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Research Update:

AEG Power Solutions Downgraded To '‘CCC+' On
Weak Earnings And Delays In Customer
Payments; Outlook Negative

Overview

- 3WPower, the parent hol di ng conpany of Netherlands—based power sol utions
provi der AEG Power Solutions B.V., has reported weaker earnings for 2012
than we anticipated. In addition, the conpany is experiencing a paynent
delay froma major European customer, and has del ayed the rel ease of its
detail ed year-end financial statenents.

* W estimate that AEG Power Solutions' credit ratios at year-end 2012 and
over the coming year will be commensurate with a ' CCC+' rating

« W are therefore |owering our long-termcorporate credit rating on AEG
Power Sol utions to 'CCC+ from'B-'.

e The negative outlook reflects our viewthat there is a one-in-three
chance of a further downgrade if AEG Power Solutions fails to collect the
material paynent fromits major customer or if its earnings and cash
position continue to deteriorate.

Rating Action

On March 27, 2013, Standard & Poor's Ratings Services |lowered its long-term
corporate credit rating on Netherlands—based power sol utions provider AEG
Power Solutions B.V. to 'CCC+ from'B-'. The outlook is negative.

Rationale

The downgrade foll ows a conbination of unfavorable factors that have
negatively affected AEG Power Solutions' operating perfornmance. Prelimnary
results for 2012 are weaker than we forecast in our base case, with €18
mllion of reported EBI TDA being materially |ower than our projection of nore
than €30 nillion. In addition, cash outflow for the year was about €40
mllion, nore than doubl e our forecast of negative free operating cash flow of
€16 nmillion. This |level of earnings and cash generation resulted in weaker
credit ratios than we anticipated. W are therefore revising our assessnent of
AEG Power Solutions' financial risk profile to "highly | everaged" from
"aggressive." The conpany has al so del ayed the release of its detailed
year-end financial statenents.

In addition, AEG Power Solutions has reported that as of Dec. 31, 2012, it has
not received a due paynment froma nmajor custonmer that has centralized its
procurenent through a Cypriot subsidiary. As of Dec. 31, 2012, this customer
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represented 37.5% of AEG Power Sol utions' €124.5 mllion of receivables (the
rel ated past due anopunt has been fully reserved for in the accounts and
totaled €8.5 million). In our opinion, and as managenent has acknow edged, a
failure to collect a naterial paynent could pose a significant financial
difficulty for AEG Power Solutions. If such a situation were to occur, AEG
Power Solutions' credit quality could deteriorate further, in our opinion, and
this could result in us taking a negative rating action

Havi ng said that, nanagenent expects to collect the outstanding anount in ful
fromthe aforenenti oned nmajor custoner and to maintain its strong business
relationship with this custoner. However, in our opinion, even if AEG Power
Solutions resolves this issue in accordance with the agreed tinetable, we
anticipate that the conpany's earnings in 2013 will be largely inline with
2012 and as such, will not be sufficient to restore its credit netrics to a

| evel that we see as conmensurate with our previous 'B-' rating.

We base our view on the book-to-bill ratio in AEG Power Sol utions' renewable
energy solutions and energy efficiency solutions segnents reaching about 1x in
2012, reflecting a linmited capacity to increase revenues in the coming 12
nonths. W consider that the positive effect of cost-base streamining efforts
that the conmpany has been undertaking in the course of 2012 and 2013 to date
will not be enough to fully offset the under-absorption of fixed costs and a
decline in the share of high-margin power controllers in the conpany's product
m X.

In our base-case credit scenario, we estimate that in 2013, AEG Power
Solutions will generate reported EBI TDA conparable with the €18 million it
posted in 2012, including a sinmilar level of restructuring spending to 2012.
W estimate, however, that AEG Power Solutions will be able to restore cash
generation as it advances toward the conpletion of large framework contracts
and fulfills smaller-scale orders that demand | ess working capital financing.
If Standard & Poor's-adjusted debt renmains at the sane |evel as on Dec. 31
2012 (€122 million excluding excess cash), this will result in debt to EBI TDA
in excess of 10x and funds from operations (FFO to debt of materially |ess

t han 10%

At the sane tinme, we see a risk that cash fl ow generation could conme under
nore pressure should AEG Power Solutions face further delays in collecting
payments fromits custoners. Although this is not our base-case assunption
such risks could naterialize because the conmpany's emergi ng market customers
have operations in countries with weaker financial institutions and |ess
mature financial systenms than Western European narkets.

Liquidity

We continue to assess AEG Power Solutions' liquidity as "adequate" under our

criteria. In our assessnent, we take into account the followi ng factors:

e As of Dec. 31, 2012, the conpany's primary sources of liquidity consisted
of cash bal ances of about €43 nmillion and access to short-termlines of
credit and factoring facilities that we understand can be rolled over
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annual | y.

 AEG Power Sol utions has no neaningful near-termmaturities before 2015,
when its €100 mllion 9.25% notes are due.

« The conpany does not have any covenants governing its debt instrunments.

* AEG Power Solutions relies on advanced paynents fromits custonmers for
orders undertaken. The amobunt of such advanced paynents is volatile and
depends on the order intake and related contract ternmns.

e W anticipate that AEG Power Solutions will generate positive FFOin the
next 24 nont hs.

These sources should cover estinmated uses (such as working capital investnent
and capital expenditures) by at |least 1.2x over the next 12 nonths.

W see the main risks to AEG Power Solutions' liquidity position conming from
wor ki ng capital financing. Should the conpany face nore paynment del ays, we
could revise our classification of the conmpany's liquidity position downward.

Outlook

The negative outl ook reflects our viewthat there is a one-in-three chance
that we could take a negative rating action over the next 12 nonths if AEG
Power Solutions fails to collect material payments fromits major customer or
if its earnings and cash position continue to deteriorate.

Downsi de risks to AEG Power Sol utions' performance in 2013 could result in the
conpany's credit quality deteriorating further and liquidity ceasing to
gual i fy as "adequate" under our criteria. W could, for instance, take a
negative rating action if we foresee that cash flow generation will fail to
materially inmprove fromthe negative €40 mllion in 2012.

We coul d revise the outl ook to stable if AEG Power Sol utions' business
position strengthens over the near term A stable order intake, a strong
contract base, steady revenues, and operating profitability at least in |line
with the level in 2012 would be inmportant factors for an outl ook revision. An
outl ook revision would also Iikely depend on FFO to debt being about 10%

al ongsi de neutral to noderately positive free operating cash fl ow

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit

Portal .

e Criteria For Assigning 'CCC+, '"CCC, "CCC-', And 'CC Ratings, And CC
Ratings, COct. 1, 2012

» Key Credit Factors: Criteria For Rating The @ obal Capital Goods |ndustry,
April 28, 2011

e Principles O Credit Ratings, Feb. 16, 2011
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Ratings List

Downgr aded
To From
AEG Power Sol utions B. V.
Corporate Credit Rating CCC+/ Negat i ve/ - - B-/ Negati ve/ - -

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

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www gl obalcreditportal.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 O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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