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» Turkish appliance manufacturer Vestel's reliance on short-termfinancing
is far higher than we anticipated, partly due to sizeable intragroup
lending to its parent conpany, Zorlu Hol ding.

* This is partly offset by the conpany's solid operating performnce and
our expectation that it will gradually further inprove.

* W are therefore revising our outlook on Vestel to stable and affirmi ng
the "B-' long-termrating.

e The stable outlook reflects our view that the conpany is noving to
sharply reduce its short-termdebt in the second half of 2015, through
refinanci ng and worki ng capital nmanagenent, as well as a decrease in
I ending to Zorlu Hol di ng.

FRANKFURT (Standard & Poor's) Sept. 17, 2015--Standard & Poor's Ratings
Services today revised its outl ook on Turkey-based brown and white goods
manuf acturer Vestel Elektronik Sanayi Ve Ticaret A S. (Vestel) to stable from
positive. At the sane tine, we affirmed our 'B-' long-term corporate credit
rati ng on the conpany.

The outl ook revision primarily reflects Vestel's far higher reliance on
short-termfinancing than we anticipated, partly owing to sizeable intragroup
lending to its parent company, Zorlu Holding. In our view, the conpany's
gradual |y improving operating results, partly hel ped by the recent narked
depreci ation of the Turkish lira against hard currencies, are offset by its
aggressive liquidity managenent that relies heavily on continued access to
short-termfinancing. In the first half of 2015, Vestel's short-term debt
increased by Turkish lira (TRY) 1.6 billion to TRY2.1 billion ($0.7 billion)
conpared with year-end 2014. As a result, 81% of Vestel's gross financial debt
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was short-termas of June 30, 2015, conpared with 28% at year-end 2014.

Nevert hel ess, the conpany posts overall solid operating performance and is one
of the largest exporters in Turkey. W consequently expect that Vestel will
continue to have solid access to |ocal banks and short-termloans to finance
its working capital requirenents. Therefore, we continue to viewits liquidity
as "l ess than adequate" rather than "weak."

Qur assessnment of Vestel's business risk profile reflects its volatile
operating margi ns and cash fl ow generation, |argely because of fierce
conpetition and uneven denand in the consuner el ectronics sector. That said,
Vestel's market share in liquid crystal display (LCD) TV sales in Europe has
i ncreased over the past several years, and the conpany has becone the | argest
B- brand producer of LCD TVs in Europe. Yet, the conmpany still |argely depends
on its key suppliers, which we see as anot her main weakness in Vestel's

busi ness risk profile.

Qur assessnent of Vestel's financial risk profile primarily incorporates its
hi gh Standard & Poor's adjusted gross debt to EBI TDA and strong reliance on
various forns of short-termfinancing. In addition, we expect the conpany's
credit ratios and cash flow generation will remain highly volatile because it
is exposed to demand swings and its margins and revenues are vulnerable to
currency fluctuations. This is partly offset by our expectations of nodest
positive free operating cash flow (FOCF) and solid cash interest coverage
rati os of between 3x and 4x in 2015-2016.

The Standard & Poor's adjusted gross debt figure is higher than Vestel's
reported gross financial debt primarily because of our standard adjustnents.

In our base case, we assune:

e Annual revenue growth of 3% 6% in 2015-2016, conpared with 25%growth in
2014, when revenues received a boost fromincreasing sales before the
FIFA Wrld Cup in Brazil. In 2015-2016, we expect solid underlying demand
for Vestel's main products and additional revenue growth from new
products, such as snmart phones.

e Agross profit margin of about 21% 22% in 2015-2016, conpared with 20%in
2014, due to a better product mix, with a shift toward mid-to-high end
products, lower raw material prices, favorable currency effects because
of the weakening Turkish lira against hard currencies, as well as various
measures to inprove its brand inage and recognition, such as store
upgrades or inproved sales and after-sal es services.

« Moderately increasing capital expenditures of TRY400 mlli on- TRY500
mllion in 2015-2016, conpared with TRY395 nmillion in 2014.

e No dividend distributions, as in previous years.

» Moddestly positive working capital inflows for the full years 2015 and
2016.

* Rollover of short-termcredit facilities.

Based on these assunptions, we arrive at the following credit neasures for
Vestel :
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e« Modestly inproving Standard & Poor' s-adjusted EBI TDA margin toward 7% 8%
in 2016, conpared with 5.5%in 2014.

e A Standard & Poor's-adjusted debt-to-EBITDA rati o of about 6x-7x at
year-end 2015 and 4x-5x in 2016, conpared with 6x at year-end 2014.

« Slightly positive Standard & Poor's-adjusted free operating cash flow in
2015 and 2016.

The stable outl ook on Vestel reflects our view that the conpany is noving to
sharply reduce its short-termdebt in the second half of 2015, such that its
liquidity sources will likely largely cover its liquidity uses over the 12
nonths started June 30, 2015. W think Vestel will report markedly | ower
short-term debt at year-end, primarily follow ng working capital inprovenents,
active refinancing of short-term donestic bank | oans, and reduced lending to
Zorlu Holding. In addition, we expect Vestel will generate at |east roughly
break-even free operating cash flow in 2015-2016.

We could lower the rating if Vestel is unable to materially reduce its
currently very high short-termdebt in the next six nmonths. Furthernore,
declining revenues and margi n prospects due to weaker demand or tighter
avai l ability of consuner financing in Turkey, adverse currency sw ngs, or

hei ght ened conmpetition could pronpt a lower rating. In particular, Standard &
Poor's adj usted EBI TDA nargi ns sustai nably bel ow 4% and significantly negative
FOCF for nmore than 12 nonths, coupled with a continued "l ess than adequate"
liquidity, could trigger a downgrade.

A positive rating action on Vestel would hinge on an EBI TDA nargin

consi stently above 6% 7% an adjusted debt |everage ratio of bel ow 5x at
year-end, and sustai nably positive FOCF of nore than TRY100 million per year
We do not see "adequate" liquidity as an absol ute requirenent for a one-notch
upgrade, but the likely full coverage of liquidity uses, such as capita
expendi tures and short-term debt, throughout the fiscal year would be a key
consideration for raising the rating.
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Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitaliqg.com Al 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 O fice (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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