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    Turkish Equities / Company Update                                                            5 March 2012 
 

Erdemir 
Steel 

Underperform 
(Maintained) 

 
Expensive and vulnerable to downturns Price: TRY4.08 

12m Target Price: TRY3.70 
   

Loss of earnings momentum in FY12, forecasting 20% YoY fall in EBITDA  

We maintain our bearish stance towards Erdemir, mainly considering the additional flat steel 
capacity coming on stream in FY12, a slowdown in regional and local steel demand and associated 
softness in product prices. We expect Erdemir’s operating performance to visibly moderate in 
2012, bringing an end to the series of quarters the Company has been beating expectations. We 
are forecasting a 20% YoY fall in EBITDA and 23% YoY fall in net income decline in FY12, due to 
(1) our expectation of a 10% decline in flat steel prices, (2) the negative impact of scheduled 
maintenance in 2Q12 on profitability, (3) the increase in flat steel capacities, lowering Erdemir`s 
capability to maintain a premium on prices and (4) continued limited vertical integration. 

Flat steel prospects looking risky, with exposure to downturns 

We expect the growth in the flat steel segment to be limited to 7% YoY (at most) in FY12 given our 
expectation of a 5% decline in domestic automotive production, and a stagnant 2% growth in the 
domestic white goods production, consistent with our view of the broader decline in the general 
economic activity exhibited by our 1% GDP growth forecast in FY12. We expect low single digit 
growth in both the white good and automotive production in FY13, thus signaling a slack year for 
domestic flat steel demand, as well. We expect new flat steel capacities and a higher C.U.R in the 
new flat steel capacities to increase production; thus, a substantial deterioration in export markets 
would lead to significant competitive pricing pressures in an oversupplied domestic market which 
would be detrimental for Erdemir. 

Trading at a FY12 EV/EBITDA of 8.1x, marking a 32% premium to peers 

Erdemir is trading at FY12E P/E of 10.9x and EV/EBITDA of 8.1x, denoting respective 5% and 
50% premiums with respective to its peers, and a 32% aggregate premium on FY12 & FY13 
expectations. We find this unsustainable with the increasing flat steel capacities coming onstream 
in the domestic market, which should cap the Company’s pricing power looking forward.  

US$1.7bn in  FX denominated leverage remains an ongoing concern 

We believe that Erdemir’s mostly FX denominated net debt of US$1,941mn as of FY11 (net debt / 
FY11 EBITDA: 1.6x) leaves the Company exposed to a downturn in the markets. We also believe 
there is a downside risk to the Company’s dividend to be paid in FY12 (Finans Invest FY12 DPS 
Estimate: TRY0.14/share (div. yield of 3.4%) vs. Bloomberg Consensus:  0.17/share) as 
deleveraging and high capex in FY12 could be a pressuring issue. 

Outperformed ISE100 by 10% and BW Iron Index by 14% in past 3 months 

Erdemir shares have outperformed the ISE100 by 10% and the BW Iron Index by 14% over the 
past 3 months thanks to the expectation of 4Q11 results and strong performance of the broader 
market. These positives and the following issues appear to be sufficiently priced in. The key upside 
challenges to our call are (1) higher than expected economic growth, (2) higher steel prices and (3) 
the possibility of a generous incentive scheme for Turkish steel producers. 

Financials  2009 2010 2011 2012E 2013E 

Revenues (TRYmn) 5,266 6,633 8,921 9,024 10,222 

EBITDA (TRYmn) 387 1,428 2,087 1,543 1,659 

Net profit (TRYmn) -169 766 1,006 803 939 

BV (TRYmn) 5,919 6,691 7,288 7,789 8,427 

EPS (TRY) -0.11 0.48 0.47 0.37 0.44 

DPS (TRY) 0.00 0.00 0.21 0.14 0.14 
      

Key metrics 2009 2010 2011 2012E 2013E 

EV/Revenues (x) 1.6 1.6 1.4 1.4 1.2 

P/E (x) n.m. 9.7 8.7 10.9 9.3 

EV/EBITDA (x) 22.4 7.3 6.0 8.1 7.5 

P/BV (x) 0.9 1.1 1.2 1.1 1.0 

FCF yield (%) 15.8% 0.1% 4.4% -4.9% 5.3% 

Dividend yield (%) 0.0% 0.0% 5.1% 3.4% 3.4% 

Source: Company financials, FinansInvest estimates. We refer to historical averages in calculating the history of multiples. 
 

 

Stock data   

Bloomberg / Reuters  EREGL TI / EREGL.IS  

12m expected total return -9.2% 

52-week price range (TRY/share)  3.00-4.33  

Outstanding shares (m)  2,150  

Mcap (TRYmn) 8,772  

Mcap (US$mn) 5,002  

EV (TRYmn) 12,438  

  

Trading data  

ISE relative performance  

3m 9.5% 

12m 17.7% 

3m avg daily trading vol. (US$mn)                                   9.3  

Weight in ISE100 1.9% 

Beta (5y, weekly returns)                                 0.99  

Free float (%) 22% 

Foreign ownership (% free float)  

Current 20.4% 

12m ago 15.6% 
 
 
 
 

Shareholder Structure  

ATAER Holding 52% 

Arcelor Mittal 26% 

Free float 22% 

Total 100% 
 

 
 
 
 

Company in Brief  

Erdemir Group consists of 9 companies with its principal 
activities comprising of the production of iron & steel rolled 
products, alloyed & non-alloyed iron, steel and pig iron castings, 
cast & pressed products, coke and by products. Erdemir has 
13,433 employees as of FY11. Erdemir`s production has 
reached 6.9mn tonnes in FY11 (with 4.5mn tonnes hot, 1.7mn 
tonnes cold and 0.8mn tonnes long steel production) 
 
 
 

 
 

Price Performance  

 

 

Source: FinansInvest  
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Figure 1 – Key revisions with this note 

Key estimates 

 
2012E  2013E  Notes 

(TRYmn) 

 
Old New Chg.  Old New Chg.  

Revenues 
 

9,024 9,024 0% 
 

10,222 10,222 0% 
 

We are maintaining our estimates. EBITDA 
 

1,543 1,543 0% 
 

1,659 1,659 0%  

Net profit 
 

803 803 0% 
 

939 939 0%  
 

Source: FinansInvest estimates  

 
 

Figure 2 – Finans Invest vs. Consensus 

Key estimates 

 
2012E  2013E  Notes 

(TRYmn) 

 
Est. Cons. Diff.  Est. Cons. Diff.  

Revenues 
 

9,024 9,750 -7%   10,222 10,181 0% 
 Our EBITDA and net profit estimates stand lower than the consensus 

estimates due to our bearish view of the demand & pricing prospects within the 
backdrop of a 1% GDP growth estimate & fragile global economic recovery  
 

EBITDA 
 

1,543 1,622 -5%   1,659 1,859 -11% 
 

Net profit 
 

803 882 -9%   939 1,045 -10%  
 

Source: Bloomberg, FinansInvest estimates  

 
 

Figure 3 – Peer comparison 
 

Figure 4 – Investment debates 

International peers    P/E   EV / EBITDA 

(US$ terms)   2012E 2013E   2012E 2013E 

Magnitogorsk Iron&Steel   11.9 9.4   5.2 4.5 

Novolipetsk Steel (Nlmk Oao)   9.2 8.1   5.8 4.9 

Severstal   7.4 7.2   4.9 4.7 

China Steel Corp   22.2 17.8   14.4 13.5 

Baoshan Iron & Steel Co-A   9.9 8.3   4.7 4.1 

Cia Siderurgica Nacional Sa  10.4 8.3  5.4 4.5 

Usinas Sider Minas Ger-Pf A  33.7 15.1  10.6 6.6 

Arcelor Mittal  9.5 6.5  5.3 4.5 

Ssab Ab-A Shares  11.8 8.2  7.1 5.8 

Thyssenkrupp Ag  21.3 8.7  5.9 4.2 

Rautaruukki Oyj  24.9 10.4  7.0 5.0 

Voestalpine Ag  9.4 8.3  5.4 5.1 

Mechel  4.9 4.5  4.7 3.9 

Aggregate Median   10.4 8.3   5.4 4.7 

Erdemir   10.9 9.3   8.1 7.5 

Premium/(Discount)   5% 12%   50% 62% 

Figure 5 – Erdemir & BWIRON indices  

 

FY12 sales volume guidance stands at 7.0mn tonnes, flat YoY: The 
FY12 EBITDA margin guidance lies between 16% and 18% with net margin 
guidance is at a 9-11% range. Note that the company management 
surpassed the same 2011 EBITDA margin targets with a 23.4% margin. We 
estimate FY12E EBITDA margin to be realized at 17.1%.  

We believe the competition will get tougher: Additional flat steel capacity 
and regional weakness in steel demand appear to be the major risk for 
Erdemir’s sales to the domestic market. 

Trading at a 8.1x FY12 EV/EBITDA, 32% premium vs. peers: Erdemir is 
trading at FY12E P/E of 10.9x and EV/EBITDA of 8.1x, denoting respective 
5% and 50% premiums with respective to its peers, and denoting a 32% 
aggregate premium on FY12 & FY13 expectations. 

US$2bn in leverage is an ongoing concern: Erdemir`s FX denominated 
net debt of US$1,941mn as of FY11 (net debt /EBITDA: 1.6x), which exposes 
the Company to a downturn in markets, in our view 

Arcelor Mittal`s 26% share in Erdemir could be subject to sale: We also 
attach a non-zero probability to a possible share overhang that could arise 
from the possible sale of Arcelor Mittal’s 25.76% stake in Erdemir, a move 
which could be motivated by a need to lower its US$24.9bn net debt position 
and avoid possible downgrades by rating agencies. 
 

What could go wrong? (upside risks) 

  A more than generous incentive package that directly impacts steel 

  Higher than expected global growth, entailing higher steel prices 

  Prospect of an increase in electricity prices would increase the cost base 
of EAF based producers  

 BoD`s bonus share issue decision through 43.7% increase of capital to 
3,090mn shares, which has no valuation impact what so ever, tend to 
perceived positively by the local investors 

 

 

Figure 6 – Potential catalysts 

Potential perks to the steel industry in the new incentive package 

Source: Bloomberg, FinansInvest estimates 
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ERDEMIR 4Q11 EARNINGS REVIEW 

Revenues: Erdemir’s top-line was in line with our own and the market expectations, down 

8% QoQ to TRY2,256mn. The Company`s production volume was down 3% QoQ to 

1,741,000 tonnes in 4Q11. Erdemir’s production volume came in at 1,740,000 tonnes (down 

6% YoY and 3% QoQ) in 4Q11, in line with our estimates. Production volumes in the HRC & 

CRC segments declined by 4% QoQ each, while long steel production increased by 88% 

QoQ to 313,000 tonnes. 

Sales volume declined by 3% QoQ to 1,614k tonnes in 4Q11: The Company`s sales volume 

declined to 1,613,000 tonnes (down 16% YoY and 4% QoQ) in 4Q11, in parallel with our 

estimates. The 20% QoQ decline in the HRC segment to 923,000 tonnes was followed by 

the 7% QoQ decline in the CRC segment to 361,000 tonnes, while the 136% QoQ jump in 

long steel segment sales partially compensated for the decline in the flat steel segment. 

The company’s average sales price declined by 7% QoQ to US$765/tonne in 4Q11. 

Erdemir’s average sales prices declined by 7% QoQ, while remaining 13% higher YoY, to 

US$765/tonne, parallel to our expectation. Mild declines of 4% QoQ in HRC and 5% QoQ in 

CRC average sale prices were observed while a more pronounced QoQ decline of 16% was 

observed in the Company’s long steel prices. 

 

Figure 7 – Erdemir’s sales price per tonne   Figure 8 – Erdemir’s EBITDA price per tonne * 

 

 

 

Source: The Company, Finans Invest *does not include inventory gains & losses  Source: The Company, *does not include inventory gains & losses 

 
 

EBITDA: Erdemir’s 4Q11 EBITDA exceeded estimates. The Company was guiding for a 16-

18% EBITDA margin for FY11 with the announced results implying a 23.4% EBITDA margin 

for FY11. The deviation appears to be attributable to lower than expected inventory losses 

coupled with the continued positive impact of strong pricing and the benefits of the 

restructuring of its sales force, which intensified in the quarter, leading to higher premiums 

exercised on product prices and offsetting the impact of rising costs. Erdemir’s 4Q11 

EBITDA margin was realized at 17.1% (vs. 28.3% in 3Q11) bringing the FY11 EBITDA 

margin to 23.4%. 

Erdemir’s adjusted average EBITDA per tonne declined by 44% QoQ to US$102/tonne, 

while its adjusted EBITDA per tonne (net of inventory gains/losses) declined 44% QoQ to 

US$102/tonne, exceeding our estimates. Cost pressures, stemming from the lagged pass-

through of higher raw material costs, were not observed to the magnitude we had been 

anticipating. The EBITDA per tonne declined by 46% QoQ for HRC and 25% QoQ for CRC, 

with a more pronounced decline of 66% QoQ in the long steel segment to US$58/tonne. 

Thus, we have started to observe the initial signs of EBITDA margin pressure in the quarter, 

signaling further normalization in 1H12. 

Net Income: Erdemir’s net income was higher than our estimates, given the reflection of the 

company’s operational strength at the bottom line. The Company booked TRY51mn in net 
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financial expenses in 4Q11 on the back of its US$1.3bn FX denominated leverage, with the 

relatively stable TRY/US$ exchange rate limiting the FX losses in the quarter. 

Erdemir’s net debt decreased slightly to US$1.94bn in 4Q11 (vs. US$2.03bn in 3Q11). 

Erdemir could distribute a DPS of TRY0.187/share in 2012, corresponding to a dividend 

yield of 4.7%, based on a 40% dividend payout assumption on the disclosed results. 

We are maintaining our bearish stance for the Company’s FY12 operating prospects amidst 

the normalization in economic growth and the new capacities coming onstream. The 

Company’s 4Q11 results, while better than expected, hint at lower EBITDA per tonne, which 

we believe could become more evident in 1H12.  

 

Figure 9 – Erdemir`s Key Operational Metrics 

  4Q11 Y/Y∆, % Q/Q ∆, %   2011 Y/Y∆, % 

Production (tonnes) 1,740,972 -6% -3%   6,906,139 1% 

Hot 1,002,767 -4% -17% 
 

4,459,922 15% 

Cold 424,735 -4% 3% 
 

1,651,701 10% 

Long 313,470 -13% 88% 
 

794,516 -46% 

Sales (tonnes) 1,613,745 -16% -4%   6,647,255 2% 

Hot 923,137 -16% -20% 
 

4,305,452 17% 

Cold 360,983 -21% -7% 
 

1,550,785 7% 

Long 329,625 -11% 136% 
 

791,018 -43% 

Sales Price (USD/tonne) 765 13% -7%   782 17% 

Hot 738 15% -4% 
 

739 15% 

Cold 925 10% -5% 
 

937 11% 

Long 667 12% -16% 
 

708 26% 

EBITDA (USD/tonne) * 102 37% -44%   144 18% 

Hot  91 43% -46% 
 

135 15% 

Cold 169 68% -25% 
 

185 13% 

Long 58 -22% -66%   115 29% 
 

Source: The Company, * not inclusive of the inventory gains & losses 

 

 

Figure 10 – Steel Price & Cost Prices (US$/tonne)  

 

Source: Bloomberg 

 

  

0

200

400

600

800

01/11 04/11 07/11 10/11 01/12 04/12

US$/tonne

(HRC) Steel Ex Hot Rolled Coil CIS (LONG) Steel Ex Billets TR

(LONG) Turkish Imp Billet Carb Steel (SCRAP) HMS 1 & 2 (80/20 mix) Iron & S

(COAL) Coke Export Tianjin



 

 

Erdemir, 5 March 2012                                                                   5 

FinansInvest Rating System 

 
We employ a relative scale in our rating system (i.e. Market Outperform, Neutral, Underperform) in order to better present relative value propositions and more 
actively pursue long vs. short ideas at the ISE. The relevant benchmark is the broader Turkish stock market, using the ISE-100 index as a basis. The ratings also 
incorporate a certain degree of relativity within the analyst’s own stock coverage universe due to asymmetric return expectations among the industries under our ISE 
coverage. The rating system combines analysts’ views on a stock relative to the sectors under coverage, and the sector call relative to the market, together providing 
a view on the stock relative to the market. 
 
Individual ratings reflect the expected performance of the stock relative to the broader market over the next 6 to 12 months. The assessment of expected 
performance includes a function of near-term company fundamentals, industry outlook, confidence in earnings estimates and valuation, and other factors. 
 
An essential element of our rating methodology involves benchmarking a 12-month expected return against the cost of equity. We set a required rate of return for 
each stock, calculated from our risk-free rate and equity risk premium assumptions. The price target for a stock represents the value that the stock is expected to 
reach or sustain over the performance horizon of 12 months, according to the view of the analyst. 
 
We have separated the stocks under our coverage into two groups, mainly with respect to their liquidity (market cap, free float market cap and historical average daily 
trading volume) as small-cap stocks exhibit different risk/return characteristics to more-liquid large-caps.  For the purposes of the relative stock rating, however, 
stocks within each group will be considered on an unweighted basis with regard to their market capitalization. 
 
For a stock to be assigned an Outperform rating, the implied return must exceed the required rate of return by at least 5 percentage points over the next 12 months 
for our larger-cap stock coverage, or by 10 percentage points for the small-cap group. For a stock to be assigned an Underperform rating, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months. Stocks between these bands will be classified as Neutral. 

 
When the potential upside of an average stock in our coverage exceeds its required rate of return (i.e. the market upside exceeding the implied average cost of 
capital), a greater number of stocks would fall into the aforementioned Outperform (Buy) category, illustrating the significance of the “relative return” concept (vis-à-vis 
absolute return) in picking better investment ideas with a positive alpha. The same holds true when the potential upside of an average stock in our coverage falls 
short of its required rate of return. 
 
In this regard, as a supplemental methodology, we rank the stocks in our coverage according to their notional target price with respect to their current market price, 
and then categorise the top group (approximately 40-50% of the companies under coverage) as Outperform, the next 40-50% as Neutral and the lowest 10-20% (and 
no less than 10%) as Underperform. 
 
It should be noted that the expected returns on some stocks may at times fall outside the relevant ranges of the applicable respective rating category because of 
market price movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges are permitted but becomes subject to 
review. 
 
Also note that the analyst’s short-term view may occasionally diverge from the stock’s longer-term fundamental rating. 
 
Outperform. We expect the stock to outperform the ISE-100 over the next 6 to 12 months. 
 
Neutral (Market Perform). We expect the stock to broadly perform in line with the ISE-100 index over the next 6 to 12 months.  (Although we would normally have a 
neutral assessment of stocks in this category, if a stock has gone through a period of market underperformance, it would be an indication that the stock may be 
expected to improve its performance relative to market averages in the coming period, and vice versa). 
 
Underperform. We expect the stock to underperform the ISE-100 over the next 6 to 12 months. 
 
N/R. Not Rated. 
 
U/R. Under Review. 

 
 
 

 
 
 
 
 
 
 
 
Analyst Certification 
The following analysts hereby certify that the views expressed in this research report accurately reflect their own personal views regarding the securities and issuers 
referred to therein and that no part of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in the 
research report: Koray Pamir 
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts. 

 
 
 

 
 

 
Disclaimer 
 
All information enclosed in this document has been obtained from sources believed to be reliable. While FINANSINVEST has spent reasonable care in verifying the 
accuracy and completeness of the information presented herein, it cannot be held responsible for any errors, omissions or for consequences arising from the use of 
such information. This document is published for purposes of providing information to investors who are expected to make their own investment decisions without 
undue reliance on this report. Therefore, no article or statement can be construed as an investment advice or a solicitation to buy or sell the securities mentioned 
herein. The affiliates, officers, partners and employees, including persons involved in the preparation or issuance of this material may have a direct or indirect position 
in any security mentioned in this report. 


