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Buy: Another set of strong results in Q4 2015
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» Q4 2015 EBITDA beat consensus by 24%, marking a strong
end to 2015 when EBITDA jumped TRY3.0bn to TRY3.8bn

» We estimate 18% EBITDA growth in 2016e from a strong
base; we expect strong dividend payments starting this year

» Maintain Buy rating with unchanged target price of TRY90

Strong performance continues: Tupras posted stronger-than-expected Q4 2015 results
with EBITDA ahead of both consensus and our forecasts. As such, FY2015 was the best
ever year for Tupras with a record EBITDA of TRY3,784m and net income of
TRY2,550m. Tupras’ management expects the strong performance to continue in 2016,
which is in line with our forecast outlined in Upgrade to Buy: Heading for peak
performance in 2016 , 29 January 2016. We expect 2016 to benefit from: (i) full-year
operation of residuum upgrade project (RUP), (ii) balanced refined products’ supply-
demand dynamics and overall supportive refining sector environment, (jii) inventory gains
if there is a crude price rise over the year (HSBC expects Brent to rise to USD55/b by Q4
2016), and (iv) increased imports of favourably priced Iranian crude by Tupras.

Q4 2015 EBITDA was ahead of expectations: Tupras’ Q4 2015 EBITDA of TRY1,189m
was 24% and 12% ahead of Research Turkey consensus and our estimates,
respectively. The beat vs our forecast is explained by lower cost of sales (-5% vs HSBCe)
which is likely driven by lower crude procurement costs, lower opex (-3% vs HSBCe) and
lower crude oil inventory losses (USD43m vs our estimate of USD50m loss). The refinery
capacity utilisation rate (CUR) stood at 112% (+5ppt vs our forecast), which compares
with 82% in Q4 2014 and was helped by full-scale operation of RUP. This also resulted in
a 9ppt y-o-y rise in middle distillate yields to 52%. However, the Q4 2015 net income of
TRY815m was 4% and 23% lower than consensus and our forecast, respectively, which
was largely driven by TRY344m FX-related losses.

Maintain Buy with TP unchanged at TRY90.0: Tupras’ management expects Turkey’s
diesel consumption growth to remain strong in 2016 (after 16% y-o-y growth in 11M
2015). The company could also possibly increase Iranian crude imports during the year
as it is available at a favourable discount to Brent. For FY2016e, management guided for
a CUR of 100% (vs our forecast of 98%), Med-Urals complex gross refining margins of
USD3.5-4.0/b (vs our USD4.0/b) and Tupras’ net refining margin of USD5.8-6.3/b (vs our
USD5.4/b estimate). However, we maintain our estimates. We think the announcement
related to dividend payments with respect to the 2015 results could be a near-term trigger
for Tupras’ share price performance. Tupras’ management said during the Q4 2015
results conference call that the dividend payments will be strong and the company will pay
out the maximum amount possible from FY2015 statutory profits. We forecast DPS of
TRY®6.0 for 2015 vs. IBES consensus estimate of TRY3.75.

Disclaimer & Disclosures
This report must be read with the disclosures and the analyst certifications in
the Disclosure appendix, and with the Disclaimer, which forms part of it.
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Financials & valuation

Financial statements

Key forecast drivers

HSBC <»

Year to 12/2015a 12/2016e 12/2017e 12/2018e Year to 12/2015a 12/2016e 12/12017e 12/2018e
Profit & loss summary (TRYm) Med-Urals refining margin (USD 48 40 35 35
Revenue 36,893 35,489 45,260 56,575 Tupras Net Refining Margin(USD 6.5 56 53 53
EBITDA 3,784 3,950 3,605 3,625 GDP growth (%) 31 21 25 25
Depreciation & amortisation -486 -525 -522 -522 USD/TRY (Average) 272 205 3.00 3.00
Operating profit/EBIT 3,298 3,425 3,083 3,103
Net interest -349 -166 -95 -274
PBT 2,225 3,278 3,110 2,869
HSBC PBT 2,225 3,278 3,110 2,869
Taxation 339 -656 -622 -574 Valuation data
Net profit 2,550 2,609 2475 2,284 Year to 12/2015a 12/2016e 12/2017e 12/2018e
HSBC net profit 2,550 2,609 2475 2,284 EVisales 0.7 0.6 05 04
Cash flow summary (TRYm) EV/EBITDA 6.4 5.8 6.1 5.8
Cash flow from operations -155 3,665 3,246 2,994 EV/IC 1.6 1.6 15 15
Capex 961 -800 -650 -600 PE* 71 6.9 73 79
Cash flow from investment -959 -800 -650 -600 PB 2.2 19 1.7 1.6
Dividends 6 -1,503 -1,566 -1,485 FCF yield (%) -6.0 145 125 11.9
Change in net debt 3,035 -1,362 -1,031 -909 Dividend yield (%) 8.3 8.7 8.2 7.6
FCF equity -1,043 2,519 2,163 2,067 * Based on HSBC EPS (diluted)
Balance sheet summary (TRYm)
Intangible fixed assets 59 59 59 59 . .
Tangible fixed assets 15970 15,917 15,734 15,525 Price relative
Current assets 8,675 6,254 8,595 10,993 81.00 81.00
Cash & others 3,028 835 1,865 2,773
Total assets 25,470 22,997 25,155 27,344 71.00 71.00
Operating liabilities 6,988 6,951 8,187 9,566 61.00 61.00
Gross debt 9,919 6,364 6,363 6,363
Net debt 6,892 5,530 4,499 3,590 51.00 51.00
Shareholders' funds 8,305 9,412 10,321 11,120 41.00 41.00
Invested capital 14,688 14,445 14,337 14,238

31.00 T T 31.00

2014 2015 2016 2017

Ratio, growth and per share analysis — Tupras ~ ReltoISTANBUL COMP
Year to 1220158 1212016e 122017 12/2018e Source: HSBC
Y-0-y % change Note: Priced at close of 15 Feb 2016
Revenue 71 -3.8 275 25.0
EBITDA 379.5 44 8.7 0.6
Operating profit 5211 39 -10.0 0.7
PBT 11117 473 5.1 =17
HSBC EPS 74.8 2.3 5.1 1.7
Ratios (%)
Revenue/IC (x) 3.0 24 31 4.0
ROIC 314 18.8 171 174
ROE 3513 295 25.1 213
ROA 13.4 11.9 1.5 9.9
EBITDA margin 10.3 11.1 8.0 6.4
Operating profit margin 8.9 9.7 6.8 55
EBITDA/net interest (x) 10.8 23.8 378 133
Net debt/equity 824 58.3 432 320
Net debt/EBITDA (x) 1.8 14 1.2 1.0
CF from operations/net debt 66.3 72.2 83.4
Per share data (TRY)
EPS reported (diluted) 10.18 10.42 9.88 9.12
HSBC EPS (diluted) 10.18 10.42 9.88 9.12
DPS 6.00 6.25 5.93 547
Book value 33.16 37.58 41.22 44.41
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Tupras financial forecast revisions (TRYm)

HSBC <»

2016e 2017e
New Oid Change New Old Change
Sales 35,489 35,491 0% 45,260 45,260 0%
EBITDA 3,950 3,950 0% 3,605 3,605 0%
Net income 2,609 2,609 0% 2,475 2,475 0%

Source: HSBC estimates

Tupras' capacity utilisation rate was above

Monthly Med-Urals gross refining margins
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Valuation and risks
Valuation Risks

We have updated our model for the Q4 2015 actual results. We value Tupras using a DCF (50%
weight) and multiples-based approaches (25% weight each to PE and EV/EBITDA).

Our DCF valuation for Tupras is TRY94.5 per share (from TRY85.5, due to lower WACC). This is
derived using a benchmark Med-Urals refining margin of USD4.0/bbl for 2016 and USD3.5/b

thereafter, a risk-free-rate assumption of 9.5%, an equity risk premium of 5.5%, and a beta of 0.91,

The downside risks to our
estimates and rating include
lower-than-expected refining
margins and fuel demand in
the company’s key market
Turkey, fiscal and regulatory

resulting in a CoE of 14.5%. We use cost of debt of 5.0%, leading to a WACC of 11.1% (from 11.7% related risks.

due to higher debt at the end of 2015). Our DCF model also assumes a terminal growth rate of 3%.

Our EV/EBITDA valuation method yields a valuation of TRY75.8 (from TRY83.6) per share based on
the one-year forward sector average multiple of 5.0x (from 5.5x) and our EBITDA estimate for 2016e.

We arrive at a PE-based valuation of TRY95.1 (from TRY103.8) per share using the one-year forward

multiple of 7.0x (from 8.6x) and our 2016e net income estimate. On relative valuation multiples, we

think Tupras should trade in line with its peer average on forward-looking multiples.

The weighted average of these three valuation methods, rounded to the nearest whole number,
results in a fair value target price of TRY90 (unchanged). Our target price implies upside of 24.9%; we

therefore maintain our Buy rating on Tupras.
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Disclosure appendix

Analyst Certification

The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report: Bulent Yurdagul

Important disclosures

Equities: Stock ratings and basis for financial analysis

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings, risk tolerance and other considerations and that investors utilise various disciplines and investment horizons
when making investment decisions. Ratings should not be used or relied on in isolation as investment advice. Different
securities firms use a variety of ratings terms as well as different rating systems to describe their recommendations and
therefore investors should carefully read the definitions of the ratings used in each research report. Further, investors should
carefully read the entire research report and not infer its contents from the rating because research reports contain more
complete information concerning the analysts' views and the basis for the rating.

From 23rd March 2015 HSBC has assigned ratings on the following basis:

The target price is based on the analyst’'s assessment of the stock’s actual current value, although we expect it to take six to 12
months for the market price to reflect this. When the target price is more than 20% above the current share price, the stock will
be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a
Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is
between 5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more
than 20% below the current share price, the stock will be classified as a Reduce.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation or resumption of coverage,
change in target price or estimates).

Upside/Downside is the percentage difference between the target price and the share price.

Prior to this date, HSBC’s rating structure was applied on the following basis:

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate,
regional market established by our strategy team. The target price for a stock represented the value the analyst expected the
stock to reach over our performance horizon. The performance horizon was 12 months. For a stock to be classified as
Overweight, the potential return, which equals the percentage difference between the current share price and the target price,
including the forecast dividend yield when indicated, had to exceed the required return by at least 5 percentage points over the
succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight,
the stock was expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or
10 percentage points for a stock classified as Volatile*). Stocks between these bands were classified as Neutral.

*A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12
months (unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility. However,
stocks which we did not consider volatile may in fact also have behaved in such a way. Historical volatility was defined as the
past month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in rating,
however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.



EQUITIES ¢ OIL & GAS HSBC {X}

17 February 2016

As of 16 February 2016, the distribution of all ratings published is as follows:

Buy 48% (28% of these provided with Investment Banking Services)
Hold 38% (27% of these provided with Investment Banking Services)
Sell 14% (17% of these provided with Investment Banking Services)

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to
current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our current
model Buy = Buy, Hold = Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings and basis
for financial analysis” above.

Share price and rating changes for long-term investment opportunities

Tupras (TUPRS.IS) share price performance TRY Vs Rating & target price history
HSBC rating history From To Date
Overweight Neutral 15 May 2013
Neutral Hold 06 April 2015
Hold Buy 29 January 2016
Target price Value Date
Price 1 57.00 15 May 2013
Price 2 51.00 04 November 2013
Price 3 46.00 27 January 2014
Price 4 51.00 02 May 2014
Price 5 54.00 23 May 2014
Price 6 61.00 23 January 2015
Price 7 59.20 06 April 2015
‘ Price 8 68.50 24 June 2015
= ™ o) = w© © Price 9 77.20 03 September 2015
3 3 3 § 3 3 Price 10 81.70 09 November 2015
Price 11 90.00 29 January 2016

Source: HSBC Source: HSBC

HSBC & Analyst disclosures
None of the below disclosures applies to any of the stocks featured in this report.

HSBC has managed or co-managed a public offering of securities for this company within the past 12 months.

2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 3
months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.
As of 31 January 2016 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

As of 31 December 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of investment banking services.

6  As of 31 December 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-investment banking securities-related services.

7 As of 31 December 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in
securities in respect of this company
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HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments, both equity and debt
(including derivatives) of companies covered in HSBC Research on a principal or agency basis.

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking, sales & trading, and principal trading revenues.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

Economic sanctions imposed by the EU and OFAC prohibit transacting or dealing in new debt or equity of Russian SSI entities.
This report does not constitute advice in relation to any securities issued by Russian SSI entities on or after July 16 2014 and as
such, this report should not be construed as an inducement to transact in any sanctioned securities.

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.

Additional disclosures
1 This report is dated as at 17 February 2016.

2 All market data included in this report are dated as at close 15 February 2016, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier
procedures are in place between the Investment Banking, Principal Trading, and Research businesses to ensure that any
confidential and/or price sensitive information is handled in an appropriate manner.
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