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Research Update:

Cyfrowy Polsat 'BB' Rating Affirmed On Imminent
Acquisition Of Metelem; Proposed Debt Rated
'BB'; Outlook Stable

Overview

- Most of the conditions for the acquisition of Pol and-based wirel ess
t el econmuni cati ons conpany Metel em Hol di ng Conpany Ltd. (Metelem by
Pol i sh media group Cyfrowy Polsat S.A have been nmet, and we anticipate
that the acquisition will close soon

e The acquisition materially increases Cyfrow Polsat's diversity and
scale. We are therefore revising our assessnent of Cyfrowy Pol sat's
busi ness risk profile upward to "satisfactory" from"fair."

« At the sane tine, we are revising our assessnent of Cyfrowy Polsat's
financial risk profile downward to "significant" from"internedi ate"
because we anticipate that higher |everage at Metelemw || weaken Cyfrowy
Pol sat's financial netrics.

W are affirmng our 'BB long-termcorporate credit rating on Cyfrowy
Pol sat, and assigning our 'BB issue rating to Cyfrowy Pol sat's proposed
Polish zloty (PLN) 2.5 billion termloan and proposed PLN500 million
seni or secured revolving credit facility.

» The stable outlook reflects our view that Cyfrowy Polsat wll
successfully integrate Metelemand gradually inprove its credit netrics.

Rating Action

On April 30, 2014, Standard & Poor's Ratings Services affirned its 'BB
long-termcorporate credit rating on Polish nedia group Cyfrowy Polsat S. A
The outl ook is stable.

At the same time, we assigned our 'BB issue rating to Cyfrowy Polsat's
proposed Polish zloty (PLN) 2.5 billion termloan and proposed PLN500 million
seni or secured revolving credit facility (RCF).

Rationale

The affirmation foll ows the neaningful progress that Cyfrowy Pol sat has nade
toward the conpletion of its acquisition of Poland-based wirel ess

t el econmuni cati ons conpany Metel em Hol di ng Conpany Ltd. (Metelen). W
understand that all nmain conditions for the acquisition-—in particular, the
refinanci ng of Cyfrowy Pol sat's existing debt--have been net, and we therefore
anticipate that the acquisition will close in the short term
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In our view, the acquisition naterially increases Cyfrowy Polsat's diversity
and scal e by conbining Poland's | argest direct-to-home pay-TV and nobil e

tel econs operators. W are therefore revising our assessnent of Cyfrowy

Pol sat's business risk profile upward to "satisfactory" from"fair." Post the
acquisition, we forecast that Cyfrowy Polsat will report revenues of close to
PLN10.0 billion and Standard & Poor' s-adjusted EBI TDA of about PLN4.2 billion
of which roughly two-thirds will come from Metel em s nobil e operations

mar ket ed under the Pol kontel brand.

Al t hough the acquisition is an all-share deal, we anticipate that higher

| everage at Metelemwill weaken Cyfrowy Polsat's financial nmetrics. Under our
base case, we forecast an adjusted debt-to-EBITDA ratio pro forma the

acqui sition of about 3.4x in 2014, and adjusted free operating cash fl ow
(FOCF) to debt of about 10% which is commensurate with the [ ower end of our
"significant” financial risk profile category. W are therefore revising our
assessnment of Cyfrowy Polsat's the financial risk profile downward to
"significant” from"internediate."

Cyfrowy Pol sat plans to issue a PLN2.5 billion termloan and PLN500 million
seni or secured RCF, as well as use existing funds, to refinance existing debt
and the paynment-in-kind notes at Metelem Wile the anortizing nature of the
proposed termloan will reduce Cyfrow Polsat's |everage, we see a risk that
hi gher integration costs than we anticipate nay delay i nprovenent in the
group's ratios. In addition, we view the distribution restrictions in the
Pol kontel's debt docunentation as negative, as we anticipate that they wll
prohi bit Cyfrowy Pol sat from accessing Pol kontel's cash flows at |east unti
2016. As a result, we currently apply a one-notch downward adjustnment to
Cyfrowy Pol sat's anchor of 'bb+ to account for our conparable rating

anal ysis, whereby we review an issuer's credit characteristics in aggregate.

Qur base-case scenario for Cyfrowy Pol sat assunes:

e GDP growth in Poland of 2% in 2014;

e About PLN3 billion revenues from Cyfrowy Polsat's retail and TV
br oadcasti ng segnents.

* A revenue decline of 2% 4% for Polkontel in 2014 and about 1% revenue
grow h in 2015.

e Cost synergies increasing Cyfrow Polsat's adjusted EBI TDA nargin by 100
basis points to about 43%in 2014 and 44%in 2015.

Based on these assunptions, we arrive at the followi ng credit measures:

 Adjusted FOCF to debt of about 10%in 2014, down from about 27%in 2013,
and inproving to 14% 15% i n 2015.

* An adjusted debt-to-EBITDA ratio of about 3.4x in 2014, up from about
1.6x in 2013, and inproving to 2.9x in 2015.

Liquidity
W view Cyfrowy Polsat's liquidity as "adequate" under our criteria, and we
calculate that liquidity sources should exceed liquidity needs by nore than

1.2x over the next 12 nmonths. As Pol kontel's cash flows are effectively
ring-fenced until its debt has been refinanced, we analyze Cyfrowy Polsat's
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liquidity excluding Polkontel's sources or uses.

We cal cul ate Cyfrowy Polsat's main sources of liquidity over the next 12

nont hs as:

e Cash and cash equival ents of about PLNO.6 billion (assum ng the repaynent
of Metelem s debt);

* An RCF of PLN500 million maturing in 2019; and

e Unadj usted funds from operations (FFO of about PLN70O mllion

Over the same period, we calculate the follow ng uses of liquidity:

e Qur estimation of working capital outflows of about PLN50 mllion

e Qur estimation of capital expenditures of about PLN250 nmillion, including
i nvestnents in set top boxes.

* Loan anortization paynments of PLN170 nmillion; and

* PLN1OO million of dividends.

Furthernore, we believe that headroom under Cyfrowy Pol sat's senior secured

| oan's financial covenants will renain adequate over the nediumterm even if
EBI TDA were to decline by 15% W anticipate significant headroom (nore than
30% under new covenants over the next two years.

Outlook

The stable outlook reflects our view that Cyfrowy Polsat will successfully
integrate Metelem thereby inproving its credit netrics over the next 12
nonths to a level confortably in line with a "significant" financial risk
profile. The outl ook also reflects our view that Cyfrowy Polsat will not have
access to Polkontel's cash flows until Pol kontel's debt has been refinanced or
Pol kont el del everages meani ngfully, neither of which we anticipate over the
next 12 nont hs.

Upside scenario

We could raise the rating if Cyfrowy Pol sat achi eves adjusted debt to EBI TDA
of less than 3x and adjusted FOCF to debt of at |east 15% both on a

sustai nabl e basis. If the refinancing of Pol konmel's debt results in ful
access to Polkontel's cash flows, it could also |ead to an upgrade.

Downside scenario

W see linmted risk of a downgrade as we anticipate that Cyfrowy Pol sat will
start to del everage over the short termthrough a conbinati on of debt
reducti on and transaction synergies. W could, however, lower the rating if
difficulties in integrating Pol kontel or weaker operating perfornmance than we
expect reversed Cyfrowy Pol sat's del everagi ng such that adjusted FOCF to debt
dr opped bel ow 10% on a sustai nabl e basis, or adjusted debt to EBI TDA i ncreased
to nore than 4x.
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Ratings Score Snapshot

Corporate Credit Rating: BB/ Stable/--

Busi ness risk: Satisfactory
 Country risk: Mderately high

e Industry risk: Internediate

« Conpetitive position: Satisfactory

Financial risk: Significant
* Cash flow Leverage: Significant

Anchor: bb+

Modi fiers

« Diversification/Portfolio effect: Neutral (No inpact)
e Capital structure: Neutral (No inpact)

 Financial policy: Neutral (No inpact)

 Liquidity: Adequate (No inpact)

« Managenent and governance: Satisfactory (No inpact)
 Conmparative rating anal ysis: Negative (-1 notch)

Recovery Analysis

The issue rating on the proposed PLN2.5 billion senior secured term|oan and
the PLN500 million proposed senior secured RCF, both ranking pari passu and
with a five-year term is 'BB, the sane |level as the corporate credit rating
on Cyfrowy Polsat. W consider the termloan to be well secured because it
benefits fromfirst-ranking registered pl edges over present and future assets
of Cyfrowy Pol sat; pledges over shares in Metelem first-ranking nortgage over
real estates, bank accounts, and receivables; as well as guarantees from
Cyfrowy Pol sat and its subsidiaries.

In a default scenario, the proposed termloan and RCF woul d be structurally
subordinated to Pol kontel's debt. However, in our view, such subordination is
nmtigated by the exi stence of significant operating assets at Cyfrowy Pol sat,
with the | oan having security over those assets. In addition, there is no
cross-default nmechani sm between Cyfrowy Pol sat and Metelem As a result, we do
not notch the issue rating on the [ oans downward for structural subordination

Related Criteria And Research

Related criteria

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Jan. 2, 2014

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013
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» Corporate Methodol ogy, Nov. 19, 2013

Rated 'BB'; Outlook Stable

* Managenent And CGovernance Credit Factors For Corporate Entities And

I nsurers, Nov. 13, 2012
Ratings List
Rati ngs Affirned

Cyfrowy Pol sat S. A
Corporate Credit Rating

Cyfrowy Pol sat Finance AB
Seni or Secur ed*

New Rat i ng

Cyfrowy Polsat S. A
Seni or Secur ed

*Quar ant eed by Cyfrowy Polsat S. A
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BB/ St abl e/ - -

Conplete ratings information is available to subscribers of RatingsDi rect at

www. gl obal credi tportal.comand at spcapitalig.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
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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