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Summary:

ISS A/S

Credit Rating: BB-/Stable/--

Rationale

The ratings on Denmark-based facilities services provider ISS A/S and related entities (ISS) reflect Standard & Poor's

Ratings Services' view of the group's highly leveraged financial profile and weak credit measures. The ratings also

take into account the potential for shareholder-friendly policies as a result of ISS' private equity ownership. Another

risk may take the form of wage inflation, which could weigh negatively on ISS' cost base should the group find it

difficult to pass the related cost increase onto customers.

The group's weaknesses are partially mitigated by its strong business risk profile, underpinned by a solid business

position in an attractive--albeit fragmented and competitive--industry and a sound service delivery platform for

driving organic growth. With 2011 year-end sales of Danish krone (DKK) 77.6 billion, ISS benefits from a strong

business position, particularly in Northern Europe, where it is a leader in most of its markets. Although there are

few barriers to entry and pricing is competitive in the facilities services sector, the group has relatively high contract

retention rates, and is large enough to benefit from economies of scale. It also benefits from good geographic

diversity and a highly diversified customer base.

S&P base-case operating scenario

Our revenue forecast incorporates our view that GDP in the European Union will only rise by 0.2% in 2012. We

continue to believe that ISS will perform better than the overall economy. In our base-case assessment, we anticipate

that revenues at year-end 2012 will rise by just over 4%, to nearly DKK81 billion, exhibiting slower organic growth

than in the year-ended December 2011, when it was reported at 6.2%. We forecast that organic growth will be

slower in most regions than in 2011, particularly in North America where organic growth was over 28% in 2011.

By contrast, we believe that organic growth in Western Europe (51% of 2011 revenue) will recover somewhat, as we

anticipate that there will be limited impact from disposals, when compared to 2011.

For ISS, we forecast that the Standard & Poor's-adjusted EBITDA margin will increase in 2012, by 20 basis points

to 7.1%. We anticipate that the main reason for this rise will be a recovery in margins in North America and a

strengthening of margins in Asia and Latin America. On the other hand, we forecast margins in Europe and Pacific

regions to be slightly weaker.

S&P base-case cash flow and capital-structure scenario

In our-base case assessment, we forecast that adjusted funds from operations (FFO) will reach about DKK3.4 billion

in 2012, demonstrating resilience in ISS's business model. We anticipate that unadjusted FFO will rise by DKK200

million from a 20 basis point rise in the EBITDA margin, and that the adjustments for operating lease depreciation

and pensions will increase at the same rate of revenues. We do not forecast one-off adjustments as in 2011 for the

initiated IPO process or restructuring costs, which added DKK270 million to adjusted FFO in the year-ending

December 2011. Hence, we anticipate FFO to be broadly in line with the 2011 figure.

Our base-case scenario also assumes a small cash outflow for acquisitions of DKK200 million. Accompanied by
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scheduled debt amortizations, we anticipate that cash will decrease by nearly DKK600 million in 2012 to just over

DKK3.5 billion. Overall, we believe that net debt will be broadly neutral, with adjusted FFO/debt at just over 9%,

the same level for the year-ended December 2011.

With our forecast increase in the adjusted EBITDA margin, we forecast that adjusted EBITDA will be just under

DKK6 billion in the year-ended December 2012. Therefore, we anticipate adjusted debt to EBITDA to be just over

6x in 2012, down from 6.8x at the end of December 2011.

Liquidity

We assess ISS' liquidity as "adequate" under our criteria, and consider that ISS has sound relationships with its

banks and a satisfactory standing in credit markets. Furthermore, we forecast that in 2012, sources of liquidity will

exceed uses by a coverage ratio of nearly 2.0x. We anticipate that this ratio will remain broadly stable in 2013.

Sources of liquidity include unused amounts available under the committed revolving credit facility (RCF) of nearly

DKK950 million, maturing in December 2014. Additionally, surplus cash and equivalents totaled DKK2.0 billion at

year-end December 2011, which we believe will sufficiently cover short-term maturities and peaks in working

capital. We anticipate that the group will continue to generate strong FFO of nearly DKK2.0 billion in the full

year-ending December 31, 2012. Consequently, we forecast total liquidity sources of just under DKK5.0 billion in

December 2012, falling somewhat to about DKK4.2 billion in December 2013.

In terms of uses of liquidity, we project that debt amortizations and an increase in net working capital will consume

about DKK1.2 billion in 2012 and DKK700 million in 2013. We forecast capital expenditure spending of just over

DKK1.2 billion in 2012 and DKK1.2 billion in 2013. In addition, we project an outflow of DKK200 million for

possible acquisitions, contributing to total uses of DKK2.6 billion in 2012, dropping to DKK2.1 billion in 2013.

Therefore, we estimate excess liquidity of nearly DKK2.1 billion in 2012 (sources exceeding uses by 1.8x), and to be

broadly stable at DKK2.1 billion in 2013 (2.0x).

Following minor debt amortizations in 2012 and 2013, ISS' next significant debt repayments are not scheduled until

2014 and 2015, as we anticipate that the securitization program due in 2013 will continue to be rolled over.

Covenant headroom is currently at adequate levels and we forecast that this headroom will reduce somewhat in

2012 as covenant targets tighten modestly.

Recovery analysis

The issue ratings on ISS' €581.5 million subordinated facility (including the add-on notes) due 2016; on ISS Global's

€110.4 million issuance under the €2 billion unsecured European Medium Term Note program due 2014; and on

ISS Financing's €525 million secured notes due 2014 are 'B', two notches below the corporate credit rating on ISS.

The recovery ratings on these facilities are '6', indicating our expectation of negligible (0%-10%) recovery in the

event of a payment default.

For further information, see ISS A/S Recovery Rating Profile, published Jan. 13, 2012, on RatingsDirect on the

Global Credit Portal.

Outlook

The stable outlook reflects our view that ISS' operating performance will remain steady in the near term, thanks to

the flexibility of its cost base. While a slower growth environment is likely to materialize in 2012, we anticipate that
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credit metrics would moderately improve and adjusted EBITDA margins would rise by 20 basis points. Based on

current information, we anticipate that credit measures will improve gradually in the medium term, supported by

continued organic growth in the mid-single digits, as well as by a reduction in net debt levels. This should allow

adjusted debt to EBITDA to decline toward 5x-6x, and EBITDA interest coverage to remain at about 2.5x in the

medium term.

Downside risk is most likely to arise from a change in acquisition strategy toward larger debt-financed acquisitions

or a significant decline in organic growth rates toward zero or negative growth. Both factors could, accompanied by

weaker margins, lead to a reduction in credit measures from those that we consider commensurate with the rating.

Potential downside could also arise should the group face difficulties in refinancing its maturing notes well before

their due dates.

Upside rating potential is constrained by the group's highly leveraged financial risk profile. We forecast that credit

metrics would not improve to levels commensurate with an "aggressive" financial risk profile before 2016.

Related Criteria And Research

All articles listed below are available on RatingsDirect on the Global Credit Portal, unless otherwise stated.

• Criteria Guidelines For Recovery Ratings On Global Industrials Issuers' Speculative-Grade Debt, Aug. 10, 2009

• Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, May 27, 2009

• Standard & Poor's Revises Its Approach To Rating Speculative-Grade Credits, May 13, 2008

• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

• 2008 Corporate Criteria: Ratios And Adjustments, April 15, 2008

• Critical Mass, Diversity And Cost Flexibility Support Success In European Business Services, Nov. 19, 2007

Additional Contact:
Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com
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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.

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 nonpublic information received in connection with each analytical process.

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 acknowledgement 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.

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.

No content (including ratings, credit-related analyses and data, 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.
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