Fitch Affirms Turkey’s Hurriyet at ‘BB’; Stable Outlook 

Fitch Ratings-London/Istanbul-6 August 2008: Fitch Ratings has today affirmed Turkey-based newspaper group Hurriyet’s Long-term foreign and local currency Issuer Default ratings (IDRs) at ‘BB’. Both ratings have Stable Outlooks. The agency has also affirmed Hurriyet’s National Long-term rating at ‘AA(tur)’ with Stable Outlook. 

 

The ratings reflect Hurriyet’s strong leadership position, with a 38.9% share of newspaper advertising in 2007. They also reflect its capacity to generate strong free cash flow generation and de-leveraging following its TME acquisition in H107. Approximately 35% of the Hurriyet group's overall revenues and EBITDA are expected to be derived from outside Turkey in 2008. 

 

Under Fitch’s “Parent and Subsidiary Rating Linkage” Criteria Report, the current ratings (one-notch difference between the IDRs of the holding company, Dogan Yayin Holding (DYH), and operating subsidiary, Hurriyet) reflect the weak link between the two companies, due to dividend restrictions, DYH’s only 60% stake in Hurriyet (the rest is free float) and its guarantee over Hurriyet’s debt related to the TME acquisition. Any change in the rating of DYH or any acquisition by Hurriyet that increases leverage substantially will have negative implications for the ratings.

 

Hurriyet’s credit metrics are in line with the current ratings and are expected to remain so. It recorded a net consolidated debt/EBITDA ratio of around 2x at end-May 2008, and there is no liquidity concern in the short-term. Management targets further de-leveraging to a net debt/EBITDA of 1.6x and 1.3x at FYE08 and FYE09 respectively. The Stable Outlook reflects Fitch’s concerns over Hurriyet’s and TME’s weaker operating performances in 2006-2007 and higher debt metrics at the Hurriyet consolidated level after the TME acquisition, versus a net cash position historically. High newsprint prices of approximately USD769 per ton in 2007, promotional activities due to elevated competition, and a rise in the average number of pages, including inserts and supplements, have depressed EBITDA margins to 20.6% at FYE07 from 21.6% at FYE06. Fitch also notes the ongoing restructuring process at TME and higher marketing costs to fend off competition in Moscow impacted TME’s operating performance negatively.

 

Hurriyet’s FYE07 free cash flow turned positive at TRY35.4m (USD30.4m), due to lower-than-expected capital expenditure of TRY64.5m versus TRY121m at FYE06 and no dividend payout in 2007 as a result of the TME acquisition. Hurriyet is not expected to pay any dividends in 2008 and 2009 as it concentrates on generating free cash flow and reducing leverage. Capital expenditure should be around USD30m-40m in FY08-FY09, which is close to the historical average and should ease the burden on cash flow. TME generates ample free cash flow on an annual basis, which will be used to meet its own debt obligations as well as pay dividends to its owner, Hurriyet. 

 

As at FYE07, gross debt - all bank debt - was TRY666.9m, while cash totaled TRY140m. The TME transaction in Q107 resulted in a USD336m cash outflow from Hurriyet, financed by syndicated loans from ABN Amro Bank as the lead-manager, a bilateral loan by Garanti Bank and the company’s internal sources. As a result, the net debt position at Hurriyet reached USD433.1m as of end-May 2008 on a consolidated basis, according to management accounts. Fitch notes the consolidated leverage also includes bank debt at the TME level, totaling USD144.8m at end-May 2008. Fitch also notes that subsequent to TME’s sale of its Polish portal companies for USD54.3m in June 2008, the proceeds have been utilized to pay debt, reducing debt at TME level to USD90,5m. Thus, Hurriyet’s total consolidated net debt has been reduced to an estimated amount of USD363m at end of June 2008.

 

Hurriyet is Turkey's leading daily national newspaper, with strong positions in advertising and circulation revenues. Hurriyet is a subsidiary of DYH, which has 60% equity interest. The latter is controlled by Dogan Holding. TME is a leading provider of print and online classified advertising in Russia, the CIS, the Baltics and eastern Europe.
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