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Research Update:

Italy-Based Gruppo Espresso Downgraded To
'BB-' On Persistently Decreasing Profitability;
Outlook Negative

Overview

¢ The structural weakness we see in Italy's economy has triggered declines
in advertising spending in the media sector.

¢ We consider that the buginess risgk profile and earnings generation
capacity of Italy-based newspaper and magazine publisher Gruppo Espresso
has persistently weakened.

s We are lowering our long-term rating on Gruppo Espresso and our issue
rating on its senior unsecured debt toc 'BB-' from 'BB'.

¢ The negative outlook reflects our view that a scenaric of ongoing
economic weakness in Italy could prompt durable and significant
detericration in Gruppo Espresso's earnings and credit metrics.

Rating Action

On April 16, 2013, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating on Italy-based newspaper and magazine publigher Gruppe
Editoriale L'Espresso SpA (Gruppo Espresso) to 'BB-' from 'BB'. The cutlcook is
negative.

We also lowered our issue rating on Gruppo Espressc'!s senior unsecured debt to
'BB-* from 'BB'. The '3'! recovery rating on this senior unsecured debt is
unchanged, indicating our expectation of meaningful {50%-70%) recovery for
debtholders in the event of a payment default.

Rationale

The downgrade reflects our view that the glum economic backdrop in Italy has
led to a decline in advertising spending that has durably weakened Gruppo
Espresso's profitability. Consequently, we anticipate that Gruppo Espresso’'s
credit metrics will weaken by vear-end 2013, with a ratio of Standard & Poor's
adjusted debt to ERITDA at about 4.5x from 3.7x in 2012. This ratio would come
close to the 2009 range, when Gruppo Espresso's adjusted debt to EBITDA had
spiked to 4.5x-5.0x owing to the steep downturn.

Given the general downward spiral in advertising spending in Italy, and in the
print segment in particular, we think it unlikely that Gruppo Espresso's
EBITDA margin will quickly return to historic levels of 15%. We have therefore
revised our assessment of the company's business risk profile to "weak" from
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"fair" as we see the EBITDA margin narrowing further this year to about 10%.
5till, Gruppo Espresso's leading positions in the Italian newspaper markets,
as reflected in its market share of 18%, and its ability to cross gell its
content through a variety of distribution channels continue to support its
competitive position.

Under our base-case scenario, we anticipate that the Italian print advertising
market will likely decline by low double digits in 2013, on the back of our
forecast -1.4% GDP contraction in Italy, versus -0.7% GDP previously (see "
Entrenched In Recegsion, Europe Seeks A Balance Between Deleveraging And Growth
," published March 26, 2013, on RatingsDirect). Despite our anticipation of
increasing leverage for the company in 2013, we believe that CGruppo Espressc
will generate marginally positive free operating cash flow in 2013 in our base
case. In addition, we believe that even with lower profitability, the company
would have the ability to restore financial metrics to levels below 4.0x, once
the economy improves. We conseguently continue to assess Gruppo Espresso’s
financial risk profile as "significant.®

Liquidity

We asgess Gruppo Espresso's liquidity as "adequate, ' according to our
criteria. We expect that Gruppo Espresso's sources of liquidity, including
cash and marketable sgecurities, will exceed uses 1.2x or more in the next 12
months, even if EBITDA declines by 20%-30%.

Liguidity sources include:

* Gruppo Espresso's existing cash balances, which stood at about €150
million on Dec. 31, 2012; and

¢ Qur anticipation that the group will generate approximately €45 million
of funds from operations (FFO) in 2013.

However, we note that cash is the group's sole source of liquidity, given the
absence of any committed bank facilities, which could point to limited
external financial flexibility.

Liguidity uses for the next 12 months mainly comprise:

Our assumptions of marginal working capital needs;

€20 million of capital expenditure (capex) on average;

No dividend payments in 2013, in line with management's guidance; and
Debt maturities of €11 million, namely principal amortization payments
relating to the group's remaining €28 million of mortgages due in 2015,
and the absence of financial covenants according to Gruppo Egpresso's
management .

The company's next large debt maturity is in October 2014, when the remaining
€228 million of the senior unsecured bond becomes due. Liquidity coculd fall
short of our guidelines for the current "adequate" qualifier if Gruppo
Espresso failed to address the refinancing of this bond at least one year
ahead of the maturity and to maintain an adequate liquidity buffer.
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Recovery analysis

The issue rating on Gruppo Espresso's senior unsecured notes due 2014 is
'BB-', in line with the corporate credit rating. The recovery rating on these
notes is '3', indicating our expectation of meaningful (50%-70%) recovery for
noteholders in the event of a payment default.

Our issue and recovery ratings are supported by our valuation of Gruppo
Espresgo as a going concern, given its leading market position in the Italian
publishing market, highly recognized brands, and well-diversified customer
base. On the other hand, the recovery prospects are limited by the unsecured
nature of the debt. In addition, we consider that the center of main interests
(COMI} would be Italy in an event of default. Italy is a jurisdiction that we
view ag not very favorable to creditors (see "Debt Recovery For Creditors And
The Law Of Insclvency In Italy," published May 17, 2007).

In our hypothetical default scenario we envisage a default in 2016, assuming
Gruppo Espresso would be able to refinance its €228 million unsecured notes
due in 2014 with a debt ingtrument of similar size. Under this scenaric we
assume deterioration in the group's credit metries as a result of worsening
macroeconomic conditions in Italy. Qur assumptions also include some potential
cash outflows after 2014 in the event of a negative cutcome of the pending tax
ruling. Under this scenario, we assume that thesge factors would trigger a
payment default in 2016, at which point we forecast EBITDA to have dropped by
about 50% compared with the current level.

We have calculated a stressed enterprise value of about €245 million at our
simulated point of default, which translates into an enterprise value to
EBITDA multiple of 5.0x.

After deducting priority liabilities, mainly comprising enforcement coste and
a portion of the pension deficit, we estimate that recovery prospects for the
unsecured noteholders would be in the 50%-70% range, which yields a recovery
rating of '3'.

We note that recovery progpects for the noteholders could be impaired if
Gruppo Espresso were to ralse a committed credit facility, given that this
liquidity line would likely rank either pari passu with, or above, the
unsecured notes in an event of default. Lastly, we consider that if the group
was to default earlier, notably because of refinancing issues in 2014, the
recovery prospects for the noteholders would still be in the 50%-70% range.

Outlook

The negative outlook reflects our view that deterioration in the domestic
advertising market in excess of our current expectations in the second half of
2013 could further erode Gruppce Espresso's earningg capacity, and cauge itsg
adjusted debt to EBITDA ratio to increase beyond the level of 4.5x. We also
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factor in the risk that the group may not address its upcoming 2014 debt
maturities in a timely manner, which could result in Gruppo Espresso's
ligquidity falling short of our guidelines for the current assessment of
"adequate" after October 2013.

We could consider lowering the ratings on Gruppo Espresso if we saw the
decline in the Italian advertising market exceeding low-double-digit levels in
the second half of 2013, resulting in the group's operating performance
falling below cur projection in our base-case scenario and leverage exceeding
our current expectations. We could also consider a downgrade if Gruppo
Espresso failed to maintain its liquidity at "adequate." This could occur if
the group did not proactively address the refinancing of upcoming debt
maturities, or if its liquidity sources eroded ag a result of operational
setbacks or other extraordinary cash cutflows.

We could revise the outlook to stable if the group at least maintained its
adjusted debt-to~EBITDA ratio in the corridor of 4,0x-4.5x, supported by a
stabilizing or recovering advertising spending trend in Italy. This would in
turn help steady Gruppo Espresso's operating performance. Preserving liquidity
at "adequate" is also a key factor for a stable outlcok.

Related Criteria And Research

¢ Methodology: Management And Governance Credit Factors For Corporate
Entities And Insgurers, Nov. 13, 2012

® Criteria Methodology: Business Risk/Financial Rigk Matrix Expanded, Sept.
18, 2012

* Methodelogy And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Sept. 28, 2011

* Key Credit Factors: Methodology And Assumptions On Risks In The Newspaper
And Magazine Industries, Aug. 18, 2009

® 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

2008 Corporate Criteria: Ratios And Adjustments, April 15, 2008

Ratings List

Ratings Lowered; Recovery Rating Unchanged

To From
Gruppo Editoriale L'Espresso Sph
Corporate Credit Rating BB-/Negative/-- BB/Negative/--
Senior Unsecured BB- BB
Recovery Rating 3 3
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Complete ratings information is available to subscribers of RatingsDirect at
www.globalcereditportal.com and at spcapitalig.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46} 8-440-5914; or Moscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS,.COM/RATINGSDIRECT APRIL 16, 2013 6

1117094 | 301377211



Copyright & 2013 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or cutput therefrom) or any part
thereof {Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates {collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED) WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL QPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and staternents in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is nct available to other S&P business units. S&P has established
pelicies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors, S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com {free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
{subscription) and may be distributed through other means, including via S&P publications and third-party redistributors, Additional information
about our ratings fees is available at www.standardandpoors.com/ usratingsfees.

McGRAW-HILL

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 16,2013 7
1117094 | 301377211



