse and broad custoner base.

e Highly conpetitive market conditions and weak denmand for persona
comput ers (which conprise nore than 60% of Dell's revenues).

» The acceleration of Dell's strategy to capture market share, which
materially lowered profitability in the first half of fiscal 2014 in
Dell's end user segnment.

e A nodest but inproving revenue nmix of higher-margin services and software.

Dell's aggressive financial risk profile reflects:

e Qur expectation that cost reduction and restructuring actions will
sustain Dell's conpetitive cost position post-LBO albeit at
| ower -t han- hi storical |evels.

 Adequate liquidity, including substantial post-closing cash bal ances.

e Pro forma adjusted debt to EBI TDA at about 5x as of Aug. 31, 2013.

e Dell's commitment to use sone of its cash portfolio and the majority of
free operating cash flow to reduce debt by $2 billion by January 2014,
with further reductions over tinme.

The current rating reflects our expectation that highly conpetitive nmarket
conditions and declining demand for PCs will continue to suppress revenue
growm h and EBI TDA over the rating horizon. In addition, a nore |everaged
capital structure and diminished free operating cash flow could inpede Dell's
ability to invest in growh businesses and successfully adapt to evol ving

t echnol ogi es and nmarket conditions. Based on total revenues, Dell is the
third-largest U S. conmputer systens conpany.

We expect adjusted EBITDA nargins to be in the 5% area in the near term down
from7.2%in fiscal 2013. Although Dell expects to reduce costs by nore than
$3.5 billion, full realization of the benefit of those actions is not expected
before the end of fiscal 2016. W al so believe that nuch of the potential cost
saving benefits will be reinvested in the businesses and help to of fset
pricing pressures, which we expect to be ongoing. Those factors are partially
of fset by an inproving revenue m x of higher margin services and software
sol uti ons.

We revised our assessnent of Dell's managenent and governance to "fair" from
"satisfactory", reflecting the conpany's post-LBO reliance on Mchael Dell's
position as controlling sharehol der
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Dell's "aggressive" financial profile reflects initial pro forma adjusted

| everage in the 5x area as of Aug. 31, 2013, and our expectation that Del

will maintain | everage bel ow 5x as of fiscal year-end Jan. 31, 2014 and
beyond. The current rating i ncorporates Dell's conmtnment to use some cash on
hand and the najority of free operating cash flow to reduce debt over the
near-to-internediate term R&D spending is less than 2% and capital
expenditures are expected to remmin about 1% of revenues, which should enable
the conpany to generate pro forma annual free operating cash flow in excess of
$1.5 billion.

Liquidity

Del |l has "adequate" liquidity, with sources of cash expected to exceed uses
for the next 12 nonths. W expect post recapitalization cash bal ances
(expected to be in excess of $6 billion) will be a material source of
liquidity and also fund a portion of the expected near-term debt reduction

Rel evant aspects of Dell's liquidity, in our view, are as follows:

» W see coverage of uses to be in excess of 1.2x for the next 12 nonths,
i ncludi ng noderate near-termdebt maturities.

« W expect that net sources would be positive in the near term even with
a 15% decline in EBITDA fromfiscal 2013 I|evels.

e Material, debt-financed acquisitions are not incorporated in the current
rating.

« Additional liquidity is provided by availability under Dell's $2 billion
asset - backed revolving credit facility maturing 2018 (unrated), expected
to be partially drawn at cl osing.

The proposed termloans and notes are not expected to contain financial

mai nt enance covenants.

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

Outlook

The stable outl ook reflects our expectation that Dell will use cash on the
bal ance sheet and free operating cash flow to repay debt on an ongoi ng basis.
Specifically, we expect Dell to repay about $2 billion of debt follow ng the
LBO transacti on cl ose, such that adjusted total debt to EBITDA i s bel ow 5x as
of Jan. 31, 2014. In addition, we expect the benefits from ongoi ng cost
reduction and restructuring initiatives will largely offset pricing pressure
across Dell's prinmary business segnents.

The potential for higher ratings is currently constrained by Dell's aggressive
financial risk profile, weak demand and profitability conditions in Dell's end
user and enterprise solutions segnents, and | ack of revenue and operating
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performance visibility. Although not likely in the near term we could | ower
ratings if a material shortfall in expected revenue and EBI TDA | evels, or
i nsufficient debt repaynents, results in adjusted | everage in excess of 5x.
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at ww. spcapitalig.com Al 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 |ocated in the |eft
col umm.
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