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Research Update:

U.K.-Based Broadcaster ITV Outlook Revised
To Stable On Recovery Of Advertising
Revenues; 'B+' Long-Term Rating Affirmed

Overview

e U K broadcaster ITV PLC increased its advertising revenues in the first
quarter of 2010 and the group expects further significant growh in the
second quarter.

* W are revising the outlook on ITV to stable from negati ve.

» The stable outlook reflects our opinion that, under the current scenario
of recovery in the U K advertising market, ITV' s profitability and
credit neasures are likely to inprove in 2010.

Rating Action

On May 27, 2010, Standard & Poor's Ratings Services revised its outl ook on
U K. broadcaster I TV PLC to stable fromnegative. At the same time, we
affirmed the "B+ long-termand 'B short-termcorporate credit ratings on
I TV.

The recovery rating of '4'" on all of ITV s outstanding bonds is unchanged. The
recovery rating indicates our expectation of average (30% 50% recovery for
unsecured creditors in the event of a paynent default.

Rationale

The outl ook revision reflects our viewthat TV s credit neasures will likely
i mprove in 2010. This is based on the recent recovery in I TV s adverti sing
revenues reported in the first quarter of 2010 and the group's anticipation of
further material growh over the next quarter. Gven the group's high
operating | everage, we anticipate that top-line growh can rapidly translate
into an inmprovenent in profitability. This could enable the group's debt to
EBI TDA ratio (adjusted for operating | eases and pensions and excl udi ng any
netting of excess cash) to drop below 6.0x by year-end 2010. The stable

outl ook al so incorporates our view that the group's pension deficit wll
remain stable in 2010 and that there will be no significant changes to current
fundi ng assunpti ons.

In our opinion, the recovery in the U K advertising market in the fourth
quarter of 2009 and the first quarter of 2010 is likely to continue over the
next few quarters. ITV reported 8% growth in advertising revenues in the first
qgquarter of 2010 and the group forecasts 22% grow h for the second quarter

G ven the predoni nance of fixed costs in the group's cost structure, we
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believe that I TV' s EBITDA and cash flow will directly benefit fromtop-Iline
gromh. As a result, we anticipate that credit nmetrics will inprove over the
course of 2010, such that adjusted debt to EBITDA will decline bel ow 6. 0x at
year - end.

I TV managed to increase cash conversion in 2009: it reported unadjusted free
operating cash flow (FOCF) of about £216 nillion in of 2009, £157 higher than
2008, due to |l ower capital expenditure and a focus on working capita
managenent, whi ch provi ded an exceptionally high £121 million cash inflow

| TV s discretionary cash flow (FOCF after dividends) becane positive again in
2009 followi ng the suspension of dividends based on 2009 results. | TV s cash
di vi dends paid out in 2009 (based on a final dividend on 2008 results) were
£25 mllion, conpared with cash dividends of about £122 nillion in 2008.

In addition, ITV managed to reduce its pension deficit by £110 million in the
second hal f of 2009 fromthe peak |level of £538 nmillion in June 2008, thanks
to the successful inplenmentation of changes to its defined benefit schene. W
believe that the group's pension deficit it is likely remain at a sinmlar
level to that reported in 2009.

Liquidity

In our view, 1TV s liquidity is adequate. |ITV had about £582 nillion of cash
on Dec. 31, 2009, which covered about £9 nmillion of short-termdebt. W
under stand, however, that about £150 million of reported cash is restricted
for financial |eases, unfunded pension commitnents, or is held overseas and
therefore not readily accessible.

I TV was particularly active in raising new funding in 2009. In February 2009,
the group drew down a £200 million loan facility maturing in March 2019, which
i s secured agai nst about £138 million nomnal of UK gilts that have the sane
maturity as the loan. I TV also drew down a £125 nmillion covenant free loan in
March 2009, with a maturity of May 2013, and in May 2009 conpleted a £100
mllion bond issue, which was a tap of the existing £325 mllion Cctober 2015
bond and resulted in net proceeds of £58 mllion

In June 2009, under the terms of an exchange offer, ITV repaid €81 mllion
(£69 nmillion) of the €500 nmillion October 2011 Eurobond and exchanged at par
€188 mllion of the October 2011 bonds for the issuance at par of new bonds
with a maturity of June 2014 and carrying a coupon of 10%

In Cctober 2009 ITV repaid £75 million of the £125 nmillion covenant-free | oan
drawn in March, and in Novenber issued £135 mllion of convertible notes due
i n Novenber 2016.

Finally, 1TV repurchased €146 mllion of the renaining Cctober 2011 bonds and
£42 mllion of the notes due in Cctober 2015.

Importantly, liquidity has inmproved follow ng the exchange offer, since ITV s
cl osest debt maturity is about £10 million in Cctober 2011 (net of
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Cross-currency swaps), versus about £335 million prior to the exchange offer
The next maturity after the Cctober 2011 bond is about £110 million in early
2013. In 2009, ITV cancelled its undrawn £450 mllion revolving credit
facility maturing in June 2011 followi ng the risk of breaching financial
covenants. In addition, we anticipate that ITV will generate positive free
operating cash flowin 2010.

Recovery analysis

I TV's senior unsecured notes are rated "B+, in line with the corporate credit
rating. The recovery rating on these notes is '4', indicating our expectation
of average (30% 50% recovery for unsecured creditors in the event of a
paynment default.

In our hypothetical scenario, we assune default in 2013, triggered by a
significant decline in ITV' s revenues and profitability and its inability to
repay or refinance debt maturing in 2013 (£125 mllion bilateral financing and
£110 million notes).

We have valued I TV on a going-concern basis, given the strength of its brand,
i censes, progranm ng rights, market share, and knowhow, which m ght stil
retain some value at default. W estimate I TV's enterprise value at the

hypot heti cal point of default at about £900 nmillion. This represents a

meani ngf ul decline fromtoday's value, given the likely structural and
significant changes in the business prior to default.

After deducting priority liabilities, we estimate that coverage for the senior
unsecured notes will be 30% 50%

Recovery prospects for unsecured debt instrunents reflect the estimted val ue
avai | abl e and accessible to creditors and are constrai ned by the bonds' | ack
of security and docunentary provisions, and the likelihood that the capita
structure at default might be materially different, as additional debt could
be raised along the path to default with parity or priority to the rated
unsecured debt instruments.

For nmore details, see "ITV PLC s Recovery Rating Profile," published March 10,
2009.

Outlook
The stable outl ook reflects our view that, based on the current recovery in
the U K advertising market, ITV will increase its advertising revenues in

2010. W anticipate that top-line growmh will translate into higher EBITA and
an inproving operating margin given its relatively high operating | everage.
The stable outl ook al so incorporates our view that |ITV' s adjusted gross debt
to EBITDA will drop below 6.0x by year-end 2010. W also factor in our
anticipation that 1TV s liquidity will renmain adequate and that the group will
continue to successfully defend its audi ence and advertising market shares
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over the nediumterm Finally, we do not expect a significant change in the
group's merger and acquisition activity that could affect its liquidity
position or a change in ITV s dividend policy as a result of the new
managemnent .

We could lower the ratings if I TV were unable to reduce adjusted debt to

EBI TDA to about 6.0x, fromthe 7.1x at year-end 2009, and if the group were
unable to naintain positive free cash flow generation. W could revise the
outl ook to positive or raise the rating in the event of a material inprovenent
of the group's operating performance and credit neasures arising from
substantially better-than-expected advertising and econonic conditions in the
U. K.
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