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Research Update:

Israel-Based Shikun & Binui Ltd. Assigned 'BB'
Corporate Credit Rating; Outlook Stable

Overview

« W have assigned our 'BB long-termcorporate credit rating to
| srael - based engi neering and construction and residential devel opment
conpany Shi kun & Bi nui Ltd.

* W& view Shikun & Binui's business risk profile as "fair," reflecting its
exposure to noderately high industry and country risks in its engineering
and construction division, nitigated by the conpany's long track record,
| eadi ng position in its core activities, and strong | eadership in
resi dential devel opnent in |srael

* The conpany's financial risk profile is "aggressive," in our opinion
essentially reflecting its | everage neasures of 4.0x-4.5x debt/EBI TDA and
2.5x-3.0x EBITDA/ i nterest coverage.

« W& view Shikun & Binui's asset base as supportive of the rating, mainly
based on the conpany's ownership of the largest private |land bank in
Israel and its stakes in stable concession projects.

e The outlook is stable, reflecting our view that the conpany's growh plan
for the next two years will be acconpanied by a partial realization of
sonme of the conpany's assets to balance its |everage.

Rating Action

On Dec. 30, 2014, Standard & Poor's Ratings Services assigned its 'BB
long-termcorporate credit rating to Israel-based engi neering and construction
(E&C) and residential devel opment conpany Shikun & Binui Ltd. The outlook is
stabl e.

Rationale

Shi kun & Binui operates mainly in the civil infrastructure construction and
concession segnent internationally and in the real estate devel opnent segnent
in Israel. The rating reflects our assessnent of the conpany's exposures to
noderately high industry and country risks in its E&C division, mtigated by
its extensive experience and | eading position in the fields of its core
activities, and especially its strong | eadership in residential devel opnent in
| srael .

We assess the risks inherent in E&C operations as above average due to factors
i ncl udi ng hi gh worki ng-capital requirenments, exposure to raw material price

i ncreases, and higher investnent in equipnent. In our view, this risk is
partly noderated by the conpany's risk-nanagenent policies and its
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above- average operating nargins.

Mor eover, Shikun & Binui's business risk in the E&QC segnent is anmplified, in
our opinion, by its activities in developing countries, mainly in Africa,
which suffer frompolitical instability and weak economes. This risk is well
noder at ed by guarantees fromthe Wrld Bank or other international financial
institutions that cover a significant portion of the conpany's proceeds in the
above projects. In this context, the conpany is exposed to a client
concentration, with one major client--the Federal Republic of N geria

(BB-/ Negative/B)--accounting for about 20% of its total incone. In our
opinion, this risk is mtigated by the conpany's nore than 50 years of
experience in the country and its budgetary control policy of matching the
investnment in projects with custoner's advance paynents.

On the other hand, the conpany's above-average operating margins in the E&C
segnent, with gross margi ns of about 20%in its international activity and 6%
in lsrael, reflect, in our view, the conpany's well-established market
position, both in its international and |ocal E&C operations. W believe that
significant order books, covering two years of operation--both in Israel and
abr oad- -support stability in the conpany's activity over the next two years.

Shi kun & Binui is the |eading player in the residential devel opnment segnent in
Israel, selling approximately 1,000 units annually. The conpany's activity in
this segment benefits fromfactors including a significant conparative
advantage inherent inits long-held | and inventory of about 15,000 housing
units, which is triple that of the second-Ilargest player in the market.
Israel's real estate devel opment sector, which accounted for about 25% of
conpany gross incone in the first nine nonths of 2014, enjoys high
profitability margins of about 25% boosted by the econom c val ue of the
conpany's large |land reserves, which is well-above their book value. In our
base case, we expect prices and denmand to renmain stable in the next years to
support the group's solid performances in the near future.

In addition, we regard as positive factors the conmpany's hol dings in conpleted
concession projects and incone-producing real estate assets. W believe that

t he concession projects that the conpany is involved in in Israel are low risk
conpared with other contract projects, given the guarantees fromthe
governnent or government bodi es and the nonrecourse funding structure. These
hol dings are reflected, together with the above-nenti oned econoni c excess

val ue of land inventory, in our assessnent of positive capital structure
credit nodifier.

We view Shikun & Binui's financial risk profile as "aggressive," based on
4.0-4.5x debt/EBI TDA and 2.5-3.0x EBI TDA/ i nterest coverage. The conpany's debt
consi sts of both senior secured finance, mainly at the project |evel, and
unsecured bank and bonds finance in the corporate hol di ng-conmpany |evel,

| eadi ng eventually to a relatively conplex structure. In addition, an
application of International Financial Reporting Standards 10, 11, and 12,

whi ch--anbng ot her regul ated consolidation accounting--lead to deconsolidating
of some concession projects under construction, as they are deemed not under
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control. In our analysis, we base our credit measures on bal ance- sheet
consol i dated net debt anpunts.

Qur base case for 2015 is based on the follow ng assunpti ons:

» E&C revenue lowsingle-digit growth based on the existing backl og
equi valent to 2.0x revenues and a historical rate of conversion into
revenues.

e Residential devel opnment |lowsingle-digit growth based on the projects in
progress, the majority of which have a high sales rate.

 EBI TDA margi ns of about 16% 17% sonewhat bel ow the average in previous
years of approximately 18% W base our assunption for |ower nargins on
possible intensified conpetition froml| ow cost Chinese construction
conpanies in Africa and the cost of entry in the Colonbia and U. S.
mar ket s, which the conpany considers to be one of its significant future
growt h engi nes.

* Relatively high investment needs in the next two years of €0.2
billion-€0.3 billion, owwng maiinly to its recently won | arge-scale
concession projects in Israel and Col onbi a.

« W& assune managerment will partially sell sone of its mature assets

Based on these assunptions, we arrive at the followi ng credit mneasures:

* Adjusted EBI TDA of approximately €200 million

 Adjusted debt |everage as reflected in debt/EBI TDA of 4.0x-4.7x.

* Adjusted EBITDA/i nterest coverage ratio of 2.5x-3.0x.

e Adjusted funds from operations/debt of above 12% and adjusted free
operating cash flow debt of nore than 5%

Liquidity

In our opinion, the conpany's liquidity is "adequate." W examine liquidity on
a hol di ng- conpany basi s because nost of the conpany's corporate debt is issued
at the Shikun & Binui Ltd. level. The conpany's sources of liquidity that we
regard as highly likely for 2015 outwei gh the anticipated uses by 1.2x-1.3x.

According to our nethodology of liquidity analysis, we assune that the sources
avail able to the conpany (on a stand-al one basis) for 2015 incl ude:
e Cash, deposits, and an unused bal ance of the committed credit |ines
totaling approximately €130 million
 Cash flow from subsidi aries (dividends, |oans, and nanagenent fees) and
from concessi on holdings totaling €90 mllion-€100 mllion
* Proceeds from signed asset sales of €20 mllion

Qur assunptions about the uses of the conmpany for 2015 are:

e Paynment of debt maturities of about €30 mllion

* Interest and general and adm nistrative expenses of about €70 mllion
* Investnents in current projects of about €70 mllion-€90 nmillion; and
e Dividends totaling about €40 mllion

Fromthe liquidity snapshot, we excluded, according to our criteria, the
amounts that are currently pending and that are not contractually obligated.
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Outlook

The stable outlook reflects our assessnment that core activities will continue
to benefit fromrelatively high visibility of future cash fl ows based on the
current order books for infrastructure projects, both in Israel and abroad.
W' ve al so taken into account the proceeds from housing units sold in the
conpany's honebuil ding operation in Israel. W assune that that the conpany's
growm h plan for the next two years will be acconpanied by a parti al
realization of some of its mature assets to balance its |everage. Qur
assessment is further underpinned by the conpany's excess financi al
flexibility owing to its possession of the largest private | and bank in Israe
as well as its stakes in mature concession projects and i ncome producing rea
estate assets, which we regard as supportive for the conpany's ability to
serve debt.

Upside scenario

We do not foresee a positive rating action in the short termowi ng to the
conpany's investnment needs in the comng two years in relation to its growh
pl an. However, we woul d consider a positive rating action if the conpany

achi eves a sustainable inprovenent in its financial profile, reflected in

i mproved | everage and coverage ratios to debt to EBI TDA of no nore than 4. 0x
and EBITDA to interest of no less than 4.0x on a sustainabl e basis, together
wi th maintaining business stability. W believe that inproved coverage ratios
will be possible in the nediumto-long termafter a |arge-scale realization of
t he conpany's main mature projects.

Downside scenario

We woul d consi der taking a negative rating action if the conmpany does not

mai ntai n adjusted ratios of debt to EBITDA of 4.5x and EBITDA to interest of
at least 2.5x. We assess that this scenario could materialize if there were a
deterioration in the conpany's busi ness environnent that negatively affected
the operating nargins in its core operations. Another factor that, in our
view, could erode the conpany's financial performance is an aggressive
expansion strategy that results in a significantly higher pace of investnents
than we assuned in our base case.

Ratings Score Snapshot

Corporate Credit Rating: BB/ Stable/--

Busi ness risk: Fair

 Country risk: Mderately High
e Industry risk: Modderately High
 Conpetitive position: Fair

Fi nanci al risk: Aggressive
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e« Cash flow Leverage: Aggressive
Anchor: bb-

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Positive (+1 notch)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bb
e Goup credit profile: bb
e Entity status within group: Utimte parent

Related Criteria And Research

e Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

* Revised Revol ver Usage Assunptions For Recovery Analysis In Corporate
Rati ngs, Nov. 20, 2014

» Met hodol ogy For Applying Recovery Ratings To National Scale |ssue Ratings,
Sept. 22, 2014

o Standard & Poor's Maal ot (Israel) National Scale: Methodol ogy For
Nonfi nanci al Corporate |ssue Ratings, Sept. 22, 2014

* Key Credit Factors For The Honebuil der And Real Estate Devel oper |ndustry,

Feb. 3, 2014

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Key Credit Factors For The Engi neering And Construction Industry, Nov.
19, 2013

* Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e Criteria Cuidelines For Recovery Ratings On G obal Industrial Issuers
Specul ati ve- Grade Debt, Aug. 10, 2009

Ratings List

New Rating; CreditWatch/ Qutl ook Action

Shi kun & Binui Ltd.
Corporate Credit Rating BB/ St abl e/ - -

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

Conplete ratings information is available to subscribers of RatingsDi rect at
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www. gl obal creditportal.comand at spcapitalig.com Al 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 O fice (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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