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ISS A/S

Business Risk: STRONG

Issuer Credit Rating

O
Vulnerable Excellent
bbb bbb bbb
(o] O o]
Financial Risk: SIGNIFICANT BBB/Stable/--
O
Highly leveraged Minimal
Anchor Modifiers Group/Gov't
Credit Highlights

Overview

Key Strengths

Key Risks

Leading player, with strong reputation in the naturally resilient facilities
and services industry.

Highly competitive and fragmented facilities management sector.

Widely diversified geographic, customer, and market base.

Limited pricing flexibility and relatively lower margins versus larger
peers.

Strong free cash flow generation (FOCF), with low fixed-asset intensity
and capital expenditure (capex) needs.

Shareholder-friendly financial policy, albeit focused on maintaining
stable credit metrics.

Acquisition and investment strategy to focus on enhancing core service

Potential for weaker credit metrics in short-term resulting from

www.spglobal.com/ratingsdirect

offerings and key accounts. divestment of operations in 13 countries.

ISS has a leading market position resulting from its strong execution track record, brand reputation and long-term
customer relationships. In 2018, the company has been successful in growing its integrated facility services business
and its key accounts, which now represent 59% of group revenue. Both of which contribute to building barriers to
entry for competitors and stickiness of customers in a very fragmented industry.

We expect ISS's credit metrics to remain strong as its high percentage of recurring revenue and low fixed assets intensity
drives substantial and steady FOCE We expect FOCF generation of Danish krone (DKK) 2.5 billion to DKK2.8 billion
in 2019 and 2020, as the company benefits from good operating leverage, stable working capital needs, and modest
capex.

We believe that credit metrics will be negatively affected by the company's plan to dispose of operations in 13 countries.
Although we don't view the withdrawal from these countries as having a material impact on the group's geographic
diversification, it will temporarily offset organic growth. The group plans to use the disposal proceeds for investments
in its service platform and shareholder distributions; rather than debt repayment. This will likely lead to a ratio of
FOCEF to debt in the lower end of our 20%-30% range.

April 8, 2019



ISSA/S

Outlook: Stable

The stable outlook on ISS reflects our expectation that the company will continue to see modest growth in
revenues and generate sustainable cash flows. We also expect that ISS will continue to distribute excess cash to
shareholders, such that its credit metrics will stay relatively stable over time. ISS will post S&P Global
Ratings-adjusted funds from operations (FFO) to debt of 20%-30%, at lower end of the range over next 12 months,
in our opinion, primarily following the disposal of operations in noncore countries.

Downside scenario

ISS' credit metrics provide moderate headroom for the current rating. We could lower the rating if shareholder
distributions rose significantly, debt levels increased, or ISS' operating performance deteriorated such that FFO to
debt fell below 20% on a sustained basis.

Upside scenario

We could raise the rating if ISS' operating performance continues to be stable while it maintains strong FOCE An
upgrade would depend on the company implementing a financial policy to continually reduce leverage and
refraining from distributing excess cash to shareholders. We could consider raising the rating if ISS sustained FFO
to debt above 30%.

Our Base-Case Scenario
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* GDP growth in the eurozone of 1.6% in 2019 and in

2020, and of about 2.3% in 2019 and 1.8% in 2020 in 2018A 2019E 2020E

the U.S. In ISS' other key operating region, SALDR gy Wl DA A
Asia-Pacific, we forecast GDP growth of 5.3% in Debt/EBITDA (X) 30 3134 3.0-33
2019 and in 2020. FFO/debt (%) 236 21-23  22-24
» About 4.0%-5.0% organic growth in 2019 and 2020,
with additional growth of 1%-2% coming from *S&P Global Ratings-adjusted. A--Actual. E—Estimate.
acquisitions. FFO—Funds from operations.

» Adjusted EBITDA margins of around 7.3% to 7.4%
in 2019 and 7.5% in 2020, as restructuring costs
continue to roll off.

» Strong adjusted FOCF generation of around DKK2.5
billion to DKK2.8 billion.

» Annual capex of about DKK1.1 billion-DKK1.3
billion over the coming years.

+ A dividend payout ratio of about 50% of net profit in
2019 and 2020, or at least equal to the DKK?7.70 per
share paid in 2018. Any extraordinary dividends
over next year to be funded from the divestment of
noncore operations proceeds.

» Mergers and acquisitions-related cash spending of
about DKK400 million annually over the next two
years.

Base-case projections

The company demonstrated solid organic revenue growth in 2018, despite the negative impact of foreign exchange and
divestment of noncore operations, and we expect this will continue in 2019. We forecast organic revenue growth will
continue to be driven by new integrated facilities management contract wins and the launch of the 10-year Deutsche
Telkom contract in July 2019 (estimated at 2% revenue growth contribution), and will be further bolstered by bolt-on
acquisitions.

We forecast that EBITDA margins will remain stable with potential upside of 10 basis points (bps) to 20 bps in 2019 and
2020. Operating efficiencies resulting from the company's transformational projects, which have now been completed,
and a focus on driving higher margin integrated services contracts will likely offset restructuring costs resulting from
noncore operations divestments.

2019 credit metrics will be affected by the divestment of noncore operations and expectation of increased factoring. We
believe this will be a short-term impact, as three quarters of the proceeds from the divestments will be reinvested into
supporting further growth initiatives, with the remaining distributed to shareholders.
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Company Description

ISS is a large, long-established facilities services group with operations in over 40 countries in Europe, Asia-Pacific,
Latin America, and North America. ISS provides single services, multi-services, or integrated facilities services for
private and public entities locally, regionally, and globally. Services include cleaning, office support, catering, security,

and property and facilities management. The company is publicly held following its IPO in 2014.

Over the past few years, ISS has made significant disposals to allow it to focus on its core competencies. This strategy
continued in 2018 with the announcement that it would dispose of operations in 13 noncore countries. We anticipate
that the company will use the proceeds from the disposals to invest in its service platform and shareholder
distributions. We expect the group will continue focusing on growing its key accounts and integrated service offerings
and looking for acquisitions to expand its technical service capabilities, as well as selectively closing gaps in its service

or geographic portfolio.

Business Risk: Strong

ISS holds leading market positions in the facility services industry across its key geographies and a highly diverse
customer and end-market base comprising thousands of private and public customers. The company has long-term
relationships with its clients, resulting in stable retention rates of above 90% and the majority of their contracts are in
the three-to-five year range, which provides for additional revenue visibility. ISS' integrated facilities management
business offers some barriers to entry thanks to the necessary scale required for global service offerings, while single

services generally have low barriers.

ISS has a strong track record of integrating its many acquisitions, which has produced a solid global service delivery
platform with critical mass to support future organic growth opportunities. The company has also managed to
maintain less volatile operating profitability (measured by EBITDA margin) than that of most its peers, contributing to
what we see as its strong competitive position. However, given that lower margin cleaning services make up a
significant portion of the company's revenue base, total adjusted EBITDA margins at around 7.3% are lower than most
of its peers'. We anticipate any margin expansion will stem from its efforts to control costs and the potential for

economies of scale in the integrated services offering.

Peer comparison

In our view, Compass and Sodexo are ISS closest peers, although Compass focuses on food services and contract
catering and Sodexo provides contract catering, facilities management, and also an employee voucher business
segment. Nevertheless, we assess all three facility service providers as having strong business risk profiles based on

strong geographic and product diversity, limited client concentration, and stable operating margins.

We assess Compass and Sodexo's financial risk as intermediate, one category higher than our assessment of ISS's
financial risk, including forecast adjusted leverage of 2.0x-3.0x and FFO to debt of above 30%. This results in stronger
ratings for Compass (A/Stable/A-1) and Sodexo (A-/Stable/A-1). Our rating on Compass also reflects that it is twice

as large as ISS, benefits from higher margins, and that its credit metrics are at the higher end of the intermediate
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financial risk category.

We have also included peers with relatively similar revenue size, who provide outsourced security services. G4S's
recent high number of operational risk events and payments of onerous contracts versus its peers is reflected in a

negative comparable rating analysis, resulting in an issuer credit rating one notch lower than that on ISS, of 'BBB'.

Table 1

ISS A/S -- Peer Comparison

Industry Sector: Facilities Services

ISSA/S Securitas AB Compass Group PLC Sodexo S.A. G4S PLC
Rating as of April 3, 2019 BBB/Stable/-- BBB/Stable/A-2 A/Stable/A-1 A-/Stable/A-1 BBB-/Stable/A-3

--Fiscal year ended--

(Mil. DKK) --Dec. 31, 2018-- --Sept. 30, 2018--  --Aug. 31, 2018-- --Dec. 31, 2017--
Revenue 73,592.0 74,441.1 192,275.4 152,151.7 65,661.3
EBITDA 5,368.0 4,688.8 20,588.1 11,182.7 5,783.6
FFO 3,807.0 3,659.7 16,109.2 9,226.0 3,751.5
Net income from cont. oper. 1,213.0 2,212.6 9,419.5 4,853.8 2,029.9
Cash flow from operations 4,242.0 2,327.1 17,440.5 9,181.3 3,617.3
Capital expenditure 1,052.0 0.0 6,790.4 2,453.0 914.3
Free operating cash flow 3,190.0 2,327.1 10,650.1 6,728.3 2,703.0
Discretionary cash flow 1,765.0 1,255.9 5,986.4 3,567.0 1,201.6
Cash and short-term investments 6,834.0 2,368.8 8,113.3 15,605.1 6,945.3
Debt 16,150.8 11,102.8 39,673.1 23,831.8 18,902.1
Equity 12,472.0 12,953.8 22,104.5 24,813.1 7,829.2
Adjusted ratios

EBITDA margin (%) 7.3 6.3 10.7 7.4 8.8
Return on capital (%) 8.9 13.7 24.7 17.0 14.5
EBITDA interest coverage (x) 6.8 145 14.5 10.2 4.6
FFO cash interest coverage (X) 9.6 N.M. 20.7 11.8 44
Debt/EBITDA (x) 3.0 2.4 1.9 2.1 3.3
FFO/debt (%) 23.6 33.0 40.6 38.7 19.8
Cash flow from operations/debt (%) 26.3 21.0 43.9 38.5 19.1
Free operating cash flow/debt (%) 19.8 21.0 26.8 28.2 14.2
Discretionary cash flow/debt (%) 10.9 11.3 15.1 15.0 6.3

DKK--Danish krone. FFO--Funds from operations. N.M.--Not meaningful

Financial Risk: Significant

We anticipate that the further disposal of noncore operations will have a negative impact on the company's credit
metrics as the group plans to make greater use of factoring and supply chain financing to manage the working capital
impact of longer payment terms under its key accounts. Additionally, the group's plan to use the disposal proceeds for

investments in its service platform and shareholder distributions, as well as our expectation of some restructuring
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costs, will result in a modest increase in leverage.

However, we believe that ISS will continue to generate organic growth in the near to medium term by securing
integrated facilities management contracts with new clients, including the 10-year contract with Deutsche Telekom,
which commences in July 2019. We expect growth to be further bolstered by ISS' bolt-on acquisition strategy targeted

at enhancing its core service offering.

We forecast that ISS' adjusted debt to EBITDA will be about 3.3x in 2019 and strengthen to around 3.1x in 2020. At
the same time, we expect adjusted FFO in 2019 and 2020 will be around DKK4 billion and adjusted FFO to debt will

remain in the 20%-30% range over the next two years, albeit at the lower end of the range.

Financial summary
Table 2

ISS A/S -- Financial Summary

Industry Sector: Facilities Services

--Fiscal year ended Dec. 31--

2018 2017 2016 2015 2014
Rating history BBB/Stable/-- BBB/Stable/-- BBB/Stable/-- BBB-/Positive/-- BBB-/Stable/--
(Mil. DKK)
Revenue 73,592.0 79,912.0 78,658.0 79,579.0 74,105.0
EBITDA 5,368.0 5,984.0 6,314.0 6,312.5 6,011.5
FFO 3,807.0 4,453.6 4,608.6 4,467.3 4,056.2
Net income from continuing operations 1,213.0 2,101.0 2,224.0 2,211.0 1,011.0
Cash flow from operations 4,242.0 4,524.6 4,596.6 4711.3 3,503.2
Capital expenditure 1,052.0 992.0 875.0 913.0 848.0
Free operating cash flow 3,190.0 3,532.6 3,721.6 3,798.3 2,655.2
Discretionary cash flow 1,765.0 2,109.6 1,625.6 2,891.3 2,655.2
Cash and short-term investments 6,834.0 6,275.0 4,300.0 4,526.0 3,557.0
Debt 16,150.8 16,779.3 16,839.9 17,177.6 16,723.6
Equity 12,472.0 13,814.0 13,920.0 14,504.0 12,920.0
Adjusted ratios
EBITDA margin (%) 7.3 7.5 8.0 7.9 8.1
Return on capital (%) 8.9 12.0 11.8 11.9 10.3
EBITDA interest coverage (x) 6.8 7.1 7.5 7.2 4.6
FFO cash interest coverage (x) 9.6 13.9 16.5 13.7 5.9
Debt/EBITDA (x) 3.0 2.8 2.7 2.7 2.8
FFO/debt (%) 23.6 26.5 27.4 26.0 24.3
Cash flow from operations/debt (%) 26.3 27.0 27.3 27.4 20.9
Free operating cash flow/debt (%) 19.8 21.1 22.1 22.1 15.9
Discretionary cash flow/debt (%) 10.9 12.6 9.7 16.8 15.9

DKK--Danish krone. FFO--Funds from operations. N.M.--Not meaningful
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Liquidity: Exceptional

We assess ISS' liquidity as exceptional because we forecast that the company's sources of liquidity will exceed its uses
by more than 2.0x over the next 24 months, and that sources less uses would continue to be positive should EBITDA
fall by 50%. We consider that ISS has well-established and solid relationships with its banks and exhibits prudent risk

management.

Principal Liquidity Sources Principal Liquidity Uses

+ Cash and cash equivalent of about DKK6.8 billion as » Capex and working capital requirements of DKK1.4
of Dec. 31, 2018; billion and seasonal working capital requirements of

» Approximately DKK?7.0 billion available under its G EEiEr DL S e

current revolving credit facilities; and » About DKK1.4 billion of assumed dividends; and
» Cash FFO of about DKK2.9 billion over the next 12 + Post-retirement employee benefit top-ups of around
months. DKK255 million.

Issue Ratings - Subordination Risk Analysis

Capital structure
As of Dec 31, 2018, ISS's capital structure consisted of DKK17.3 billion of total borrowings, all of which were

unsecured.

Analytical conclusions
We rate ISS' unsecured notes 'BBB', in line with the issuer credit rating, as we do not consider there to be

subordination risk in the capital structure.

Reconciliation

Table 3
Reconciliation Of ISS A/S Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil. DKK)

--Fiscal year ended Dec. 31, 2018--

ISS A/S reported amounts

Shareholders' Operating Interest Cash flow from
Debt equity EBITDA income expense EBITDA operations
17,660.0 12,458.0 4,191.0 3,573.0 473.0 4,191.0 3,347.0

S&P Global Ratings' adjustments
Interest expense (reported) -- - -- - -- (473.0) --
Interest income (reported) -- - -- - -- 37.0 --
Current tax expense (reported) -- - -- - -- (785.0) --
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Table 3

Reconciliation Of ISS A/S Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil.

DKK) (cont.)

Operating leases 4,304.8 - 1,126.0 299.6 299.6 826.4 826.4
Postretirement benefit 931.0 - (71.0) (71.0) 21.0 (111.4) 68.6
obligations/deferred
compensation
Surplus cash (6,770.0) - -- - -- - --
Share-based compensation - - 19.0 - - 19.0 -
expense
Non-operating income -- - -- 37.0 -- - --
(expense)
Non-controlling - 14.0 - - - - —
Interest/Minority interest
Debt - Fair value adjustments 25.0 - - - - - -
EBITDA - Business Divestments - - 103.0 103.0 - 103.0 -
D&A - Impairment -- - -- (1,187.0) -- - --
charges/(reversals)
Total adjustments (1,509.2) 14.0 1,177.0 (818.4) 320.6 (384.0) 895.0
S&P Global Ratings' adjusted amounts
Interest Cash flow from
Debt Equity EBITDA EBIT expense FFO operations
16,150.8 12,472.0 5,368.0 2,754.6 793.6 3,807.0 4,242.0
DKK--Danish krone. FFO--Funds from operations.
Ratings Score Snapshot
Issuer Credit Rating
BBB/Stable/--
Business risk: Strong
* Country risk: Low
* Industry risk: Intermediate
* Competitive position: Strong
Financial risk: Significant
* Cash flow/Leverage: Significant
Anchor: bbb
Modifiers
* Diversification/Portfolio effect: Neutral (no impact)
* Capital structure: Neutral (no impact)
* Financial policy: Neutral (no impact)
* Liquidity: Exceptional (no impact)
www.spglobal.com/ratingsdirect April 8,2019
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* Management and governance: Strong (no impact)

* Comparable rating analysis: Neutral (no impact)

Related Criteria

.

Dec. 16, 2014

2013

General Criteria: Group Rating Methodology, Nov. 19, 2013

General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

* Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

3

Nowv. 13, 2012

Business And Financial Risk Matrix

Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

General Criteria: Methodology: Industry Risk, Nov. 19, 2013

General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

Criteria - Corporates - General: Reflecting Subordination Risk In Corporate Issue Ratings, Sept. 21, 2017

Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,

Criteria - Corporates - Industrials: Key Credit Factors For The Business And Consumer Services Industry, Nov. 19,

General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,

Financial Risk Profile
Business Risk Profile Minimal Modest Intermediate Significant Aggressive Highly leveraged
Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+
Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb
Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+
Fair bbb/bbb- bbb- bb+ bb bb- b
Weak bb+ bb+ bb bb- b+ b/b-
Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of April 8, 2019)*

ISSA/S
Issuer Credit Rating
Senior Unsecured

Issuer Credit Ratings History

www.spglobal.com/ratingsdirect

17-Mar-2016
30-Mar-2015
20-Mar-2014

BBB/Stable/--

BBB

BBB/Stable/--
BBB-/Positive/--
BBB-/Stable/--
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Ratings Detail (As Of April 8, 2019)*(cont.)

Related Entities

ISS Global A/S

Issuer Credit Rating BBB/Stable/--
Senior Unsecured BBB

ISS World Services A/S

Issuer Credit Rating BBB/Stable/A-2

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

www.spglobal.com/ratingsdirect April 8,2019 11



ISSA/S

Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.

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

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. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

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 acknowledgment 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.

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 non-public information received in connection with each
analytical process.

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 (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.

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.
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