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Research Update:

Facilities Services Firm ISS 'BB-' Rating
Affirmed, Off Watch Pos On Termination Of
Acquisition By G4S; Outlook Stable

Overview

e U K -based security services conpany A4S PLC has abandoned plans to
acqui re Denmark-based facilities services group |ISS A/ S.

e The acquisition would have invol ved (A4S repayi ng about £1.1 billion of
I SS' debt with proceeds of a share rights issuance, and the majority of
the remai ni ng debt by way of an acquisition facility.

W are therefore affirmng our long-termcorporate credit rating on | SS
at 'BB-' and renmpbving it from CreditWatch positive.

e 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.

Rating Action

On Nov. 2, 2011, Standard & Poor's Ratings Services affirned its 'BB-'

| ong-term corporate credit ratings on Dennmark-based facilities services
provider 1SS A/S (ISS) and related entities 1SS Wrld Services A/S and | SS

Fi nanci ng PLC, and renoved them from Credi t WAt ch, where they were placed with
positive inplications on Cct. 19, 2011. The outlook is stable.

At the sane tinme, we renmoved from Credi t Watch positive our 'B' issue ratings
on | SS €581.5 nillion subordinated facility (including the add-on notes) due
2016; on ISS G obal A/S €110.4 mllion issuance under the €2 billion
unsecured euro nediumtermnote (EMIN) program due 2014; and on ISS

Fi nancing's €525 mllion secured notes due 2014.

Rationale

The affirmation and renoval from CreditWatch reflect the termi nation of AS
proposed acquisition of 1SS for £5.2 billion. Under the acquisition, 4S would
have repaid about £1.1 billion of 1SS debt with proceeds of a share rights

i ssuance, and the majority of the remaining debt by way of an acquisition
facility. This would have reduced debt levels at |SS.

We anticipate that 1SS organic revenue growmh will slow somewhat, to about
5.7%in the second half of 2011, as a result of weaker gl obal econonic
conditions and continued uncertainty in its Mediterranean markets. W forecast
that the group's full-year 2011 adjusted EBI TDA margin will be about 6.8%
down slightly fromjust nmore than 7% in 2010. W believe that ISS credit
metrics will inprove sonewhat throughout 2011, to 6.6x at year-end (down from
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7.5x in 2010), after which we anticipate a further inprovement supported by
strengt heni ng operating cash flows and sl ow but steady del everaging.
Furthernore, we anticipate that funds fromoperations (FFO to Standard &
Poor' s-adj usted debt will reach 9% by Decenber 2011

The ratings continue to reflect our view of the group's highly | everaged
financial risk profile and weak credit metrics. They al so take into account
the potential for shareholder-friendly policies as a result of ISS private
equity ownership. Wage inflation is another risk that could wei gh negatively
on | SS cost base, should the group find it difficult to pass the rel ated cost
i ncrease onto custoners.

These weaknesses are partially mtigated by |ISS strong business risk profile,
under pi nned by a solid business position in an attractive--albeit fragnmented
and conpetitive--industry and its sound service delivery platformthat enables
organic growth. Wth 2010 year-end sal es of Danish krone (DKK) 74.1 billion

I SS benefits froma strong business position, particularly in Northern Europe,
where it is a leader in nost of its markets. Although there are few barriers
to entry and pricing is conpetitive in the facilities services sector, the
group has relatively high contract-retention rates of about 90% and is |arge
enough to benefit from econoni es of scale. Additional business strengths are

I SS' good geographic diversity and highly diversified customer base.

Liquidity

We assess ISS liquidity as adequate under our criteria. The unused anmpunt
under the revolving credit facility (DKK900 nillion) and excess cash and
equi val ents (which we estimate at DKK1.5 billion at year-end Decenber 2011)
sufficiently cover short-termmaturities and peaks in working capital. W
anticipate that the group will continue to generate strong FFO of nearly DKK2
billion in the full year ending Dec. 31, 2011

We forecast total liquidity sources of DKK4.4 billion in Decenmber 2011, rising
to nearly DKK5 bhillion in Decenber 2012. In ternms of liquidity uses, we

proj ect that debt anortizations and a decrease in net working capital wll
consume about DKKO0O million in 2011 and DKK1 billion in 2012. W forecast
capital expenditures of DKKL1.0 billion in 2011 and DKK1.1 billion in 2012,
contributing to total uses of DKKL1.9 billion in 2011 and DKK2.1 billion in
2012. Therefore we foresee excess liquidity of nearly DKK2.5 billion in 2011
(sources exceeding uses by 2.3x), and DKK2.9 billion in 2012 (2.4x).

Fol | owi ng mi nor debt anortizations in 2011, 2012, and 2013, |ISS next
significant debt repaynents are not schedul ed until 2014 and 2015, as we
anticipate that the securitization programdue in 2013 will continue to be
rolled over. This revised repaynent schedule is the result of a successfu
"anmend and extend" exercise conpleted in June 2011, which also reset covenant
| evel s to incorporate adequate headroom We forecast that covenant headroom
will continue to be adequate in the mediumterm
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Recovery analysis

The issue ratings on ISS €581.5 mllion subordinated facility (including the
add-on notes) due 2016; on ISS Gobal's €110.4 nmillion issuance under the €2
billion unsecured EMIN program due 2014; and on ISS Financing's €525 mllion
secured notes due 2014 are 'B, two notches below the corporate credit rating
on I SS. The recovery ratings on these facilities are '6', indicating our
expectation of negligible (0% 10% recovery in the event of a paynment default.
For further information, see our full report on ISS A/S, published Cct. 14,
2011, on RatingsDirect on the dobal Credit Portal.

Outlook

The stable outlook reflects our viewthat |ISS operating performance will
remain steady in the near termthanks to the flexibility of its cost base.
VWil e an environnent of slower growth may occur worldw de in 2012, we
anticipate that credit nmetrics will remain broadly stable. Based on current

i nformati on, we anticipate that credit netrics will inprove gradually in the
medi umterm supported by continued organic growth in the md-single digits,
as well as by a reduction in debt-funded acquisitions. This should allow

adj usted debt to EBITDA to decline toward 5x-6x, and EBI TDA i nterest coverage
to increase to nmore than 2x over the mediumterm

Downside risk is nmost likely to arise froma change in acquisition strategy
toward | arger debt-financed acquisitions or a significant decline in organic
growm h rates toward zero or negative growth. Both factors could lead to a
reduction in credit netrics over a longer period than we woul d consi der
commensurate with the rating. Potential downside could also arise should the
group face difficulties in refinancing its nmaturing notes well before their
due dates. Upside rating potential is constrained by the group's highly

| everaged financial risk profile.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit

Portal, unless otherw se stated.

« U K -Based Security Services Conpany (AS 'BBB/ A-2' Rtgs Affirned
Fol | owi ng Announcenent To Acquire ISS; Qutlook Stable, Cct. 19, 2011

e« ISS AVS, Cct. 14, 2011

e Criteria Guidelines For Recovery Ratings On dobal Industrials |ssuers'
Specul ati ve- Grade Debt, Aug. 10, 2009

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

e Standard & Poor's Revises Its Approach To Rating Specul ati ve-G ade Credits
, May 13, 2008

2008 Corporate Criteria: Analytical Methodol ogy, April 15, 2008

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

e Critical Mass, Diversity And Cost Flexibility Support Success In European
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Busi ness Services, Nov. 19, 2007

Ratings List
Ratings Affirnmed; CreditWtch/Qutlook Action

To From
ISS A/'S
ISS dobal A'S
Corporate Credit Rating BB-/ St abl e/ - - BB-/ WAt ch Pos/ - -
I SS Wrld Services A/'S
Corporate Credit Rating BB-/ St abl e/ B BB-/ Wat ch Pos/ B
ISS A/'S
Subor di nat ed Debt B B/ Wt ch Pos
Recovery Rati ng 6 6
I SS Fi nanci ng PLC
Seni or Unsecured Debt* B B/ Wat ch Pos
Recovery Rati ng 6 6
ISS dobal A'S
Seni or Unsecur ed Debt B B/ Wat ch Pos
Recovery Rating 6 6

*Quaranteed by 1SS A/'S and |1 SS Wrld Services A'S.

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

Conplete ratings information is avail able to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.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
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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