STANDARD
&POOR’'S

RATINGS SERVICES

RatingsDirect’

Research Update:

Turkish Appliance Manufacturer
Vestel Outlook Revised To Stable On
Lower Expected Cash Flow; 'B-' Rating
Affirmed

Primary Credit Analyst:
Alexander Griaznov, Moscow (7) 495-783-4109; alexander_griaznov@standardandpoors.com

Secondary Contact:
Matthias J Raab, CFA, Frankfurt (49) 69-33-999-122; matthias_raab@standardandpoors.com

Table Of Contents

Overview

Rating Action

Rationale

Outlook

Related Criteria And Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 30, 2012 1

1043119 | 301069959



Research Update:

Turkish Appliance Manufacturer Vestel Outlook
Revised To Stable On Lower Expected Cash Flow;
'B-' Rating Affirmed

Overview

« W do not expect that Turkish brown and white goods manufacturer Vestel
will generate meaningfully positive free operating cash flowin 2012 and
2013.

e This is inconsistent with our previous expectation that its positive free
cash flow generation could sonewhat mtigate Vestel's very hi gh exposure
to short-term financing.

« W are revising our outlook on Vestel to stable from positive and

affirmng the 'B-' long-termrating.
» The stable outlook reflects our expectation that Vestel will adequately
manage its high exposure to refinancing risk and will inprove its cash

fl ow generation in 2013.

Rating Action

On Nov. 30, 2012, Standard & Poor's Ratings Services revised its outl ook on
Turki sh brown and white goods nanufacturer Vestel Elektronik Sanayi Ve Ticaret
A.S. (Vestel) to stable frompositive and affirned the corporate credit rating
at 'B-'.

Rationale

W revised the outlook to stable from positive because we no | onger expect

that Vestel will generate neaningfully positive free operating cash flow in
2012 and 2013, which we previously considered an inmportant nitigant to the

conpany's weak liquidity.

We now project that Vestel will report an at |east twofold decline in Standard
& Poor's adjusted EBITDA for 2012, because of negative foreign exchange
dynam cs and weakening trading conditions. W currently assume that, because
of the EBITDA decline, the Standard & Poor's adjusted debt-to-BlI TDA ratio will
exceed 7x at the end of 2012, up fromabout 3x in 2011. G ven the EBI TDA
decline, significant working-capital swi ngs, and persistently high capita
spendi ng, Vestel will not generate any neani ngful positive free cash flow,
which is inconsistent with our previous expectations.

The conpany's liquidity position renains "l ess than adequate", as its debt
profile features a very high percentage of short-termmaturities. These
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primarily include various forns of working-capital financing, such as

revol vers, letters of credit, and receivables factoring. W previously
expected that Vestel's positive free cash flow generation (FOCF) in 2012 could
sonewhat nitigate its refinancing risk, which did not happen because of the
weakened operating performance.

Nevert hel ess, in our base-case scenario for 2013, we assune that Vestel's

operating performance will be on a positive trajectory, alongside with
i mproving profitability and cash fl ow generati on. Notably, we assume that the
gross margin will inmprove fromthe current |evel of about 12%to about 13.5%

and that Vestel's working capital swi ngs and capital expenditures wll
decline, supporting growh in cash fl ows.

The 'B-' rating reflects our assessment of Vestel's business risk profile as
"weak" and its financial risk profile as "highly | everaged"

Vestel's business risk profile is constrained by its volatile operating
performance, reflecting its exposure to uneven nacroecononic conditions in

Tur key and Europe, working-capital swings, and volatility in foreign exchange
rates. It also reflects the high conpetitiveness of the LCD (liquid-crysta

di splay) TV narket, where Vestel has to conpete against |larger and financially
stronger gl obal players, such as Sansung El ectronics (A/ Positive/A-1), LG

El ectronics Inc. (BBB-/Stable/--), or Sony Corp. (BBB/ Negative/A-2). These
weaknesses are only partially mitigated by Vestel's positioning as Europe's

| argest B-brands producer of LCD TVs, with a rising narket share and

i ncreasing scale. W al so assess Vestel's nmanagenent and governance as "fair".

The conpany's financial profile is constrained by its high reliance on
short-term fundi ng, volatile debt |everage, and weak FOCF. These risks are
only partly offset by support denonstrated by the sharehol der, which, in our
view, is a financially stronger entity than Vestel

Liquidity

We assess Vestel's liquidity as "less than adequate", as defined by our
criteria. This primarily reflects Vestel's continued reliance on various forms
of short-termfunding, including bilateral |oans, receivables factoring, and
letters of credit.

We cal cul ate that the conpany's ratio of liquidity sources to uses was bel ow
1x on Sept. 30, 2012, and we expect it to renmain at this |evel, absent nmjor
refi nanci ng.

In May Vestel repaid $250 mllion bond, using prinmarily new debt. W
understand that nmost of the financing the conpany currently requires is for
wor ki ng capital financing, that is why the conpany prinmarily borrows on a
short-termbasis. We view this as indication of aggressive liquidity
managenent, as the conpany fully exposes itself to the risk of volatility in
the | ocal capital markets.
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We note, however, that reliance on short-termfinancing is a distinctive
feature of nmany corporates operating in Turkey, where nmedium and |ong-term
financing is rare and expensive. Qur "l ess-than-adequate" assessnent of
Vestel's liquidity factors takes into account Vestel's solid relationship with
its key | ending banks, which we assune will continue rolling-over the
facilities on an ongoi ng basis.

Vestel's cash flow generation renmains volatile, being dependent on trading
conditions and currency swi ngs. Therefore we do not expect FOCF to be an
i mportant source of financing in 2012 and 2013.

Outlook

The stable outlook reflects our expectation that Vestel's adjusted debt

| everage will exceed 7x at the end of 2012 because of the drop in EBITDA and
will reduce to about 4x at the end of 2013 thanks to inprovenents in
profitability. It also reflects our assunption that Vestel's key |ending banks
will continue rolling over the short-termcredit facilities they provide to

t he conpany.

We could raise the rating if Vestel were to denonstrate a meani ngfu
turnaround in its operating performance, including a positive profitability
trend and positive FOCF. Upside could also be driven by an inmprovenent in
Vestel's liquidity position, because of an extension of the maturity profile.

We could lower the rating on Vestel if its profitability were to remain at
weak | evels for a prolonged period of time, resulting in strongly negative
FOCF. A negative rating action could also follow further weakeni ng of Vestel's
l[iquidity position, for exanple, if we saw nore risk that key |enders would
not roll over Vestel's short-term debt maturities.

Related Criteria And Research

Al articles listed bel ow are avail able on RatingsDirect on the dobal Credit
Portal, unless otherw se stated.
e Key Credit Factors: Methodol ogy And Assunptions On Risks In The d oba
H gh Technol ogy Industry, Cct. 15, 2009
2008 Corporate Criteria: Analytical Methodology, April 14, 2008
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Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's 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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