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Research Update:

Italian Construction Company Salini Impregilo
Upgraded To 'BB+' On Strong Credit Ratios;
Outlook Stable

Overview

e Supportive market trends, a |large backlog of orders, and | ower interest
expenses shoul d enabl e Italy-based construction conpany Salini Inpregilo
to achieve stronger credit ratios than we had previously expected.

* W are therefore raising our long-termcorporate credit rating on Salin
Inpregilo to 'BB+ from'BB'.

» The stable outlook reflects our view that the conpany will maintain
adj usted funds from operations (FFO to debt of nore than 45% because of
the favorabl e operating environment and a | arge order backl og.

Rating Action

On June 24, 2015, Standard & Poor's Ratings Services raised its |long-term
corporate credit rating on Italy-based construction conpany Salini Inpregilo
SpA to 'BB+ from'BB'. The outl ook is stable.

At the sane tinme, we revised our issue rating on Salini Inpregilo's €400
mllion senior unsecured notes nmaturing in 2018 to 'BB+ from'BB-'. The
recovery rating on the notes is '4', indicating our expectations of average
(30% 50% recovery for the creditors in the event of a paynment default.

Rationale

The upgrade reflects our view that Salini Inpregilo should achieve stronger
credit ratios than we had previously expected because of supportive narket
trends, a |large backl og of orders, and reduced interest expenses.

Earni ngs growt h and | ower interest expenses should enable Salini Inpregilo to
post FFO to debt of about 45%in 2015. W calculate that the conmpany w |l grow
its EBI TDA by 10% 15% annual |y over the next two years on the back of a strong
demand for infrastructure and a | arge order backl og, which amunted to nearly
ei ght years of revenues at year-end 2014. We understand that the
Salini-lmpregilo nmerger is proceeding as planned and renai ning synergi es coul d
al so support profitability. In addition, a reduction in interest expenses wll
bol ster FFO generation; Salini Inpregilo substantially reduced its cost of

debt by refinancing bank facilities at the begi nning of 2015.

However, weak free operating cash flow (FOCF) and the volatility of the
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conpany's busi ness nodel constrain the ratings. W think that adjusted FOCF
whi ch reached minus €138 nmillion in 2014, should renmain negative in the next
two years as a result of high capital expenditure (capex) and rising working
capital. Wile nanagenent's conmritnent to reduce its reported net debt
supports the rating, we see sone uncertainties in the next few years as the
construction sector remains structurally volatile. In addition, we do not rule
out that Salini Inpregilo' s exposure to energing nmarkets could result in
unexpect ed operating setbacks. However, we think that the conpany has enough
headroom at its current rating | evel to acconmpdate unexpected cash outfl ows.

CGood geographic diversity and a focus on infrastructure support Salin

I mpregilo's business profile, in our view Emerging markets generate about 60%
of the conpany's earnings and Italy accounted for only 13%in 2014. W think
that infrastructure has attractive growth potential, benefiting from

i ncreasi ng urbani zation and the growi ng wei ght of the mddle classes in
enmergi ng markets, and fromthe need to replace aging facilities in devel oped
countries.

Neverthel ess, the conpany's hi gh exposure to enmerging markets al so creates
unpr edi ct abl e downsi de risk that constrains the rating. Furthernore, Salini
Inpregil o has a negligible presence in concessions, which we consider to be
nore stable than construction. The conmpany al so remains rmuch snmaller than
hi gher-rated European conpani es such as Strabag, Bilfinger, and Vinci

Qur base case assumes:

* Real world GDP growth of 3.4%in 2015 and 3.9%in 2016.

e Healthy growmth of the infrastructure market through 2015 and 2016, driven
by new projects in energing nmarkets and renewal s in devel oped countries.

* Annual revenue growth of about 10% 15% over the next two years, supported
by a heal thy backl og of orders.

* A stabilization of adjusted EBITDA nargin at about 11%

e« Adecline in interest costs, thanks to Salini Inpregilo refinancing its
bank debt at the beginning of 2015.

e Limted negative working capital fluctuations

e About €500 million of capex overall for 2015-2016.

 Prudent financial policy.

Based on these assunptions, we arrive at the following credit neasures:

» A stabilization of the adjusted EBI TDA nargin at about 11% over the next
two years.

e FFO to debt increasing gradually to about 45% 50% in 2016 from 42%in
2014.

e Negative adjusted FOCF in 2015 and 2016.

Liquidity
We view Salini Inpregilo s liquidity as "adequate" according to our criteria.

We base our opinion on our estimate that liquidity sources will exceed funding
needs by nmore than 1.2x in the 12 nonths from Dec. 31, 2014.
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On Dec. 31, 2015, we assessed liquidity sources at approximately €1.6 billion

i ncl udi ng:

e €1 billion of cash and short-terminvestnents;

e €0.2 billion of undrawn credit facilities; and

e €0.4 billion of reported FFO forecast over the next 12 nonths.

W estimate Salini Inpregilo' s liquidity needs in the next 12 nonths to be
about €1 billion, conprising:
» €0.5 billion of short-term debt;

* €0.2 billion of year-on-year working capital outfl ow
« €0.2 billion of seasonal variation in working capital
« €0.2 billion of maintenance and |ong-lead tinme capex; and

e €0.02 billion of dividends.

Outlook

The stable outlook reflects our view that a favorabl e operating environnent
and a sizabl e backlog of orders will enable Salini Inpregilo to keep grow ng
its earnings at a healthy pace and maintain adjusted FFO to debt of about 45%
in the next two years, despite negative FOCF. W al so assune that the conpany
will maintain strong risk-control nanagenment to minimze the risks associated
with its exposure to projects in energing-narket countries.

Upside scenario

We could raise our ratings on Salini Inpregilo if it sustained neaningfully
positive FOCF, or if FFO to debt inproved toward the strong end of the 45% 60%
range. This could happen if the conpany's | arge backl og and favorabl e econonic
conditions translated into higher-than-anticipated earnings growth. A positive
outl ook would also require Salini Inpregilo to successfully manage its worKking
capital and capex needs.

Downside scenario

We coul d consider lowering the rating if Salini Inpregilo' s adjusted
FFO-to-debt ratio fell below 30% Such a scenario could unfold if it nmade a
| arge acquisition, chose to offer generous sharehol der renuneration, or
suffered a severe operating setback. W could al so downgrade the conpany if
liquidity becane | ess than adequate.

Ratings Score Snapshot

Corporate Credit Rating: BB+ Stable/--

Busi ness risk: Fair

e Country risk: Mderately high
* Industry risk: Mderately high
e Conpetitive position: Fair
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Financial risk: Internediate
 Cash flow Leverage: Internediate

Anchor: bb+

Modi fiers

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

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Fair (no inmpact)
 Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bb+
e Goup credit profile: bb+
e Entity status within group: Core

Recovery Analysis

Key analytical factors

« W have raised our issue rating on the €400 nmillion senior unsecured
notes to 'BB+ from'BB-'. The two-notch upgrade results froma one-notch
upgrade of the corporate credit rating to 'BB+ from'BB and one-notch
i nprovenent fromthe revision of our recovery rating to '4" from'5 . W
now expect recovery prospects for the unsecured notes to be at the higher
end of the 30% 50% r ange.

e The revision of the recovery rating to '4'" from'5'" results froma higher
estimated val uation of the conpany at default, based on an EBI TDA
mul ti pl e approach. The recovery rating remains constrained, in our view,
by the unsecured nature of the notes and by its structural subordination
to a significant anount of debt at subsidiaries.

* In our hypothetical default scenario, we assume a prol onged econonic
downturn affecting the construction sector, conbined with operationa
del ays in conpleting projects, which would result in margin reductions.
This would reduce Salini's ability to nmeet its debt obligations.

« W value Salini Inpregilo as a going concern, based on its strong brand
val ue, strong narket position and gl obal presence.

Simulated default assumptions

* Year of default: 2020

 EBITDA at energence: €202 million

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

Simplified waterfall

* Goss enterprise value at default: €1.01 billion
e Adm nistrative costs: about €70 nmillion

* Net value available to creditors: €940 nmillion

e Priority clains: €365 mllion

e Seni or unsecured debt clains: €1.32 billion*
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e Recovery expectation: 30% 50% (hi gher half of range)

*Al'l debt anpunts include six nonths of prepetition interest.

Related Criteria And Research

Related Criteria

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

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

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

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

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

e Corporate Methodol ogy, Nov. 19, 2013

Ratings List

Upgr aded
To From
Salini Inmpregilo SpA
Corporate Credit Rating BB+/ St abl e/ - - BB/ St abl e/ - -
Seni or Unsecured BB+ BB-
Recovery Rating 4H 5
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Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conplete ratings information is avail able to subscribers of RatingsDirect

Outlook Stable

at

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 Ofice (44)

20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm

(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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