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Research Update:

Turkish Electronics Co. Vestel Downgraded To

'B-' On Covenants, Weak Demand; Outlook
Negative

Rationale

On Dec. 22, 2008, Standard & Poor's Ratings Services lowered its |long-term
corporate credit rating on Turkey-based consumer el ectronics and white goods
manuf acturer Vestel Elektronik Sanayi Ve Ticaret AS. to 'B-' from'B . The
outl ook is negative.

At the sane tinme, we lowered the issue rating on the $225 mllion
guar anteed notes issued by Vestel Electronics Finance Ltd. to 'B-' from'B',
inline with the corporate credit rating. The notes carry a recovery rating of
4, indicating our expectation of average (30%50% recovery in the event of a
paynment default.

At Sept. 30, 2008, Vestel had gross unadjusted debt of about $543
mllion.

The downgrade reflects Vestel's continued | ow headroom under its
financial covenants in a very difficult operating environnment, including in
t he key business of TV exports to the EU. The rapid demand shift to flat
(liquid crystal display, or LCD, and plasma) TVs away from cathode ray tube
(CRT) based nmodel s continues to challenge Vestel's volune growmh. Vestel's
conpetitive and flexible manufacturing base and the Turkish lira's (TRY)
recent weakeni ng agai nst the euro should continue to support the conpany's
conpetitiveness, however. Support fromdiversified group Zorlu (not rated),
Vestel's owner, could becone increasingly inportant, including through a
pl anned TRY160 million restricted cash rights issue, for which Vestel is
awai ting regul atory approval. The rights issue would be a positive devel opnent
for Vestel's credit quality.

Vestel remmins exposed to currency volatility. Its short forei gn exchange
bal ance sheet position sonmewhat of fsets the conpetitive benefits of the recent
TRY depreciation against the euro and dollar. W remain concerned that
increasing currency volatility could create significant tenporary inbal ances
for Vestel, including at financial covenant cal cul ation dates. The group's
conpetitive position and profit margin could benefit fromthe rapidly
weakeni ng TRY agai nst the euro, as in the past, but we are concerned that the
econom ¢ recession in Vestel's export nmarkets and a weaker donestic
envi ronnent could nore than offset these factors.

Vestel's TV shipnments fell by 22% vyear on year, in the nine nonths ended
Sept. 30, 2008, as a 23%increase in flat TVs (for which Vestel has an about
11% nmar ket share in Europe) failed to offset a 44%drop, froma |arger base,
in CRT TVs (Vestel's CRT market share is about 50%in the EU). Overall,
revenues were up by 2% year on year in dollar terns in the first nine nonths
of 2008, including 8% donmestic growh, but were down about 16%in
third-quarter 2008, including a 24% decline for exports. Vestel derived 72% of
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its $3.6 billion revenue base fromexports in the 12 nonths ended Sept. 30,
2008.

The ratings on Vestel continue to reflect the group's cost-efficient
manuf acturing, but remain primarily constrained by the volatile Turkish
macr oeconom ¢ envi ronnment and resulting currency sw ngs; weakeni ng European
econom es and demand for durabl e goods; the conpany's significant, and largely
short-term debt burden; |ow covenant headroom the highly conpetitive nature
of the conpany's end-nmarkets; and the very limted visibility of near-term
denand.

Liquidity

Vestel's liquidity remains tight, as a result of its | ow covenant headroom and
continued reliance on various sources of short-term funding, including
short-term borrow ngs, receivables factoring, and letters of credit.
Consol i dated short-term borrowi ngs were $243 mllion at Sept. 30, 2008,

agai nst cash and equivalents of $327 mllion. These figures include short-term
debt of $20 mllion and cash and equivalents of $18 mllion at Vestel Wite
Goods. Free cash flow generation is generally skewed toward the fourth
quarter. Free operating cash flow after gross tangible and intangible capita
expenditures was a solid TRY410 million in the 12 nonths ended June 30, 2008,
but coul d decline sonmewhat in the next few quarters as nargi ns are pressured.

Al t hough gross tangi ble and intangi ble capital expenditures (including
capitalized devel opment costs) have cone down significantly, currently
representing about 4% of revenues, we expect near-termfree cash flow
generation to remain constrained by the conpany's weak profitability.

Vestel Electronics does not pay a parent conpany dividend. The conpany is
reliant to a |large extent on annual dividends fromits 72.6% owned |isted
subsi diary Vestel Wite Goods, which paid dividends to its mnority
sharehol ders of TRY14 nillion in second-quarter 2008.

At June 30, 2008, the conpany conplied with financial covenants included
in the indenture of Vestel Electronics Finance Ltd.'s $225 million bond due
May 2012. Covenants are cal cul ated at end- Septenber and end-Decenber. The
mar gi ns under the 4x debt-to-EBITDA ratio and above the 2.25x fixed charge
coverage ratio were very snall, however, at 14% and 9% respectively. Although
i nterest coverage is calculated on gross interest costs, it benefits somewhat
fromthe inclusion of gross interest inconme in EBI TDA. The debt-t o- EBI TDA
covenant is cal cul ated on gross adjusted debt, including discounted and
undi scounted letters of credit, and as a result has not meaningfully benefited
from Vestel's net debt bal ance sheet debt reduction over the past two years.

G ven the covenant EBI TDA base of about TRY350 million used for covenant

cal cul ation, applying the rights issue to gross debt reduction would help the
debt -t o- EBI TDA covenant by about 0.45x, which would be a significant

i mprovenent for Vestel's liquidity.

Recovery rating

The $225 million guaranteed notes are rated 'B-', with a recovery rating of 4,
i ndi cati ng our expectation of average (30% 50% recovery in the event of a
payment default.
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We have val ued the conpany on a |iquidation basis, given the vul nerable
busi ness profile and a conpetitive environment characterized by strong
conpetition with several strong players and | eadi ng brands gl obally. However,
as we see some potential for restructuring in Turkey (valuable distribution
networ k and brand), we have al so assessed recovery prospects in a
goi ng-concern scenario. After deducting priority liabilities, we estimte
recovery prospects for the unsecured issues in the 30% 50% range.

Recovery prospects for Vestel's unsecured notes reflect the estimated
val ue avail abl e and accessible to creditors, the Iikelihood of insolvency
proceedi ngs bei ng adversely influenced by Vestel's Turkish domcile, and the
conpl ex capital structure, with a significant proportion of short-term debt
roll ed over periodically. The recovery ratings also reflect the unsecured
nature of the debt.

For nmore details on our recovery analysis on Vestel, please see "Veste
El ektroni k Sanayi Ve Ticaret A S.'s Recovery Rating Profile," published today
on RatingsDirect.

Outlook

The negative outl ook reflects our concerns about the group's trading
prospects, weak margins, and tight liquidity. W could |Iower the ratings if
the conpany's liquidity position does not rapidly inprove.

We woul d deem any di scount ed exchange offer for the $225 nmillion
bonds--currently trading at |ow | evel s--as distressed given the conpany's weak
liquidity and deteriorating trading environnent. The execution of distressed
exchange offers are tantanount to default under our criteria. It should be
noted that we have no indication that Vestel's nanagenent intends to explore
such a route, but also that many | owrated conpani es have recently executed or
consi dered di scounted exchange offers.

We could revise the outlook to stable if Vestel uses proceeds fromthe
pl anned TRY160 mllion cash rights issue from Zorlu Hol ding for gross debt
reduction--notably reducing its reliance on short-term fundi ng--and inproves
covenant headroom

Ratings List

Downgr aded
To From
Vestel Elektroni k Sanayi Ve Ticaret A S
Corporate Credit Rating B-/ Negati ve/ - - B/ Negati ve/ - -
Vestel Electronics Finance Ltd.
Seni or Unsecur ed* B- B
Recovery Rati ng 4 4

*Quar ant eed by Vestel Elektroni k Sanayi Ve Ticaret A S

Standard & Poor’s RatingsDirect | December 22, 2008 4

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page.



Research Update: Turkish Electronics Co. Vestel Downgraded To 'B-' On Covenants, Weak Demand; Outlook
Negative

Additional Contact:
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Ratings information is available to subscribers of RatingsDi rect, the

real -tine Wb-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www. st andardandpoors. con sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Ratings Search. Alternatively, call one of the follow ng Standard & Poor's
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; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4017.
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