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Research Update:

Danish Freight Forwarder And Logistics Provider
DSV Rated 'BBB+'; Outlook Stable

Overview

« DSV, one of the largest global freight forwarders and | ogistics
provi ders, has an extensive transport and | ogistics network, and displays
hi gh operating efficiency, as reflected in industry-Ileading profit
mar gi ns.

 The conpany's asset-light business nodel allows for solid free cash fl ow
generation, and a transparent financial policy targets net debt to EBI TDA
(as defined by DSV) of 1.0x-1.5x.

e W are assigning our 'BBB+' issuer credit rating to DSV.

» The stable outlook reflects our expectation that DSV's credit neasures
wi Il inprove sustainably in 2018, with adjusted funds from operations to
debt increasing to about 40% and adj usted debt to EBI TDA falling bel ow
2.0x once integration costs dinnish, EBITDA expands, and strong free
cash flow provides financial headroom for sharehol der returns and bolt-on
acqui sitions.

Rating Action

On Sept. 19, 2018, S&P d obal Ratings assigned its 'BBB+' issuer credit rating
to Dennark-based gl obal freight forwarder and | ogistics provider DSV A/'S. The
outl ook is stable.

Rationale

The rating reflects DSV's strong position in third-party freight
transportation and | ogistics, which is a sonewhat cyclical business, as well
as its nodest financial |everage and transparent financial policy. The key
factors supporting our satisfactory business risk assessnent include the
conpany's |l arge scal e and extensive transport and | ogi stics network;

i ndustry-1leading profitability; and high operating efficiency, thanks to tight
cost control, leading to our forecast of relatively high S& d oba

Rati ngs-adjusted EBIT nmargins of 7% in 2018.

DSV is a top-five global freight forwarder offering transport and | ogistics
services that support the entire supply chain. The conpany operates with an
asset-1ight business nodel by booking the transportation of shipnents from

trucking, railroad, ocean shipping, and air freight firms. Since DSV s

busi ness nodel does not rely on owning material transportation fixed assets,
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t he conpany can scale up its service offerings without having to acquire
addi ti onal equiprment, and is not hindered by excess equi pnrent when vol unes
decline. DSV offers traditional freight services as well as a variety of

val ue- added services |ike purchase order nmanagenment, pick-up and delivery,
cargo consolidation, custonms clearance, and cargo insurance. Around 75% of
DSV's gross profit is generated fromthese val ue-added products, which

hi ghlights its services-focused value proposition to custonmers. The busi ness
nodel results in |low gross capital expenditure requirenents (around 1.4% of
2017 revenues) and the flexibility to react quickly to secular shifts. DSV
gener ates about 62%of its revenue in Europe and about 17%in North Anerica,
while Asia-Pacific, the Mddle East, Africa, and South Anerica account for the
remai nder. Even though its customers are concentrated in Europe, DSV s broad
transport and logistics network allows it to serve its customers' needs on a
gl obal basi s.

Al though DSV is large for a freight forwarder, having generated Dani sh krone
(DKK) 74.9 billion ($11.7 billion) in 2017, the underlying industry is
fragmented, and we estinmate DSV's market share to be just about 2%

Addi tionally, the conpany's revenues are sonmewhat cyclical and driven by GDP
and gl obal trade |evels, neaning that a global econom c downturn or increasing
trade barriers could weigh on growmth and profitability. Current protectionist
negotiations in the U S. and the U K are exanples of events that could hanper
gl obal trade | evels and pose a risk to DSV. However, these regions account for
| ess than 20% of DSV' s revenues, and gl obal trade renmains healthy overall. W
expect DSV's revenues to increase in the lowsingle-digit percent range
annually in the nmediumterm consistent with our projections for consistent

gl obal GDP growth of 3% 4%

We view DSV's profitability as strong relative to industry peers', such as
C.H Robinson Wrldwi de Inc. and CEVA Logistics AG DSV's EBIT margin was 6.5%
in 2017, which included around DKK525 million of nonrecurring integration
costs related to its acquisition of UTi Wirldwi de Inc., which closed in
January 2016. These costs declined in the first half of 2018 and we don't
expect neani ngful restructuring costs for full-year 2018. According to our
base case, we expect the EBIT margin will expand toward 7% in 2018 and renain
at that level in 2019. W believe DSV s decent margins are partly a result of
its scalable IT infrastructure and standardi zed work fl ows. The conpany has
denonstrated its ability to onboard acquired conpanies onto its platform
efficiently and realize synergies quickly. DSV s acquisition of UTi was |arge
(a $1.35 billion purchase price) but it was able to conplete the integration
and generate synergies froma previously unprofitable conpany within two
years.

Qur assessnent of financial risk includes our forecast of S&P d oba

Rat i ngs- adj usted funds from operations (FFO to debt of about 40% and adj usted
debt to EBITDA below 2.0x in 2018 on a sustai nabl e basis, absent |arge debt
funded nmergers or acquisitions (M&A). The conpany is comitted to its
financial gearing target of 1.0x-1.5x net debt to EBI TDA, as defined by DSV,
and is currently operating below that range, with the ratio at 0.9x in the 12
nont hs ended June 30, 2018. As of that date, our standard adjustnments add
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about 0.7x to adjusted debt to EBITDA, nostly from capitalizing operating
| eases and netting only readily avail abl e cash agai nst debt.

The key factors supporting our financial risk assessment is DSV s decent

EBI TDA to free operating cash flow (FOCF) conversion, given the asset-light
nature of its business nodel. W expect solid FOCF of DKK3.4 billion-DKK3.5
billion in 2018 and 2019, and since the conmpany is neeting its financial
gearing target, we anticipate free cash floww Il be distributed to

sharehol ders in the formof dividends and share repurchases. At the sane tine,
we believe that, if the conpany were to pursue debt-funded M&A, the financi al
gearing ratio could tenporarily increase above the target range, as was the
case when DSV acquired UTi in 2016. Nevertheless, if |leverage were to

i ncrease, we expect the conpany would shift its priority to using FOCF for net
debt reduction rather than sharehol der returns until adjusted debt to EBI TDA
recovered to that consistent with the 'BBB+ rating.

The conpany has a favorabl e position conpared with peers in terns of high EBIT
margi ns and this, conbined with financial neasures that in aggregate point
toward the higher end of internediate financial profile category, lift the
anchor by one notch, leading to the '"BBB+ rating. W also factor in
managenment's long tenure with the conpany and its track record of achieving
above-industry-average profitability and effectively integrating acquisitions,
while articulating and maintaining a transparent financial policy and
conservative risk tol erance.

In our base case, we assune:
 Eurozone real GDP growh of 2.0%in 2018 and 1. 7% in 2019, conpared wth
2.3%in 2017.

* North Anerica real GDP growh of 2.8%in 2018 and 2.2%in 2019, conpared
with 2.3%in 2017.

* Asia-Pacific real CDP growh of 5.4%in 2018 and 5.6%in 2019, conpared
with 5.6%in 2017.

* DSV's revenue will increase by a lowsingle-digit percent annually (in
line with GDP growth in regions where it operates), fueled by gl oba
trade vol une, which we believe is tied to GDP grow h.

« EBIT margins reaching 7% in 2018 from6.5%in 2017 largely due to a
reduction in integration costs related to DSV's acquisition of UTi. W
forecast the EBIT margin will remain at about 7%in 2019.

* Goss capital expenditures of about DKK1 billion in 2018 and 2019
i ncl udi ng the purchase of software-related intangibles.

e FOCF of DKK3.4 billion-DKK3.5 billion in 2018 and 2019, which we believe
will be nostly distributed to sharehol ders provided that the conpany
remains within its financial gearing target.

Based on these assunptions, we arrive at the followi ng credit mneasures:
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e Adjusted debt to EBITDA bel ow 2. 0x in 2018-2019, an inprovenent from 2. 1x
in 2017.

* Adjusted FFO to debt of about 40%in 2018-2019, up from about 37%in 2017.

 Adjusted FOCF to debt of 33%34%in 2018-2019, largely stable on about
35%in 2017.

Liquidity
W view DSV's liquidity as strong, supported by solid cash fl ow generation,
anpl e cash bal ances, and availability under its revolving credit facility. W

anticipate that the conpany's sources of liquidity will be about 1.9x its uses
over the next 12 nonths starting from June 30, 2018 and above 1.5x for the
followi ng 12 nmonths. W believe that net sources will remain positive even if

EBI TDA decl i ned by 30%

W al so believe that DSV:
* Wuld be able to absorb high-inpact negative credit events w thout the
need to refinance, due to its |ow capital requirenents;

* Has wel | -established and solid relationships with banks; and

e Has sufficient headroom under covenants to support a strong liquidity
assessnent.

As of June 30, 2018, we estimate DSV's liquidity sources for the upcom ng 12

nmont hs mai nly incl ude:

» About DKK400 million of cash and short-terminvestnents that we view as
readily avail able for debt repaynent.

e About DKK745 million in unused and committed financing available for nore
t han one year.

e Qur base-case forecast of FFO of around DKK4.5 billion.

W al so note that DSV had about DKK1.5 billion available on a revolving credit
facility due for renewal in Septenber 2019.

As of June 30, 2018, we estimate liquidity sources for the upconm ng 12 nonths

mai nly incl ude:

* Goss capital expenditures of around DKKL1 billion, including the purchase
of software-rel ated intangi bl es.

» Wrking capital outflows averaging DKK50 million annually, with potential
intrayear volatility of up to DKKL1 billion.

e Short-term debt of DKK880 million.

Outlook

The stable outl ook reflects our expectation that DSV's revenue will increase
in the 2% 3% range over the next two years, fueled by simlar global GDP and

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 19, 2018



Research Update: Danish Freight Forwarder And Logistics Provider DSV Rated 'BBB+'; Outlook Stable

trade growth, and that the conpany's EBIT margins will inprove and renain

heal thy conpared with peers'. Wiile we expect the conpany will use its strong
free cash flow for sharehol der returns and bolt-on acquisitions, we believe it
woul d shift its priority to del everagi ng should | everage increase materially,
for example, to fund a sizable acquisition, such that credit neasures
recovered to rating-comensurate |levels within 12 nonths. W consi der adjusted
FFO to debt of about 40% and adjusted debt to EBI TDA bel ow 2.0x to be
conmensurate with the 'BBB+' rating on DSV.

Upside scenario

Al t hough unlikely over the next 12 nonths, we could raise the rating if DSV s
adjusted FFO to debt ratio inproved to nore than 50% because, for exanple, it
consistently applies free cash flows for debt reduction while adjusting its
financial policy to ensure that such a ratio |level is sustainable.

We could also raise the rating if DSV significantly expands its revenue,
gl obal narket share, and geographic scal e outside Europe, while naintaining
EBI T nargi ns above the industry average.

Downside scenario

We coul d downgrade DSV if, for exanple, we expected its adjusted FFO to debt
to fall significantly below 40% with Iimited prospects for recovery in the
short term because of, for exanple, an unexpected shift in the company's
financial policy toward materially hi gher sharehol der renuneration than we
foresee, or an unexpected | arge debt-funded acquisition.

We coul d al so consider a downgrade if DSV's business profile weakened. This
coul d stem from macr oecononi ¢ headwi nds or operational mssteps, resulting in
substantial revenue decline, EBIT nargin conpression to less than 6% for a
prol onged period, or an increase in the volatility of the conpany's
profitability.

Ratings Score Snapshot

| ssuer Credit Rating: BBB+/ Stable/--

Busi ness risk: Satisfactory
e Country risk: Low risk

e Industry risk: Low risk

 Conpetitive position: Satisfactory

Fi nancial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: bbb
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Modi fiers
» Diversification/Portfolio effect: Neutral (no inpact)

e Capital structure: Neutral (no inpact)

e« Liquidity: Strong (no inpact)

« Financial policy: Neutral (no inpact)

* Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Positive (+1 notch)

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The Railroad
And Package Express Industry, Aug. 12, 2014

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

* Ceneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

* CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

New Rati ng

DSV A/'S
I ssuer Credit Rating BBB+/ St abl e/ - -

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

Certain ternms 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
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i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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 Mscow 7 (495) 783-4009.
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