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Research Update:

[taly-Based Manutencoop Facility Management
Upgraded To 'B' On Improved Liquidity Profile;
Outlook Stable

Overview

e On Cct. 14, 2016, Italy's Adnministrative Regional Tribunal (TAR) ruled
t hat Manut encoop Facility Managenent SpA (MFM) had viol ated conpetition
rules in 2012 relating to a tender arranged by Consip for cleaning
services in school buildings. But the TAR upheld MFM s appeal about the
guantum of fines and requested Italian Conpetition Authority (I CA) to
reassess lower its previously inposed €48.5 nillion of fines.

e In our view, MFMs liquidity profile has inproved given its cash bal ance
as of June 30, 2016 and the TAR ruling to reassess the fines. Therefore,
we are revising our assessnent of MFMs liquidity to adequate fromless
than adequate. Furthernore, we no |onger include our previous adjustnent
of €172 million--relating to a put option liability that existed in MFM s
maj ority sharehol ders' accounts--in our |everage ratio calculation

* W are therefore upgrading \VFMto 'B" from'B-"'.

» The stable outlook reflects our view that the group's FFO to debt wil
stay above 15% and our assessnent that the group's liquidity profile has
st rengt hened and shoul d provide a buffer for any unexpected liquidity
needs.

Rating Action

On Cct. 26, 2016, S&P d obal Ratings raised its long-termcorporate credit
rating on Italy-based facility services provider Manutencoop Facility
Managenment SpA (MFM) to 'B from'B-'. The outl ook is stable.

At the same tinme, we raised the issue rating on MFM's €425 million senior
secured notes (outstanding nom nal value of €300 mllion) to 'B from'B-'.
The recovery rating of '3' incorporates our expectation of meani ngful recovery
inthe lower half of the 50% 70% range in the event of a default.

Rationale

The upgrade reflects our viewthat MFM s financial flexibility has inproved,
hel ped by: the TAR decision to uphold MFM s appeal about the fine amount; the
group's healthy cash bal ance of about €167 mllion as of June 30, 2016; and

t he extinguishing of the put option, totaling €172 mllion, at the parent

| evel (which we previously included in our adjusted debt computation).
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The reassessed fine (which the ICAwll calculate based on the direction
prescribed in the TARruling) is likely to be materially |ower than the
current €48.5 mllion provision MFMrecognizes in its accounts. W cal cul ate
the reassessed fine will be about €15 nillion-€20 nillion

Al t hough the TAR has asked the ICA to reassess the fine anpbunt, it says that
MM has conmitted sone of the violations noted by the ICA. MFMis likely to
appeal the TAR s verdict in the second appeal court (the State Council) within
the next 90 days. In our view, the TAR s verdict has exposed MFMto
reputational risk, which may affect its ability to win new contracts with
private sector corporate clients. The verdict is also inpairing its narket
standi ng; MFM faces potential pressure fromconpetitors relating to client
retention, and nay have to lower prices to maintain its existing custoner
base. W factor these additional risks into our business risk profile
assessment, along with the group's geographical concentration in Italy, the
weak nmacroeconomnic environment in ltaly, and the conpetitive nature of the
fragnmented facility managenent industry.

These risks are partly offset by MFM s current |eading position in Italian

facility nmanagenent (with estimated reported EBI TDA of about €95 mllion-€100
mllion for financial 2016); its order backlog of about €2.8 billion; and the
mul ti-year structure of its contracts, which provides sonme revenue visibility.

Under the new agreenent between MFM s | argest sharehol der, Manutencoop Societa
Cooperativa (MSC) and its remaining mnority sharehol ders (conprising nunerous
private equity conpanies), agreed in July 2016, there will no |onger be a put
option obligation on MSC. Therefore, we no |onger include the €172 m|lion put
option obligation in MM s adj usted debt conputation and we forecast the
group's credit netrics for FY2016 will be commensurate with an aggressive
financial risk profile, compared to highly | everaged, which was our previous
expect ati on.

W believe the recent establishnment of the new supervisory and nmanagenent
boards, along with the appoi ntment of a new CEQ, shows the group's intent to
strengthen its internal controls and governance structure. However, the inpact
of the TAR s verdict on MFMs ability to win new contracts tendered by Consip
remains to be seen. W will be nonitoring this over the next few quarters.

In our base case, we assune:

e Italy's GDP to renmain flat in 2016

« MFM s forecast revenue to decline by 2% 4% over 2016 due to conpetitive
pricing, potential contract cancellations, and the conpany w nning fewer
new contracts.

e Forecast reported EBITDA could decline to about €90 nmillion-€95 mllion
(after deducting €5 million provision for risks and non-recurring
expenses). We understand that nanagenment's forecast for revenue and
EBI TDA are sonewhat hi gher than our base case.

* W have included the ICA fine of €16 mllion as a debt adjustnent for
financial 2016 and related cash out flow in financial 2017.

* W continue to include a vendor |oan of €55 nmillion on MSC s bal ance

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 26, 2016 3

1744202 | 301349211



Research Update: Italy-Based Manutencoop Facility Management Upgraded To 'B' On Improved Liquidity Profile;
Outlook Stable

sheet in our adjusted debt cal cul ation

Based on these assunptions, we arrive at the following credit neasures:
 Funds from operations (FFO to debt of about 17% for financial 2016; and
* Reported free operating cash flow (FOCF) of about €20 nmillion-€25 mllion

Liquidity
We are revising the group's liquidity to adequate fromless than adequate, and
we cal cul ate sources of liquidity will exceed uses by nore than 1.2x.

Principal liquidity sources over the next 12 nonths incl ude:

* Avail abl e cash bal ance of about €167.2 nillion as of June 30, 2016;
e Committed revolving facility of about €4 mllion

» Forecast unadjusted FFO of about €55 million; and

* Modest working capital inflows.

Principal liquidity uses over the next 12 nonths include:

» Expected debt repaynents of about €30 nillion, including nostly
short-termunconmtted facilities;

 Estinmated annual capital expenditure of about €30 mllion

 Paynment of the ICA fine of €16 mllion; and

e Estinated €10 nillion paynents relating to restructuring.

While we do not quantitatively include the group's new factoring facility in
our liquidity analysis, we recognize that this new facility does provide sone
additional flexibility.

We do not include paynent of performance bonds of €24 mllion in our liquidity
calcul ation as we do not expect it to be paid out within next 12 nonths.
However, if the group were required to pay the performance bond, it will not

affect our liquidity assessnment.

We do not factor any bond buyback into our base case. W woul d reassess the
group's liquidity if it were to undertake material bond buyback, which could
| eave the group exposed to | ow probability but high-inmpact liquidity events.

Outlook

The stable outlook reflects our viewthat the group's credit netrics are
currently confortably aligned with an aggressive financial risk profile, with
adjusted FFO to debt of about 15% 18% It al so i ncorporates our view that the
group's strengthened liquidity profile will likely buffer against any
unexpected |iquidity needs.

Upside scenario

Upward rating pressure could build within next 12 nmonths if we see sufficient
evi dence that the TAR ruling has not influenced MFM s ability to win new
contracts tendered by Consip. W could al so consider a positive rating action
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if the group denonstrated inproving credit metrics commensurate with a
significant financial risk profile, nanmely FFO to debt above 20%

Downside scenario

We could lower the rating if the credit netrics were to deteriorate for a
sustained period to |l evels that we consider commensurate with highly

| everaged, including FFO to debt below 12% Additional rating triggers could
ari se fromweakened liquidity due to acquisitions or bond buybacks that |eft
the group unable to finance a | ow probability, high-inpact event.

Ratings Score Snapshot

Corporate Credit Rating: B/ Stable/--

Busi ness ri sk:

e Country risk: Mderately Hi gh Risk
* Industry risk: Internediate Risk
 Conpetitive position: Wak

Fi nanci al ri sk:
e Cash flow Leverage: Aggressive

Anchor: b+

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

» Conparabl e rating analysis: Negative (-1 notch)

Recovery Analysis

Key analytical factors
* W have raised our issue rating on Manutencoop's €300 million outstanding

seni or secured notes to 'B'" from'B-', inline with raising the corporate
credit rating to 'B'.
» The recovery rating remains "3'. It is supported by our going concern

val uation of the conpany but is constrained by the factoring facility and
the enpl oyee term nation indemity, as well as other priority debt
i ncluding finance | ease and bank debt. Recovery prospects are in the
| ower half of the 50% 70% r ange

e Qur hypothetical default scenari o envisages significant indebtedness,
conbined with the negative effects of a slowdown in MM s hone nar ket of
Italy. This, coupled with custoners seeking better prices, increasing
conpetition fromsnaller players, or reputational issues, would squeeze
margins and lead to liquidity issues.
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« W val ue Manutencoop as a goi ng concern based on its | eadership position
inits home market.

Simulated default assumptions

* Year of default: 2019

* EBI TDA at energence: €55 nillion

e Inplied enterprise value nultiple: 5.0x
e Jurisdiction: Italy

Simplified waterfall

e Goss enterprise value at default: €278 mllion

e Administrative costs: €14 nmillion

* Net value available to creditors: €264 mllion

e Priority Cains: €107 mllion

 Secured debt clainms: €305 nmillion

« Recovery expectation: 50% 70% (| ower half of the range)

« *All debt anmounts include six nonths of prepetition interest.

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
I ssue - April 15, 2008

e Criteria - Corporates - Recovery: Methodol ogy: Jurisdiction Ranking
Assessnents - January 20, 2016

e« Criteria - Corporates - General: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers - Decenber 16, 2014

e Criteria - Corporates - Recovery: Revised Revolver Usage Assunptions For
Recovery Analysis In Corporate Ratings - Novenber 20, 2014

* Criteria - Corporates - Industrials: Key Credit Factors For The Business
And Consuner Services Industry - Novenber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnents - Novenber 19, 2013

e CGeneral Criteria: Methodology: Industry Risk - Novenber 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy - Novenmber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy - Novenber 19, 2013

e Criteria - Corporates - Recovery: Criteria Cuidelines For Recovery
Ratings On d obal Industrials Issuers' Specul ative-G ade Debt - August
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e Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012
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To From
Manut encoop Facility Managenent SpA
Corporate Credit Rating B/ St abl e/ - - B-/ Negati ve/ - -
Seni or Secured B B-
Recovery Rati ng 3L 3L

Additional Contacts:

Margaux Pery, Paris +33 1 44 20 73 35; margaux.pery@spglobal.com
Yamini Agarwal, Pune; yamini.agarwal@spglobal.com

Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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