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Research Update:

U.K.-Based ITV Lowered To 'B+' On Mounting
Pension Deficit, Weaker-Than-Expected
First-Half Results; Outlook Negative

Overview

« UK private TV broadcaster | TV has posted a sizable increase inits
pension deficit and weaker-than-expected first-half 2009 results.

e W are lowering our long-termratings on ITV to 'B+ from'BB-'.

* The negative outlook reflects our opinion that, under our scenario of
weak economic recovery, ITV' s substantial profitability and credit
nmeasure i nprovenents expected in 2010 nmay be del ayed.

Rating Action

On Sept. 16, 2009, Standard & Poor's Ratings Services lowered its long-term
corporate credit and senior unsecured debt ratings on U K private TV
broadcaster 1TV PLCto 'B+ from'BB-'. The outl ook is negative.

At the sane tinme, we affirned our 'B short-termcorporate credit rating
on ITV. The '4' recovery rating on all of ITV s outstanding bonds is
unchanged. The '4' recovery rating indicates our expectation of average
(30% 50% recovery for unsecured creditors in the event of a paynment default.

Rationale

The downgrade reflects our viewthat TV s credit neasures will likely be
materially weaker than expected in 2009, and stand to remain weak in 2010. W
base our opinion on ITV' s | ower-than-expected first-half 2009 perfornance and
its ballooning pension deficit. Al though we had previously anticipated the
group's Standard & Poor's adjusted gross debt to EBITDA ratio to return bel ow
7x in 2009 and to about 5x in 2010--nobstly on the back of I TV s planned

mat eri al reductions in programm ng costs and ot her expenses--we now believe
these ratios are likely to be significantly higher in both years.

In our opinion, there are substantial uncertainties on the extent of any
| asting i mprovenent in the U K econony and advertising nmarket over the next
few quarters. ITV reported a pre-restructuring EBI TDA margin of 7.7%in the
first half of 2009, or a near 600 basis-point fall year on year, on the back
of a 15% drop in advertising revenues. Although the U K advertising market
appears to have since stabilized, we believe that it may take | onger than
expected for I TV to restore its operating margin to healthier l|evels, despite
I TV s | ower cost base.

In addition, ITV reported a pension deficit triple the £178 mllion
recorded at the end of Decenber 2008. The main contributors to the increase
were | ower asset val ues, higher inflation assunptions, and a | ower discount
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rate. The junp in the pension deficit contributed significantly to the
material rise in ITV s adjusted | everage at the end of June 2009. In the year
ended June 30, 2009, ITV s adjusted gross debt to EBITDA rati o stood at about
9x, versus 6.8x and 4.2x at Dec. 31 and June 30, 2008, respectively. Wile ITV
has said that its pension liabilities my be reduced by £75 mllion to £100
mllion in the short termif it successfully inplenments changes to its defined
benefit schemes, we believe that the group's pension deficit is likely to be
substantially higher than the 2008 figure for sone tine.

On the positive side, ITV nmanaged to stabilize its audi ence share and
i ncrease advertising market share in the first half of 2009. In addition
al t hough the U K Conpetition Comission (CC) decided today to maintain the
Contract Rights Renewal (CRR) nechanism (to which only 1TVl is subject to for
broadcasters), we think that 1TV may benefit froma potential relaxation of
the CRR by year-end 2009, in time for the 2010 round of advertising deal s.
Al so, a potential lift of the current ban on product placenment could be
favorable to I TV.

Liquidity
In our view, TV s liquidity is currently adequate for the ratings. ITV
reported about £476 nmillion of cash as of June 30, 2009, which covered about
£11 mllion of short-termdebt. ITV repaid a £250 mllion bond at naturity in
March 2009. We understand, however, that about £100 nillion of the group's
cash is not available for debt repaynent, and that, in addition, peak working
capital requirenents may exceed £100 nillion during any given year

| TV rai sed new funding in the first six nmonths of 2009. In February 2009,
the group drew down a £200 nmillion loan facility maturing in March 2019, which
is secured agai nst about £149 nmillion worth of U K gilts that have the sane
maturity as the loan. I TV al so drew down a £125 million covenant free loan in
March 2009, with a maturity of May 2013, and conpleted in May 2009 a £100
mllion bond issue, which was a tap of the existing £325 m|lion Cctober 2015
bond and resulted in net proceeds of £58 mllion

Furthernore, in June 2009, under the terns of an exchange offer, 1TV
repaid €81 mllion (£69 mllion) of the €500 mllion Cctober 2011 Eurobond and
exchanged at par €188 million of the Cctober 2011 bonds for the issuance at
par of new bonds with a maturity of June 2014 and carrying a coupon of 10%

Onvng to ITV's funding initiatives taken in the first half of 2009, we
estimate that the group's cash bal ances are likely to be about £500 million at
year-end 2009. Inportantly, liquidity has inproved follow ng the exchange
offer, since TV s closest debt maturity is about £140 nmillion in Cctober
2011, versus about £330 nmillion prior to the exchange offer. The next nmaturity
after the Cctober 2011 bond is about £235 nillion in early 2013. In the |ight
of the inproved debt schedule, 1TV cancelled its undrawn £450 nmillion
revolving facility maturing in June 2011 Al so on the upside, we continue to
expect 1TV to remain free cash flow positive in 2009, despite the nateria
contraction in first-half 2009 operating nargin. |ITV has nmanaged to i ncrease
cash conversion during the period, reported unadjusted free cash flow of about
£68 mllion in the first half of 2009, higher than the same period in 2008,
owi ng to capital expenditure restraint, and a focus on working capita
management. W consequently expect I TV s discretionary cash flowto return to
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positive territory follow ng the suspension of the final dividend to be paid
in 2009. ITV' s dividend paid in 2009 stood at £25 million, conmpared w th about
£122 mllion in 2008.

Recovery analysis
| 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 (£200 mllion bilateral financing and

£110 million notes).

Standard & Poor's has valued | TV on a goi ng-concern basis, given the
strength of its brand, licenses, programm ng rights, narket share, and
knowhow, which might still retain sone value at default. W estimate 1TV s

enterprise value at the hypothetical point of default at about £900 mllion
This represents a neani ngful decline fromtoday's value, given the likely
structural and significant changes in the business prior to default.

After deducting priority liabilities, we estinmate that coverage for the
seni or unsecured notes will be in the 30% 50%  r ange.

Recovery prospects for unsecured debt instrunents reflect the estinmated
val ue avail abl e and accessible to creditors and are constrai ned by the bonds
| ack of security and docunmentary provisions, and the |likelihood that the
capital 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, please see "ITV PLC s Recovery Rating Profile,"”
publ i shed March 10, 2009, on RatingsDirect.

Outlook
The negative outlook reflects the possibility that, in the case of a prol onged
weakness in the U K advertising market that could spill into the better part

of 2010, ITV may experience further delays in nmaterially inproving
profitability and credit measures in 2010. The outl ook al so integrates our
uncertainties about the future levels of ITV' s pension deficit. Under our
scenario for weak economic recovery, we believe this deficit is likely to
remai n high over the next few quarters. We also factor in our anticipation
that 1TV s liquidity will remain adequate and that the group will continue to
successfully defend its audi ence and advertising market shares over the nmedi um
term

We could lower the ratings if I TV were unable to meaningfully reduce
adj usted debt to EBITDA to about 6x, fromthe expected very high year-end 2009
levels, and if the group were unable to nmaintain positive free cash fl ow
gener ati on.

We could revise the outlook to stable if ITV were able to naterially
i mprove operating nmargins and credit nmeasures in line with the current rating
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expectations, as detail ed above, while preserving its conpetitive position in
the U K advertising narket.

We do not see any upward rating novenent at this point, given the
expect ed operational challenges facing I TV in our econonic scenario over the
next few quarters. Any positive nmonentum woul d, however, likely stemfrom
substantially better-than-expected advertising and econonic conditions in the
U. K.

Related Research
» "Business Risk/Financial Risk Matrix Expanded," published May 27, 2009
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