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Tupras

There is a light that never goes out...

Expected impact: Neutral

We maintain our recommendation at Buy for Tupras and revise our FV estimate
upwards to TRY144.95 from TRY140.8 with the expectation of strong 4Q17
results backed by solid operational performance. We expect the recent stable
trend in Med refining margins to continue whereas rising product prices and
stable volume with high CUR should also continue to support the operational
profitability. Nonetheless, we might see some profit taking after lower than
expected operational profitability and earnings for 3Q17.

TUPRS announced its 3Q17 results with TRY14,344mn revenues (+52% YoY, 14% QoQ),
TRY1,457mn EBITDA (+81% YoY, -2% QoQ) and TRY792mn net income (+71% YoY, -32% QoQ).
While top-line results were above the market consensus, operating profitability and bottom-
line below both market expectations and our estimates. Higher than expected tax expenses
resulted in lower earnings in 3Q17.

Looking into details:

The increasing trend in product prices continued to support the steady top-line
growth which was coupled with rising sales volume (+10% YoY). The contribution to
strong sales performance came mostly from domestic diesel, bitumen, and gasoline.
Gasoline prices averaged US$544/tons in 3Q17 while product cracks have risen to
15%/bbl with a 37% YoY and 5% QoQ increase. Similarly, diesel prices averaged
US$485/tons in 3Q17 while related cracks have surged to $13.1/bbl with a 46% YoY
and 22% QoQ increase. Backed by strong product prices, we expect the strong cash
and revenue generation performance of TUPRS to continue for the remaining part of
the year as well.

In 3Q17, refining margins were positively affected by the supply outages in many
European refineries. Additionally, strong demand also led to a rise in average diesel
crack margins in July and August. Med Complex margin increased to US$6.5/bbl in
3Q17 (+11% QoQ, +69% YoY) while it had averaged US$5.8/bbl in 2Ql17 and
US$3.81/bbl in 3Q16. Net margin of TUPRS climbed to US$8.9/bbl (US$2.4/bbl
higher than benchmark) in 3Q17 thanks to increasing product margins, positive
domestic market environment, high complexity, and favorable crude purchases. We
expect that these developments would lead up to a strong net refining margin for
TUPRS in 4Q17 as well. Please note that the company revised up its 2017YE guidance
for med complex and TUPRS net margins from US$4.25-4.75 to US$5.25-5.75 and
from US$7.0-7.5 to US$7.5-8.0, respectively.

The company delivered more than both the market and their own expectations in
terms of capacity utilisation which has reached 112.6% for the first nine months.
TUPRS continued to achieve a steady quarterly production volume with 7.6mn tons
in 3Q17 with a 6% YoY increase (vs around 7.3-7.4mn tons per quarter in average
during 2016) with the help of the higher margins backed by the RUP investment’s
contribution. We can definitely conclude that TUPRS achieved its two main targets
which were higher net refining margin and full capacity utilisation. We expect the
strong CUR performance of the company to continue during the last quarter of the
year as well.

The company reported a lower than expected bottom-line figure due to lower-than-
expected operating profit with increasing OPEX as a result of TRY depreciation and
the increase in the tax expenses which is TRY229mn (3Q16: TRY55mn, 2Q17:
TRY147mn). Yet, it should be noted that TUPRS managed to lower its net debt
position to TRY4.4bn in 3Q17 which was TRY5.9bn in 2Q17, pointing out to its sturdy
cash generation capability.

The stock is trading at a 13% premium and a 23% discount in terms of 2017E and
2018E average EV/EBITDA and P/E multiples compared to int’l peers, respectively.
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Valuation Metrics (Year end Dec) 2015 2016 2017E 2018E 2019E
P/IE 6.83 9.88 8.5 9.2 10.1
EV / Sales 0.6 0.7 0.8 0.8 0.7
EV / EBIT 7.1 8.7 8.2 8.6 9.3
EV / EBITDA 6.2 7.2 7.0 7.3 7.8
P/BV 2.10 2.19 3.1 2.8 2.6
FCF Yield -4.1% 9.0% 13.8% 12.2% 11.4%
OCF Yield 1.7% 11.5% 16.2% 14.7% 13.8%
Key Ratios 2015 2016 2017E 2018E 2019E
EBITDA margin 10.3% 9.2% 11.3% 10.3% 9.3%
Operating Profit margin 8.9% 7.6% 9.7% 8.7% 7.7%
Capex / Revenue 2.6% 2.5% 1.7% 1.6% 1.5%
Capex / Depreciation 1.98 1.63 1.11 1.03 0.97
Net Debt / EBITDA 1.8 1.9 0.9 0.8 0.9
ROA 10% 6% 11% 10% 9%
ROE 30% 22% 37% 30% 25%
P&L Summary (TRY m) 2015 2016 2017E 2018E 2019E
Revenue 36,893 34,855 50,487 52,842 55,068
% change (7.1%) (5.5%) 44.8% 4.7% 4.2%
EBITDA 3,784 3,195 5,681 5,417 5,095
% change 379.5% (15.6%) 77.8% (4.6%) (6.0%)
% margin 10.3% 9.2% 11.3% 10.3% 9.3%
Depreciation & Amortisation 486 541 784 820 855
Operating Profit 3,298 2,654 4,897 4,597 4,240
% change 521.1% -19.5% 84.5% -6.1% -7.8%
% margin 8.9% 7.6% 9.7% 8.7% 7.7%
Associates
EBIT 3,298 2,654 4,897 4,597 4,240
Net Financials & Other -1,073 -710 -505 -528 -551
Pre Tax Profit 2,225 1,944 4,392 4,069 3,690
Income Tax Expense 339 (131) (242) (227) (210)
Discontinued Operations
Minority Interests (14) (20) (26) (24) (22)
Net Income 2,550 1,793 4,124 3,817 3,458
Reported EPS (TRY) 10.18 7.16 16.47 15.24 13.81
Underlying EPS (TRY) 10.18 7.16 16.47 15.24 13.81
DPS (TRY) 6.50 4.32 9.93 9.19 8.33
Payout Ratio 63.5% 60.3% 60.3% 60.3% 60.3%
Shares In Issue Less Treasury (m) 250 250 250 250 250
Cash Flow (TRY m) 2015 2016 2017E 2018E 2019E
Operating Profit 3,298 2,654 4,897 4,597 4,240
Taxes paid 339 (131) (242) (227) (210)
Depreciation 486 541 784 820 855
+ Increase in accounts payable (1,732) 3,110 802 (59) (127)
-Increase in accounts receivable (2,370) (640) (19) 4) 16
-Increase in inventory 268 (1,506) (530) 15 50
Cash flow from operations 289 4,027 5,692 5,142 4,824
Capex -964 -884 -866 -849 -832
FCFF (675) 3,143 4,826 4,293 3,992
Balance Sheet (TRY m) 2015 2016 2017E 2018E 2019E
Cash & Equivalents 3,028 6,051 9,031 9,452 9,851
Inventory 2,102 3,608 4,139 4,123 4,074
Trade Receivables 2,540 3,180 3,199 3,203 3,188
Fixed Assets 11,539 11,797 11,824 11,852 11,830
Other Assets 6,261 6,582 9,534 9,979 10,399
Total Assets 25,470 31,218 37,726 38,610 39,340
Interest Bearing Debt 9,919 12,134 13,901 14,055 14,288
Trade Payables 3,878 6,988 7,790 7,731 7,604
Other Liabilities 3,304 3,929 4,806 4,254 3,707
Total Liabilities 17,102 23,051 26,497 26,040 25,599
Shareholders' Equity 8,305 8,088 11,131 12,462 13,618
Minority Interests 63 79 98 109 124
Total Equity 8,368 8,167 11,229 12,570 13,742
Net Debt (Cash) 6,892 6,084 4,870 4,602 4,437
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Changes in estimates

We have revised up our revenue, EBITDA and net income estimates both for
2017 and 2018 due to increasing med. Refining margins, robust crack spreads
and revised volume forecasts.

Figure 1TUPRS: Changes in estimates

Consensus
Net Sales 50,487 50,487 50,467 52,842 52,842
EBITDA 5,235 5,681 5,751 4,422 5,417
EBITDA Margin 10.3% 11.3% 7.9% 8.4% 10.3%
Net income 3,697 4,124 4,002 2,871 3,817
Valuation

We use a discounted free cash flow method (DCF) and international peer
group comparison to reach a fair value for TUPRS of TRY35bn, which
corresponds to TRY140.80 per share price. DCF and peer group comparison
methods have 70% - 30% weights as we think the initial method is a better
measure considering the strategy differences among the peers.

Figure 2 TUPRS: Summary of valuation

Valuation Methodology Weight Imphgd Contribution
Valuation

DCF 70% 40,891 28,624
International peer group comparison 30% 40,263 12,079
Net Debt 4,404
Fair value (TL mn) 36,298
Current mcap (TL mn) 35,059
Fair value ($ mn) 9,352
Current Mcap ($ mn) 9,032
Absolute upside potential 3.5%
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DCF Analysis

In the DCF analysis, we have forecast financials based on expected sales
volume, estimates for product prices and feedstock prices. We used a
weighted average cost of capital (WACC) of 13.3%.

Figure 3 TUPRS: DCF Analysis

(TLmn) 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E
EBITDA 5,681 5,417 5,095 5,324 5,577 5,853 6,142 6,445 6,816 7,209
- Taxes paid 242 227 210 219 230 241 253 265 281 297
- Increase in accounts receivable 19 4 -16 -15 -14 -17 -27 -37 -25 -37
- Increase in inventory 530 -15 -50 -101 -108 121 -143  -166  -165 -196
+ Increase in accounts payable 802 -59 -127 -226 -243 -5 -145  -176  -159  -199
Cash flow from operations 5,692 5,142 4,824 4,994 5,227 5,635 5,914 6,207 6,567 6,946
- Capex 866 849 832 790 751 713 677 644 61 581
FCF 4,826 4,293 3,992 4,204 4,476 4,922 5,237 5,563 5,955 6,366
Discounted FCFF 4,252 3,333 2,731 2,534 2,377 2,303 2,159 2,021 1,906 1,795
PV of Terminal Value 15,934

PV of FCFE 25,412

Fair Equity Value 41,346

International peer comparison

We calculate that TUPRS is trading at a 20% premium and 31% discount in
terms of 2017E and 2018E average EV/EBITDA and P/E multiple respectively
compared to int’l peers.

Figure 4 TUPRS: International peer comparison

EV/EBITDA P/E

Company 2017E 2018E 2017E 2018E
GRUPA LOTOS SA 5.9 5.6 10.1 10.4
SARAS SPA 3.7 4.2 1.0 13.5
MOTOR OIL (HELLAS) SA 4.7 5.2 7.2 9.6
NESTE OYJ 9.1 9.6 15.7 15.7
POLSKI KONCERN NAFTOWY ORLEN 55 6.2 8.6 10.8
MOL HUNGARIAN OIL AND GAS PL 53 53 8.2 8.8
PETROL DD LJUBLJANA 7.0 6.7 9.4 9.0
VALERO ENERGY CORP 7.1 6.2 16.7 13.1
HOLLYFRONTIER CORP 8.5 7.3 19.9 16.0
THAI OIL PCL 6.5 6.5 10.0 10.7
REPSOL SA 54 53 1.2 n.4
TATNEFT-CLS 6.7 6.0 8.6 8.0
BHARAT PETROLEUM CORP LTD 10.0 10.1 13.2 12.1
NEW ZEALAND REFINING CO LTD 4.3 54 9.0 15.0
Average 6.4 6.4 1.3 1.7
EV from peers 40,263

TUPRS
Exhibit 1 Publication schedule

Date Publication

10.03.2018 4Q17Earnings release
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Exhibit 2 Recommendation history

08.08.1994 (Initiation date) Target Price Prev. Day’s close Upside
04.10.2017 Buy 140.80 123.30 14.2%
03.08.2017 Buy Nn8.44 108.00 9.7%
05.05.2017 Buy 95.85 87.30 9.8%
14.02.2017 Hold 92.08 80.85 13.9%
27.12.2016 Hold 79.00 65.59 20.5%

Exhibit 3 Coverage universe recommendation overview

Buy Hold Reduce Sell U/R
Universe 17 17 2 2 0
Universe % 45% 45% 5% 5% 0%
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Date of completion of this report: 04.05.2017 8:15 UTC+3
Date of email-distribution of this report: 04.05.2017 8:20 UTC+3

Explanation of Rating System

12-MONTH RATING DEFINITION

BUY: Buy stocks are expected to have a total return of at least 20% and are the most attractive stocks in our coverage universe on a
12-month horizon.

HOLD: Hold stocks are expected to deliver a positive total return of up to 20% within a 12-month period.

REDUCE: Reduce stocks are expected to achieve a negative total return up to -10% within a 12-month period.

SELL: Sell stocks are expected to post a negative total return of more than -10% within a 12-month period.

ANALYST CERTIFICATION

We, Sertan Kargin and Utku Uygur hereby certify that the views expressed in this research report accurately reflect our
personal views about the market and, in conjunction with the named analysts, the subject securities and issuers. We also
certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.

IMPORTANT DISCLOSURE INFORMATION

This material was produced by Global Menkul Degerler A.S. (“GMD”) or its Affiliates, solely for information purposes and
for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made
available to any person other than the recipient. It is distributed in the world by GMD or an authorised affiliate of GMD
(such entities and any other entity, directly or indirectly, controlled by GMD, the “Affiliates”). This document does not
constitute an offer of, or an invitation by or on behalf of GMD or its Affiliates or any other company to any person, to
buy or sell any security. The information contained herein has been obtained from published information and other
sources which GMD or its Affiliates consider to be reliable. None of GMD or its Affiliates accepts any liability or
responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of
opinion and other subjective judgments contained herein are made as of the date of this document.

Emerging securities markets may be subject to risks significantly higher than more established markets. In particular,
the political and economic environment, company practices and market prices and volumes may be subject to
significant variations. The ability to assess such risks may also be limited due to significantly lower information quantity
and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

GMD or its Affiliates have not recently been the beneficial owners of 1% or more of the securities mentioned in this
report; GMD or its affiliates have not managed or co-managed a public offering of these securities, or received
compensation for investment banking services from the issuer of these securities in the past 12 months and do not
expect to receive compensation for investment banking services from the issuer of these securities within the next three
months. However, one or more of GMD or its Affiliates may, from time to time, have a long or short position in any of
the securities mentioned herein and may buy or sell those securities or options thereon either on their own account or
on behalf of their clients. GMD or its Affiliates may, to the extent permitted by law, act upon or use the above material
or the conclusions stated above or the research or analysis on which they are based before the material is published to
recipients and from time to time provide investment banking, investment management or other services for or solicit to

seek to obtain investment banking, or other securities business from, any entity referred to in this report.
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Special additional Regulations for the United States of America:

This report and any recommendation (including any opinion, projection, forecast or estimate; hereinafter referred to as
"Report” or "Document”) contained herein have been prepared by Global Menkul Dederler A.S. or any of its affiliated
companies (Global Menkul Dederler A.S shall hereinafter be referred to as “GMD”) and are distributed in the United
States by RB International Markets (USA) LLC ("RBIM”), a broker-dealer registered with FINRA® and Raiffeisen
Centrobank AG (a non-US affiliate of RBIM). This Report constitutes the current judgment of the author as of the date of
this Report and is subject to change without notice. GMD and/or its employees have no obligation to update, modify or
amend or otherwise notify a recipient of this Report if the information or recommendation stated herein changes or
subsequently becomes inaccurate. The frequency of subsequent reports, if any, remains in the discretion of the author
and GMD. This Report was prepared outside the United States by one or more analysts who may not have been subject
to rules regarding the preparation of reports and the independence of research analysts comparable to those in effect in
the United States. The analyst or analysts who prepared this research Report (i) are not registered or qualified as
research analysts with the Financial Industry Regulatory Authority ("FINRA") in the United States, and (i) are not
allowed to be associated persons of RBIM and are therefore not subject to FINRA regulations, including regulations
related to the conduct or independence of research analysts.

GMD’s Rating and Risk Classification System (please consider the definition given before)

This Report does not constitute an offer to purchase or sell securities and neither shall this Report nor anything
contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. The
information contained herein is not a complete analysis of every material fact regarding the respective company,
industry or security. This Report may contain forward-looking statements, which involve risks and uncertainties, does not
guarantee future performances whatsoever and is, accordingly, subject to change. Though the information and opinions
contained in this Report are based on sources believed to be reliable, neither GMD nor Raiffeisen Centrobank AG nor
RBIM has independently verified the facts, assumptions and estimates contained in this report. Accordingly, no
representation or warranty, expressed or implied, is made to, and reliance should not be placed on, the fairness,
accuracy, completeness or correctness of the information and opinions contained in this Report. Although the opinions
and estimates stated reflect the current judgment of Raiffeisen Centrobank AG and RBIM, opinions and estimates are
subject to change without notice. This Report is being furnished to you for informational purposes only and investors
should consider this Report as only a single factor in making their investment decision. Investors must make their own
determination of the appropriateness of an investment in any securities referred to in this Report based on the tax, or
other considerations applicable to such investor and its own investment strategy.

Investment Risks

Investments in securities generally involve various and numerous risks and may even result in the complete loss of the
invested capital. This Report does not take into account the investment objectives, financial situation or particular needs
of any specific client of RBIM. Before making an investment decision on the basis of this Report, the recipients of this
Report should consider whether this Report or any information contained herein are appropriate or suitable with regard
to their own investment needs, objectives and suitability. Any recommendation contained in this Report may not be
suitable for all investors. Past performance of securities and other financial instruments are not indicative of future
performance. RBIM can be neither a price guarantor nor an insurer of market conditions.

Given the cyclical nature of this sector, consumer cyclicals can be regarded as very volatile. The main risks are the overall
health of the global economy as well as the macroeconomic conditions of the countries the companies operate in. This
also includes currency, interest rate and political risks. In addition, fashion trends and brand perception by consumers
and changes of consumer behavior are among sector specific risks. Changes in the regulatory environment may limit the
scope and profitability of the business and require additional expenditures or capital. Finally, given the volatility of input
and product prices and the high capital intensity of this industry, it is crucial to evaluate counterparty risk to mitigate
default risk.

This Report may cover numerous securities, some of which may not be qualified for sale in certain states and may
therefore not be offered to investors in such states. This Document should not be construed as providing investment
advice. Investing in non-U.S. securities, including ADRs, involves significant risks such as fluctuation of exchange rates
that may have adverse effects on the value or price of income derived from the security. Securities of some foreign
companies may be less liquid and prices more volatile than securities of U.S. companies. Securities of non-U.S. issuers
may not be registered with or subject to Securities and Exchange Commission reporting requirements,; therefore,
information regarding such issuers may be limited. Securities which are not registered in the United States may not be
offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S
under the Securities Act of 1933 [the “Securities Act’]), except pursuant to an exemption under the Securities Act. This
Report and the contents therein are the copyright product, and property of, RBIM or Raiffeisen Centrobank AG. It is
intended solely for those to whom RBIM directly distributes this Report. Any reproduction, republication dissemination,
and/or other use of this Report by any recipient of it, or by any third party, without the express written consent of RBIM,
is strictly prohibited.

U.S. persons receiving the research and wishing to effect any transactions in any security discussed in the Report
should do so through RBIM, and not the issuer of the research. RBIM can be reached at 17133 Avenue of the
Americas, 16th Floor, New York, NY 10036, 212-600-2588.

GMD is a stock corporation, incorporated under the laws of the Republic of Turkey and, headquartered at Blylikdere
Caddesi Tekfen Tower No:209 Kat:6 Levent Sisli/Istanbul, Turkey, with a share capital of 40.000.000,00-TL, registered
at [stanbul Trade Registry. Global Menkul Dederler A.S “Global Securities” is a leading financial services firm and an
investment bank in Turkey established in 1990, providing a full range of corporate finance advisory, sales &
trading, and equity research services with 142 people in its offices throughout Turkey. The shares of Global are or
are listed on Borsa Istanbul.

Responsible supervisory authorities of GMD:
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Capital Markets Board (CMB)

Disclosure Aspects

The following disclosures apply to the security when stated under the applicable disclosures section
(Global Menkul Degerler A.S hereinafter referred to as “GMD"):

1. GMD, or an affiliate, has acted as manager, co-manager, or underwriting participant of a public offering for this
company in the past 12 months.

2. GMD or an affiliate, has performed investment banking, capital markets, or other comparable services for this
company or its officers in the past 12 months.

3. GMD, or an affiliate, expects to receive or intends to seek compensation for investment banking services from the
subject company in the next 3 months.

4. Securities, or derivatives thereof, of this company are owned either directly by the securities analyst or an affiliate,
covering the stock, or a member of his/her team, or indirectly by the household family members.

5. An officer, or a household family member of an officer, of GMD or an affiliate, is a director or an officer of the
company.

6. GMD, or an affiliate, beneficially owns 1% or more of any class of this company(ies) common equity.

Applicable disclosures No Disclosure

© 2017 Global Menkul Degerler A.S.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any
form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior consent of

Global Menkul Degerler A.S.
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