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* Comparison of Atradius credit risk situation/business performance outlook for the industry

(Ranking from one ball (very poor) to five balls (very good)
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Squad performance for the tournament - check

British ICT industry Russian ICT industry
2016f 2017f 2015 2016f 2017f

Country
GDP growth

ICT sector value
added growth (%)

Average ICT sector growth
over the past 3 years (%)

Level of competition

Sources: IHS, Atradius

Added value service is key A tough match continues
The general demand situation for ICT in the United King- The Russian electronics/ICT sector suffers from the dif-
dom remains good. While demand for hardware prod- ficult domestic economic environment. Major retailers
ucts continues to decline (with shipments down 7.7% reported shrinking revenues in 2015, with decreases of
in 2015), however this is from a very high base, and IT 10%-30%, depending on the region. In 2016 no rebound
products will continue to be required. in demand is expected, with a further rouble devaluation
having negative consequences on consumer demand.
Many IT resellers continue to lessen their reliance on After decreasing in 2015, the margins of electronics/ICT
hardware sales by offering value added IT services. This businesses are expected to deteriorate further.

enables them to secure medium- to long-term contracts,
which provide them with a better visibility of revenues.
Additionally, service activities tend to provide higher
margins.

Many players left the market, but nevertheless the de-
gree of competition is steadily growing, and consolida-
tion in the industry is on-going. Price wars are still fre-
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_: quent amongst retailers as consumers have switched to
Competition continues to be fierce in the ICT sector, with = cheaper B-brands. Some federal retail chains have taken
minimal barriers to entry. ICT businesses not only com- % advantage of this opportunity to gain additional market
pete on price but also on their product offering, as they 5] share in the currently difficult environment.

try to differentiate their offering in order to preserve
margins.

The gearing of major Russian electronics/ICT retail and
distribution businesses is high, as they use banking facil-
ities to finance working capital. The Russian bank sector
is currently under pressure due to the difficult macroe-
“‘€onomic environment. However, businesses with a clean

Most ICT companies finance their businesses with as-
set-based lending facilities. While businesses usually
have a working capital deficit, they are able to leverage™

-

generally willing to lend.



Players to watch

England/United Kingdom

®  Data centers and cloud computing are the
areas that are anticipated to drive the sec-
tor forward, as we have seen a surge of in-
vestment within this area. However, British
ICT businesses will face stronger competi-
tion from their European peers, mainly due
to the strengthening of the pound.

®  The continued development of mobile apps
and new technology (e.g. wearable technolo-
gy) will continue to drive the sector forward.

Russia

®  Telecommunications is a slightly more diffi-
cult segment given the dominance of a few
large players in both airtime and handsets.
Mobile telecommunication retailers rep-
resent a slightly higher risk than other ICT
segments. Margins remain slim due to the
dominance of the key players, meaning that
distributors are often looking at margins of
about 3%.
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Currently all Russian electronics/ICT sub-
sectors face major troubles, especially
those retailers and wholesalers that trade
in foreign currency.

Consumer electronics is the most difficult
segment, which is severely affected by the
on-going slump in private consumption.
Telecommunications suffers from the weak
rouble and currency volatility in emerging
markets. Only the IT segment shows less
deterioration in demand.



Major strengths and weaknesses

British ICT industry Russian ICT industry

High levels of competition Massive decrease in consumer demand,
with no rebound in the short-term

Hardware sales continue to decline

Restrictive consumer credit landing by
Russian banks has a negative impact on
demand

High level of payment delays and
insolvencies

Currency volatility hurts ICT importers
and retailers

Lack of market transparency, with many
grey imports




Fair play ranking:
payment behaviour and insolvencies

British ICT industry

On average, payments in the British ICT sector take
around 60 days.

Payment experience is good, and the level of pro-
tracted payments is low.

The number of non-payment cases has not increased
in the last twelve months, and this positive trend is
expected to continue.

The level of ICT insolvencies is low, and this rath-
er benign environment is expected to remain un-
changed in 2016.

Russian ICT industry

Depending on the level in the supply chain and mar-
ket leverage of businesses, payment duration in the
industry ranges between 30 days and 120 days.

Non-payment notifications have increased in 2015,
and this negative trend is expected to continue in the
coming months.

Insolvencies have increased in the last twelve
months, and further increases are expected in the
coming months.

Most cases of late payments and business failures
are seen in the segment of regional small-and medi-
um-sized electronics/ICT wholesalers and retailers;
especially with businesses that were ill-prepared
for the drop in consumer demand, or which did not
hedge against foreign exchange risks and had a high
gearing.
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Disclaimer

This report is provided for information purposes only and is not intended as a recommendation
or advice as to particular transactions, investments or strategies in any way to any reader. Read-
ers must make their own independent decisions, commercial or otherwise, regarding the infor-
mation provided. While we have made every attempt to ensure that the information contained
in this report has been obtained from reliable sources, Atradius is not responsible for any errors
or omissions, or for the results obtained from the use of this information. All information in this
report is provided 'as is’, with no guarantee of completeness, accuracy, timeliness or of the re-
sults obtained from its use, and without warranty of any kind, express or implied. In no event will
Atradius, its related partnerships or corporations, or the partners, agents or employees thereof,
be liable to you or anyone else for any decision made or action taken in reliance on the informa-
tion in this report or for any consequential, special or similar damages, even if advised of the
possibility of such damages.

Copyright Atradius N.V. 2016

If you've found this report useful, why not visit our website www.atradius.com,
where you'll find many more Atradius publications focusing on the global econ-
omy, including more country reports, industry analysis, advice on credit man-
agement and essays on current business issues.

On Twitter? Follow @Atradius
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