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Criteria | Corporates | General:

Standard & Poor's Maalot (Israel) National Scale:
Methodology For Nonfinancial Corporate Issue
Ratings

(Editor's Note: We're republishing this article following our periodic review completed on Sept. 15, 2017. See the "Revisions
And Updates" section for details.)

. This article sets forth the criteria for how Standard & Poor's Maalot assigns Standard & Poor's Maalot (Israel) national
scale issue credit ratings to secured or contractually subordinated obligations of nonfinancial corporate issuers. This
article is related to the criteria article, "National And Regional Scale Credit Ratings," published on RatingsDirect on
Sept. 22, 2014, and "Principles Of Credit Ratings," published on Feb. 16, 2011.

SCOPE OF THE CRITERIA

. These criteria clarify how Standard & Poor's Maalot rates notes issued by nonfinancial corporate entities on the Israel
national scale, starting from the issuer credit rating (ICR). We enhance ("notch up") ratings on secured issues to reflect
potentially higher recovery prospects for such obligations, and reduce ("notch down") ratings on contractually

subordinated unsecured obligations to reflect potentially lower recovery prospects on such obligations.

. These criteria do not apply to financial institutions (including nonbank financial institutions) and insurance companies.
For financial institution and insurance issuers, which are now out of scope for this criteria, please see "National And

Regional Scale Credit Ratings."

. These criteria only affect long-term ratings on the Israel national scale and do not affect any global scale ratings
assigned to Israeli issuers. Moreover, these criteria do not address short-term ratings or other non-Israel national scale
ratings. Neither do they address the effect on an issue rating of provisions in an obligation permitting debt service
payments to be deferred or cancelled, or allowing the obligation to be mandatorily converted into another hybrid or

common equity.
. This paragraph has been deleted.

. The information in this paragraph has been moved to the Appendix.

METHODOLOGY

Issuer Credit Ratings (ICRs)

. Standard & Poor's Maalot assigns its Israel national scale ICRs for Israeli corporates. For more information on the

Israel national scale ICR, see the "Issuer Credit Ratings" section under "Standard & Poor's Maalot (Israel) National
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Scale Ratings," in "S&P Global Ratings Definitions," updated from time to time.

Ratings On Secured Obligations

In assigning a long-term rating to a secured obligation, Standard & Poor's Maalot weighs such an obligation's default
risk and recovery prospects. The obligation's recovery prospects may result in a notching up of its rating from the ICR.

The decision to "notch up" depends on three factors: economics, length of delay, and weighting.

Economics
In the event of an issuer insolvency, how much of the secured obligation's scheduled principal and interest will be

available to secured lenders?

In our experience, recovery can be affected by various legal and analytical considerations. For example, if an
obligation is "over-secured," Standard & Poor's Maalot may take the view that the lender might enjoy a higher level of
recovery than for "fully secured" obligations (although recovery would likely not exceed the face amount of the
obligation plus accrued interest to a stated date). To the extent recovery is based on a valuation of pledged security,
we will generally stress-test the value of the security in hypothetical post-default scenarios as one of our analytical

considerations.

Length of delay
Our opinion of the potential delay in realizing recovery on a secured obligation is a second factor. If, in our view, the
recovery process is likely to be speedy, notching up becomes more likely. On the other hand, if we anticipate a

protracted recovery process, it is less likely that the debt rating will be higher than the ICR.

If, however, we believe it likely that lenders will fully recover principal and all interest to the date of payment, we may

treat delays as less consequential.
In estimating potential delays, we analyze:

* How the legal system resolves bankruptcies or provides access to collateral security (see "Debt Recovery For
Creditors And The Law Of Insolvency In Israel," published May 27, 2013);

» The transaction structure. Our analysis may, for example, distinguish between a bond secured by fixed assets and
one secured by a lease; and

» The terms of the obligation.

Weighting

The higher the ICR, the more weight we place on full and timely payment; the lower the ICR, the more we incorporate
a post-default (or recovery) perspective. Therefore, the degree of enhancement over the ICR will generally depend on
the relative level of the ICR itself (see table below).
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Ultimate Recovery Notching Criteria Framework, Israel National Scale

Issuer credit rating (ICR)*

'ilIBB+' or 'ilBBB'

below category 'ilA' category Example
Reasonably confident of full recovery of +1 notch +1 notch 0 Corporate loan with over 1x collateral
principal cover, after stress
Highly confident of full recovery of +2 notches +1 notch 0 Corporate loan with over 1.25x collateral
principal cover, after stress
Highly confident of full recovery of +3 notches +2 notches +1 notch Corporate loan with over 1.65x collateral
principal and interest cover, after stress

*No notching-up of issue ratings when the ICR is 'ilAA-' and above.

Rating An Issuer's Most Senior Unsecured Obligations

Many companies issue unsecured obligations that, relative to each other, are senior or subordinate by virtue of their

covenant structures or because they are issued by parent or subsidiary companies.

By convention, on the Israel national scale we rate an issuer's most senior unsecured obligations at the level of its ICR.
We do not notch down the ratings of such senior debt, even though their recovery prospects may be diminished
because the issuer has incurred significant amounts of secured debt, or (where the issuer is funded from
cash-generating subsidiaries) because such senior obligations are structurally subordinated to claims incurred by those
subsidiaries. Our ratings on the most senior unsecured obligations express our opinion of their default risk, against

which ratings on the issuer's other obligations can be compared.

Rating An Issuer's Contractually Subordinated Obligations

When an unsecured obligation is contractually subordinated in payment to one or more of an issuer's other unsecured
debt issues (or could become subordinated, even if at the relevant time the issuer has no prior-ranking unsecured
debt), and thereby potentially faces the risk of lower recovery prospects, we will notch down our rating on that
unsecured obligation from the ICR. Our practice is to limit the rating differential to one notch for issuers with an ICR of

'iIBBB-' or higher, and two notches for issuers with an ICR of 'ilBB+' and below.

REVISIONS AND UPDATES

This article was originally published on Sept. 22, 2014. These criteria became effective on the date of publication and
superseded the article titled "Standard & Poor's Maalot (Israel) National Scale: Methodology For Issue Ratings,"
published on Feb. 22, 2010.

Changes introduced after original publication:

» Following our periodic review completed on Sept. 15, 2017, we updated criteria references.
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RELATED CRITERIA AND RESEARCH

Related Criteria

Jurisdiction Ranking Assessments Of National Insolvency Regimes Update: July 2017, July 20, 2017

Jurisdiction Ranking Assessments, Jan. 20, 2016

National And Regional Scale Credit Ratings, Sept. 22, 2014

S&P Global Ratings Definitions, updated from time to time, see section "Standard & Poor's Maalot (Israel) National
Scale Ratings"

Principles Of Credit Ratings, Feb. 16, 2011

These criteria represent the specific application of fundamental principles that define credit risk and ratings opinions.

Their use is determined by issuer- or issue-specific attributes as well as Standard & Poor's Ratings Services' assessment

of the credit and, if applicable, structural risks for a given issuer or issue rating. Methodology and assumptions may

change from time to time as a result of market and economic conditions, issuer- or issue-specific factors, or new

empirical evidence that would affect our credit judgment.
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