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Dogan Holding

Tough times ahead due to macro downturn; lowering TP
from TRY2.47 to TRY1.35, downgrade from Overweight (V)
to Neutral (V)

» Strong Q3 performance might not be sustainable. Downturn
in outlook and TRY depreciation to hurt earnings

» Solid balance sheet and net cash position provide
acquisition opportunities in current market

» We lower our earnings forecasts and cut our target price to
TRY1.35 (TRY2.47). We downgrade our rating to Neutral (V)

Prospects getting weaker despite strong cash position

Dogan Holding posted a strong Q3 2008 performance as better than expected petroleum
segment profitability compensated the weak media results. However, in our view Dogan’s
two businesses, namely media and petroleum are facing tough times due to the sluggish
consumption outlook. The worsening profitability of these operations coupled with rising
fx losses will pull down earnings. However, given the company’s strong net cash position,
we see more opportunities for Dogan to acquire assets at attractive prices. With a
standalone net cash position of TRY1.6bn (as of Dec-08), Dogan could find quality assets

at attractive valuations in 2009.

2008e and 2009e EBITDA cut 8% and 32% respectively

We expect Dogan Holding to post a net FX loss of cTRY340m in Q408 and a further loss
of cTRY60m in FY(09, due to the swift fall in TRY value. We forecast 2008 EBITDA of
TRY671m, down from our previous forecast of TRY730m. Our top-line forecasts are
inline or above Bloomberg consensus, however our 2008 and 2009 net earnings forecasts
are c80% below consensus, although we believe it is likely that consensus downgrades are

due. These potential downgrades could serve as negative catalysts for the shares.

Downgrade rating to Neutral (V) from Overweight (V)

We value Dogan Holding at the average of our DCF model and current NAV calculation.
Which yields a target price of TRY1.35 (TRY?2.47). Our target price indicates a potential
return of 25% on the current share price and we therefore downgrade our rating to Neutral
(V) from Overweight (V). Upside risks to our rating include TRY appreciation and the
removal of political risk factors for the Group. Recovery in the Turkish ad market and
higher oil prices or stronger distribution mark ups will also be positive for Dogan
Holding's earnings and valuation. Any reasonable new business acquisition could also
increase appetite for Dogan shares. On the other hand, worse than expected GDP

contraction in Turkey could lead to lower valuation levels for the Holding.
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Financials & valuation

Financial statements

Year to 12/2007a  12/2008e  12/2009¢  12/2010e
Profit & loss summary (TRYm)

Revenue 10,310 13,080 12,734 12,929
EBITDA 554 671 578 693
Depreciation & amortisation -351 -339 -360 -375
Operating profit/EBIT 203 333 218 318
Net interest 101 21 49 74
PBT 821 119 188 366
HSBC PBT 821 119 188 366
Taxation -156 33 -25 -70
Net profit 395 92 98 178
HSBC net profit 395 92 98 178
Cash flow summary (TRYm)

Cash flow from operations 108 591 513 541
Capex -262 -288 -280 -284
Cash flow from investment -104 -578 -440 -444
Dividends -150 0 -20 -36
Change in net debt 363 307 -102 -135
FCF equity 61 216 359 356
Balance sheet summary (TRYm)

Intangible fixed assets 2,790 2,876 2,817 2,758
Tangible fixed assets 1,426 1,570 1,690 1,799
Current assets 4,588 5,828 5,874 6,077
Cash & others 2,376 3,256 3,358 3,494
Total assets 9,068 10,546 10,670 10,942
Operating liabilities 1,706 1,844 1,824 1,835
Gross debt 2,157 3,344 3,344 3,344
Net debt 219 88 -14 -150
Shareholders funds 3,758 3,849 3,928 4,070
Invested capital 4,722 5,174 5,198 5,305
Ratio, growth and per share analysis

Year to 12/2007a  12/2008e  12/2009¢  12/2010e
Y-0-y % change

Revenue -14.0 26.9 2.6 1.5
EBITDA -8.4 21.2 -13.9 19.9
Operating profit -18.6 63.5 -34.5 46.1
PBT -12.4 -85.5 58.0 94.1
HSBC EPS -55.7 -76.8 7.0 81.3
Ratios (%)

Revenue/IC (x) 25 2.6 25 25
ROIC 3.9 8.6 3.6 4.9
ROE 11.1 24 25 4.4
ROA 9.8 4.5 33 3.8
EBITDA margin 5.4 5.1 4.5 5.4
Operating profit margin 2.0 2.5 1.7 2.5
EBITDA/net interest (x)

Net debt/equity -4.4 1.7 0.3 2.7
Net debt/EBITDA (x) 0.4 0.1 0.0 0.2
CF from operations/net debt 672.3

Per share data (TRY)

EPS reported (fully diluted) 0.26 0.06 0.07 0.12
HSBC EPS (fully diluted) 0.26 0.06 0.07 0.12
DPS -0.10 0.00 -0.01 -0.02
Book value 2.51 2.57 2.62 2.7
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Valuation data

Year to 12/2007a 12/2008e 12/2009e 12/2010e
EV/sales 0.2 0.2 0.2 0.2
EV/EBITDA 4.6 4.3 5.0 4.1
EV/IC 0.5 0.6 0.6 0.5
PE* 41 17.7 16.5 9.1
P/Book value 0.4 0.4 0.4 0.4
FCF yield (%) 22 76 12,5 12.0
Dividend yield (%) 9.3 0.0 4.2 2.2
Note: * = Based on HSBC EPS (fully diluted)
Price relative
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Dogan's subsidiaries; PO and DYHOL's operational profitability will suffer Consensus estimates deteriorated recently. Market now forecasts negative
in 2009-2010e due to the economic slowdown, in our view TRY1m EBIT for media operations for 2009
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Source: HSBC estimates (TRYm) Source: Bloomberg and Thomson Financial Datastream consensus EBIT estimates (TRYm)

Slowdown in Turkish economy pulls down prospects

We believe Dogan Holdings’ key operations, media and petroleum, started to feel the recessionary risks
from the Turkish economy in the last few months. We expect ad revenues for Dogan Yayin (DYHOL.IS,
TRYO0.63, Underweight (V)) to see a major contraction starting from Q4 2008 and any recovery to take a
significant amount time in line with HSBC’s macro expectations (refer HSBC note "Dogan Yayin: Ad
market meltdown" dated 20 November 2008). On the other hand, Petrol Ofisi (PTOFS.IS, TRY2.55,
Underweight (V)), after a successful performance in the last two years, might have difficulty in extending
its operational profitability next year, as we believe lower fuel consumption, intensifying competition and
regulatory pressure on pump prices threaten the market players (refer HSBC note "Petrol Ofisi: Risks to
the fore" dated 13 November 2008).

HSBC's expectations for a contraction in EBITDA figures for both Dogan Yayin and Petrol Ofisi for
2009 indicate that Dogan Holding's operational profitability will remain weak in 2009. Consensus figures
indicate that negative expectations for media operations have become much more pronounced during the
past few months. While the market was expecting a TRY300m EBIT figure for Dogan Yayin for 2009
just three months ago, it turned to a negative TRY 1m level as of the end of November 2008 according to
Bloomberg. The market also cut its EBIT expectations for Petrol Ofisi by 16% in the last month even
though the company announced strong figures for 9M 2008.

...political factors also remain a question mark...

As a result of the political clash between Dogan Holding’s major shareholder and the Turkish Prime
Minister in September this year, the market responded negatively to all group stocks. As the market
feared that political factors might create some risks to operations, Dogan Yayin and Petrol Ofisi shares
underperformed the ISE-100 index by 20% and 24 %, respectively in September 2008. Dogan Holding
shares also initially responded negatively but it performed better than the index in the same period (3%

relative to ISE-100), in our view as a result of its large cash position.



Dogan Holding
Conglomerates
4 December 2008

HSBC <»

last 3 months despite negative outlook cash position makes up most of the market cap
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Dogan Holding outperformed both its subsidiaries and ISE-100 index in Dogan Holding's discount to its NAV narrowed down but now its only net

2008

...but cash position is a safeguard

Dogan Holding has a solo net cash position of TRY1.6bn as of December 2008 and we think that this has
been a major protecting factor against any macro or company specific politic risks so far. Even though
TRY's depreciation should have generated fx losses on the back of consolidated short fx positions (to be
posted in Q4), we see the cash position as a valuable asset in current market conditions. We think there is
a high chance that Dogan Holding could look to buy high quality assets at attractive valuations in 20009.
The current liquidity situation could force asset sales by some domestic as well as overseas players. If the
Government holds on to the privatisation program, Dogan Holding is also willing to submit a bid for the
National Lottery tender (to be completed in February 2009) and the remaining electricity distribution
regions on sale (schedule to be announced). Despite the fact that relations with the Government remains

as an issue, we think acquisition prospects remain intact for the group going forward.

Forecast revised down

Q3 results summary

(TRYm) 9Mo8 9M07 YOY change 3Q08 2Q08 3Q07 QoQ change YOY change
Revenue 9,678 7,470 30% 3,688 3,440 2,754 % 34%
EBITDA 547 396 38% 198 251 159 21% 24%
EBIT 283 143 98% 109 166 75 -34% 45%
Net Income 161 357 -55% 61 114 75 -47% -19%

Source: company and HSBC estimates

Dogan Holding posted net profit of TRY61m compared to TRY75m in Q307, a decline of 19% y-o-y.
EBITDA was strong, driven by better than expected figures from Petrol Ofisi and it improved to
TRY198m for 3Q08 from TRY 159m; however lack of fx gains led to a lower profit this year.

We lower our forecasts to net profit of TRY92m in FY08 and TRY98m in FYQ9 from earlier forecasted net
profits of TRY414m and TRY443m in FY08 and FYQ9 respectively due to higher FX losses and lower
operational profitability estimates. We expect Dogan Holding to post a net FX loss of cTRY340m in Q408 and
further loss of cTRY60m in FY09 due to the swift fall in TRY's value. We forecast 2008 EBITDA of
TRY671m down from previous EBITDA forecasts of TRY730m. Our top-line forecasts are inline or above
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consensus though our 2008 and 2009 net earnings forecasts are c80% below consensus forecasts, although we

believe it is likely that near-term reductions in consensus estimates will come through.

Earnings revision

TRY million NEW OoLD Difference

FY08e FY09e FY10e FY08e FY09e FY10e FY08e FY09e FY10e
Sales 13,080 12,734 12,929 11,810 12,352 11,538 11% 3% 12%
EBITDA 671 578 693 730 848 852 -8% -32% -19%
EBIT 333 218 318 313 419 490 6% -48% -35%
Net Profit 92 98 178 414 443 382 -78% -78% -53%

Source: HSBC estimates

Valuation, rating and risks

Our valuation methodology takes the average of our DCF and NAV to arrive at our target price. The
equal weight of our DCF and NAYV prices yields a target price of TRY1.35 (previously TRY2.47).

Our DCF valuation using a long term growth rate of 4% and 15% (13%) risk free rate yields a value of
TRY1.38 per share. We have increased the WACC to 19.1% (16%) due to rising country risk premium
and stock specific political risks. We assume an equity risk premium of 7.5% (5.5%) as a result of the
political clash. Our appraised net asset value based on current market prices of all the listed subsidiaries
gives a value of TRY1.65 per share. Applying 20% holding company discount we set our NAV target
price at TRY1.32. Dogan holding shares are trading at 34% discount to NAV per share.

In our research model for volatile Turkish stocks, the Neutral band is 10pp above or below the hurdle rate
of 20.5%. This translates into a Neutral band of +10.5% to +30.5%, leading us to downgrade our rating to

Neutral (V), based on 25% potential return implied by our valuation.

We believe our downgrade is also justified by the potential deterioration in the company’s financials
going forward. FX losses as well as lower operating profits might serve as negative catalysts. On the
other hand, a successful new business acquisition might trigger positive expectations for the shares. Note
that Dogan Holding is in the process of disposing of its 9.1-9.7% stake in Dogan Yayin for EUR47m

(TRY94m). We do not see any other major impact of this transaction on Dogan Holding’s financials.

The upside risk to our view on Dogan Holding is the removal of the political risk factors which may lead to
lower discount rates and a higher valuation. A sharp pullback in USD/TRY rate from the current levels may
lead us to change our FX assumptions and would boost FX gains and operating margins. In addition, any
optimistic change in the media sector and fuel distribution mark ups may lead us to change our ad market and
energy segment assumptions and Dogan Holding will likely beat our estimates in that case. Further

deterioration of macroeconomic situation and depreciation of TRY are the key downside risks to our rating.
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HSBC Global Research website

To maximise your access to HSBC Global Research please visit
our website at www.research.hsbc.com where you can:

» View the latest research and access archived reports

» Visit the dedicated product pages, including Emerging Markets and Climate
Change

» Filter estimates for more than 1,000 companies under equity coverage
» Set up personal filters to put your research interests at your fingertips
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You can receive research directly via e-mail as soon as it is published. To set up subscriptions

to research reports, contact your Relationship Manager.
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http://www.research.hsbc.com


http://www.research.hsbc.com/
http://www.research.hsbc.com/

Dogan Holding HSBC <X>
Conglomerates

4 December 2008

Disclosure appendix

Analyst certification

The following analyst(s), who is(are) primarily responsible for this report, certifies(y) that the opinion(s) on the subject
security(ies) or issuer(s) and 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

Stock ratings and basis for financial analysis

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations.
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon;
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative,
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating.
HSBC has assigned ratings for its long-term investment opportunities as described below.

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at
www.hsbenet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this
website.

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research
report. In addition, because research reports contain more complete information concerning the analysts' views, investors
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not
be used or relied on in isolation as investment advice.

Rating definitions for long-term investment opportunities

Stock ratings
HSBC assigns ratings to its stocks in this sector on the following basis:

For each stock we set a required rate of return calculated from the risk free rate for that stock's domestic, or as appropriate,
regional market and the relevant equity risk premium established by our strategy team. The price target for a stock represents
the value the analyst expects the stock to reach over our performance horizon. The performance horizon is 12 months. For a
stock to be classified as Overweight, the implied return must exceed the required return by at least 5 percentage points over the
next 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the
stock must be expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10
percentage points for a stock classified as Volatile*). Stocks between these bands are classified as Neutral.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review,
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily
triggering a rating change.

*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility. However,
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stocks which we do not consider volatile may in fact also behave in such a way. Historical volatility is 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 has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change.

Prior to this, from 7 June 2005 HSBC applied a ratings structure which ranked the stocks according to their notional target
price vs current market price and then categorised (approximately) the top 40% as Overweight, the next 40% as Neutral and

the last 20% as Underweight. The performance horizon is 2 years. The notional target price was defined as the mid-point of the
analysts' valuation for a stock.

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which

identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors
should take.

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts.
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock.

Rating distribution for long-term investment opportunities

As of 03 December 2008, the distribution of all ratings published is as follows:
Overweight (Buy) 46% (31% of these provided with Investment Banking Services)

Neutral (Hold) 35% (34% of these provided with Investment Banking Services)

Underweight (Sell) 19% (23% of these provided with Investment Banking Services)

Share price and rating changes for long-term investment opportunities

Dogan Holding (DOHOL.IS) Share Price performance TRY Vs HSBC rating Recommendation & price target history
history From To Date
Overweight Neutral 24 February 2006
Neutral Neutral (V) 21 December 2006
4 Neutral (V) Overweight (V) 23 March 2007
Target Price Value Date
37 0’ Price 1 2.37 21 December 2005
2 Price 2 3.50 24 February 2006
Price 3 3.09 26 April 2006
14 Price 4 3.28 31 August 2006
Price 5 3.24 22 December 2006
0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ Price 6 3.06 23 March 2007
Price 7 3.40 17 April 2007
(22 < © ~ ©
2 3 3 8 3 8 3 5 5 8 3 Price 8 2.80 17 March 2008
S 2 8 32 8 2 8 = &8 = & Price 9 2.47 14 April 2008
Source: HSBC
Source: HSBC
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HSBC & Analyst disclosures

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

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months.
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 October 2008 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

As of 31 October 2008, 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 October 2008, 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 October 2008, 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.

9 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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Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues.

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

* HSBC Legal Entities are listed in the Disclaimer below.

Additional disclosures

1 Thisreport is dated as at 04 December 2008.

2 All market data included in this report are dated as at close 01 December 2008, 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. Chinese Wall
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.
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