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Tumosan Company Update SELL
TMSN Agricultural Machinery INo upside excluding high speed train potential!
i::;tp;::e It 2:8(7) We have revised our forecasts and TP acco_rdin.gly to TL6.90
Upside Potential .14y Jfrom TL6.00 per share hence we maintain our SELL

Market Cap (mn) s364 recommendation. Although we have included Altay Tank
Market Cap (mn) TL928  project's estimated net additional contribution into our
:n\'/e(er:rlzat TL9157; valuation (TL1.20 per share), we have revised down our
Beta 029 forecasts in core tractor business, hence our TP increased by

only 15%. Note that we have not included a prospective high
EPSlS,e 944 speed train production business in our valuation, which we
EPS 16'e TLO.51

Price Performance
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believe is the main reason for stock outperformance this year.

TMSN outperformed BIST by 36% in the last 1 year and 68%
ytd, thanks to Altay Tank project and high speed train

S2-weekrange L8737  prospect... TMSN will collect €190mn during development of
12m Cumulative Foreign Inflow -$11.5 R , . . . . .

Ave. Daily Volume (12M) - mn <134 hational tank Altay's power unit (engine) project, which will
Ave. Daily Foreign Trading Volume (12M) - mn so.5 take 54 months. Assuming 30% EBITDA margin, TMSN will
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generate c.€57mn additional EBITDA from this project, which is
contributing TL1.20 per share to our TP. TMSN signed a MOU
with Spain's Patentes Talgo Talgo S.L.U. for jointly produce
rolling stocks in Turkey and deliver 90 high speed trains. We
have not incorporated this prospect into our model, since
there is no concrete development so far. Based on
Transportation Minister Elvan’s comments, we understand that
Ministry will hold a tender for 80 high speed trains for
production in Turkey. The estimated budget could be around
$2.5bn (based on tenders held before).

Financials (mn) 2014 2015e 2016e

Revenues TL436 TL590 TL646  Altay Tank project will improve consolidated profitability if

Tractor TL436 TL 475 TL529 . .

Altay Tank TLo TL115 1L118 the revenues and profits are recorded on pro-rata basis over

EBIT TL34 TL51 TL60  the project life... With the contribution of Altay Tank project,

EBITDA TL43 TL96 TL 107 .

Tractor TL43 TLe2 1171 We expect consolidated revenues to grow by 35% & EBITDA to

Altay Tank TLO L34 T35 grow by 122% y/y in 2015. Therefore consolidated EBITDA

Net Income TL23 TL50 TL59 . . o/ . . .

Net Inc. (excl. Altay) 23 L34 TLa3 Mnargin w.|II reach.to 16..36, indicating 6.3Pps y/y growth in the

Revenues A y/y -2.0% 35.2% 96% Same period. Having said that, 2015 multiples of 19.2x P/E and

EBITDA A y/y 45.7% 121.6% 10.7% 10.3x EV/EBITDA are still not so cheap vs. peers.

Net Income A y/y -63.4% 121.7% 17.5%

EBITDA Margin 10.0% 16.3% 165%  EBITDA margin retreated to 10.0% in 2014 from 18.0% in 2013

Net Margin 5.2% 8.5% 9.2% N

P/E 20.9x 18.4x 15.x and 13.4% in 2012... Also, the company lost 3.4pps market

E‘/’é\EIB'TDA Zi-gx Z:X i-gx share (it is now 13.9%) during 2014. These figures were

Dividend Vield 0_(');: 1.'1;: 1_;1;: significantly below both our estimates and the company
guidance. We revised down our EBITDA margin forecast (for

Valuation Method Weight Target Value

DCF-mn
Peer Comparison - mn

70%
30%

TL789
TL 807

tractor business) to 13.0% in 2015 (from 15.2%), still indicating
3pps y/y growth.

Upside & downside risks... TMSN could record a higher
profitability for Altay Tank (we assumed 30% EBITDA margin
and there is no company guidance). High speed train tender
could be a major catalyst. Core tractor business performance
could beat our estimates.

Main Assumptions
RfR(TL): 8.50%
WACC(TL): 13.2%
Beta: 1.0

TG: 5.0%

Avg. Of TTRAK and Global Peers
EV/EBITDA'15e: 10.4x
EV/EBITDA'16e: 8.8x

P/E'16e: 13.9x

P/E'16e: 11.5x

Please refer to end of report for important disclosure
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We have revised down our estimates for tractor business... We revised down our EBITDA margin
forecast (for tractor business) to 13.0% (from 15.2%), still indicating 3pps y/y growth. We assume 15%
sustainable EBITDA margin as of 2018 for the company now (vs. previous 16.6%). Domestic market was
very strong in 2014, thanks to government incentives to <75hp tractors, in which competitor TTRAK
has more than 50% market share. On the contrary, TMSN focuses on >75hp models, hence the
company's domestic sales volume decreased by 13% in the same period, leading to retreat in market
share to 13.9% from 17.3% last year. We assumed the company's market share will be balanced at
14.5% in 2015 with 3% growth in domestic sales, while we foresee a flat sales volume for overall
market.

Upcoming high speed train tender date may create volatility in stock performance... TMSN signed a
MOU with Spain's Patentes Talgo Talgo S.L.U. for jointly produce rolling stocks in Turkey and deliver 90
high speed trains. Since then, the stock price increased by 60% and outperformed the BIST-100 by
70%. The high speed train tender date is unknown for now. In the context of the tender, 90 high speed
trains will be procured from a company with at least 51% domestic participation (based on Minister’s
speech) and revised documents implied 60 of these trains will be procured from domestic producers.
Chinese CNR had submitted the lowest value with $263.5mn bid to the tender for 6 high speed trains
(Ankara-Konya railway) recently; hence this tender's prospective value should be around $2.5bn for 60
trains. It is not clear whether TMSN and Talgo will win the tender; however if so, this would be a
sizable opportunity for TMSN as the company’s annual revenue is around $200mn. Note that we did
not include any prospective gain from this business in our model, hence any development is upside risk
for our TP.

Tera Estimates for tractor business (excluding Altay Tank)

TMSN (new estimates) 2013 2014 2015e 2016e 2017e 2018e 2019e  2020e

Sales Volume (units) 9,549 8,315 8,575 8,600 8,271 8,568 8,791 9,018
Domestic 9,325 8,111 8,350 8,350 7,921 8,158 8,321 8,488
Export 224 204 225 250 350 410 470 530

Revenues - TLmn 445 436 475 529 564 612 658 707

EBITDA - TLmn 80.1 43.5 62.0 714 82.1 91.5 98.7 106.5

EBITDA Margin 18.0% 10.0% 13.0% 13.5% 14.6% 15.0% 15.0% 15.1%

Net Income - TLmn 62 23 34 43 52 60 65 72

Source: The Company, Tera

TMSN (previous

estimates)* 2013 2014 2015e  2016e 2017e 2018e 2019e 2020e

Sales Volume (units) 9,549 8,315 9,380 9,850 9,450 10,010 10,263 10,520
Domestic 9,325 8,111 9,200 9,650 9,150 9,650 9,843 10,040
Export 224 204 180 200 300 360 420 480

Revenues - TLmn 445 436 500 571 603 669 719 773

EBITDA - TLmn 80.1 43.5 75.7 88.7 99.5 111.1 119.4 128.3

EBITDA Margin 18.0% 10.0% 15.9% 16.8% 17.6% 18.1% 18.1% 18.1%

Net Income - TLmn 62 23 56 65 74 82 88 95

Source: The Company, Tera
* Before 4q14 earning announcement
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TMSN TRACTOR ONLY FINANCIALS AND FORECASTS

Income Statement (TL mn)* 2013 2014 2015E 2016E 2017E 2018E
Revenues 445 436 475 529 564 612
EBITDA 80 43 62 71 82 92
Depreciation 7 10 11 12 13 14
EBIT 73 34 51 60 69 78
Other income, net 73 34 51 60 69 78
Financial income, net -4 -7 -6 -5 -3 -2
Profit before tax 76 28 43 53 65 75
Profit from continuing operations 61 23 34 43 52 60
Minority interest 0 0 0 0 0 0
Reported net earnings 62 23 34 43 52 60
Reported EPS 0.54 0.20 0.30 0.37 0.45 0.52
Growth* 2013 2014 2015E 2016E 2017E 2018E
Sales 52.7% -2.0% 9.0% 11.2% 6.7% 8.5%
EBITDA 104.4% -45.7% 42.6% 15.1% 15.0% 11.5%
Balance Sheet (TL mn)* 2013 2014 2015E 2016E 2017E 2018E
Cash & cash equivalents 6 1 19 36 49 55
Trade receivables 55 78 72 78 82 89
Inventory 97 89 96 101 101 109
Tangibles & Intangibles 91 92 94 96 98 100
Deffered Tax Assets 0 0 0 0 0 0
Other Assets 67 80 94 88 97 127
Total Assets 315 340 376 398 427 481
Financial borrowing 4 31 40 35 33 31
Trade payables 36 40 43 49 53 57
Other liabilities 34 43 95 85 72 79
Minority Interest 8 0 0 0 0 0
Shareholders' Equity 234 227 198 230 269 314
Net Debt -2 29 20 -1 -17 -25
Cash Flow Summary (TL mn)* 2013 2014 2015E 2016E 2017E 2018E
EBIT 73 34 51 60 69 78
Tax 15 5 9 11 13 15
NOPAT 58 29 43 49 57 63
Minority Interests 0 0 0 0 0 0
Capex (net) 24 16 10 11 12 12
Depreciation & Amortization 7 10 11 12 13 14
Net Working Capital Change -17 16 1 8 2 14
Free Cash Flow 106 38 63 63 80 75
Dividends paid 17 7 10 13 16 18
Change in Net Debt -27 31 -9 -22 -15 -8
Key financial ratios* 2013 2014 2015E 2016E 2017E 2018E
ROE 26.6% 10.0% 17.3% 18.5% 19.2% 19.0%
Adjusted EBITDA margin 18.0% 10.0% 13.0% 13.5% 14.6% 15.0%
Net Margin 13.9% 5.2% 7.2% 8.1% 9.2% 9.7%
Net debt/Equity -0.01x 0.13x 0.10x -0.01x -0.06x -0.08x
Net debt/EBITDA -0.03x 0.68x 0.33x -0.02x -0.20x -0.27x
Equity/Total Assets 74.1% 66.6% 52.7% 57.8% 63.1% 65.2%
Interest coverage 17.8x 4.8x 8.4x 12.6x 21.3x 36.5x
Cash dividend pay-out 28% 0% 30% 30% 30% 30%

* All figures includes only tractor business
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TERA MENKUL RATING

BUY Upside potential more than estimated CoE*
NEUTRAL Upside potential between 0% and estimated CoE*
SELL No upside potential

* Current estimated CoE: 14.0%

Tera Menkul Degerler A.S. Eski Buyukdere Cad. Iz Plaza Giz Floor 8 Maslak, Istanbul
Tel: +90 212 365 1000
www.terabrokers.com
Research@terabrokers.com

Disclaimer
All the information and opinions covered herein have been prepared as of specified dates by Tera Menkul Degerler A.S. (“Tera

Brokers”) with the purpose of informing the investors. Tera Menkul Degerler A.S. has no obligation as to inform the investors
regarding the changes in the information and opinions after the specified dates. Tera Menkul Degerler A.S. and its affiliated
organizations and persons may act as a market maker or make transactions intensively on the securities of the companies
covered herein. Tera Menkul Degerler A.S. and its affiliated organizations and persons may take position on any of the
securities covered herein from time to time and they may buy/sell these securities or options regarding to these securities for
their own and / or client’s account. The investment options discussed here may not be appropriate for all investors. Investors
should make the investment decisions relating to the securities of the firms covered herein by taking their special investment
goals and financial status into consideration and based on prospects approved by the firm, circulars, their own investigations
and advices from their independent consultants. The information covered herein may not be interpreted as legal, tax or
financial recommendations. In the case that the investment is in foreign currency, the currency fluctuations may have negative
impacts on the value, price of the investment or on the return of the investment. The return of the investment may be
unstable. Previous performance cannot be taken as a guarantee of the future results. The price and values of the investments
covered herein may rise or fall in such a way that will be directly or indirectly contrary to the interests of the investors and this
situation may cause losses in the principal amount. The investors must have financial sufficiency to face with the risks relating
to the investments covered herein. All the information here has been taken from the publicly open sources or from other
sources that are believed to be reliable by Tera Menkul Degerler A.S. Tera Menkul Degerler A.S. has no implicit/explicit
declaration or commitment about the exactness, accuracy or compatibility of the information or the estimations, arguments or
the opinions based on the information. Tera Menkul Degerler A.S. is not liable of any direct / indirect, moral / physical losses. In
no circumstances should any information contained herein be used or considered as an offer to sell or to buy the securities
mentioned herein by / in the name of Tera Menkul Degerler A.S. or another firm to another person. This report contains the
personal opinions of the analyst(s) regarding the securities and firms. The income of the analyst(s) is not and will not be related
with their recommendations and opinions covered herein. By reaching the information and opinions covered herein, you will be
considered to have understood the notifications above and agree to obey. All the statutory rights of the information and
reports herein belong to Tera Menkul Degerler A.S. and in no way it can partly and / or as a whole be copied, used differently,
distributed, changed or transferred to computer systems for future use without the prior authorization of Tera Menkul Degerler
A.S. Otherwise, Tera Menkul Degerler A.S. reserves the right of claim of all the losses and damages.

Capital Market Board’s Warning Note regarding Investment Advisory Services rendered by Securities firms:

All the information, interpretations and recommendations covered herein relating to investment actions is NOT in the scope of
investment consultancy. Investment consultancy services are rendered according to the investment consultancy agreement
signed between the clients and securities firms, portfolio management firms or investment banks. All the interpretations and
recommendations covered herein depend on the personal opinions of the analyst(s). These opinions may not be appropriate
for the client’s financial status and risk and income preferences. Therefore, investment decisions based only on the information
covered herein may not result as expected.
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