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Petkim
Addicted to plastic...

Expected impact: Positive

We maintain our BUY recommendation for PETKM and revise our FV estimate
upwards to TRY7.41 from TRY6.80/share with the contribution of favourable
product spreads, the weakness of TRY supporting operational performance, the
completion and commencement of operations in Petlim’'s 1.5 million TEU capacity
container terminal’s Phase 1, and the future benefits the company can have with
the completion of Star Refinery. We will keep a close eye on the management’s
conference call on Monday 13th of Nov, 2017 at 4PM local time for further details.

Petkim announced its 3Q17 results with TRY1,776mn revenues (+83% YoY, -5% QoQ),
TRY423mn EBITDA (+143% YoY, -4% QoQ), and TRY374mn net income (+174% YoY,
+26% QoQ). The top line results were a little below both our call and the market

consensus mainly due to some squeeze in the prices compared to previous quarter.
EBITDA came in line with the expectations with EBITDA margins in parallel with market
consensus and our expectations. Lastly, even though the company posted another hefty
FX loss in 3Q17, earnings were above the expectations with a 20% deviation from market
consensus and 9.4% deviation from our estimate owing to an increase in the income

from investments.

Middle East LDPE prices remained flat in 3Q17 at $1,180/ton when compared to
last year whereas European Ethylene prices climbed 10% YoY and 1% QoQ to
reach an average of $1,146/ton. Yet, the increase in TRY terms is 20% YoY in
Middle East prices and 29% YoY
developments were reflected on the company’s top-line figures as a substantial
increase on a yearly basis whereas the TRY depreciation since 2Q16 also
underpinned the sales performance. If crude oil prices were not to pass the 60-
65% range in 2017, naphtha-based producers like PETKM would continue to
enjoy favourable spreads compared to ethane-based producers. We believe,
this strong sales performance should continue for the remaining part of the
year as well, especially with the rising Ethylene prices in Europe.

in European prices. These positive

Although the rising trend in sustainable EBITDA performance did falter a little
bit on a quarterly basis in 3Q17 with the minor drop in revenues due to lower
prices, PETKM achieved another quarter of strong outperformance of
profitability on a year on year basis (+143% YoY). High capacity utilisation
(9M17: 96.3%, 6M17:96%, and 9M16: 89%) with no shutdowns resulted in steady
volumes in the 3nd quarter with a 44% YoY and 3% QoQ increase. Robust
volumes backed by stronger margins with rising spreads made the way to the
sturdy operating performance where TRY depreciation compared to last year
also helps the company in terms of margins. Potential further depreciation of
TRY against USD might solidify the market position of PETKM against its
importer competitors since PETKM’s revenue is totally USD-based where its
COGS are 15% TRY-denominated.

PETKM'’s earnings deviated very positively in 3Q17 with increasing FX gains and
the rise in the investment income where net income rose 174% YoY and 26%
QoQ. As a result, company achieved a very impressive net profit margin of 21%
in 3Q17 (2Q17: 16%, 3Q16: 14%). Please note that the company also managed to
lower its net debt position to TRY1LIbn which has been TRY13bn in 2Q17,
pointing out to a healthy cash generation capacity.

The stock is trading at a 16% premium and 4% discount in terms of 2017E and 2018E
average EV/EBITDA and P/E multiples compared to int’| peers, respectively.
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Fair Value TRY7.41
Bloomberg ticker PETKM Tl
Share Price TRY6.62
Market Cap USD2.6bn/TR9.9bn
Free Float 44%

TRY mn [3Q17] Actual Consensus Deviation Global Est]

Revenues 17755 1,813.2 -21% 1,916.2
EBITDA 4228 430.8 -1.9% 448.9
Margin 23.8% 23.8% 0.1% 23.4%
Net Income 3741 3121 19.9% 3419
Margin 211% 17.2% 3.9% 18%
TRY mn 3Q17 3Q16 YoY plelvs QoQ)
Revenues 17755 967.7 83% 18602 -46%
EBITDA 422.8 173.9 143% 440.7 -4.1%
Margin 23.8% 18.0% 6% 23.7% 0.1%
Net Income 3741 136.7 174% 2968 261%
Margin 211% 14.1% 7% 16.0% 51%
Performance ™ 3M 6M 12M
Absolute 87 39 23.3 85.4
Relative -0.1 25 6.6 281
Relative $ 4.3 -4.6 14.9 53.3
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Petkim

Recommendation: BUY
Fair Value: TRY 7.41
Share Price: TRY 6.62
Upside / Downside: 11.9%
Previous Fair Value: TRY 6.80
% change to Fair Value: 8.9%
Bloomberg ticker: PETKM TI
Reuters code: PETKM.IS
Shares In Issue Less Treasury (m) 1,500
Market Cap (TRY m) 9,930
Net Debt (17E) 1,132
Adjustments For Associates & Minorities -
Enterprise Value (TRY m) 11,062
Net Pension Deficit (Surplus) -
Forthcoming Catalysts

4Q17 financial results March 2018
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Valuation Metrics (Year end Dec) 2015 2016 2017E 2018E 2019E
P/E 7.33 7.65 7.6 7.6 7.4
EV / Sales 0.8 1.6 1.3 1.3 1.2
EV / EBIT 6.8 9.2 6.1 6.3 6.1
EV / EBITDA 5.7 8.0 55 5.6 5.4
P/BV 1.67 1.85 2.6 2.5 2.3
FCF Yield 13.5% 0.4% 3.1% 13.0% 13.4%
OCF Yield 27.8% 6.3% 9.6% 19.8% 20.6%
Key Ratios 2015 2016 2017E 2018E 2019E
EBITDA margin 14.7% 19.4% 23.4% 22.4% 22.4%
Operating Profit margin 12.2% 16.9% 21.0% 20.0% 20.0%
Capex / Revenue (12.7%) (12.5%) (8.4%) (8.5%) (8.7%)
Capex / Depreciation (5.06) (4.86) (3.52) (3.58) (3.65)
Net Debt / EBITDA 0.3 0.5 0.5) (0.5) 0.5)
ROA 11% 12% 20% 18% 18%
ROE 22% 24% 34% 32% 31%
P&L Summary (TRY m) 2015 2016 2017E 2018E 2019E
Revenue 4,533 4,533 7,102 7,315 7,535
% change 9.7% (0.0%) 56.7% 3.0% 3.0%
EBITDA 668 881 1,660 1,637 1,686
% change 1,371.2% 31.9% 88.4% (1.4%) 3.0%
% margin 14.7% 19.4% 23.4% 22.4% 22.4%
Depreciation & Amortisation 114 117 169 174 179
Operating Profit 554 765 1,491 1,463 1,507
% change -1355.4% 37.9% 95.1% -1.9% 3.0%
% margin 12.2% 16.9% 21.0% 20.0% 20.0%
Associates - - - - -
EBIT 554 765 1,491 1,463 1,507
Net Financials 19 17 -29 -30 -30
Other Pre-tax Income
Pre Tax Profit 574 782 1,463 1,433 1,477
Income Tax Expense 65 (50) (149) (117) (121)
Discontinued Operations
Minority Interests (13) 6) (11) (11) (11)
Net Income 626 726 1,303 1,306 1,346
Reported EPS (TRY) 0.42 0.48 0.87 0.87 0.90
Underlying EPS (TRY) 0.42 0.48 0.87 0.87 0.90
DPS (TRY) 0.32 0.40 0.71 0.71 0.74
Payout Ratio 73.9% 82.0% 82.0% 82.0% 82.0%
Shares In Issue Less Treasury (m) 1,500 1,500 1,500 1,500 1,500
Cash Flow (TRY m) 2015 2016 2017E 2018E 2019E
EBIT 554 765 1,491 1,463 1,507
Taxes paid 65 (50) (149) (117) (121)
Depreciation 114 117 169 174 179
+ Increase in accounts payable 473 27) (531) 41 34
-Increase in accounts receivable 29 123 201 (14) (15)
-Increase in inventory (68) 241 198 (11) (23)
Cash flow from operations 1,115 541 879 1,819 1,880
Capex 575 566 594 624 655
FCFF 539 (25) 285 1,195 1,225
Balance Sheet (TRY m) 2015 2016 2017E 2018E 2019E
Cash & Equivalents 1,502 1,267 2,057 1,942 2,000
Inventory 364 604 803 792 769
Trade Receivables 551 674 876 862 846
Fixed Assets 2,295 1,926 2,329 2,779 3,255
Other Assets 749 1,796 449 779 639
Total Assets 5,461 6,269 6,513 7,154 7,509
Interest Bearing Debt 1,276 1,690 1,293 1,190 1,211
Trade Payables 1,142 1,115 584 624 659
Other Liabilities 238 395 618 637 656
Total Liabilities 2,655 3,199 2,725 3,123 3,197
Shareholders' Equity 2,741 3,002 3,705 3,942 4,217
Minority Interests 64 68 84 89 95
Total Equity 2,805 3,069 3,788 4,031 4,312
Net Debt (Cash) (226) 422 (763) (752) (790)
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Changes in estimates

We have revised our revenue, EBITDA and net income estimates both for 2017
and 2018 due to changes in product spreads, volume forecasts, and our
expectations regarding CAPEX and WC.

Figure 1PETKM: Changes in estimates

Consensus
Net Sales 4,855 7,102 6,431 5,201 7,135
EBITDA 1,038 1,660 1,347 1,111 1,637
EBITDA Margin 21.3% 23% 22% 21.3% 22%
Net income 828 1,303 935 885 1306
Valuation

We use a discounted free cash flow method (DCF) and international peer
group comparison to reach a fair value for PETKM of TRYTlbn, which
corresponds to TRY7.41 per share price. DCF and peer group comparison
methods have 80% - 20% weights as we think the initial method is a better
measure considering the strategy differences among the peers.

Figure 2 PETKM: Summary of valuation
Implied  Contributi

Valuation Methodology Weight .

Valuation on
DCF 80% 8,446 6,757
International peer group comparison 20% 14,782 2,956
Petlim 1,630
Star refinery 902
Net Debt 1,132
Fair value (TL mn) 11,112
Current mcap (TL mn) 9,930
Fair value ($ mn) 2,884
Current Mcap ($ mn) 2,577
Upside/downside potential 11.9%
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DCF Analysis

In the DCF analysis, we have forecast financials based on expected sales
volume, estimates for product prices and feedstock prices. We used a
weighted average cost of capital (WACC) of 13.50%.

Figure 3 PETKM: DCF Analysis

(TLmn) 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E
EBITDA 1,660 1637 1686 1720 1754 1,789 1,825 1862 1899 1937
- Taxes paid 49 -7 -121 4123 4125 -128 130 -133 -136 -138
- Increase in accounts receivable 201 -14 -15 -25 27 -28 -29 -2] -322 -324
- Increase in inventory 198 -1 -23 -33 -34 -36 -38 -39 -41 -43
+ Increase in accounts payable -531 4 34 29 30 31 32 33 34 35
Cash flow from operations 879 1819 1880 1930 1971 2,012 2,055 2,098 2,142 2,188
- Capex 594 624 655 688 723 759 797 836 878 922
FCF 285 1195 1,225 1,242 1,248 1254 1,258 1,262 1264 1,265
Discounted FCFF 251 926 836 746 660 584 516 455 402 354
PV of Terminal Value 3,115

PV of FCFE 5,729

Fair Equity Value 8,844

International peer comparison

We calculate that PETKM is trading at a 30% and 7% premia in terms of 2017E
and 2018E average EV/EBITDA and P/E multiple respectively compared to
int’l peers.

Figure 4 PETKM: International peer comparison

EV/EBITDA P/E
Company 2017E 2018E 2017E 2018E

BRASKEM SA-PREF A 4.3 4.9 9.0 1.6
LOTTE CHEMICAL CORP 3.8 3.8 5.6 5.8
SAUDI BASIC INDUSTRIES CORP 7.5 7.2 14.8 13.9
SAUDI KAYAN PETROCHEMICAL CO 9.0 8.8 16.9 13.0
YANBU NATIONAL PETROCHEMICAL 9.0 8.7 14.1 13.3
SAUDI INTERNATIONAL PETROCHE 7.8 7.1 14.1 10.9
SAHARA PETROCHEMICAL CO 10.6 9.8 14.0 13.8
ADVANCED PETROCHEMICALS CO 1.3 1n.7 13.5 13.0
PTT GLOBAL CHEMICAL PCL 7.4 7.4 10.4 10.4
MITSUI CHEMICALS INC 7.7 7.2 12.2 9.7
Average 7.8 7.7 12.5 1.5
Relevant value 1660 1637 1303 1306

1n32 1n32
Implied EV 13,024 12,540 17,358 16,207
EV from peers 14,782
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PETKM
Exhibit 1 Publication schedule

Date Publication

05.03.2018 4Q17Earnings release

Exhibit 2 Recommendation history

08.08.1994 (Initiation date) Rating Target Price Prev. Day's close Upside
11.08.2017 Buy 6.80 6.33 7.4%
05.05.2017 Buy 5.54 4.98 11.2%
03.03.2017 Hold 4.78 4.10 16.6%
27.12.2016 Buy 4.52 3.27 38.3%
16.09.2016 Hold 473 4.24 11.5%
12.08.2016 Hold 4.70 3.98 18.2%

Exhibit 3 Coverage universe recommendation overview

Buy Hold Reduce Sell U/R
Universe 17 17 2 2 0
Universe % 45% 45% 5% 5% 0%
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Date of completion of this report: 10.11.2017 9:06 UTC+3
Date of email-distribution of this report: 10.11.2017 9:20UTC+3

Explanation of Rating System

12-MONTH RATING DEFINITION

BUY: Buy stocks are expected to have a total return of at least 20% and are the most attractive stocks in our coverage universe on a
12-month horizon.

HOLD: Hold stocks are expected to deliver a positive total return of up to 20% within a 12-month period.

REDUCE: Reduce stocks are expected to achieve a negative total return up to -10% within a 12-month period.

SELL: Sell stocks are expected to post a negative total return of more than -10% within a 12-month period.

ANALYST CERTIFICATION

We, Utku Uygur and Sertan Kargin hereby certify that the views expressed in this research report accurately reflect our
personal views about the market and, in conjunction with the named analysts, the subject securities and issuers. We also
certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.

IMPORTANT DISCLOSURE INFORMATION

This material was produced by Global Menkul Degerler A.S. (“GMD”) or its Affiliates, solely for information purposes and
for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made
available to any person other than the recipient. It is distributed in the world by GMD or an authorised affiliate of GMD
(such entities and any other entity, directly or indirectly, controlled by GMD, the “Affiliates”). This document does not
constitute an offer of, or an invitation by or on behalf of GMD or its Affiliates or any other company to any person, to
buy or sell any security. The information contained herein has been obtained from published information and other
sources which GMD or its Affiliates consider to be reliable. None of GMD or its Affiliates accepts any liability or
responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of
opinion and other subjective judgments contained herein are made as of the date of this document.

Emerging securities markets may be subject to risks significantly higher than more established markets. In particular,
the political and economic environment, company practices and market prices and volumes may be subject to
significant variations. The ability to assess such risks may also be limited due to significantly lower information quantity
and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

GMD or its Affiliates have not recently been the beneficial owners of 1% or more of the securities mentioned in this
report; GMD or its affiliates have not managed or co-managed a public offering of these securities, or received
compensation for investment banking services from the issuer of these securities in the past 12 months and do not
expect to receive compensation for investment banking services from the issuer of these securities within the next three
months. However, one or more of GMD or its Affiliates may, from time to time, have a long or short position in any of
the securities mentioned herein and may buy or sell those securities or options thereon either on their own account or
on behalf of their clients. GMD or its Affiliates may, to the extent permitted by law, act upon or use the above material
or the conclusions stated above or the research or analysis on which they are based before the material is published to
recipients and from time to time provide investment banking, investment management or other services for or solicit to

seek to obtain investment banking, or other securities business from, any entity referred to in this report.
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Special additional Regulations for the United States of America:

This report and any recommendation (including any opinion, projection, forecast or estimate; hereinafter referred to as
"Report” or "Document”) contained herein have been prepared by Global Menkul Dederler A.S. or any of its affiliated
companies (Global Menkul Dederler A.S shall hereinafter be referred to as “GMD”) and are distributed in the United
States by RB International Markets (USA) LLC ("RBIM”), a broker-dealer registered with FINRA® and Raiffeisen
Centrobank AG (a non-US affiliate of RBIM). This Report constitutes the current judgment of the author as of the date of
this Report and is subject to change without notice. GMD and/or its employees have no obligation to update, modify or
amend or otherwise notify a recipient of this Report if the information or recommendation stated herein changes or
subsequently becomes inaccurate. The frequency of subsequent reports, if any, remains in the discretion of the author
and GMD. This Report was prepared outside the United States by one or more analysts who may not have been subject
to rules regarding the preparation of reports and the independence of research analysts comparable to those in effect in
the United States. The analyst or analysts who prepared this research Report (i) are not registered or qualified as
research analysts with the Financial Industry Regulatory Authority ("FINRA") in the United States, and (i) are not
allowed to be associated persons of RBIM and are therefore not subject to FINRA regulations, including regulations
related to the conduct or independence of research analysts.

GMD’s Rating and Risk Classification System (please consider the definition given before)

This Report does not constitute an offer to purchase or sell securities and neither shall this Report nor anything
contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. The
information contained herein is not a complete analysis of every material fact regarding the respective company,
industry or security. This Report may contain forward-looking statements, which involve risks and uncertainties, does not
guarantee future performances whatsoever and is, accordingly, subject to change. Though the information and opinions
contained in this Report are based on sources believed to be reliable, neither GMD nor Raiffeisen Centrobank AG nor
RBIM has independently verified the facts, assumptions and estimates contained in this report. Accordingly, no
representation or warranty, expressed or implied, is made to, and reliance should not be placed on, the fairness,
accuracy, completeness or correctness of the information and opinions contained in this Report. Although the opinions
and estimates stated reflect the current judgment of Raiffeisen Centrobank AG and RBIM, opinions and estimates are
subject to change without notice. This Report is being furnished to you for informational purposes only and investors
should consider this Report as only a single factor in making their investment decision. Investors must make their own
determination of the appropriateness of an investment in any securities referred to in this Report based on the tax, or
other considerations applicable to such investor and its own investment strategy.

Investment Risks

Investments in securities generally involve various and numerous risks and may even result in the complete loss of the
invested capital. This Report does not take into account the investment objectives, financial situation or particular needs
of any specific client of RBIM. Before making an investment decision on the basis of this Report, the recipients of this
Report should consider whether this Report or any information contained herein are appropriate or suitable with regard
to their own investment needs, objectives and suitability. Any recommendation contained in this Report may not be
suitable for all investors. Past performance of securities and other financial instruments are not indicative of future
performance. RBIM can be neither a price guarantor nor an insurer of market conditions.

Given the cyclical nature of this sector, consumer cyclicals can be regarded as very volatile. The main risks are the overall
health of the global economy as well as the macroeconomic conditions of the countries the companies operate in. This
also includes currency, interest rate and political risks. In addition, fashion trends and brand perception by consumers
and changes of consumer behavior are among sector specific risks. Changes in the regulatory environment may limit the
scope and profitability of the business and require additional expenditures or capital. Finally, given the volatility of input
and product prices and the high capital intensity of this industry, it is crucial to evaluate counterparty risk to mitigate
default risk.

This Report may cover numerous securities, some of which may not be qualified for sale in certain states and may
therefore not be offered to investors in such states. This Document should not be construed as providing investment
advice. Investing in non-U.S. securities, including ADRs, involves significant risks such as fluctuation of exchange rates
that may have adverse effects on the value or price of income derived from the security. Securities of some foreign
companies may be less liquid and prices more volatile than securities of U.S. companies. Securities of non-U.S. issuers
may not be registered with or subject to Securities and Exchange Commission reporting requirements, therefore,
information regarding such issuers may be limited. Securities which are not registered in the United States may not be
offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S
under the Securities Act of 1933 [the “Securities Act”]), except pursuant to an exemption under the Securities Act. This
Report and the contents therein are the copyright product, and property of, RBIM or Raiffeisen Centrobank AG. It is
intended solely for those to whom RBIM directly distributes this Report. Any reproduction, republication dissemination,
and/or other use of this Report by any recipient of it, or by any third party, without the express written consent of RBIM,
is strictly prohibited.

U.S. persons receiving the research and wishing to effect any transactions in any security discussed in the Report
should do so through RBIM, and not the issuer of the research. RBIM can be reached at 17133 Avenue of the
Americas, 16th Floor, New York, NY 10036, 212-600-2588.

GMD is a stock corporation, incorporated under the laws of the Republic of Turkey and, headquartered at Blylikdere
Caddesi Tekfen Tower No:209 Kat:6 Levent Sisli/Istanbul, Turkey, with a share capital of 40.000.000,00-TL, registered
at [stanbul Trade Registry. Global Menkul Dederler A.S “Global Securities” is a leading financial services firm and an
investment bank in Turkey established in 1990, providing a full range of corporate finance advisory, sales &
trading, and equity research services with 142 people in its offices throughout Turkey. The shares of Global are or
are listed on Borsa Istanbul.

Responsible supervisory authorities of GMD:
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Capital Markets Board (CMB)

Disclosure Aspects

The following disclosures apply to the security when stated under the applicable disclosures section
(Global Menkul Degerler A.S hereinafter referred to as “GMD"):

1. GMD, or an affiliate, has acted as manager, co-manager, or underwriting participant of a public offering for this
company in the past 12 months.

2. GMD or an affiliate, has performed investment banking, capital markets, or other comparable services for this
company or its officers in the past 12 months.

3. GMD, or an affiliate, expects to receive or intends to seek compensation for investment banking services from the
subject company in the next 3 months.

4. Securities, or derivatives thereof, of this company are owned either directly by the securities analyst or an affiliate,
covering the stock, or a member of his/her team, or indirectly by the household family members.

5. An officer, or a household family member of an officer, of GMD or an affiliate, is a director or an officer of the
company.

6. GMD, or an affiliate, beneficially owns 1% or more of any class of this company(ies) common equity.

Applicable disclosures No Disclosure

© 2017 Global Menkul Degerler A.S.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any
form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior consent of

Global Menkul Degerler A.S.
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