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Sisecam

Rationale

Corporate Credit Rating

BB/Negative/B

Business Risk Financial Risk

• Leading market positions for flat glass and glassware

in Turkey and Europe, with strong international

positions in glass packaging and soda ash.

• Ambitious investment in capital expenditure (capex),

resulting in a broadening geographic footprint in

recent years.

• Relatively high exposure to emerging markets,

which offer high growth prospects but higher

country risk, versus lower growth rates but lower

risk in more stable and mature markets.

• Robust margins and ability to generate cash flows

consistently through the cycle.

• Exposure to changes in consumer confidence,

seasonality, and the high capital- and

energy-intensive nature of its production techniques.

• Some operations in competitive and fragmented

end-markets with limited pricing flexibility.

• Very strong organic and inorganic growth in recent

years, supported by the long-term deprecation of the

Turkish lira against major currencies, especially the

U.S. dollar.

• Relatively low leverage compared to rated peers,

with prudent balance-sheet management.

• Significant ongoing capex and working capital

requirements to maintain production, market

position, and expansion plans. This results in

negative free operating cash flow (FOCF).

• Exposure to raw material input costs, energy costs,

and foreign-exchange (FX) swings.

• Adequate liquidity.
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Outlook

The negative outlook on Turkey-based glass producer Turkiye Sise ve Cam Fabrikalari A.S. (Sisecam) reflects that

on its parent Isbank, which in turn reflects the outlook on Turkey. On a stand-alone basis, we anticipate that

Sisecam will maintain its leading market position in Turkey and that its ambitious global expansion plans will

continue to support its credit metrics--specifically, S&P Global Ratings-adjusted funds from operations (FFO) to

debt in excess of 45% and adjusted debt to EBITDA of less than 1.5x.

Downside scenario

We would lower our rating on Sisecam if we downgraded Isbank. We could also lower our rating on Sisecam if

FFO to debt fell to less than 45% on a persistent basis. This could occur as a result of inflated raw material or

energy costs, a significant weakening in demand, or the unsuccessful execution of the group's sizable capacity

expansion plans, any of which could cause ratios to weaken to a level that we view as commensurate with an

intermediate financial risk profile.

Upside scenario

We view the potential for an outlook revision to stable as limited at this stage because the ratings on Sisecam are

capped at the level of the rating on Isbank.

Our Base-Case Scenario
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Assumptions Key Metrics

• An ongoing trend of robust organic and inorganic

growth and cash flow generation, resulting in credit

ratios that should remain comfortably

commensurate with the existing rating. This follows

a strong operating performance, with continued FX

tailwinds as the Turkish lira continues to depreciate

against major currencies, specifically the U.S. dollar

and the euro.

• Good volume growth in most regions, with pricing

being more of a challenge but remaining broadly

positive.

• In terms of business divisions, flat glass to be the

primary growth driver, with glassware remaining the

most challenging market, and healthy demand for

glass packaging and soda ash production adding an

element of revenue stability to the group's results.

• As a result of all of the above, overall group revenue

growth of more than 15% in 2017, and more than

10% in 2018.

• A slight deflationary environment in some markets,

which, coupled with potential energy and raw

material cost volatility, could act as a counterweight

to EBITDA margin improvement. We expect

Sisecam's EBITDA margin to come under slight

pressure over our 12-month rating horizon.

2016a 2017e 2018e

Revenue growth (%) 13.6 >15 >10

Adjusted EBITDA margin (%) 25.1 22-24 22-24

Debt to EBITDA (x) 1.6 1.6 1.5

FFO to debt* (%) 52.1 >50 >50

FOCF to debt* (%) (4.7) Negative Negative

a--Actual. e--Estimate. FFO--Funds from operations.

FOCF--Free operating cash flow. *Fully S&P Global

Ratings-adjusted.

Company Description

Turkey-based Sisecam is a manufacturer of flat glass, glass packaging, glassware, and soda ash. Sisecam operates 44

production plants across 13 countries and employs more than 21,000 employees.

Sisecam is publicly listed and has a highly diverse minority shareholder structure, with Isbank currently holding a 66%

stake.

Business Risk

We continue to assess Sisecam's business risk profile as fair, reflecting a dominant market position in Turkey. The

group's core operating companies rank No. 1 in Turkey in terms of sales--supported by strong local brands and

distribution networks. Sisecam also enjoys leading market positions in flat glass production in Europe in terms of

production capacity.
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Sisecam's product diversity is relatively good compared with many of its peers, although the group operates

predominately as a glass manufacturer. Its key segments are flat glass, glassware, and glass packaging, as well as

chemicals (soda ash and chromium), which support glass production. As such, end markets are varied, but some of

them are cyclical and/or seasonal--for example, the majority of flat glass sales are to architectural and automotive

glass markets. This product diversity helps to offset the inherent cyclicality of some of Sisecam's end markets, adding

greater stability to the group's revenues.

Sisecam's geographic diversity is not quite as extensive as that of some of its rated peers. Relatively high emerging

market exposure offers high growth prospects and allows for competitive pricing on a global basis, but brings with it

higher country risk. On the other hand, mature markets are innately lower risk and more stable, but exhibit lower

growth rates and less potential for expansion.

Glass production is a competitive and capital-intensive business, which requires significant investment due to the cost

and scale of the technologies involved, and this increases barriers to entry to the market. Glass furnaces are

energy-intensive and the group's EBITDA margins have been affected in the past by high and volatile input costs

(predominately for natural gas). Transportation and logistics are crucial for glass distribution (particularly for flat glass

and glass packaging), and as such, the group's manufacturing facilities are situated in or in close proximity to its major

markets.

Sisecam's key credit risks are its exposure to the cyclical and seasonal nature of its industry, changes in consumer

confidence, fluctuations in raw material costs and energy prices, and only limited control over pricing for some of its

products. Sisecam's profitability ratios are higher overall than some of its rated peers', but despite this, we expect that

the group's EBITDA margin will be under slight pressure from now on.

We are also mindful of the potentially negative effect of rising country risk in Turkey. In our view, this could dampen

domestic demand, increase the volatility of export volumes, cause input prices to rise, and increase pressure on

profitability. The heightened political and economic risks in Turkey may exacerbate these trends over our 12-month

rating horizon.

We define country risk as the broad range of economic, institutional, financial market, and legal risks that arise from

doing business with or in a specific country and that can affect a nonsovereign entity's credit quality. The credit risk for

every rated entity and transaction is influenced to varying degrees by these types of country-specific risks. The factors

we evaluate are economic risk, institutional and governance effectiveness risk, financial system risk, and payment

culture/rule of law risk.
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Our Base-Case Operating Scenario

• We expect Turkey's real GDP growth rate will almost halve, averaging 3% over 2017-2020, compared with

about 6% in 2013-2016. We expect consumption will remain the main growth driver, but at a slower pace than

in recent years, partly due to the impact on real wages of the Turkish lira's sharp depreciation against the U.S.

dollar (21%, year-end data) and the euro (17%) in 2016. We expect a further 6% slide against the dollar in 2017.

• The upturn in the eurozone is proving resilient, and we expect real GDP growth of 1.7% in 2017 and 1.2% in

2018, with some countries like Germany, The Netherlands, Spain, and the U.K. exhibiting real GDP growth rates

slightly above the eurozone average.

• At this stage, we do not anticipate that negotiations for the U.K.'s exit from the EU will have a materially

negative impact either on Sisecam's local operations or the Sisecam group as a whole, as the U.K. accounts for

slightly less than 2% of group revenues.

• In North America, specifically the U.S., we expect that the pace of economic expansion will likely continue into

2018, due to continued strength in job gains, accelerating wage inflation, and a relatively healthy economy. We

expect real GDP growth of 2.3% this year and 2.4% in 2018.

• Africa, Middle East, and Asia Pacific should continue to exhibit higher relative growth, but higher risk and innate

volatility.

Peer comparison
Table 1

Sisecam -- Peer Comparison

Industry Sector: Packaging

Sisecam Compagnie de Saint-Gobain Owens-Illinois Inc. Asahi Glass Co. Ltd.

Rating as of Sept. 7, 2017 BB/Negative/B BBB/Stable/A-2 BB/Negative/-- A-/Stable/A-2

--Average of past three fiscal years--

(Mil. €)

Revenues 2,345.8 39,021.7 5,874.8 9,954.5

EBITDA 503.2 4,164.8 949.0 1,505.4

Funds from operations (FFO) 396.6 3,047.2 595.9 1,304.7

Net income from cont. oper. 191.4 720.3 73.7 274.5

Cash flow from operations 284.8 2,475.9 648.5 1,360.1

Capital expenditures 348.6 1,449.0 368.4 905.1

Free operating cash flow (63.7) 1,026.9 280.1 455.0

Discretionary cash flow (116.7) 305.9 275.0 308.3

Cash and short-term investments 945.4 4,203.7 418.9 826.4

Debt 626.7 11,492.6 5,176.9 3,313.7

Equity 2,869.1 18,963.7 642.0 8,845.6

Adjusted ratios

EBITDA margin (%) 21.6 10.7 16.2 15.1

Return on capital (%) 8.7 6.2 9.0 5.0

EBITDA interest coverage (x) 6.9 5.9 3.7 22.9

FFO cash int. cov. (X) 6.4 8.6 4.2 28.2
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Table 1

Sisecam -- Peer Comparison (cont.)

Debt/EBITDA (x) 1.3 2.8 5.4 2.2

FFO/debt (%) 62.3 26.5 11.8 38.8

Cash flow from operations/debt (%) 44.3 21.5 12.7 40.3

Free operating cash flow/debt (%) (9.5) 8.9 5.6 13.3

Discretionary cash flow/debt (%) (18.2) 2.7 5.5 8.9

Financial Risk

The modest financial risk profile reflects our view of Sisecam's solid and consistent FOCF generation and stable credit

metrics. Sisecam demonstrates solid positive free and discretionary cash flow generation despite sizable capex and

cash dividends.

Capital intensity is a structural constraint on Sisecam's financial risk because it translates into hefty capex and large

seasonal working capital swings, with a risk of a build-up in working capital depending on industry conditions.

Our Base-Case Cash Flow And Capital Structure Scenario

• We expect the group's debt to remain broadly stable.

• We expect Sisecam to increase capex in 2017 and 2018, due to the fact that its geographic diversity and asset

base are much larger than in recent years, as well as a continuation of its ambitious expansion plans.

• We do not expect Sisecam to undertake any share buybacks over the next two years, but to use any excess cash

to invest via capex, or strengthen its balance sheet.

• We expect to see a continuation of the positive effect on Sisecam's results from the depreciation of the Turkish

lira against major currencies, specifically the U.S. dollar and euro.

Our adjusted debt figure is slightly higher than the group's reported debt figure because we add about Turkish lira

(TRY) 220 million related to pension liabilities. On the other hand, we net off about TRY3.05 billion of surplus cash,

which we consider available for debt repayment (that is, not restricted).

Financial summary
Table 2

Sisecam -- Financial Summary

Industry Sector: Packaging

--Fiscal year ended Dec. 31--

2016 2015 2014 2013 2012

Rating history BB/Stable/B BB+/Negative/B BB+/Stable/B BB+/Stable/B -/-/-

(Mil. TRY)

Revenues 8,421.7 7,415.1 6,875.9 5,954.2 5,342.1

EBITDA 1,899.9 1,702.8 1,303.8 1,127.8 965.1

Funds from operations (FFO) 1,540.8 1,348.2 988.9 878.8 796.3
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Table 2

Sisecam -- Financial Summary (cont.)

Industry Sector: Packaging

--Fiscal year ended Dec. 31--

2016 2015 2014 2013 2012

Net income from continuing operations 743.4 722.8 413.2 431.9 294.1

Cash flow from operations 1,002.4 909.7 842.1 597.4 757.1

Capital expenditures 1,141.2 1,079.6 1,125.4 1,655.8 1,109.4

Free operating cash flow (138.8) (169.9) (283.4) (1,058.4) (352.3)

Discretionary cash flow (479.6) (280.5) (374.8) (1,145.6) (409.3)

Cash and short-term investments 3,205.4 3,144.3 2,775.4 1,953.1 1,164.3

Debt 2,957.9 1,839.8 1,423.6 1,995.8 1,317.9

Equity 11,329.6 9,502.5 7,239.3 6,615.3 5,605.9

Adjusted ratios

EBITDA margin (%) 22.6 23.0 19.0 18.9 18.1

Return on capital (%) 8.7 9.6 7.8 8.6 8.0

EBITDA interest coverage (x) 7.4 6.7 6.4 6.9 7.1

FFO cash int. cov. (x) 7.1 6.1 5.8 5.9 8.3

Debt/EBITDA (x) 1.6 1.1 1.1 1.8 1.4

FFO/debt (%) 52.1 73.3 69.5 44.0 60.4

Cash flow from operations/debt (%) 33.9 49.4 59.2 29.9 57.4

Free operating cash flow/debt (%) (4.7) (9.2) (19.9) (53.0) (26.7)

Discretionary cash flow/debt (%) (16.2) (15.2) (26.3) (57.4) (31.1)

TRY--Turkish lira.

Liquidity

We think Sisecam will maintain adequate liquidity, and we anticipate that liquidity sources will exceed liquidity uses by

at least 1.2x over the next 12 months.

Sisecam does not have any committed undrawn credit lines (and we do not consider them in our calculation of

liquidity sources over uses), because we understand that this is not market practice in Turkey. However, we

understand that Sisecam has consistently been able to satisfy its short-term funding needs when required. We note that

Isbank holds a controlling stake in Sisecam, and could give the group further funding if required.
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Principal Liquidity Sources Principal Liquidity Uses

• Cash on the balance sheet of about TRY3.2 billion as

of June. 30, 2017;

• Our forecast of cash FFO of about TRY1.7 billion;

• No undrawn committed credit facilities;

• Working capital-related cash collection of up to

TRY400 million between now and fiscal year-end

2017; and

• Modest income from asset sales, although this is

difficult to predict.

• Short-term debt maturities of TRY 2.1 billion;

• Capex of TRY1.5 billion or more;

• No significant acquisition spending;

• Working capital outflows of up to TRY430 million as

the business grows; and

• Our forecast of dividend payments of up to TRY430

million.

Debt maturities

On Dec. 31, 2016:

• 2017: TRY1.98 billion

• 2018: TRY915 million

• 2019: TRY543 million

• 2020: TRY2 billion

• 2021: TRY134 million

• Thereafter: TRY204 million

Covenant Analysis

Compliance Expectations

Some of Sisecam's bank loans include financial covenants, such as net debt to EBITDA of less than 2.5x and

EBITDA to net interest of more than 5.0x. We forecast that the group should exhibit significant headroom under

these covenants over our 12-month rating horizon.

Other Modifiers

• Given the high correlation between Sisecam's four business divisions, we view diversification as neutral for the

ratings.

• Our capital structure and financial policy assessments are likewise neutral, as we expect Sisecam's credit metrics to

remain at a level firmly commensurate with a modest financial risk profile.

• We continue to assess Sisecam's management and governance as satisfactory, reflecting management's success at

growing and diversifying the group while reducing net debt. This assessment also reflects our opinion of

management's good depth, breadth, and industry experience.

• We apply a negative comparable ratings adjustment to reflect the fact that, relative to rated peers, rising country

risk in Turkey could dampen domestic demand, increase the volatility of export volumes, cause input prices to rise,
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and increase pressure on profitability. In other words, our negative adjustment reflects the effect that rising country

risk in Turkey may have on Sisecam's business risk profile.

Other Credit Considerations

Our ratings on Sisecam cannot exceed those on its parent; Sisecam is 66% owned by Isbank and we do not expect it to

be insulated from its parent if Isbank were distressed. In our opinion, there is no overlap between Isbank and Sisecam

in terms of business operations or industry. They do not share a name, brand, or risk-management function, and

Sisecam's financial performance and funding prospects are largely independent from Isbank's. As such, we see Sisecam

as a nonstrategic subsidiary of Isbank. However, although Isbank does not currently exert control over Sisecam's

strategy, day-to-day operations, cash flows, or dividend policy, we reflect in our analysis that Isbank is the majority

owner and effectively has full control over Sisecam.

Ratings Score Snapshot

Corporate Credit Rating: BB/Negative/B

Business risk: Fair

• Country risk: High

• Industry risk: Intermediate

• Competitive position: Fair

Financial risk: Modest

• Cash flow/Leverage: Modest

Anchor: bbb-

Modifiers

• Diversification/Portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Liquidity: Adequate (no impact)

• Financial policy: Neutral (no additional impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile: bb+

Group rating methodology: (-1 notch)

Recovery Analysis
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Key Analytical Factors

• Our issue rating on Sisecam's $500 million unsecured notes is 'BB'. Our issue rating of '3' is unchanged and

supported by the group's strong asset base, but constrained by the unsecured and subordinated nature of the

notes, the relatively modest guarantee package, the existence of significant debt at the group's subsidiaries, and

our view of Turkey as a relatively unfavorable jurisdiction for creditors.

• We cap the recovery rating at '3' to reflect the unsecured nature of the notes, and because the recovery

prospects are at greater risk of being impaired by the issuance of additional priority or pari-passu debt prior to

default.

• Our hypothetical default scenario contemplates a default in or before 2020, most likely triggered by a

combination of deteriorating macroeconomic conditions in Turkey, weaker profitability due to high capex

requirements to maintain glass furnaces, inflated input costs, and intensified competition from producers of

alternative forms of packaging, as well as rising interest rates on variable-rate debt.

• We value Sisecam as a going concern given the group's leading market positions in Turkey and its substantial

and diversified asset base.

Simulated Default Assumptions Simplified Waterfall

• Year of default: 2020

• Minimum capex (% of the past three years of

average sales): 6%

• Cyclicality adjustment factor: +5% (standard sector

assumption for containers and packaging)

• Operational adjustment: +10% (further adjustment

to minimum capex need).

• Emergence EBITDA after recovery adjustments:

about TRY1,077.5 million

• Implied enterprise value multiple: 5.5x

• Jurisdiction: Turkey

• Gross enterprise value at default: about TRY5.9

billion

• Administrative costs: 5%

• Net value available to debtors: TRY5.6 billion

• Prior-ranking claims*: TRY4.66 billion

• Unsecured eurobonds*: TRY1.88 billion

• Recovery expectation*: 52% (recovery rating: 3)

*All debt amounts include six months of prepetition

interests.

Reconciliation

Table 3

Reconciliation Of Sisecam Reported Amounts With S&P Global Ratings' Adjusted Amounts

--Fiscal year ended Dec. 31, 2016--

Sisecam reported amounts

(Mil. TRY) Debt

Shareholders'

equity EBITDA

Operating

income

Interest

expense EBITDA

Cash flow

from

operations

Capital

expenditures

Reported 5,780.2 8,546.3 2,112.1 1,310.0 243.4 2,112.1 844.9 1,158.4
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Table 3

Reconciliation Of Sisecam Reported Amounts With S&P Global Ratings' Adjusted Amounts (cont.)

S&P Global Ratings' adjustments

Interest expense

(reported)

-- -- -- -- -- (243.4) -- --

Interest income

(reported)

-- -- -- -- -- 99.1 -- --

Current tax expense

(reported)

-- -- -- -- -- (206.4) -- --

Postretirement benefit

obligations/deferred

compensation

222.8 -- 7.8 7.8 12.4 (0.6) (15.9) --

Surplus cash (3,045.2) -- -- -- -- -- -- --

Capitalized development

costs

-- -- (17.3) (5.4) -- (17.3) (17.3) (17.3)

Dividends received from

equity investments

-- -- 81.4 -- -- 81.4 -- --

Non-operating income

(expense)

-- -- -- 99.1 -- -- -- --

Reclassification of

interest and dividend

cash flows

-- -- -- -- -- -- 190.7 --

Non-controlling

Interest/Minority

interest

-- 2,783.3 -- -- -- -- -- --

EBITDA - Gain/(Loss)

on disposals of PP&E

-- -- (10.6) (10.6) -- (10.6) -- --

EBITDA - Valuation

gains/(losses)

-- -- (200.9) (200.9) -- (200.9) -- --

EBITDA - Other -- -- (72.6) (72.6) -- (72.6) -- --

Total adjustments (2,822.3) 2,783.3 (212.2) (182.7) 12.4 (571.3) 157.5 (17.3)

S&P Global Ratings' adjusted amounts

Debt Equity EBITDA EBIT

Interest

expense

Funds from

operations

Cash flow

from

operations

Capital

expenditures

Adjusted 2,957.9 11,329.6 1,899.9 1,127.3 255.7 1,540.8 1,002.4 1,141.2

PP&E--Property, plant, and equipment.
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Dec. 16, 2014

• Criteria - Corporates - Industrials: Key Credit Factors For The Containers And Packaging Industry, Nov. 19, 2013
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• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

• General Criteria: Group Rating Methodology, Nov. 19, 2013
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• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
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Nov. 13, 2012
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Ratings Detail (As Of September 14, 2017)

Sisecam

Corporate Credit Rating BB/Negative/B

Senior Unsecured BB

Corporate Credit Ratings History

10-Feb-2017 BB/Negative/B

07-Dec-2016 BB/Stable/B

26-Jul-2016 BB/Negative/B

26-Jun-2015 BB+/Negative/B

24-Apr-2013 BB+/Stable/B

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Industrial Ratings Europe; Corporate_Admin_London@spglobal.com
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