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Optibase Ltd.

Series Rating Baal.il Outlook: Stable

Midroog affirms the rating of Baal.il with stable outlook assigned to the bonds (Series A) issued by
Optibase Ltd. (hereinafter: "the Company").

The outstanding bonds rated by Midroog:

Bond Series ISIN Rating Outlook Final Maturity

Series A 1136209 Baal.il Stable 31/12/2021

Key Rating Considerations

The Company's rating is supported, inter alia, by good financial strength ratios for the rating level. As
of December 31, 2016, according to the Company's financial statements, the Company's equity/assets
ratio stood at 30% and its net debt/net CAP ratio stood at 60%. According to calculations received
from the Company, following the adjustment of the assets to fair value based on valuations, and
following the inclusion of the Company's share of the debt on assets accounted for by the equity
method, there is no significant change regarding the above ratios (the Company’s reports presented
according to U.S. GAAP, not IFRS); nevertheless, the low volume of operations and limited
diversification of the Company expose these ratios to fluctuations upon the acquisition of new assets
as well as following any other change in value of the assets and/or the financial debt. The rating is
further supported by the Company's activity in the income-producing real estate sector in
geographical areas characterized by stability and financial strength. Furthermore, the coverage ratios
compare favorably with the rating level. Based on the presentation in the financial statements, the net
debt/FFO ratio amounts to 18 years, while Company’s data show that the inclusion of the Company's
share of the cash flow from assets accounted for by the equity method results in better ratios.
Midroog foresees in 2017 slowing of the coverage ratios, inter alia in view of the expected decrease in
the NOI from the property in Chicago (which is accounted for by the equity method), although they
should still remain appropriate for the rating. In the medium term, the ratios are expected to return to
favorable levels for the rating. Nevertheless, the relatively low level of cash flow exposes the coverage
ratios to volatility.

On the other hand, the rating is unfavorably affected by a high concentration of assets, with a
resulting dependence on major assets and tenants. Thus for example, based on the Company's share
of NOI generated by assets, its three major assets account for more than 70% of the annual NOI (we
note that one of these assets is a portfolio of 27 supermarkets in Bavaria, Germany, and another asset,
in Switzerland, comprises a complex consisting of several buildings). Furthermore, the Company's
three major tenants account for more than 20% of its revenues (based on its share in the assets). In
addition, the volume of operations is relatively low, as reflected in the number of assets, the level of
permanent cash flow and the amount of equity, which negatively affect the Company's risk profile.
The Company has a short track record in the real estate business, as it only began to operate in the
income-producing real estate sector in 2009, having engaged until that year in a different area of
activity (video streaming). Additional negative factors are exposure to changes in exchange rates and
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in interest rates in the target countries, as well as the holding of condos in Miami (including a debt
that was assumed on the condos).

In addition, in March 2017 the Company issued a report on a key tenant, relating to defects in the
premises leased to that tenant (in a property located in Geneva, Switzerland; hereinafter: "CTN"). The
tenant generates 6% of the Company's revenues (based on the Company's share, including assets
accounted for by the equity method; taking into account consolidated assets only and including the
share of the minority interests, the tenant accounts for 18% of Company’s revenues). According to
the latest reports, legal proceedings are expected to take place between the Company and the tenant.
Given that these proceedings are in the initial stages, it is not possible to accurately quantify the effect
on the cash flow, on the coverage ratios, on the Company's liquidity and on the value of the property;
however, the rating considerations took into account sensitivity scenarios with respect to cash flow
and the value of the property. It should be noted that, according to information provided by the
Company, the terms of the loan under which the property company's shares were pledged include a
financial covenant according to which distributions by the property company may only be made from
profits accrued by it. This could affect the amount of the cash flow accruing to the Company from the
property company, although the latter has significant liquidity reserves. There has also been a certain
slowdown in the residential real estate market in Miami, with a negative impact on selling prices and
on the ability to dispose of the remaining inventory of 25 residential units. The Company took out a
loan on this inventory of condos, amounting as of December 31, 2016 to $11.8 million and repayable
during 2017-2018. This loan includes a guarantee by Optibase Inc., which coordinates the Company's
operations in the U.S.

In light of the foregoing, Midroog estimates that the Company's liquidity and cash flow visibility have
weakened. However, subsequent to the balance sheet date, the Company's controlling shareholder
provided it with an interest-free loan of $5 million, repayable in April 2019. According to the Company,
it is in the process of implementing several measures that should improve liquidity and/or the
schedule of amortization of its obligations.

Midroog's base scenario takes into account retention of the Company's occupancy rates and cash flow
from its existing assets. Midroog also factored in pro forma results derived from asset values based on
updated valuation reportes of the income-producing properties consolidated in the Company's
financial statements, including adjustment, inter alia, of the equity, the balance sheet, the CAP and the
net profit to IFRS (for the pro forma period only). Midroog likewise factored in sensitivity scenarios
with respect to the value of the property in Geneva and the condos in Miami. Midroog expects the
Company's net financial debt/net CAP ratio, together with proportionate consolidation of the debt on
the properties in Chicago and Philadelphia, to be in the range of 62%-65%. In the short to medium
term, the Company's FFO is expected to stand at $5.5-$8.5 million (excluding gross profit on the sale
of condos in Miami; upon their sale, the FFO should be higher), and the net financial debt/FFO ratio is
expected to stand at 25-30 years. Following stabilization of the assets, the coverage ratios are
expected to improve and to compare favorably with the rating. Midroog also considered sensitivity
scenarios relating to interest rates, the Company's revenues with emphasis on revenues from the CTN
project (in which, as noted, there is an ongoing dispute with the key tenant), etc. The rating takes into
account that during 2017-2018 the Company is to complete some of the measures described to
Midroog for improving liquidity and/or rescheduling the loan in Miami. Failure to comply with the
above could impact on the rating and/or the rating outlook.
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Optibase Ltd. — Main Data

Key financial information (SK) - U.S.

GAAP 31.12.2016 | 31.12.2015 | 31.12.2014
NOI 13,179 12,315 11,161
EBITDA ** 11,680 10,895 12,097
EBITDA margin from revenue 67% 69% 84%
Net profit 2,120 1,171 5,445
Net profit excluding depreciation 6,364 5,096 9,258
Financial debt 149,781 161,100 112,481
Liquidity reserves 7,021 13,476 9,702
Liquidity held in property companies -

CTN 9,003 10,330 13,200
Net financial debt 133,757 137,294 89,579
CAP 237,529 250,862 203,793
Net CAP 221,505 227,056 180,891
Equity and minority interests 74,128 75,584 77,075
Equity excluding minority interests 55,134 55,784 57,439
Fixed assets (income-producing real

estate and condos) 207,690 214,840 185,204
Total assets 250,384 262,944 218,004
Equity and minority interests to assets 30% 29% 35%
Debt to CAP 63% 64% 55%
Net debt to net CAP 60% 60% 50%
Adjusted FFO * 7,424 5,227 7,349
Debt to adjusted FFO*, annualized 20 31 15
Net debt to adjusted FFO*, annualized 18 26 12

*  Due to the classification of items differently in the statements to comply with IFRS, FFO was calculated based on
operating profit from the income statement, less net financing and tax expenses in the cash flow.

**  Liquidity of the property company (CTN) was presented separately due to existing restrictions on increasing the
amounts for the Company.

**% Pprevious reports issued by Midroog may contain items that have been adjusted to the statements based on information
provided by the Company, and therefore there may be certain changes in some of the financial data relative to previous
reports.
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Key Rating Rationale

The company operates in the income-producing real estate sector in geographical areas
characterized by financial stability and strength, contributing to its risk profile; on the other hand, its
activity is characterized by a high concentration of assets and tenants and limited operations
relative to other rated companies

As of the date of this report, the Company's activity is concentrated in Switzerland, the U.S. and
Germany, countries which are characterized by financial strength and stability and rated Aaa by
Moody's. In Switzerland, the Company owns two income-producing properties, stated in its books at a
cost of $160 million and generate annual NOI of $10.5 million (Company's share — $6 million). In the
U.S., the Company has a stake in three income-producing properties (one of which is attributed to a
4% financial stake in a portfolio of commercial properties in Texas), stated in its books at a net cost
and at equity method (according to the Company's share) of $22.9 million. The Company also owns 25
condos for sale in Miami. In July 2015 the Company completed the acquisition of 27 commercial
properties in Bavaria, Germany, leased mostly to Edeka, a large German food retailer. These assets are
stated in the Company's books at a cost of $28.8 million, and generate annual NOI of $2.9 million. In
Midroog's opinion, the location of these assets contributes favorably to the Company's risk profile and
stability of income from income-producing properties.

Despite the location of the Company's properties in areas characterized by stability and financial
strength, the Company's activity is characterized by a high concentration of assets and tenants, which
increases its dependence on specific assets or tenants. The Company's key asset generates 29% of the
Company’s NOI, and its three major assets account for more than 70% of the Company’s NOI (based
on an annual representative NOI and the Company's share of the NOI). We note that the Company's
asset diversification has improved in the last two years, following the acquisition of properties in
Germany and Chicago. The Company is also dependent on a key tenant accounting for 12% of
revenues, and three major tenants accounting for more than 20% of revenues (according to the
Company's share in the assets and including assets accounted for by the equity method). It should be
noted that in 2017 several contracts with relatively significant tenants in Switzerland as well as with
respect to some of the supermarkets in Germany are due to expire. Also, the asset in Chicago was
acquired under the assumption that the major tenant would depart in the course of 2016. According
to information received from the Company, new contracts have been concluded on some of the
supermarkets in Germany as well as on some of the premises vacated in Chicago. If the Company does
not succeed in renewing a majority of the lease contracts, this could affect future revenues to a
certain extent.
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Good financial strength and coverage ratios for the rating grade; on the other hand, the low volume
of the Company's operations exposes these ratios to fluctuations following changes in the business
parameters of the assets

As of December 31, 2016, the Company's shareholders equity and minority interests stood at $74
million (equity attributable to the shareholders amounted to S55 million), its equity/assets ratio
amounted to 30% and its net debt/net CAP ratio was 60%. These ratios compare favorably with the
rating grade. Equity stated in the Company's financial statements does not include a gain on the
revaluation of assets but does include depreciation accrued on assets, since the Company reports
presented according to U.S. GAAP (based on data received from the Company, adjusted to IFRS,
shareholders equity and minority rights would have been somewhat higher). However, the low
volume of the Company's operations exposes these ratios to fluctuations, as a change in the business
parameters of the assets and the assumption of additional debt by the Company, for its current needs
and for the acquisition of new assets, could erode these ratios, in the absence of a concomitant
increase in equity. Thus too, a change in the business parameters of the Company's assets could result
in volatility of the cash flows and coverage ratios. Moreover, the Company operates in various
countries, exposing it to a different basket of currencies, mainly the Swiss franc, the U.S. dollar and the
euro, than its shekel-denominated bonds. In this connection, as of December 31, 2016, total financing
for income-producing properties takes place in the target countries, and therefore there is a match
between the expenditures on, and the cash flows from, the assets. Also, the Company uses a part of
the bond proceeds to hedge against changes in the dollar exchange rate versus the shekel.

As of December 31, 2016 the debt/FFO ratio amounts to 18 years, comparing favorably with the rating
level. However, the relatively low volume of operations could lead to great volatility in results (e.g.
following a change in the expense structure or a change in rental revenues from the properties). Thus
for example, Midroog estimates that the ratios (including proportionate consolidation of the
companies accounted for by the equity method) for 2017 will be slower. In addition, the Company's
loans on a considerable number of its assets bear variable interest rates, exposing its coverage ratios
to interest-rate fluctuations.

Weakened liquidity of the Company due to the downturn in the residential real estate market in
Miami versus a short amortization schedule for the loan on the property in Miami, along with a
dispute with a tenant in the CTN property, is partially offset by a loan from the controlling
shareholder; low financial liquidity due to a dearth of unencumbered assets

As of December 31, 2016, the Company had liquidity reserves of $16 million, of which $9 million were
attributable to the CTN property company in Switzerland, which is 51% held by the Company jointly
with The Phoenix (any cash withdrawal from the property company requires the approval of The
Phoenix and the Company and is subject to covenants under the terms of the loans taken for the
property and the property company). As reported by the Company, following the receipt of a loan of
$5 million from the controlling shareholder and the distribution of the annual dividend from the CTN
property company, the liquidity reserves (excluding liquidity of the CTN property company) is
currently higher. Bond repayments in 2017-2021 will amount to $2.8 million (NIS 10 million) per year.
Given the downturn in the home-sales market in Miami, in 2016 and in 2017 (to date) the Company
did not sell any of its inventory of 25 condos in projects whose construction was completed. These
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condos are pledged against a loan with a balance as of December 31, 2016 of $11.8 million, which is
repayable between June 2017 and June 2018 (it should be noted that as of December 31, 2016, the
condos are recorded in the books at a depreciated cost of $18 million, but based on Company data
their current value is higher). It is Midroog's assessment that failure to sell these condos (contrary to
the Company's forecasts as presented to Midroog in the previous rating), coupled with the dispute
with the tenant in the CTN property, could affect the cash flow from the assets, negatively impacting
the Company's liquidity. Nevertheless, disregarding the loan in Miami, the Company's operations
continue to generate a reasonable cash flow. Furthermore, following the balance sheet date, a
company owned by the Company's controlling shareholder gave the Company a loan of $5 million.
According to information presented to Midroog, the Company is in the process of implementing
measures that should improve its liquidity/ schedule of amortization. Midroog expects the Company
to act in the course of 2017 to create additional sources of liquidity, whether by assuming additional
debt and refinancing its existing debt or by disposing of properties to meet its obligations. Failure to
complete these measures could impact negatively on the rating and/or the rating outlook. Midroog
notes favorably the terms of the Company's bank loans in Switzerland which are spread over 50 years,
reducing the refinancing risk on the assets. However, the absence of unencumbered assets and/or
assets encumbered at a very low LTV results in low financial flexibility of the Company.

Schedule of Amortization of Bond Principal — December
31, 2016 (US dollars in thousands)
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Factors that can improve rating and the rating outlook:

e Significant growth in the scope of operations and in the number of properties
e Significant growth in FFO while maintaining the existing coverage ratios over time.
e Significant improvement in liquidity and financial flexibility.

Factors that could lead to a rating downgrade:

e Significant deterioration in the Company's liquidity and operations, with emphasis on the property
in Switzerland.

e Distribution of a substantial dividend that impacts the risk profile.
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e Significant erosion of the financial strength ratios.

About the Company

The Company was incorporated and registered in Israel in 1990 under the name Optibase Advanced
Systems (1990) Ltd. In 1993 the Company changed its name to Optibase Ltd., and it operates by that
name to this day (the Company is a public company whose shares are traded on NASDAQ.) As of the
date of the rating report, the Company is held by a family foundation called The Capri Family
Foundation. Until 2012 the Company's controlling shareholder was Mr. Shlomo Wyler, who is today
the CEO of the wholly owned subsidiary Optibase Inc., which manages the Company's operations in
the U.S. From its establishment until 2009 the Company engaged in video streaming, and in 2009 it
expanded its range of operations to include income-producing property. In 2010 the Company sold its
video streaming operations, and today it engages in the acquisition and management of income-
producing properties in various sectors, in Switzerland, the U.S. and Germany.

Rating History
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2015 2016 2017

Related Reports

Optibase Ltd. — Monitoring Report — May 2016

Rating of Income-Producing Real Estate Companies — February 2016

Midroog Rating Scales and Definitions

The reports are published on the Midroog website www.midroog.co.il
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General Information

Date of rating report: May 28, 2017
Rating last revised on: May 9, 2016
Rating first published on: May 6, 2015
Rating commissioned by: Optibase Ltd.
Rating paid for by: Optibase Ltd.

Information from the Issuer

Midroog relies in its ratings inter alia on information received from competent personnel at the issuer.
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Local Long-Term Rating Scale

Aaa.il | Issuers or issues rated Aaa.il demonstrate, in Midroog's judgment, the strongest creditworthiness

relative to other domestic issuers.

Aa.il | Issuers or issues rated Aa.il demonstrate, in Midroog's judgment, very strong creditworthiness

relative to other domestic issuers.

A.il Issuers or issues rated A.il demonstrate, in Midroog's judgment, above-average creditworthiness

relative to other domestic issuers.

Baa.il | Issuers or issues rated Baa.il demonstrate, in Midroog's judgment, average creditworthiness

relative to other domestic issuers and may possess certain speculative characteristics.

Ba.il Issuers or issues rated Ba.il demonstrate, in Midroog's judgment, below-average creditworthiness

relative to other domestic issuers and may possess speculative characteristics.

B.il Issuers or issues rated Ba.il demonstrate, in Midroog's judgment, weak creditworthiness relative to

other domestic issuers and possess speculative characteristics.

Caa.il | Issuers or issues rated Caa.il demonstrate, in Midroog's judgment, very weak creditworthiness

relative to other domestic issuers and possess very significant speculative characteristics.

Ca.il Issuers or issues rated Ca.il demonstrate, in Midroog's judgment, extremely weak creditworthiness

and are very near default, with some prospect for recovery of principal or interest.

C.il Issuers or issues rated C.il demonstrate, in Midroog's judgment, the weakest creditworthiness and

are typically in default, with little prospect for recovery of principal or interest.

Note: Midroog appends numerical modifiers 1, 2, and 3 to each rating category from Aa.il to Caa.il. The modifier
1 indicates that the bond ranks in the higher end of its rating category, which is denoted by letters; the modifier
2 indicates that it ranks in the middle of its rating category, and the modifier 3 indicates that the bond ranks in

the lower end of its rating category, which is denoted by letters.
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Copyright © All rights reserved to Midroog Ltd. (hereinafter: “Midroog”).

This document, including this paragraph, is copyrighted by Midroog, and it is protected by copyright and by intellectual property law. This
document may not be copied, photocopied, modified, distributed, duplicated, translated or displayed for any purpose whatsoever,
commercial or otherwise, without prior written consent from Midroog.

Caveat regarding the limitations of the rating and the risks of relying on a rating, and caveat regarding limitations relating to the activity
of Midroog and the information appearing on its website.

Ratings and/or publications by Midroog are subjective opinions about future relative credit risks of entities relative to their credit obligations,
debts and/or debt-like financial instruments that are correct as of the date of their publication (and as long as Midroog has not changed or
withdrawn the rating). Midroog's publications may include assessments based on quantitative models of credit risks, as well as
accompanying opinions that served it in the rating process. Ratings and publications by Midroog do not constitute a statement as to the
accuracy of the facts at the time of the publication or at all. Midroog uses rating scales to issue relative assessments of credit risks and/or
entities and/or financial instruments according to definitions detailed in the scale itself. The choice of a symbol to reflect credit risk reflects
solely a relative assessment of that risk. Midroog defines credit risk as the risk that an entity may fail to meet its contractual financial
obligations on maturity, as well as any estimated financial loss in the event of default. Midroog's ratings do not address any other risk, such
as risks relating to liquidity, market value, change in interest rates, volatility in prices or any other factor that affects the capital market.

The ratings and/or publications issued by Midroog do not constitute a recommendation to buy, hold, and/or sell bonds and/or other
financial instruments and/or make any other investment and/or abstain from any of these actions.

The ratings and/or publications issued by Midroog also do not constitute investment advice or financial advice, nor do they address the
appropriateness of a particular investment for a specific investor, or constitute a recommendation for an investment of any kind relying on
the rating. Midroog issues ratings on the assumption that anybody making use of information provided by it and of the ratings, and any
investor, will exercise due caution and perform all the appropriate examinations required, himself and/or through authorized professionals,
in order to personally assess the merit of any investment in a financial asset he is thinking of buying, holding or selling. Every investor should
obtain professional advice regarding his investments, the applicable law and/or any other professional issue. Any rating or other opinion that
Midroog issues should be considered as just one component in any investment decision by the user of information contained in this
document or by anybody on his behalf, and accordingly, any user of information contained in Midroog ratings and/or publications and/or in
this document must study and assess the merit of an investment by him with respect to any issuer, guarantor, bond or other financial
instrument he intends to hold, buy or sell. "Investor" — an investor in a financial instrument that has been rated, or in a financial instrument
of a rated corporation.

All the information contained in Midroog ratings and/or publications, and on which it relied ("the information") was provided to Midroog by
sources that it considers reliable, and inter alia the rated entity. Midroog is not responsible for the accuracy of the information and presents
it as provided by those sources. Midroog takes all reasonable measures, to the best of its understanding, to ensure that the information is of
adequate quality and scope and is obtained from sources Midroog considers to be reliable, including reliance on information received from
independent third parties, if and when appropriate. However, Midroog does not carry out audits and cannot therefore verify or validate the
information.

General reviews published by Midroog are not intended for evaluating a particular investment but to provide general information and/or
data which in Midroog's possession, subject to the limitations cited above regarding the information used for their preparation. The contents
of these reviews do not represent the methodology by which Midroog works. Midroog may deviate from what is stated in a general review
and change its position regarding its contents at any time. The contents of a review may not be considered, treated or relied upon as an
opinion or advice of any kind. A general review does not form part of Midroog's professional methodology; it reflects the personal opinion of
the author of the document and does not necessarily reflect Midroog's opinion.

Subject to any law, Midroog, its directors, officers and employees and/or anybody involved on its behalf in the rating shall not be liable at
law to any person and/or entity for any financial or other damage and/or loss, whether direct, indirect, special, consequential or related,
incurred in any way or in connection with the information or the rating or the rating process, including due to not issuing a rating, even if
they or anyone on their behalf were advised in advance of the possibility of such damage or a loss, including but not only in respect of: (a)

any loss of profit, including due to loss of other investment opportunities; (b) any loss or damage incurred as a result of holding, acquisition
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and/or selling of a financial instrument, whether or not it was the subject of a particular credit rating issued by Midroog; (c) any loss or
damage incurred, inter alia and not exclusively, as a result of or in connection with negligence (excluding fraud, a malicious act or any act for
which the law does not permit exemption from liability) by directors, officers, employees and/or anybody acting on Midroog's behalf,
whether informed or not and whether by act or omission.

Midroog hereby declares that most of the issuers of financial instruments that it rates, or entities for whose issue a rating was conducted,
undertook to pay Midroog for the rating prior to the rating process. Midroog maintains policies and procedures with respect to the
independence of the rating and the rating process.

Midroog is a subsidiary of Moody's ("Moody's"), which owns 51% of Midroog's shares. However, Midroog's rating processes are independent
and separate from those of Moody's and are not subject to approval by Moody's. Midroog has its own policies and procedures and its rating
committee is independent in its discretion and decisions.

A rating issued by Midroog may change as a result of changes in the information on which it was based and/or as a result of new information

and/or for any other reason. Updates and/or changes in ratings appear on Midroog’s website at http://www.midroog.co.il, which also

provides additional information on Midroog’s procedures and/or the work of its rating committee.

Optibase Ltd. — Monitoring Report 28/05/2017 12


http://www.midroog.co.il/

