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MORE THAN MEETS THE EYE 
We reinitiate our coverage of Dogan Holding with a MARKET 
OUTPERFORMER recommendation. The Company’s strong 
cash position at the parent level, discount to NAV, attractive 
absolute and relative multiples, as well as prospects for new 
businesses make it an interesting stock to own, in our view.  
The upside to our 12-month target price is 52%. 

We have a positive view on the core businesses. Our stand-alone 
ratings for Dogan Yayin Holding (DYHOL.IS) and Petrol Ofisi 
(PTOFS.IS), the two most significant stakes, are already positive. 
They contribute 43% and 29% to Dogan Holding’s target NAV, 
respectively, with some 75% of the target NAV coming from the 
listed companies. 

Petrol Ofisi (MO, TP US$6.14) is benefiting from the ongoing 
rationalisation in the fuel retailing sector, as well as margin 
expansion following cost reduction and efficiency gains.  We 
expect Petrol Ofisi to maintain its market leadership and expand into 
new areas that might involve vertical integration together with its new 
JV partner OMV.  

Dogan Yayin Holding (MO, TP US$5.23) is enjoying strong 
growth in the ad market and leveraging its market leadership to   
move into profitability in the broadcasting segment after the Star TV 
acquisition.   

Armed with cash to fund entry into new businesses. We expect 
Dogan Holding to be competitive in bidding for tenders in electricity 
distribution and the national lottery at prices to generate more value. 

There is 52% upside to our target price. Our new target price of 
US$5.06 is based on a 20% discount to target NAV.  In addition, we 
believe the stand-alone 2007 PER of 10.1x, which does not include 
any non-recurring gains, is appealing within the Turkish 
conglomerates context, given the attractiveness of the underlying 
portfolio.  

 

 

 

 

 

MARKET OUTPERFORMER

FYE: 
December

Net 
Sales Grow th EBITDA Grow th

Net 
Earnings Grow th P/E

EV / 
EBITDA

2008E 7,822 5% 628.1 21% 304.0 26% 8.1 6.3
2007E 7,429 -16% 518.8 6% 241.5 -62% 10.1 7.5
2006E 8,837 21% 491.0 32% 630.2 33% 3.9 7.9
2005A 7,312 50% 372.4 19% 474.6 141% 5.2 10.1

Actual vs Estimated Financials (US$mn) and multiples - IFRS Basis

Market Value
Close (TRY / $)* 5.20 / 3.33

Current MCap.* $2,451 mn
Target Value
Target Mcap. $3,720 mn

Target Price ($) 5.06

Upside (Downside) 52%

Capitalisation
Enterprise Val. $3,188 mn

Net Debt $737 mn

Number of Shares 735 mn
Free Float 34%

Performance
Avg. Daily Vol. $72.8 mn

Life H/L ($) 9.54 / 0.26

52w H/L 5.50 / 2.21

Daily Price Chart (in TRY)

(%) Absolute Relative
1m -31% -4%

3m -31% -1%

12m 50% 14%
* as of May 31, 2006
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INVESTMENT THESIS 
• A focused conglomerate in the remaking -- There has been strong corporate 

activity in Dogan Holding’s board room in the recent past. The group exited the 
banking sector by selling its 62.6% stake in Disbank to Fortis in July 2005 for 
EUR617 mn (US$795 mn).  It then purchased from Isbank a 44% stake in Petrol 
Ofisi in October 2005 for US$615 mn and subsequently sold 34% of Petrol Ofisi 
to OMV at US$1,054 mn in May 2006. To us, this is a management who knows 
how to make money. 

• Choosing the core businesses -- Dogan Holding’s competency has always 
been in the media business, with the Group enjoying a dominant market share in 
ad revenues in both the print media and broadcasting segments. Although the 
decision to exit the banking sector appears to be premature from a pricing 
perspective in retrospect, it enabled the Group to buy Petrol Ofisi from Isbank 
and enlist OMV as a strategic partner. The core sectors do have high growth 
prospects and strong cash flow generation. 

• You should like the parts before you like the sum -- We have a positive view 
and stand-alone MO recommendations for both Petrol Ofisi and Dogan Yayin 
Holding with DCF-driven target prices of US$6.14 and US$5.23 offering 28% and 
36% upsides, respectively. Dogan Yayin Holding and Petrol Ofisi contribute 43% 
and 29%, respectively to Dogan Holding’s target NAV. Exposure to Dogan 
Holding thus leverages the return potential of owning either of the core 
companies. We like Petrol Ofisi, as we believe it is on its way to become an 
integrated oil company form a pure fuel retailer with the new refinery planned for 
construction. We like Dogan Yayin Holding’s expected surge in ad market share 
by 500 bp to 43% in 2006 and the ongoing turnaround in the operating 
profitability of the broadcasting segment after the Star TV acquisition. 

• Armed with cash to enter new businesses -- Dogan Holding’s cUS$1.2 bn net 
cash position (parent-only) should improve its chances of winning tenders in the 
forthcoming privatisations of electricity distribution and the national lottery. The 
Group is also exploring the health care industry where it sees long-term strategic 
value. We expect Dogan Holding to be in at least one of these new ventures, but 
do not incorporate the value creation, as this will ultimately depend on the prices 
to be paid. We believe tagging along a concession to produce electricity will 
enhance the attractiveness of the distribution business, while the value of the 
national lottery becomes substantially larger if the right to develop new games is 
granted. We expect the electricity tender to be held before the end of 2006 after 
the legal framework is established, but the lottery might be delayed to 1Q07.  

• Our target price is US$5.06, offering a 52% upside -- Our target price is based 
on a 20% discount to target NAV, which corresponds to the stock’s average 
historical discount to current NAV. The stand-alone multiples are undemanding 
within the Turkish conglomerates context, even when adjusting for the non-
recurring gains, which we assume nil for 2007. Finally, the share price declined 
by c30% over the past month, broadly in line with the market, but Dogan Holding 
is a company with some US$1.2 bn cash on its books unlike the other 
conglomerates.  
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VALUATION 

There exists no single universal method to estimate a target price for a 
conglomerate, although the street uses several variants of net asset value 
calculated in various ways.  Although a discount to adjusted NAV -- whichever way 
is calculated -- is good to have, in our opinion, a discount to NAV is neither 
necessary nor a sufficient reason to own a conglomerate on its own. We have seen 
in the past how investors lost money after investing in conglomerates with 
discounts to their current NAVs or reaped huge returns after investing in companies 
trading at a premium to their underlying NAVs. It is not the current level but rather 
the expected future direction of the share price -- not the NAV -- that matters the 
most, in our opinion.  

Our valuation for Dogan Holding is based on the estimates of target NAV as 
opposed to current NAV. The stock is currently trading at 36% and 47% discounts 
to its current and target NAVs, respectively (Exhibit 1). In addition, we assign a 
20% discount to our target NAV to reach our target price for the stock, as Dogan 
Holding has been trading at c22% discount to its current NAV on average within the 
last three years (Exhibit 2). The other reason for the 20% hair-cut to target NAV is 
the risk that Dogan Holding may end up overpaying for the new businesses if 
competition intensifies.  It is worth noting that about 75% of the target NAV is 
accounted by the listed companies and an investor can cherry pick if he/she wishes 
to gain exposure to the listed entities.  We also argue that not only our stand-alone 
individual ratings for the listed companies are positive but also it is possible to 
leverage the expected returns of owning Dogan Yayin Holding or Petrol Ofisi, on 
their own. 

Our target Mcap for the Company is US$3,720 mn or US$5.06 per share, 
representing a 52% upside over the Company’s current Mcap of US$2,451 mn. 

 

 
 
 
 
 
 
 

 

 

 

 

 

        

 

 

 

Exhibit 1:  Dogan Holding-NAV 

Current 
Market Cap.

Dogan Holding's 
Stake

Estimated 
Target Value

Dogan 
Holding's 

Stake
US$ mn US$ mn US$ mn US$ mn

Listed Participations Business Line

Dogan Yayin Holding Media 63.02% 2,340 1,475 3,185 2,007

Petrol Ofisi Energy 52.70% 1,994 1,051 2,561 1,350

Milpa Marketing 65.00% 59 38 59 38

Celik Halat Steel rope production 52.44% 29 15 29 15

Ditas Dogan Automotive spare parts 50.94% 31 16 31 16

Ray Sigorta Insurance 78.20% 49 39 49 39

Unlisted Participations

Milta Turizm Tourism 95.44% 25 23 25 23

Market Value of listed companies 4,502 2,633 5,914 3,465

Adjusted NAV of unlisted companies 4,526 2,657 5,939 3,488

Unconsolidated net cash 1,162 1,162

Total Adjusted Net Asset Value 3,819 4,650

Market Value of Dogan Holding 2,451 2,451

Premium (Discount) to Adj. NAV -36% -47%

Direct stake
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Exhibit 2:  Dogan Holding-Historical Pre (Disc) to Current NAV
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CORE BUSINESSES 

ENERGY: PETROL OFISI (PO) 

Strategic partnership with OMV to evolve PO from a pure fuel retailer to an 
integrated oil company  

In Mar’06, Dogan Holding sold a 34% stake in Petrol Ofisi to OMV, one of the 
leading oil and gas groups in Central Europe, at US$1.054 bn, corresponding to 
US$3.1 bn capitalisation for the whole company. The deal was closed on 15 May. 
Dogan Holding’s and OMV’s stake in PO will be 52.7% and 34%, respectively, 
while the two groups will assume joint control over the Company’s business 
activities. PO’s board will comprise eight members, with equal representation by 
OMV and Dogan Holding. The two groups are expected to jointly evaluate the 
possibilities of cooperation in the area of refining and look into oil exploration and 
production opportunities in the Middle East and the Caspian Region.   

As a primary step of the strategic partnership, we expect OMV and PO to build a 
refinery in Turkey. OMV’s crude oil production capacity is expected to increase by 
47% from its current level of 340,000 bbl/day to 500,000 bbl/day by 2010. Hence, it 
will need additional refinery capacity. It is also worth noting that there is a diesel 
supply shortage in Turkey as well as in the world. Hence, OMV and PO are 
expected to build a refinery in Turkey. Considering the growth potential in the 
market, the estimated capacity of the refinery is 7.5-10 mn tons/annum, with an 
expected capex of US$1.5-2.0 bn. The refinery is most likely to focus on production 
of diesel and jet fuel, which have higher growth potentials relative to other fuels. 
The refinery is estimated to be completed within five years and is most likely to 
serve the local market, which is faced with a diesel supply shortage.  

It should also be noted that OMV might involve PO in Turkey’s natural gas 
distribution business, where it is in a position to provide substantial know-how. 

 

Significant changes in ownership structure en route to partnership with OMV 

A number of changes took place in PO’s ownership structure ahead of its 
partnership with OMV (Exhibit 3): a) In Feb’05, Dogan Holding sold a 6.7% stake in 
PO through a private placement at a value corresponding to US$1,165 mn 
capitalisation for the entire entity. As a result of the transaction, PO’s free-float 
increased from 4.9% to 11.6%.  b) Isbank group sold its entire stake (44%) in PO to 
Dogan Holding at US$1,398 mn in Sep’05. Hence, Dogan Holding’s stake in PO 
increased to 88%. c) In Oct’05, due to a change in management control, Dogan 
Holding issued a tender offer at the price at which it had acquired the shares from 
Isbank. Following the tender offer, Dogan Holding’s stake in PO increased to 93%, 
and the free-float declined to 7%. d) In Jan’06, Dogan Holding made another 
private placement and sold a 6.3% stake in PO at US$1,678 mn capitalisation, 
which raised the stock’s free-float to 13.3%, while reducing Dogan Holding’s stake 
to 87%.      
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Further share offerings by Dogan Holding are of significant probability  

As mentioned before, although OMV and Dogan Holding have 34% and 53% 
respective shares in PO, they wield equal management control in the company. We 
expect Dogan Holding to gradually reduce its stake in PO towards 34%. This would 
also help increase the Company’s free-float, which is currently 13.3%.  Hence, we 
expect further private placements or SPOs in PO by Dogan Holding. 

We believe that the likelihood of further share offerings would not depress PO’s 
share price. On the contrary, partnership with OMV will enhance shareholder value 
and we think that the sale price to OMV, which was US$3.1 bn, would constitute a 
minimum price for further share offerings.           

Increased presence in metropoles to boost market share in white products  

Over the past five years, PO has added 185 stations to its network, of which c40% 
are located in major cities. PO has already doubled its capex from US$55 mn in 
2004 to US$124 mn in 2005. In 2006 and 2007, we expect the Company’s 
investment budget to remain at high levels, to be channelled to contract renewals, 
new station constructions and station acquisitions from other retail networks in the 
three major cities. PO aims to acquire some stations located in major cities, whose 
contracts are due to expire in 2006 and 2007.  

As a result of the investments, we expect the Company’s share in gasoline to 
increase from 25.9% in 2005 to 28.4% in 2008. We also expect PO’s market share 
in diesel to rise from 35.3% in 2005 to 37.8% in 2008 (Exhibit 4). Overall, we 
expect the Company’s market share in white products to increase from 37.6% in 
2005 to 40.3% by 2009. Increasing retail sales will certainly improve the 
Company’s operating profitability, as retail sales have higher margins relative to 
commercial sales. 

 

 

 

 

Exhibit 3:  Changes in Ownership Structure since Jan 2005

Date Event Is Bank Group Dogan Holding OMV Free Float
Transaction Value 

for 100% Stake 
US$ mn

1-Jan-05 - 47.4% 47.7% 0.0% 4.9% -

11-Feb-05 Private Placement 44.1% 44.3% 0.0% 11.6% 1,165

2-Sep-05 Share Transfer 0.0% 88.4% 0.0% 11.6% 1,398

31-Oct-05 Tender Call 0.0% 93.0% 0.0% 7.0% 1,398

24-Jan-06 Private Placement 0.0% 86.7% 0.0% 13.3% 1,678

13-Mar-06 Partnership 0.0% 52.7% 34.0% 13.3% 3,100
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Exploring opportunities for international expansion in aviation and marine  

PO increased its local market share in aviation from 72% in 2004 to 73% in 2005. 
The Company is the sole supplier of Turkish Airlines and the preferred supplier of 
most other international airline companies. Turkey’s jet fuel market, which is 
expected to record a CAGR of 6% p.a. over the next five years, is foreseen to 
become an important contributor to PO’s operating profitability. PO’s management 
believes the Company is already close to its ultimate market share target in the 
local market in aviation sales and should therefore seek fresh opportunities in 
international markets.  

Marine fuels segment constitutes another growth area for PO. Turkey is located on 
one of the most important maritime transit routes. As of 2005, Petrol Ofisi marine 
fuels segment commands a market share of 29% in transit diesel, 61% in domestic 
diesel and 39% in transit fuel. In order to take advantage of heavy transit shipping 
traffic in the Dardanelles, a new terminal for marine and bunker services was 
established at Kepez at the beginning of 2006. PO is also conducting feasibility 
studies to sell marine fuels in international markets. 

 

Operating profitability set to strengthen in 2007 

According to management, distribution mark-ups increased substantially post-
liberalisation in 2005. However, the Company’s operating profit margins remained 
unchanged in 2005 compared to 2004 due to a) Increasing ex-refinery prices 
limiting the improvement in the operating profitability of retailers; b) High discounts 
given to commercial and industrial customers; c) Discontinuation of sales to Iraq, 
which was a high margin business.  

We expect a 6% further increase in the Company’s distribution mark-ups in 2006; 
however, due to the ongoing rise in ex-refinery prices, we do not expect any 
improvement in PO’s operating profitability. On the other hand, starting with 2007, 
we assume a slight decline in crude prices concurrent to a continued expansion in 
PO’s distribution mark-ups on the back of increasing presence in major cities. 
Based on these assumptions, we estimate the EBITDA margin to rise from 4.1% in 
2006 to 4.4% in 2007 and further to 4.7% in 2008 (Exhibit 5). Our long term 
EBITDA margin assumption is 4.6%, which is only 0.4 pps higher than the 
Company’s 2005 EBITDA margin.  

Exhibit 4: PO-Expected Market Shares

2005 2006E 2007E 2008E 2009E 2010E

Gasoline 25.9% 26.4% 27.4% 28.4% 28.4% 28.4%

Diesel 35.3% 35.8% 36.8% 37.8% 37.8% 37.8%

Jet Fuel 73.2% 73.2% 73.2% 73.2% 73.2% 73.2%

Auto LPG 21.7% 21.7% 21.7% 21.7% 21.7% 21.7%

Total White Products 37.6% 38.2% 39.2% 40.1% 40.3% 40.5%

Total Black Products 49.0% 49.0% 49.0% 49.0% 49.0% 49.0%
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We expect the Company’s EBITDA to increase by 7% to US$402 mn in 2006 and 
by 10% p.a in 2007 and 2008 to US$444 mn and US$488 mn, respectively. Net 
profit should decline by 20% to US$130 mn in 2006 due to the expected increase 
in the company’s FX loss on the back of its significant short FX position (US$1.2 bn 
as of March’06). The estimated growth rates in the bottom line are 61% and 24% in 
2007 and 2008, respectively. Our bottom line growth expectations are higher then 
our EBITDA growth forecasts as a result of declining financial expenses on the 
back of improvement in the Company’s cash position.    

 

  

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 

 

DCF analysis suggests 28% upside 

Given that PO’s global counterparts generally operate as integrated companies, we 
have based our valuation only on discounted cash flow analysis. Our DCF analysis 
is based on a WACC of 11.4%, a risk-free rate of 8.0%, and a terminal growth rate 
of 2.5% (Exhibit 7). Accordingly, our fair value estimate for PO is US$2,561 mn or 
US$6.14/share, representing a 28% upside over the Company’s current Mcap of 
US$1,994 mn.       

 

 

 

 

 

 

Exhibit 5: PO- Pump price and distribution mark-up assumptions vs. operating profitability 

2004 2005 2006E 2007E 2008E 2009E 2010E

Pump Price Growth 21.2% 12.0% 7.0% -2.5% -2.5% 0.0% 0.0%

Distribution Mark-up Growth* 13.5% 16.0% 6.0% 3.0% 3.0% 0.0% 0.0%

Sales Volume Growth 7.9% 3.4% 4.3% 5.3% 5.4% 3.5% 3.5%

Gross margin 6.0% 6.0% 5.9% 6.2% 6.5% 6.4% 6.4%

EBITDA margin 4.4% 4.2% 4.1% 4.4% 4.7% 4.7% 4.6%

* Except for 2004, all figures are EFGI estimates. The Company did not provide guidance regarding distributon mark-
ups in absolute terms. 

Exhibit 6: PO-Summary Income Statement (US$ mn)
 

2004 2005 2006E 2007E 2008E 2009E 2010E

Net Sales 7,722 8,840 9,864 10,129 10,404 10,766 11,146

Gross Profit 462 532 579 625 674 694 715

EBITDA 336 376 402 444 488 501 515

Net Profit 185 161 130 208 260 290 310

Gross Margin 6.0% 6.0% 5.9% 6.2% 6.5% 6.4% 6.4%

EBITDA Margin 4.4% 4.2% 4.1% 4.4% 4.7% 4.7% 4.6%

Net Margin 2.4% 1.8% 1.3% 2.1% 2.5% 2.7% 2.8%
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Exhibit 8: DCF Sensitivity (US$ mn) 

2.0% 2.5% 3.0%

10.5% 2,814 2,928 3,056

11.4% 2,475 2,561 2,658

12.3% 2,193 2,261 2,335

Terminal Growth Rate

W
A

C
C

Exhibit 7: Discounted Cash Flow (DCF) Model 

2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

Risk-Free Rate (%) 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0

Beta 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8

Levered Beta 1.0 1.0 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9

Tax Rate (%) 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0 20.0

Equity Risk Premium (%) 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0

Cost of Equity (%) 13.0 12.9 12.7 12.6 12.6 12.5 12.5 12.5 12.5 12.5

Cost of Debt after tax (%) 4.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3

Weight-Equity (%) 72.3 75.9 81.2 83.4 85.0 86.4 87.0 87.3 87.5 86.3

Weight-Debt (%) 27.7 24.1 18.8 16.6 15.0 13.6 13.0 12.7 12.5 13.7

WACC (%) 10.6 10.8 11.1 11.2 11.3 11.4 11.4 11.4 11.5 11.4

Perpetual Growth (%) 2.5

Free Cash Flow

US$ mn 2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

EBIT 305 323 368 379 390 398 421 450 473 501

Depreciaton & Retirement Prov. 98 121 119 122 126 130 120 104 94 81

EBITDA 402 444 488 501 515 528 541 554 568 582

- Taxes on EBIT 61 65 74 76 78 80 84 90 95 100

Gross Cash Flow 342 379 414 425 437 448 457 464 473 481

- Capital expenditure 165 135 80 80 80 80 80 80 80 80

- Increase / (Decrease) in WC 73 33 36 43 47 13 14 15 16 18

Free Cash Flow (FCF) 104 211 299 302 310 355 363 369 377 384

2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

Sales Growth (%) 11.6 2.7 2.7 3.5 3.5 2.5 2.5 2.5 2.5 2.5

Gross Margin (%) 5.9 6.2 6.5 6.4 6.4 6.4 6.4 6.4 6.4 6.4

EBITDA Margin (%) 4.1 4.4 4.7 4.7 4.6 4.6 4.6 4.6 4.6 4.6

DCF Results US$ mn

+Present value of FCFs (2006-2015) 1,645

+Present value of terminal value 1,501

% of Terminal Value in Firm Value 48%

Enterprise Value 3,147

-Net Debt (2005/12) 585

Equity Value 2,561

Current Mcap. 1,994

Upside 28%

WACC Assumptions 

Cash Flow Assumptions
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MEDIA: DOGAN YAYIN HOLDING 

Advertising spending to GDP ratio expected to increase in 2006 

Low ad spending to GDP ratio of 0.46% in 2005 should increase to 0.51% in 2006, 
implying 22% yoy growth in TRY terms. Due to the recent TRY weakness, our new 
macro estimates lead us to expect Turkey’s 2006 ad spending to grow by about 
13% yoy in US$ terms to US$1.887 bn, which represents a downward revision from 
our previous estimate of US$2.040 bn. Ad spending to GDP ratio was at 0.54% at 
the peak of the previous economic cycle in 2000. We expect FDI in banking and 
telecom sectors, structural changes in the competitive landscape through 
privatisations, liberalisations (telecom, pharmaceuticals) and real estate ad 
spending growth to bolster ad spending in 2006. 

 

DYHOL’s ad market share to increase by c500bps to 43% in 2006 

DYHOL should be the primary beneficiary of ad spending growth in Turkey, as we 
expect the Company to further increase its already dominant 38% market share in 
2005 to 43% in 2006, driven mostly by the Star TV acquisition. The Company 
commands strong market shares in practically all media channels: 28% in TV (37% 
expected with Star TV in 2006), 60% in newspapers, 46% in magazines (up from 
42% in 2004), 5% in radio, and 50% in the internet (up from 40% in 2004). 

 

Broadcasting business poised for a turn around in 2006 with Star TV 
acquisition  

Management announced at its YE05 results presentation its expectation of a 
positive EBITDA (adjusted) for the broadcasting segment in 1Q06 (TRY13 mn, 
unaudited, vs. negative TRY3.8 mn in 1Q05), which would be unprecedented in the 
Company’s history. The Company recently announced its 1Q06 results where it 
matched management’s EBITDA guidance of TRY13 mn announced earlier for the 
broadcasting segment. The Company achieved its first-ever positive EBITDA in the 
first quarter for the broadcasting segment through reining in programming costs.  

The Company completed the integration of Star TV into Dogan TV in 2005, paving 
the way for synergies on both the revenue and the cost side. Star TV, which is 
stronger in the B/C viewer segment, is an ideal match for Dogan TV’s flagship TV 
station, Kanal D, a favourite in the prime time A/B segment. With the acquisition, 
the Company owns two of the four TV stations that control about 60% of the TV ad 
market share in the prime-time A/B segment. 

On the cost side, the Company enjoys greater leverage with producers after the 
Star TV acquisition. Our discussions with management prompt us to conclude that 
variable rate deals -- rather than flat rate deals as in 2005 -- have already started in 
1Q06. 

We expect increasing ad demand driven by FDI flows into banking and telecom 
sectors, especially in 2H06, to drive TV ad rates higher and benefit DYHOL’s 
broadcasting business. We expect broadcasting business revenues to grow by 
57% yoy to US$376 mn, while EBITDA should grow by 86% yoy to US$69 mn in 
2006. The broadcasting business’ operating leverage is significant, as we estimate 
45% of all costs and 30% of all cash costs to be fixed. 
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Publishing business ad revenues to grow 13% in 2006 

Management guidance is that Hurriyet, which accounted for c67% of DYHOL’s 
US$369 mn publishing segment ad revenues in 2005, will raise the ad rates in its 
main title by 20% in TRY terms. Hurriyet already enjoys significantly higher ad rates 
vis-à-vis its main competitor Sabah in the main title area. While under normal 
circumstances further increases would be unjustified for a regular newspaper, 
Hurriyet’s strong brand name and reader reach award it a status that is comparable 
with TV reach figures -- Hurriyet captures 41% of newspaper segment ad revenues 
with only 11% circulation share. Thus, Hurriyet should be able to achieve the 
suggested ad rate increases, as we expect TV ad rates to increase by 20-25% in 
2006 in TRY terms. 

Average ad rates should grow at a slower rate of 10% in TRY terms, as Hurriyet is 
increasing its number of pages and ads via lower ad rate supplements. Number of 
pages in Hurriyet’s supplements increased by 7 to 40 in 2005. We expect another 
5-page increase in supplements in 2006. Our ad revenue growth forecast for 
Hurriyet in 2006 is now 11%, revised downwards from 19.5% due to weaker TRY 
forecasts. 

We expect overall publishing revenues for DYHOL to grow by 10.3% in 2006, 
revised downwards from 17.5% yoy growth due to weaker TRY forecast. Ad 
revenue growth estimate now stands at 13.1% in 2006, revised from 22.3%. 

 

1Q06 results suggest broadcasting business turnaround 

DYHOL reported net income of US$295k in 1Q06 vs. a net loss of US$8.9 mn in 
1Q05. We had expected net income to be US$6 mn, while the consensus estimate 
was US$5 mn. The deviation was caused by higher than expected operating 
expenses at the publishing business. EBITDA came in at US$35 mn, representing 
a 49% yoy growth in 1Q06, with our estimate and the market consensus being 
US$31 mn and US$35 mn, respectively. Revenues came in at US$351 mn, 
representing a 33% yoy growth, which was above our estimate of US$327 mn and 
the consensus estimate of US$307 mn. 

The Company matched the preliminary forecast of US$10 mn broadcasting 
EBITDA figure it had announced during the FY05 results. Furthermore, as we had 
expected earlier, TV segment has been much stronger than newspapers in 1Q06, 
which we expect to continue throughout 2006 due to top brand creation taking 
place. The share of TVs in overall ad market grew from 52% in 1Q05 to 53.1% in 
1Q06, while newspapers’ ad share dropped from 35.6% in 1Q05 to 34.1% in 1Q06. 

Total ad market grew by 18% yoy, while DYHOL ad revenues expanded by 32%. 
Without Star TV, the organic growth was 17%. Ad market share rose from 37.6% in 
1Q05 to 42% in 1Q06. Broadcasting organic ad revenue growth was a solid 22%, 
while publishing ad revenue growth came in at 15%, due to a slow January. 
Nevertheless, Hurriyet was still strong with a 20% ad revenue growth yoy. Kanal D 
had an 18% yoy ad revenue growth while CNN Turk experienced a 45% yoy 
expansion in ad revenues. It is encouraging to see that the new strategy of a more 
news oriented channel with better cost controls is paying off in CNN Turk. 

The Company has been able to control its programming costs on the broadcasting 
segment. The strategy of one Turkish serial per evening rather than two may have 
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resulted in slightly lower audience shares, but profitability has increased 
significantly. EBITDA margin was 11% in 1Q06 for the broadcasting segment. 

As for future guidance, April and May ad growth rates have reportedly been much 
stronger than 1Q06. Our estimate is around 30-35% yoy growth levels combined 
for April and May ad revenues. 

 

DCF Analysis suggests 36% upside 

We have lowered our DCF driven target Mcap from US$3.61 bn to US$3.19 bn due 
to the weakness in the TRY. Our target Mcap implies a 36% upside to current Mcap 
of US$2.34 bn. 

 

Exhibit 9: DYH- Discounted Cash Flow (DCF) Model 
          
  2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 
Revenues 1,541 1,671 1,905 2,095 2,267 2,432 2,579 2,726 2,870 3,021
    Growth rate % 20.7% 8.4% 14.0% 10.0% 8.2% 7.3% 6.1% 5.7% 5.3% 5.3%
EBIT 121 171 264 343 412 483 546 603 651 702
D&A 93 92 92 93 95 96 97 99 101 103
Amortised Cost Valuation Adj. 14 16 18 20 21 23 24 26 27 28
EBITDA 228 279 374 456 528 602 668 728 779 833
    Margin % 14.8% 16.7% 19.6% 21.7% 23.3% 24.8% 25.9% 26.7% 27.1% 27.6%
Taxes 25 34 45 68 88 104 122 137 151 163
Change in Working Capital        19       (20)      (36)      (29)      (24)      (23)      (20)      (17)      (14)      (15) 
CAPEX 65 69 76 83 83 81 87 87 92 97
Cash to HURGZ minorities 36 32 39 44 48 53 57 60 63 66
Cash to DGZTE minorities 0 -2 -1 -1 -1 0 1 2 2 2
Free Cash Flow to Firm 120 125 179 233 286 340 381 425 456 491

 
DYHOL DCF Valuation (US$ mn) 
     
WACC 12.1%  
PV of FCFF 1,565 55%
Terminal Growth Rate : 3.0%  
Terminal Value @ 3% 5,577  
PV of Terminal Value 1,785 63%
Net Debt / (Cash) @YE05:      508  18%
Value of Equity @YE05 2,842 100%
Target Value of Equity @YE06 3,185   
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NON-CORE BUSINESSES 

Searching for opportunities to divest non-core businesses 

Dogan Holding’s non-core businesses include various business areas such as 
manufacturing of steel ropes and automotive spare parts, marketing of cars and 
computers, tourism and organic dairy production. As of 2005, non-core businesses 
had a 6% share in Dogan Holding’s consolidated sales and recorded EBITDA loss 
of US$27 mn (Exhibit 12). Hence, the Company targets to divest non-core 
businesses and will search for opportunities that enhance or create synergy with 
the existing businesses.     

Dogan Holding had previously mandated an investment bank to find a buyer or 
partner for its 78% stake in Ray Insurance. However, the prices offered by the 
potential bidders remained below Dogan Holding’s expectations and the Company 
decided to discontinue the process.  

In Jan’06, Dogan Holding started talks with Indian based QH Talbros for the 
divestiture of another subsidiary, Ditas Dogan, which is manufacturing automotive 
suspension and steering parts.  

 

POTENTIAL PROJECTS 

Privatisation of Electricity Distribution Grids 

Electricity Markets bill, to pave the way for privatisation of electricity distribution 
grids through transfer of operating rights for 49 years, was approved in Parliament 
in May’06. Through privatisation, the government aims to reduce loss and theft 
ratio, which is currently around 20% in the western regions and as high as 40% in 
the eastern regions of the country. There are a total of 20 regions to be privatized 
and the government plans to launch tenders for six regions in 3Q06. The tenders 
are expected to be finalised within 6 months. Dogan Holding targets to be awarded 
one or two regions through a consortium to include a foreign partner. We expect 
the appeal of the distribution assets to increase if production rights are also 
awarded.  

 

The National Lottery  

Privatisation tender of the National Lottery is likely to be announced in 1Q07. While 
the tender method has not been announced yet, it is most likely to be a revenue 
sharing plus upfront fee method. Dogan Holding plans to participate in the tender 
with a foreign partner. National Lottery would create synergies with Dogan 
Holding’s existing nation-wide distribution network through Petrol Ofisi stations, 
D&R stores and Yay-Sat branches.  We expect the value of the lottery business to 
be significant under private ownership, if especially the right to develop new games 
is granted.  
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FINANCIAL OUTLOOK 

3-year CAGR of 19% in EBITDA 

We expect consolidated EBITDA to increase by 32% in 2006, 6% in 2007 and 
further by 21% in 2008.  

The main driver of improvement in operating profitability is media. EBITDA from 
media business is estimated grow by 30% and 24% in 2006 and 2007, 
respectively, thanks to high growth in the broadcasting business (Exhibit 12).  

Note that Dogan Holding fully consolidated the energy business for the first four-
months of 2006 and started to apply proportional consolidation for its 53% stake in 
the energy business as of May’06 after OMV’s acquisition of a 34% stake in the 
company. This change in reporting format is the main reason for the 18% 
estimated decline in the EBITDA of the energy business in 2007 relative to 2006 
(Exhibit 12). In fact, we expect an improvement in the profitability of the energy 
business, which is verified by EBITDA margins: the EBITDA margin of the energy 
segment is estimated to increase from 4.1% in 2006 to 4.7% by 2008 (Exhibit 13).  

 

 

 

 

 

 

 

 

 

 

 

 

 

Gains from PO’s and DYH’s sales to affect bottom line positively in 2006 

Dogan Holding recorded US$263 mn gain from the sale of Disbank as non-
operating income in 2005. The Company also reported US$92 mn of income from 
the acquisition of a 44% stake in PO from Isbank. Gains from these two 
transactions increased the Company’s non-operating income to US$316 mn in 
2005 from a US$20 mn loss in 2004. 

In Feb’06, DYH increased its paid-in capital by restricting pre-emptive rights of the 
existing shareholders. The shares were sold to institutional investors on the ISE 
wholesale market. After the transaction, Dogan Holding’s stake in DYH declined 
from 66.6% to 63% and Dogan Holding recorded US$106 mn gain from the sale, 
which was recorded in its 1Q06 financials.  

Exhibit 10: Dogan Holding-Summary Income Statement 

2004 2005 2006E 2007E 2008E

Net Sales 4,879 7,312 8,837 7,429 7,822

Operating Profit 198 212 325 358 469

Non-operating income/(expense) (20) 316 361 (26) (6)

Net Income (loss) from discontinued operations 54 60 0 0 0

Net Profit 197 475 630 241 304

Net Profit exc. Extraordinary gains 121 120 141 241 304

EBITDA 313 372 491 519 628

Adjusted EBITDA* 261 314 406 428 505

EBITDA margin 6.4% 5.1% 5.6% 7.0% 8.0%

Adjusted EBITDA margin* 5.3% 4.3% 4.6% 5.8% 6.5%

Net margin 4.0% 6.5% 7.1% 3.3% 3.9%
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In Mar’06, Dogan Holding sold its 34% stake in PO to OMV at US$1.054 bn, 
corresponding to US$3.1 bn capitalisation for the whole company. The deal was 
closed in May’06. The capital gain from the sale of Petrol Ofisi will ultimately 
depend on the cost basis of the shares sold, as there have been several 
transactions with different acquisition prices in the past. We estimated Dogan 
Holding to book a gain of US$383 mn from this transaction in its 2Q06 financials. 

As a result of these two transactions, we expect Dogan Holding’s net profit to 
increase by 33% from US$475 mn in 2005 to US$630 mn in 2006.  

Note that excluding extraordinary gains, our net profit growth expectations are 18% 
in 2006, 71% in 2007, and 26% in 2008 (Exhibit 10). 

 

US$1,162 mn of unconsolidated net cash position as of 2Q06  

Dogan Holding had a US$2,086 mn of short FX position and US$737 mn of net 
debt as of 1Q06. However, these figures reflect predominantly the consolidation of 
PO and DYH, both of which have substantial short FX and debt positions. On the 
other hand, at the unconsolidated level, Dogan Holding is expected to have 
US$1,162 mn of net cash as of 2Q06. The two important cash inflows to Dogan 
Holding in 1H06 were a) US$1,054 mn from the sale of a 34% stake in PO to OMV; 
and b) US$105 mn from private placement of a 6.25% stake in PO. The sale of 
POAS and the proportional consolidation will, in addition, reduce Dogan Holding’s 
short FX position to as low as US$200 mn by the end of 2Q06.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Exhibit 11: Dogan Holding-Short FX & Net Debt (US$ mn)

Short f/x(Q106) Net Debt (Q106)

Dogan Holding 2,086 737

Petrol Ofisi 1,209 585

Dogan Yayin Holding 666 368

Dogan Holding-Unconsolidated Net Cash (Q206E) 1,162




