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Research Update:

ISS Upgraded to 'BB-' On Improving Financial
Performance; Outlook Stable

Rationale

On May 30, 2008, Standard & Poor's Ratings Services raised its long-term
corporate credit ratings on Denmark-based facilities services provider |SS
Holding A/S and related entities (1SS) to "BB-' from'B+' . The outl ook is
stable. At the sane tine the 'B short-termcorporate credit rating on group
nmenber |SS A/'S was affirned.

The upgrade reflects our expectations that 1SS will maintain a strong
operating performance which should support a further strengthening of its
financial risk profile and credit measures. Supported by strong organic growh
and growth fromacquisitions, |ISS s operating cash fl ows have continued to
grow. This has led to a gradual inprovenent in credit neasures, despite
i ncreased debt |evels fromfunding acquisitions. The group is, however, likely
to remain highly | everaged over the near to mediumterm

The ratings on ISS continue to reflect its highly | everaged financi al
profile and weak credit nmeasures. This is mtigated by the group's strong
busi ness profile, underpinned by its solid business position in an
attractive--albeit fragmented and conpetitive--industry.

On March 31, 2008, adjusted total debt was about Dani sh krone (DKK) 33.0
billion (€4.4 billion) including unfunded postretirenent liabilities.

Wth sales of DKK63.9 billion and organic growth of 6% in 2007, |SS
benefits froma strong business position, particularly in Northern Europe,
where it is a leader in nost of its markets. The group benefits from good
geogr aphi cal diversity and a highly diversified customer base. W consider the
group's business sector attractive, as it is resilient to recession and |ikely
to benefit fromincreasi ng outsourcing.

Al t hough there are few barriers to entry and pricing is conpetitive
within the sector, the group has a good record of contract retention, and is
| arge enough to benefit from econonies of scale.

Acqui sitions have been and are likely to continue to be part of the
group's strategy to add conpetencies and build critical mass and geographi ca
presence. Although this acquisition strategy adds sone risk to the business,
the group's track record is good, with managenent successfully integrating
acqui red conmpanies. As a result of the conpetitive nature of the facilities
servi ces business, the group's operating profit nargins are relatively | ow,
al t hough they inproved in 2007. The group's EBI TDA nmargi n was about 7.3% (not
adjusted for operating | eases) in 2007, up fromabout 7.1%in 2006.

The group is highly |l everaged following a buy-out in May 2005 by a
private equity consortium consisting of funds advised by EQI Partners and
Col dman Sachs Capital Partners. As a consequence, its credit measures are
weak, though inproving. In 2007, adjusted debt to EBI TDA was about 6.6x (not
| ease adjusted), and EBI TDA i nterest coverage was 1.9x. W expect a continued
gradual inprovenent in credit neasures, supported by strengthening operating
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cash flows, although this should be tenpered by the group's acquisitive growth
strategy.

Acqui sition spending is flexible, however, and acquisitions are normally
i mredi ately cash fl ow enhancing. Free operating cash flows are relatively
smal |l due to high interest expenses, but the group's highly flexible cost base
(primarily related to staff) and | ow capital expenditure needs are likely to
provi de sone cushioning in the event of a downturn

Liquidity

The group's liquidity resources are adequate, w th nodest expected annual debt
maturities before Septenber 2010. On March 31, 2008, short-term debt was
DKK1.1 billion. Modst of this was drawi ngs under the group's ngajor liquidity
resource, a DKK2.4 billion committed revolving credit facility. On March 31
2008, about DKKO.8 billion was drawn under the facility and an additional DKK1
billion was allocated to support perfornance bonds issued by operating
subsidiaries. In addition, the group has a letter of credit/guarantee facility
of DKK500 million and separate acquisition facilities totaling DKK4.9 billion
(of which DKKL1.8 billion had been drawn on March 31, 2008). All the group's
current credit facilities mature in 2012, 2013, or 2015 and include financial
covenants. Headroom under the covenants is expected to be sufficient. W
expect the group to continue to post positive free operating cash flow (before
acqui sitions, and adjusted for seasonal working-capital sw ngs).

Recovery analysis
We have raised the issue rating on ISS Holding A/S's €454 mi|lion senior
subor di nat ed notes due 2016 to 'B', two notches bel ow the corporate credit
rating. The recovery rating of '6' remmins unchanged, and indi cates our
expectation of negligible (0% 10% recovery in the event of a paynment default.

We have al so raised our issue rating on €850 mllion notes due 2010 and
€110 mllion notes due 2014 issued under a €2 billion euro nmediumtermnote
program by group nmenber 1SS dobal AS (BB-/Stable/--), which is wholly owned
by 1SS Holding A/S, to 'B', two notches below the corporate credit rating. The
recovery rating of '6' remmins unchanged, and indicates our expectation of
negligible (0% 10% recovery in the event of a paynent default.

For our full recovery report, see "ISS Holding A/S Recovery Rating
Profile”, to be published today on RatingsDirect.

Outlook
The stable outlook reflects our expectation that the group's operating
performance will remain steady thanks to its ability to generate strong cash

flows. We expect a further gradual inprovenment of credit neasures over the
near term supported by continued organic growth in the nid-single digit range.
We al so expect debt increases fromacquisitions to be essentially offset by
cash flow contribution fromthe acquired conpanies. This should all ow adj usted
debt to EBITDA to decline towards 6x, and EBI TDA i nterest coverage to increase
above 2x over the near to nediumterm W also expect the group to refinance
its €850 million (DKK6.3 billion) euro nediumtermnotes ahead of their
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maturity in Septenber 2010

Downsi de rating risk would primarily be related to a change in
acquisition strategy towards | arger debt-financed acquisitions or a
significant drop in organic growh rates towards zero or negative growth. Both
factors could lead to a reduction in credit measures over a |longer than
acceptabl e period. Further upside potential in the ratings is constrai ned by
the group's highly Il everaged financial risk profile, despite recent
i nprovenents. Standard & Poor's does not currently incorporate any inpact from
a potential IPOinto the ratings.

Ratings List
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I SS Hol dings A/'S
Corporate credit rating

BB-/ St abl e/ - - B+/ St abl e
Subor di nat ed debt
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