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Airlines  Current price TRY 5.35* Buy
Turkey  Fair value TRY 6.90 Rating maintained

Performance over 1M 3M 12M

Absolute % 4% -7% 391%

Rel. ISE-100 % 1% -12% 114%

12M Hi/Lo TRY 5.80 / 1.07

 
Reuters THYAO.IS

Bloomberg THYAO TI

Market cap  TRY 4,681m

Next corporate event 
4Q09 Financial results announcement 

TRY / €                                                           
2.0845 

TRY m 2008A 2009F 2010F 2011F 

Revenues 6,123.2 6,884.4 8,265.3 10,559.9 
EBITDAR 1,174.5 1,650.0 1,838.1 2,315.8 
EBITDAR margin 19.2% 24.0% 22.2% 21.9% 
EBIT 633.3 885.3 917.5 1,175.0 
Net income 1,134.2 675.9 778.0 953.1 
EPS 6.48 0.77 0.89 1.09 
EV/Sales  1.36 1.21 1.01 0.79 
EV/EBITDAR  7.10 5.05 4.53 3.60 
P/E 4.13 6.93 6.02 4.91 

Source: Company data, KBC Securities 

 
We remain bullish on Turkish Airlines (THY) due to t he positive outlook for passenger growth. We have 
revised our earnings estimates and valuation upward s to reflect improving operational profitability an d 
downward revisions in our oil forecasts for 2010-20 11 (revised to $75 and $82 from $82 and $95). We 
believe THY offers a good entry point after underper forming the ISE-100 index by 12% in the last three 
months. We have raised our EBITDAR forecasts by 4.9% to TRY 1.65bn (+40.5% y/y) for 2009, 0.2% to 
TRY 1.84bn (+11.4% y/y) for 2010 and 11.0% to TRY 2.3 2bn (26.0% y/y) for 2011. Also factoring-in a 
lower discount rate, our fair value estimate is up 31.4% to TRY 6.90 per share, implying 29% upside. 

*Priced at COB 9 March 2010 

Recommendation maintained 

• Superior growth prospects:  THY’s air traffic data for January indicated a strong 26% rebound in passenger 
numbers (pax) versus a 6.4% rise in global pax. We expect pax to rise 16.5% to 29.2m in 2010 and 19.6% to 
35.0m in 2011 thanks to THY’s geographical expansion, increasing flight frequencies and growing capacity. 
However, our generous growth target remains below THY’s aggressive guidance of 30m total pax for 2010.  

• Rising brand recognition:  THY is investing in its global brand image to support growth in international 
passengers, which is expected to be the main driver of pax growth. We expect THY’s sponsorship of leading 
soccer (Barcelona & Manchester United) and basketball clubs (Maroussi) will make a significant contribution 
in the firm’s profile and help to attract more passengers from the European market.  

• Operations in top health:  We expect PLF to improve by 50bp to 71.5% in 2010, supported by a 10% 
increase in RPK. Geographical expansion will play a key role in RPK growth, as THY’s total destinations will 
rise to 169 with the addition of 13 destinations in 2010. Using the advantageous location of Istanbul as a 
hub, THY is managing to capture market share in international passenger transit. 

• Cost efficiency:  THY’s efficient cost structure allows competitive pricing and better profitability versus peers. 
With 5.1 € cent operating cost/ASK, 1.18 € cent personnel cost/ASK and 1.2 € cent fuel expense/ASK, THY 
has one of the most efficient cost structures among European airlines. Benefiting from its young fleet, THY’s 
fuel consumption has fallen 9.5% to 3.48 litres/100 ASK since 2005.  

• Attractive valuation:  On a 2010F EV/EBITDA of 6.21x, THY trades at a deep 33.1% discount to global 
peers, despite outperforming the ISE-100 by 114% in the last 12 months. We believe THY deserves to trade 
at a lower discount considering its ambitious growth strategy and superior operational efficiency that allowed 
THY to post a 24.6% EBITDAR margin compared to the 7.7% average of European airlines in 9M09.   
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Disclosure 

KBC Securities uses an absolute rating system including terms such as Buy, Accumulate, Hold, Reduce and Sell (see definitions below). Until 27-04-2006, KBC 

Securities ratings for Belgian, French and Dutch financial instruments were based on a relative rating system including terms such as Outperform (the stock is 

projected to outperform the analyst’s coverage universe over the next 12 months), Neutral (the stock is projected to perform approximately in line with the 

analyst’s coverage universe over the next 12 months) and Underperform (the stock is projected to underperform the analyst’s coverage universe over the next 

12 months). 

 

Stock rating Definition 

BUY Expected total return (including dividends) of 10% or more over a 6-month period 

HOLD Expected total return (including dividends) of between -10% and +10% over a 6-month period 

SELL Expected total return (including dividends) of -10% or worse over a 6-month period 

 

 

 

Due to external factors and in exceptional cases, KBC Securities allows the use of ratings such as Accept the Offer, Black Out, No Recommendation or 

Suspended. 

Our analysts assign one of those ratings based on their investment outlook and valuation for the concerned stock. The valuation can be based on different 

methodologies such as DCF (discounted cash flow), absolute multiples, peer group multiples, sum-of-parts or NAV (Net Asset Value). The valuation is reflected 

in a 6-month target price. Occasionally, the expected total return may fall outside of these ranges because of price movement and/or volatility. Such deviations 

will be permitted but will be closely monitored. Investors should carefully read the definitions of all ratings used in each research report. In addition, since the 

report contains more complete information concerning the analyst’s view, investors should carefully read the entire report and not infer its contents from the 

rating alone. KBC Securities discloses the recommendations of its reports to the issuers before their dissemination. In case the recommendation has been 

amended following this disclosure, such amendments will be indicated in the concerned report. 

 
Stock rating % of covered universe % of covered uni verse with investment banking relationship during l ast year 

BUY 52.27% 0.00% 

HOLD 29.55% 0.00% 

SELL 18.18% 0.00% 

  

Turkish Airlines is the dominant airline company in Turkey. 

The price target for Turkish Airlines is based on following parameters: Discounted Cash Flow (DCF). 

The risks which may impede the achievement of our price target are: regulatory tightening, increase in competition, shareholder dispute, shareholder 

stake sale, material increase in capital expenditures, higher energy prices and risks to tourism. 

Any reference made to a DCF valuation for Turkish Airlines is based on the following parameters: a forecast period from 2010 until 2019, a perpetual growth 

rate of 7.1% and an average WACC of 14.1%. 
 
Below is an overview of the stock ratings and target price history in the last 12 months for the stock described in this report. 
 

Date Rating Target price 

10 March 2010 Buy TRY 6.90 

15 October 2009 Buy TRY 5.25 

27 August 2009 Buy TRY 3.80 

24 June 2009 Hold TRY 2.18 

 

KBC Securities will provide periodic updates on companies/industries based on company-specific developments or announcements, market conditions or any 

other publicly available information. 

 

KBC Securities policy prohibits its analysts and members of their households from owning securities of any company in the analyst's area of coverage. 
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Analyst certification: The analysts identified in this report each certify, with respect to the companies or securities that the individual analyses that (i) the views 
expressed in this publication reflect his or her personal views about the subject companies and securities, and (ii) he or she receives compensation that is based 
upon various factors, including his or her employer’s total revenues, a portion of which are generated by his or her employer’s investment banking activities, but not in 
exchange for expressing the specific recommendation(s) in this report. 

 
This publication has been issued by KBC Securities NV regulated by CBFA (Banking, Finance and Insurance Commission) or one of its European subsidiaries or affiliates 
(together “KBC Securities”). This publication is provided for informational purposes only and is not intended to be an offer, or the solicitation of any offer, to buy or sell the 
securities referred to herein. No part of this publication may be reproduced in any manner without the prior written consent of KBC Securities. 

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable, but neither KBC Securities nor its affiliates represent 
that it is accurate or complete, and it should not be relied upon as such. All opinions, forecasts, and estimates herein reflect our judgement on the date of this publication and 
are subject to change without notice.  

From time to time, KBC Securities, its principals or employees may have a position in the securities referred to herein or hold options, warrants or rights with respect thereto 
or other securities of such issuers and may make a market or otherwise act as principal in transactions in any of these securities.  Any such persons may have purchased 
securities referred to herein for their own account in advance of the release of this publication. KBC Securities and principals or employees of KBC Securities may from time 
to time provide investment banking or consulting services to, or serve as a director of a company being reported on herein. 

This publication is provided solely for the information and use of professional investors who are expected to make their own investment decisions without undue reliance on 
this publication. Investors must make their own determination of the appropriateness of an investment in any securities referred to herein based on the merits and risks 
involved, their own investment strategy and their legal, fiscal and financial position. Past performance is no guarantee for future results. By virtue of this publication, none of 
KBC Securities or any of its employees shall be responsible for any investment decision. 

In the United States this publication is being distributed to U.S. Persons by KBC Financial Products USA, Inc., which accepts responsibility for its contents. Orders in any 
securities referred to herein by any U.S. investor should be placed with KBC Financial Products USA, Inc. and not with any of its foreign affiliates. KBC FP USA Inc. and/or 
its affiliates may own 1% or more of the subject company's common equity securities. KBCFP USA Inc. or its affiliates may have managed or co-managed a public offering 
of the subject company's securities in the past 12 months, or received compensation for investment banking services from the subject company in the past 12 months, or 
expect to receive or intend to seek compensation for investment banking services from the subject company in the next three months. Any U.S. recipient of this report that is 
not a bank or broker-dealer and that wishes to receive further information regarding, or to effect any transaction in, any security discussed in this report, should contact and 
place orders with KBC Financial Products USA Inc. This report is being distributed in the United States solely to investors that are (i) "major U.S. institutional investors" 
(within the meaning of SEC Rule 15a-6 and applicable interpretations relating thereto) that are also "qualified institutional buyers" (QIBs) within the meaning of SEC Rule 
144A promulgated by the United States Securities and Exchange Commission pursuant to the Securities Act of 1933, as amended (the "Securities Act") or (ii) investors that 
are not "U.S. Persons" within the meaning of Regulation S under the Securities Act and applicable interpretations relating thereto. The offer or sale of certain securities in 
the United States may be made to QIBs in reliance on Rule 144A. Such securities may include those offered and sold outside the United States in transactions intended to 
be exempt from registration pursuant to Regulation S. This report does not constitute in any way an offer or a solicitation of interest in any securities to be offered or sold 
pursuant to Regulation S. Any such securities may not be offered or sold to U.S. Persons at this time and may be resold to U.S. Persons only if such securities are 
registered under the Securities Act of 1933, as amended, and applicable state securities laws, or pursuant to an exemption from registration. The products sold by KBC 
Financial Products USA, Inc or any affiliate thereof, including KBC Securities or KBC Financial Products UK Limited, are not insured by the FDIC, are not obligations of or 
guaranteed by KBC Bank NV or its affiliates, and are subject to investment risks, including possible loss of the entire amount invested. 

This publication is for distribution in or from the United Kingdom only to persons who are authorised persons or exempted persons within the meaning of the Financial 
Services and Markets Act 2000 of the United Kingdom or any order made thereunder or to investment professionals as defined in Section 19 of the Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2005 and is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. 

This publication is for distribution in Canada only to pension funds, mutual funds, banks, asset managers and insurance companies. 

The distribution of this publication in other jurisdictions may be restricted by law, and persons into whose possession this publication comes should inform themselves about, 
and observe, any such restrictions. In particular this publication may not be sent into or distributed, directly or indirectly, in Japan or to any resident thereof. 
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