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Research Update:

Netherlands-Based AEG Power Solutions B.V.

Assigned Preliminary 'B-' Corporate Credit
Rating; Outlook Stable

Overview

e W are assigning a prelimnary 'B-' corporate credit rating to
Net her | ands—based AEG Power Solutions B.V. (AEG subject to a successfu
i ssuance of €125 million unsecured notes (unrated).

» The rating reflects our view that AEG has a "vul nerabl e" business risk
profile and "highly | everaged" financial risk profile.

« The outl ook is stable because we expect that AEG will benefit fromthe
current upturn in the econony from 2011 and inprove its sales and
profitability.

Rating Action

On Nov. 11, 2010, Standard & Poor's Ratings Services assigned its prelimnary
"B-' corporate credit rating to Netherl ands-based AEG Power Solutions B.V. The
outl ook is stable.

Rationale

The prelinmnary rating is subject to AEG successfully issuing €125 nmillion in
unsecured notes (unrated) and reflects our view that the conpany will have a
hi ghly | everaged financial risk profile on conpletion of this proposed

i ssuance and a "vul nerabl e" business risk profile, according to our
classifications. W consider AEG s business risk profile to be characterized
by volatile and | ate-cyclical demand, |ow planning certainty, high custoner
concentration, and strong dependence on suppliers. Furthernore, we consider
that AEG s business plan relies significantly on a rebound in the solar energy
market for future growh and profitability generation. In our view, these
factors offset positive ratings factors, which we consider include AEG s good
geographi c diversification of revenues and a |l ow capital intensity of the
busi ness.

We expect the conpany's revenue to grow by about 15%in 2011. Neverthel ess, we
believe AEG will have a high rate of cash burn over the next two years, ow ng
to its weak operating cash flow generation ability as a result of nopderate
profitability and still noderate sal es volumes given the conpany's size. In
addition, we view the conmpany's financial policy as aggressive in terns of its
expansi on plans, which we estinate are likely to result in total debt to

EBI TDA of between 5x-6x by the end of 2011. W view this |everage as highly
vul nerabl e given the volatility of this business, as has been exenplified by
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significant swings in profitability, order intake, and sales historically. The
prelimnary ratings also reflect our expectation that AEGs liquidity wll
benefit if it successfully issues the €125 mllion notes.

AEG i s a gl obal provider of highly engi neered custom and standard power-system
solutions for a broad range of applications with a particular focus on the
solar industry. It manufactures devices used in the application of polysilicon
manuf acturing and solar inverters for industrial and commercial applications.
Typi cal custoners are engineering and procuring firms. The conpany al so

provi des custom and standard power-system sol utions for UPS and tel ecom
applications to the industrial sector, including oil and gas, transportation
power generation, power transm ssion and distribution, and process

manuf acturing. AEG operates in two busi ness segnents: Renewabl e Energy

Sol utions, and Energy Efficiency Solutions. AEG has a fairly concentrated

cust omer base, sonewhat offset by good geographic diversity, which enables it
to generate nore than half of its revenues from outside Europe. AEG s products
require a fair degree of custom zation and technol ogical specialization
Furthernore, its business is highly dependent on custoners' capital spending
and commodity price novenments, especially for polysilicon

The gl obal econonic downturn affected demand for AEG s products and revenues
in 2010 and we expect full-year sales to decrease nore than 20% W expect the
conpany's operating nargins (before depreciation and anortization) to renain
weak in 2010 and 2011, before rebounding to an acceptable | evel of 10% 12%
Standard & Poor's notes that the conpany attributes significant inportance to
the grom h of the photovoltaic industry and to investnents in new polysilicon
production capacity for its profitability and the success of its growth
strategy.

W view AEG s financial risk profile as highly |leveraged. Pro forma for the
new debt issuance, we expect that its total debt to EBITDA will be weak. W
believe that AEG s credit netrics would likely inmprove in the next few
guarters to reach between 5x-6x by the end of 2011, anid a gradual recovery in
its end markets. Qur ratings do not incorporate |larger bolt-on acquisitions
above €20 million

Liquidity

W view AEG s liquidity as adequate on a pro forma basis. Pro forma for the
new €125 mllion debt issue maturing 2010, we understand that prinmary sources
of the conpany's liquidity will include unrestricted cash bal ances of about
€40 million and access to short-termlines of credit, which we understand are
expected to be rolled over at maturity. There are no neani ngful near-term
maturities because its new debt would mature in 2015. Prior to the new debt

i ssuance, we view the conmpany's debt profile is noderate. As of Sept. 30,
2010, the conpany had about €24 mllion of short-termdebt and €1 mllion of

| ong-term debt outstanding. Although AEG s current lines of credit do not
contain any financial covenants, we understand that the unsecured notes would
be governed by a mnimuminterest coverage ratio. AEG s annual interest
paynments shoul d average €15 million and we will continue to nonitor
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devel opnents related to covenant conpliance in the future. AEG s nmi nt enance
capital expenditure is relatively |Iow at about €5 million annually. Wrking
capital requirenments have not been high historically. However, we expect the
conpany to have a high cash-burn rate over the next two years as a result of
i ncreased business activity. Another source of liquidity is the advanced
paynments that the conpany receives upfront for orders undertaken. W do not
expect the conmpany to generate free operating cash flows in 2011. W believe
AEG woul d use cash primarily to fund its working capital needs, capita
expendi ture, and bolt-on acquisitions.

Outlook

The outl ook on AEG is stable. W expect that the conmpany will benefit fromthe
current upturn in the econony from 2011 and show clearly inproving
profitability on the back of a |arger nunber of contracts. W believe that
this should support the conmpany's rebound in sales and profitability and
credit netrics over the next two years. W expect AEG s currently negative
free operating cash flowto turn positive from 2013 at the |atest, and to
remai n noderate in 2012. To stay commensurate with the current rating we woul d
expect that AEG s debt to EBITDA will be about 5x-6x and that it will maintain
an adequate liquidity. However, the conpany's earnings remain highly

vul nerabl e to weakeni ng econonic conditions and we could |lower the ratings if
econoni ¢ condi ti ons weakened and/or debt-financed activities adversely
affected liquidity and subsequently credit neasures.

VWile we do not see any i mediate rating upside, we would consider raising the
ratings if AEG s business position strengthened over the nediumterm
denonstrated by a materially increased contract base, higher operating
profitability, and a nore conservative financial policy.

Related Criteria And Research

e Principles O Corporate And Governnent Ratings, June 26, 2007.

* Busi ness Risk/Financial Risk Matrix Expanded, published May 27, 2009.

e Standard & Poor's Standardi zes Liquidity Descriptors For d obal Corporate
| ssuers, July 2, 2010.

Ratings List
New Rating; CreditWatch/ Qutl ook Action

AEG Power Sol utions B. V.
Corporate Credit Rating B-(prelim/Stable/--

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

Conpl ete ratings information is available to RatingsDirect subscribers on the
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A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect

subscri bers at www. ratingsdirect.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 |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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