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Research Update:

Turkish Appliance Manufacturer Vestel 'B-' Rating
Affirmed On Plans To Improve Liquidity; Outlook
Negative

Overview

* Vestel's operating perfornance renained solid in first-half 2017, with
15% year - on-year revenue growth, supported by strong volune growh in
househol d appliances and positive currency effects.

 Although Vestel's healthy performance and favorabl e denographi cs support
| ong-term donestic demand, the group's debt remains high and its
liquidity position vulnerable due to heavy reliance on short-term debt
fi nanci ng.

e W note, however, that Vestel is looking to extend its debt maturity
profile and has a proven track record of rolling credit lines.

e W are therefore affirmng our '"B-' long-termcorporate credit rating on
Vest el

» The negative outlook reflects the likelihood of a downgrade if the
conpany fails to extend its maturity profile or if its operating
performance weakens.

Rating Action

On Sept. 20, 2017, S&P G obal Ratings affirned its 'B-' |ong-term corporate
credit rating on Turkey—-based brown and white goods manufacturer Veste
El ektroni k Sanayi Ve Ticaret A'S. (Vestel). The outlook is negative.

Rationale

The affirmation reflects our view that Vestel's operating perfornance renains
sound and our expectation that Vestel's liquidity will inprove in the comning
nont hs, as we understand that the conpany is in talks with banks to extend its
debt maturity profile. However, we note that Vestel's liquidity could remain
weak if the company continues relying on short-termdebt financing or if its
operating performance weakens. This would translate into hei ghtened
refinancing risk given Vestel's reliance on banks' willingness to continuously
roll its credit facilities over.

On June 30, 2017, Vestel's liquidity position had weakened conpared with the
| evel on Dec. 31, 2016, because of sonme debt maturities conming due by the
second quarter of 2018, which, coupled with short-termmaturities, produces a
significant liquidity deficit over the com ng 12 nonths. However, we
understand that Vestel intends to extend its maturity schedule for a portion
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of its debt. This would sonewhat snooth the debt maturity profile and reduce
the liquidity risk, and we acknow edge that Vestel enjoys solid rel ationships
with a wide network of predomnantly Turkish and some international banks.
Vestel also has a long track record of consistently rolling over its
short-termfacilities. Mreover, we understand that reliance on short-term
financing is also a conmon feature of the Turkish funding system since it
yields lower funding rates than |longer-termfinancing. In addition, we think
Turkey's donestic banks will remain well regulated and anply capitalized.

Qur assessnent of Vestel's business risk profile continues to reflect the
conpany's volatile operating margins and cash fl ow generation, |largely because
of fierce conpetition and uneven demand in the consumer el ectronics sector, in
addition to volatility of raw nmaterial prices. However, Vestel has had a

| eadi ng donestic market position in liquid crystal display (LCD) TV sales
since 2014, and over the past several years the conpany has increased its

mar ket share in Europe, becom ng the |argest original design manufacturer of
LCD TVs on the continent. Vestel has also increased its market share in the
donestic white goods nmarket to 18% at June 30, 2017, from about 15%in 2015.
Nevert hel ess, the conpany still depends heavily on its key suppliers, which we
see as another nmmin weakness in Vestel's business risk profile. Al though we
think that margins could be volatile, we assess that they are relatively
protected agai nst currency noves, given that both revenues and operating costs
are predom nantly denomi nated in euros and U S. dollars. W also note that the
conpany i s pursuing sonme hedging efforts to nitigate the exposure.

Qur assessnent of Vestel's financial risk profile primarily incorporates its
hi gh S&P d obal Ratings-adjusted gross debt to EBITDA and strong reliance on
various forns of short-termfinancing. W project that Vestel's adjusted

| everage will remain at a high 8x-9x in 2017, as the increase in EBITDA is

of fset by an increase in debt stenming fromthe Turkish lira's depreciation
and intraconpany lending to the main owner Zorlu Holding (77.5% of capital).
We expect the conpany's credit ratios and cash flow generation will remain
highly volatil e because of the conpany's exposure to denand sw ngs, and its
margi ns are vulnerable to raw material and cell prices. This is partly offset
by our expectations of npbdest positive free operating cash flow (FOCF) in the
conm ng two years, alongside solid cash interest coverage ratios of between
2.0x and 2. 5x.

In our base case, we assune:

e GDP growth of about 2% 3% in Turkey over 2017-2018 and about 1.5%2.0%in
t he eurozone.

e The Turkish lira (TRY) to U S. dollar exchange rate to reach 3.90 by
end- 2017 and 4. 15 by end-2018, conpared with 3.52 at end-2016.

e Revenue growt h of about 5% 6% in 2017 and 2018. For 2017, we expect a 2%
year-on-year decline in TV revenues (56% of consolidated revenue) to
erode sone of the 17% growth expected in white goods segnents (44% of
consol i dated revenue) due to the tax breaks during the year. W expect
the Turkish government to lift the suspension on its special consunption
tax, which significantly drove growth in the segnent in the first half of
2017, by end- Septenber, and therefore normalize white goods growth. In
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2018, we expect white goods revenue growh to nornmalize to 1% 3% and the
TV segnent to benefit fromthe world cup and new narketing brands.

e Goss profit margin to remain at about 21% 22% in 2017-2018 (22.2%in
2016), supported by stabilization in raw material prices in the white
goods segnent and a decline in cell prices in the TV segnent, after a
peak in first-quarter 2017.

 Adjusted EBI TDA margin of 6.4%in 2017 conpared with 6.1%in 2016,
stemm ng from | ower operating expenses thanks to sales driving increasing
scal e.

» Reported annual capital expenditures (capex) of about TRY400 million
(about $115 nmillion) in 2017-2018.

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

» S&P d obal Ratings-adjusted debt to EBI TDA of about 8x-9x in 2017-2018

e Positive FOCF of higher than TRY100 million in 2017 and at |east break
even in 2018.

Liquidity

We continue to assess Vestel's liquidity as weak. This reflects Vestel's |ong
track record of relying on various forns of short-term funding, including
bilateral |oans and receivables factoring. W view this as an indication of
aggressive liquidity managenent, since the conmpany fully exposes itself to the
volatility of the |ocal capital markets.

Qur current liquidity assessment al so takes into account qualitative factors
such as Vestel's solid, 20-year relationships with its key | endi ng banks,
which we assune will continue to roll over the facilities, provided they are
covered by operating cash flow and the conpany conti nues to deliver

sati sfactory underlying operating perfornance.

We calculate that the conpany's liquidity sources will not fully cover its
liquidity uses in the 12 months from June 30, 2017.

We believe that principal liquidity sources for the 12 nonths from June 30,
2017, incl ude:

e Consolidated cash and equival ents of TRY1.45 billion

* Funds from operations of about TRY450 million-TRY500 mllion

We believe that principal liquidity uses for the sanme period include:
e Debt maturities of about TRY3.2 billion, of which TRY2.4 billion is
related to the short-termportion of long-termfinancial liabilities.

* Annual capex of about TRY400 nillion

We anti ci pate headroom of at |east 15% under the current liabilities ratio of
the financial covenants under its |oan agreenent with the European Bank for
Reconstructi on and Devel opnent.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 20, 2017 4

1918017 | 302567198



Research Update: Turkish Appliance Manufacturer Vestel 'B-' Rating Affirmed On Plans To Improve Liquidity;
Outlook Negative

Outlook

The negative outl ook on Vestel reflects the potential for a downgrade in the
next 12 nonths if the conpany doesn't succeed in inproving its maturity
profile, or if its operating perfornmance deteriorates.

Downsi de scenario

We could lower the rating if:

* Vestel does not inprove its liquidity position (with sources of cash to
uses of cash remaining at current level); or

e (perational perfornmance deteriorates due to weaker denmand or tighter
availability of consumer financing in Turkey, adverse currency sw ngs
that could inpact both donmestic and international demand, or hei ghtened
conpetition. Morre specifically, we would ower the rating if the adjusted
EBI TDA margi n was sustainably below 5% translating into significantly
negative FOCF.

Upsi de scenario

We could revise the outlook to stable if the conpany inproves its liquidity
position by extending the debt maturity profile in such a way that liquidity
sources sustainably approach its liquidity uses, while its operating
performance remai ns solid.

Ratings Score Snapshot

Corporate Credit Rating: B-/Negative/--

Busi ness risk: Wak

 Country risk: High

e Industry risk: Moderately high
 Conpetitive position: Wak

Financial risk: H ghly | everaged
e Cash flow Leverage: Highly | everaged

Anchor: b

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Negative (-1 notch)

e Liquidity: Wak (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Fair (no inmpact)

» Conparabl e ratings analysis: Neutral (no inpact)
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Rati ngs Affirned

Vest el Elektroni k Sanayi Ve Ticaret A S.
Corporate Credit Rating B-/ Negati ve/ - -

Additional Contacts:
Sandra Wessman, Stockholm (46) 8-440-5910; sandra.wessman@spglobal.com
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs 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
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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