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Research Update:

Turkish Glass Producer Sisecam Rating Lowered
To 'BB-' In Line With Parent; Outlook Stable

Overview

• We lowered our rating on parent and owner of Sisecam, Isbank, to 'BB-' on
May 4, 2018.

• Despite Sisecam's continued strong operating performance, cash flow
generation, and credit metrics, our rating on Sisecam continues to be
capped by that on Isbank.

• We are therefore lowering our long-term rating on Sisecam to 'BB-' from
'BB', in line with the parent.

• The stable outlook mirrors that on Isbank, which in turn reflects the
stable outlook on Turkey, because we believe Turkish banks' financial
profiles will remain closely linked to sovereign creditworthiness. At the
same time, we believe Sisecam will continue to report very strong credit
metrics on a stand-alone basis.

Rating Action

On May 7, 2018, S&P Global Ratings lowered its long-term issuer credit rating
on Turkey-based glass producer Turkiye Sise Ve Cam Fabrikalari A.S. (Sisecam)
to 'BB-' from 'BB'. The outlook is stable.

We affirmed our 'B' short-term issuer credit rating on Sisecam.
At the same time, we lowered our issue ratings on Sisecam's $500 million
unsecured notes to 'BB-' from 'BB'. The recovery rating remains unchanged at
'3' indicating recovery prospects in the 50%-70% range (rounded estimate:
50%).

Rationale

Our rating action follows our recent downgrade of Sisecam's parent, Turkiye Is
Bankasi AS (Isbank; BB-/Stable/B). The downgrade of Isbank, in turn, reflects
our downgrade of Turkey on May 1, 2018. We anticipate that Turkish banks'
financial profiles and performance will remain highly correlated with
sovereign creditworthiness at the current rating level, owing to the banks'
significant holdings of government securities and exposure to the domestic
environment.

Our ratings on Sisecam are subject to a cap by the rating on Isbank (which
owns 67% of Sisecam), in line with our criteria. In our view, Sisecam would
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not be insulated if its parent were distressed.

Although we continue to view Sisecam's business risk profile as fair, we also
take into account 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. This is
despite Sisecam's growing share of revenues derived from exports (about 60% of
revenues currently). 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.

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. It 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,
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.

Our ratings on Sisecam cannot exceed those on its parent; Sisecam is 67% 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.

In our base case for 2018, we assume:
• 8%-10% revenue growth.

• 23%-25% EBITDA margin.

• Capital expenditure (capex) of about Turkish lira (TRY)1.7 billion.

Based on these assumptions, we arrive at the following credit measures:
• Funds from operations (FFO) to debt materially above 45%.
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• Debt to EBITDA of 1.0x or below.

• Negative to neutral cash flow after interests, taxes, working capital,
capex, and dividends.

Liquidity

Liquidity is adequate. Sisecam does not have any long-term committed undrawn
credit lines--we do not consider uncommitted facilities as liquidity sources.
We understand that this reflects market practice in Turkey. However, we
understand that Sisecam has consistently been able to satisfy its short-term
funding needs when required. Isbank holds a controlling stake in Sisecam and
could provide further funding if required.

Liquidity sources for the 12 months started Jan. 1, 2018, include:
• Cash and equivalents of TRY5.3 billion.

• Cash FFO of TRY2.3 billion.

• Modest asset sales.

• No undrawn committed credit lines.

Liquidity uses for the same period include:
• Short-term debt maturities of close to TRY 2.0 billion.

• Potential increase in working capital needs linked to revenue growth.

• Capex of about TRY1.7 billion.

• Dividends of TRY0.6 billion.

Some of the group's bank loans include financial covenants, such as net debt
to EBITDA of less than 2.0x and EBITDA to net interest of more than 5.0x. We
forecast that the group will exhibit good headroom under these covenants over
our 12-month rating horizon.

Outlook

The stable outlook on 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.
We forecast adjusted FFO to debt in excess of 45% and adjusted debt to EBITDA
of less than 1.5x in the coming 12 months.

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
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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.

Ratings Score Snapshot

Issuer Credit Rating: BB-/Stable/B

Business risk: Fair
• Country risk: High risk

• 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 impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile: bb+
• Group credit profile: bb-

• Entity status within group: Nonstrategic (-2 notches)

Issue Ratings--Recovery Analysis

Key analytical factors

• Our issue rating on Sisecam's $500 million unsecured notes is 'BB-'. Our
recovery 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
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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

• Year of default: 2020

• Minimum capex (% of the past three years of average sales): 5%

• 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 TRY1,075.6 million

• Implied enterprise value multiple: 5.5x

• Jurisdiction: Turkey

Simplified waterfall

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*: 50%-70%; rounded estimate: 50% (recovery rating: 3)
*All debt amounts include six months of prepetition interest.

Related Criteria

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017

• Criteria - Corporates - General: Recovery Rating Criteria For
Speculative-Grade Corporate Issuers, Dec. 7, 2016

• Criteria - Corporates - Recovery: Methodology: Jurisdiction Ranking
Assessments, Jan. 20, 2016
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• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014

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

• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List

Downgraded; Ratings Affirmed
To From

Sisecam
Issuer Credit Rating BB-/Stable/B BB/Negative/B
Senior Unsecured BB- BB
Recovery Rating 3(50%) 3(55%)

Additional Contact:

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 meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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