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Research Update:

Israel Chemicals Ltd. 'BBB-' Rating Affirmed;
Outlook Stable

Overview

• After completing the sale of its fire safety unit in March 2018 for gross
proceeds of about $1 billion and decreasing its debt to banks by $800
million using the sale proceeds, we estimate that Israel Chemicals Ltd.'s
(ICL)'s debt to EBITDA is likely to be 3.0x-3.5x in 2018-2019,
commensurate with the current rating.

• In our view, despite having sold the profitable fire safety unit, the
company's business risk profile continues to be underpinned by
competitive advantages including direct access to a concentrated source
of high-quality, low-cost raw materials in the Dead Sea.

• We are therefore affirming our 'BBB-' rating on ICL.

• The stable outlook reflects our assessment that ICL will maintain an
adjusted debt-to-EBITDA ratio of 3.0x-4.0x through the cycle and that it
will generate positive free operating cash flow in 2018-2019.

Rating Action

On May 10, 2018, S&P Global Ratings affirmed its 'BBB-' long-term issuer
credit rating on Israel Chemicals Ltd. (ICL), which operates in the
fertilizers and specialty chemicals industries. The outlook is stable.

Rationale

The affirmation reflects our assessment that ICL's debt to EBITDA will remain
around 3.0x-3.5x in 2018-2019, and that the company's EBITDA will be resilient
amid the slowly recovering potash and phosphate market environments.

In March 2018, ICL completed the sale of its fire safety unit for gross
proceeds of about $1 billion. The company used the net cash proceeds from the
sale, about $900 million, to repay about $800 million of its debt. This was
part of its policy to reduce its debt and leverage. On the other hand, ICL
declared that it intends to undertake mergers and acquisitions (M&A) in the
medium term, in accordance with its strategy to expand its specialty chemicals
activity. Under our base-case scenario, we assume acquisitions of about $400
million in the short to medium term.

Following the sale of the fire safety unit, which was profitable and with
growth potential, ICL's EBITDA decreased by about $80 million. Nevertheless,
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we believe the company's business risk profile remains stable, thanks to its
inherent advantages in the potash and phosphate industries. These include:
direct access to a concentrated source of unique high-quality raw materials in
the Dead Sea; a good cost position of potash and bromine mining compared with
competitors'; low storage costs and easier inventory maintenance due to the
dry weather in the Dead Sea area; proximity to ports and strategic clients
(China and India); and high synergy in manufacturing specialty products.

Potash and phosphate prices somewhat recovered in the fourth quarter of 2017
and the first quarter of 2018, but remain lower than top-of-the-cycle levels.
ICL's shift from fertilizer production to production of value-added
complementary products continues to enable it to maintain stable
profitability, despite significantly lower margins in the fertilizer segment.
In addition, in the past few years, ICL implemented cost-reducing steps in its
phosphate mines in China and potash mines in England in order to minimize its
losses in these sites, including personnel cutbacks and a shift toward
value-added products. ICL has also committed to invest in its Spanish mines in
order to make potash production more efficient and comply with local
regulatory requirements. In our base-case scenario, therefore, we assume an
increase in capital expenditures (capex) in upcoming years, due to high
investment needs in England, Spain, the Negev, and the Dead Sea (including the
salt harvest project). We estimate that these actions will erode profit
margins in the near future, as production decreases while fixed costs remain
unchanged. However, we believe these moves will allow ICL to return to full
capacity in the medium term at somewhat lower production costs.

We understand ICL's board of directors approved the current dividend
distribution policy, which is lower than the previous policy, despite the
deleveraging following the fire safety unit sale, as mentioned above.

Our base-case scenario is underpinned by the following main assumptions:
• Annual revenues of $5.2 billion-$5.3 billion in 2018-2019.

• Reported EBITDA of about $1.0 billion in 2018-2019.

• Annual dividend distribution of up to 50% of adjusted net profit in
2018-2019.

• Larger capex needs in the upcoming year, about $650 million, including
the salt harvest project, works in Spain, and Dead Sea pumping, up from
$450 million in 2017.

• Positive free cash flow generation, but less than in 2017, owing to
higher investment requirements.

• M&A, or simply acquisitions, of about $400 million in upcoming years, in
line with ICL's stated strategy. Still, the timing of the acquisitions is
uncertain.

• Lower interest expenses due to a nominal decrease in debt.

Under our base-case scenario, we expect the leverage and debt coverage ratios
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for 2018-2020 to be as follows:
• Adjusted EBITDA margin of about 19.5% in the years when facilities in
Spain are shut down and production decreases in 2018-2019, and back to
about 20% when work is complete. As mentioned above, the shift toward
specialty products helps maintain relatively stable margins.

• Debt to EBITDA of 3.0x-3.5x in 2018-2019, down from 3.5x in 2017 and 3.9x
in 2016.

• FFO to debt of about 22%-23% in 2018-2019, compared with 19% in 2017 and
18% in 2016.

Liquidity

ICL's liquidity is adequate. Our assessment of ICL's liquidity reflects our
expectation that the ratio between the company's sources and uses will exceed
1.2x in the 12 months started April 1, 2018, supported by available long-term
committed credit lines of about $2 billion (as of the date of this report),
with a relatively low maturity burden in the short term. We estimate that the
company has good access to the banking system and to the Israeli and global
capital markets.

We estimate ICL's main liquidity sources from April 1, 2018, until March 31,
2019, to be:
• Available cash and cash equivalents of about $800 million (prior to
prepayment of debt completed in April).

• Available long-term committed credit facilities of about $1.4 billion (as
of March 31, 2018. As of the date of this report it is about $2 billion).

• Operating cash flow of about $700 million.

We estimate ICL's main liquidity uses from April 1, 2018, until March 31,
2019, to be:
• Long-term debt maturities of about $655 million (including prepayment
from sale proceeds completed in April).

• Non-discretionary capex of about $650 million.

• Dividend distribution of about $160 million-$220 million.

Outlook

The stable outlook reflects our expectation that ICL will maintain adjusted
debt to EBITDA of 3.0x-3.5x amid the slowly recovering fertilizer pricing
environment. Our expectations are based on the company's strategy to perform
medium-sized M&A in the upcoming years and maintain the current dividend
policy. We anticipate ICL will generate EBITDA of about $950 million-$1
billion in 2018, benefiting from strong position in fertilizer markets and low
production costs in Israel. We consider an adjusted debt-to-EBITDA ratio of
3.0x at the top of the business cycle and 4.0x at the bottom of the cycle to
be commensurate with the current rating. We also expect the company to
generate positive free cash flows over time.
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Downside scenario

We would consider a negative rating action if the company's debt to EBITDA was
close to 4.0x without near-term prospects of recovery, and its operating
performance deteriorated contrary to our expectations. In our view, this
scenario is possible if ICL implements aggressive business or financial
policies, whether by significantly deviating from its publicly stated dividend
policy or through sizable leveraged acquisitions. Further deterioration in
market conditions that may hurt operating results could also lead to a
downgrade.

In the medium term, the rating could come under pressure if uncertainty
regarding the renewal of the Dead Sea concession continues and ICL's debt
burden is high. In this scenario, we expect pressure on the company's business
risk profile, which currently benefits from its inherent advantages in the
Dead Sea, and that refinancing will be difficult to achieve.

Upside scenario

We would consider a positive rating action if ICL strengthened its financial
risk profile, such that its adjusted debt to EBITDA dropped below 2.5x on a
sustainable basis.

Ratings Score Snapshot

Issuer Credit Rating: BBB-/Stable/--

Business risk: Satisfactory
• Country risk: Intermediate

• Industry risk: Intermediate

• Competitive position: Satisfactory

Financial risk: Significant
• Cash flow/Leverage: Significant

Anchor: bbb-

Modifiers
• Diversification/Portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Financial policy: Neutral (no impact)

• Liquidity: Adequate (no impact)

• Management and governance: Fair (no impact)

• Comparable rating analysis: Neutral (no impact)
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Stand-alone credit profile: bbb-
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (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.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MAY 10, 2018   7

Research Update: Israel Chemicals Ltd. 'BBB-' Rating Affirmed; Outlook Stable



WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MAY 10, 2018   8

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.


		2018-05-10T09:27:35+0000
	Not specified




