CONFERECE CALL NOTES 4Q17

Turkey | Banks | 26 February 2018

Albaraka Turk

FY17 ROAE on the lower end

Albaraka Turk posted TRY96mn net income (+877.4% QoQ, +147.7% YoY,
+8.95% YtD) in its Q4 bank only financials on February 21st. Earnings came out
at 20.0% and 12.0% above our call of TRY80mn and consensus estimate of
TRY86mn, respectively. In 4Q17, earnings encountered a major expansion on
the back of i) base effect from TRY10mn NI in 3Q17, ii) remarkable NIl (+39.5%
QoQ, +37.3% YoY, +23.9% YtD), iii) strong fee generation (+11.4% QoQ), iv)
improved trading line (+138.0% QoQ), v) eased provisions expense (-18.0%
QoQ), and vi) increased other income contribution (+71.2% QoQ). Further NI
outperformance was however prevented through i) OPEX hiked by 29.6%
QoQ in the quarter. Reported and trade adjusted NIM improved by impressive
114bps and 128bps QoQ to 4.34% and 4.57%, respectively. The expansion in
NIl was mainly led by, i) accelerated interest income from loans (+25.5% QoQ)
on the back of finalized JVP sales in the quarter, ii) increased securities
income (+21.8% QoQ) and iii) relatively softer deposit and funds borrowed
cost evolution at 10.5% and 16.6% QoQ, respectively. Net additions to NPL
remained flattish at TRY55mn (3Q17: TR52mn), while TRY139mn worth of NPL
write-offs were booked in the quarter. As a result, the NPL ratio improved by
another 70bps QoQ to 4.82% in Q4. Sizeable JVP sales and favourable base
effect from Q3 led to major ROAE expansion of 14.1pps QoQ to 15.78%, which
kept FY17 data print flat at 9.96%. Capital adequacy slightly declined by 31bps
QoQ to 17.06% owing to RWA expansion and TRY weakness in Q4. All told,
we increase FV to TRY1.50 from TRY1.40, with HOLD rating unchanged.

Management held a conference call on Friday, February 23°

Reduced JVPs should take its toll on NIM... The bank has been involved in
construction segment through JV projects over the last few years. The
management restated that a gradual reduction of real-estate exposure is on
the agenda. The bank expects c.40bps YoY contraction on NIM for 2018E
mostly due to JVP contribution losing momentum in the forthcoming period.
The management’s targets c.17% and c.15% YoY growth for loan and deposit
portfolios, respectively for 2018E.

Asset quality: Gradual improvement should continue.. The management
expects continuation of the gradual improvement in asset quality figures. The
improvement should likely to originate from the deceleration in new inflows
and the pick-up in collections. The bank targets further improvement for the
NPL ratio (FY17: 4.82%) towards 4.6% levels for FY18E. From the provisional
perspective, aging of the NPL portfolio has been mostly completed and the
worst has already weighed on bottom-line through sizeable specific provisions
booked over the last period. Going forward, the combination of reduced aging
related hurdles and expectations of improved net inflows should noticeably
relieve the provisions account.

FY18 bottom-line optimistic... The FY17 net earnings remained below the
previously communicated year-end target of c.TRY300mn with bottom line
actualizing at TRY237mn. For 2018E, despite smaller JVP presence, with
strong volume expansion and eased provisional burdens the management
targets high double digit expansion for the bottom-line.

Tier | Sukuk issuance completed in 1Q18... The bank has completed issuance
of USD205mn Basel Il compliant Tier | Sukuk notes on February 22" with no
maturity (perpetuity) and profit share rate of 10.0%. The issuance should
boost the bank’s 4Q17 CAR and CET1 figures of 9.81% and 13.46% by 342bps
each to 13.23% and 16.88%, respectively.

Bottom-line: Increasing our FV estimate to TRY1.50 with HOLD
recommendation unchanged... ROAE performance, @ c.10%, in FY17 is not
encouraging. We however make upward revision to our FV estimate given
enthusiastic expectations highlighted by the management, improved solvency
figures and comparably attractive valuation dynamics. All told, we increase our
FV to TRY150 from TRY1.40 with HOLD rating unchanged, offering 6%
downside potential at current valuations. Note that ALBRK trades at 2018E
P/BV of 0.48x against the banking sector average of 0.81x going into publication.
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Exhibit 1: Summary balance sheet (TLmn)

(BRSA Solo) 12M16 3M17 6M17 oM17 12M17 (@lo]e] YoY Ytd
Cash and central bank 4,999 4,280 5,009 5,215 5,757 10.4% 15.2% 15.2%
Banks 2,158 2,325 2,098 1,250 1,51 20.9% -30.0% -30.0%
Money markets 0 0 0 0 0 n/a n/a n/a
Leasing receivables 879 838 839 840 841 0.1% -4.4% -4.4%
Security portfolio 2,17 2,598 3,253 2,828 2,876 1.7% 35.8% 35.8%
Trading 66 557 979 989 994 0.5% n/a n/a
Available for sale 1,383 1,428 1,649 1,330 1,349 1.4% -2.4% -2.4%
Held to maturity 669 612 625 509 533 4.7% -20.3% -20.3%
Loans, net 21,843 22,054 22,M 22,981 24,456 6.4% 12.0% 12.0%
Performing loans 21,316 21,418 21,465 22,396 23,943 6.9% 12.3% 12.3%
TL loans 16,921 16,437 16,127 16,805 17,822 6.1% 5.3% 5.3%
FC loans 4,394 4,981 5,338 5,591 6,121 9.5% 39.3% 39.3%
Non-performing loans 1,106 1,323 1,425 1,309 1,213 -7.4% 9.6% 9.6%
Provisioning for NPL 579 687 778 725 699 -3.5% 20.9% 20.9%
Total assets 32,851 33,021 34,217 33,827 36,229 7.1% 10.3% 10.3%
Deposits 23,155 23,668 23,771 24,109 25,310 5.0% 9.3% 9.3%
TL deposits 12,557 12,523 12,390 12,719 13,248 4.2% 5.5% 5.5%
FC deposits 10,598 1,145 11,381 11,390 12,062 5.9% 13.8% 13.8%
Funds borrowed 4,424 4,281 5,060 4,723 5,412 14.6% 22.3% 22.3%
Money market borrowing 493 0 105 105 340 n/a -31.0% -31.0%
Shareholder’s equity 2,280 2,278 2,377 2,383 2,482 4.1% 8.9% 8.9%
Total liabilities 32,851 33,021 34,217 33,827 36,229 7.1% 10.3% 10.3%

Source: Bank financials, Global Securities

Exhibit 2: Balance sheet ratios

(BRSA Solo) 12M16 3M17 6M17 9M17 12M17
Securities/Assets 6.4% 7.9% 9.5% 8.4% 7.9%

Trading/Total securities 3.1% 21.4% 30.1% 35.0% 34.6%

AFS/Total securities 65.3% 55.0% 50.7% 47.0% 46.9%

HTM/Total securities 31.6% 23.6% 19.2% 18.0% 18.5%
Liguid assets/Total assets 28.2% 27.9% 30.3% 27.5% 28.0%
Loans/Assets 64.9% 64.9% 62.7% 66.2% 66.1%
LDR 92.1% 90.5% 90.3% 92.9% 94.6%
Deposit/Total assets 70.5% 71.7% 69.5% 71.3% 69.9%
Demand deposit/Deposits 23.5% 23.6% 24.3% 25.3% 24.1%
Funds borrowed/Total assets 13.5% 13.0% 14.8% 14.0% 14.9%
MM/Total assets 1.5% 0.0% 0.3% 0.3% 0.9%
Securities issued/Total assets 0.0% 0.0% 0.0% 0.0% 0.0%
Equity/Total assets 6.9% 6.9% 6.9% 7.0% 6.8%
Leverage 14.4 14.5 14.4 14.2 14.6
Free equity to assets 5.2% 5.2% 5.2% 5.3% 5.1%
IEA/IBL 107.2% 108.1% 108.7% 12.7% M.7%
IEA/Total assets 94.1% 89.9% 90.3% 92.4% 92.9%
CAR 13.5% 16.5% 16.9% 17.4% 17.1%
T 9.8% 9.7% 10.3% 10.4% 10.1%
CET1 9.8% 9.8% 10.2% 10.4% 10.1%

Source: Bank financials, Global Securities
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Exhibit 3: Summary P&L (TLmn)

(BRSA Solo) 4Q16
Participation income 583

Loans 516

Banks 0]

Securities 43
Participation expense 317

Deposits 222

Funds borrowed 83

Money market 12
Net participation income (NII) 267
Net fee and commission income 41
Dividend income (0]
Commercial profit gain/loss -7
Other operating income 75
Total operating income 376
Loan loss provisions 145
Other operating expense 189
Net operating income 42
Tax provision 4
Net profit 39

Source: Bank financials, Global Securities

Exhibit 4: Profitability ratios
(BRSA Solo)

ROAA

ROAE

NIM

Adjusted NIM

IEA yield (quarterly)

IBL cost (quarterly)

IEA-IBL spread (quarterly)

Securities yield

Loans yield

Deposits cost

Loans-deposits spread

Interest on loans/Total interest income
Interest on securities/Total interest income
Net interest income/Total operating income
Net fee income/Total operating income

Net fee income/Opex

Net fee income/Assets

Non-banking income/Total operating income
LLPs/Total operating income

Cost/Income ratio

Source: Bank financials, Global Securities

1Q17

633
555
1

51
314
228
76

318
38

29
378
138
194
46
10
36

2Q17

655
579
0
53
334
251
81

1
321
36

25
34
417
96
204
16
20
926

4Q16
0.5%
6.9%
3.6%
3.5%
8.1%
4.7%
3.4%
8.7%
10.2%
4.1%
6.1%
88.4%
7.3%
70.9%
10.8%
21.6%
0.5%
18.3%
38.6%
50.2%

3Q17

610
544
0
42
348
250
93

262
35

22
327
124
190
13

10

4Q17
761
683
0

51
395
277
109

366
39

19
37
461
102
246
14
18
96

1Q17
0.4%
6.3%
4.0%
3.9%
8.4%
4.5%
3.9%
8.6%
10.4%
3.9%
6.5%
87.7%
8.0%
84.1%
10.0%
19.5%
0.5%
5.9%
36.5%
51.3%

QoQ YoY
24.7% 30.4%
25.5% 32.3%

32% -54.2%

21.8% 19.7%
13.5% 24.6%
10.5% 24.8%
16.6% 30.8%
420.7%  -21.4%

39.5% 37.3%
11.4% -3.6%
n/a n/a
138.0% n/a
71.2% -51.1%
41.0% 22.7%
-18.0% -29.7%
29.6% 30.3%
767.8% 168.7%

438.4% n/a
877.4% 147.7%

2Q17
1.1%
16.4%
4.0%
4.3%
8.6%
4.8%
3.9%
7.3%
10.8%
4.2%
6.6%
88.3%
8.1%
77.1%
8.7%
17.7%
0.4%
14.2%
23.2%
49.0%

12M16

2219
1965
1

160
195
870
266
56
1024
146
(0]

45
158
1372
372
736
264
46
218

3Q17
0.1%
1.7%
3.2%
3.3%
7.9%
5.0%
2.9%
5.5%
9.9%
4.2%
5.7%
89.2%
6.9%
80.2%
10.8%
18.6%
0.4%
9.1%
38.0%
58.0%

12M17 YoY
2659 19.8%
2360 20.1%
1 681%
197 23.4%
1391 16.4%
1006 15.7%
358 34.8%
14 -74.6%
1268 23.9%
148 1.7%
0 n/a
45 0.5%
122 -22.5%
1584 15.4%
461 23.8%
834 13.3%
289 9.4%
52 1.7%
237 9.0%
4Q17

1.1%

15.8%

4.3%

4.6%

9.4%

5.5%

3.9%

7.2%

11.8%

4.5%

7.3%

89.7%

6.7%

79.3%

8.5%

16.0%

0.4%

12.2%

22.1%
53.3%
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Exhibit 5: Publication schedule

Date Publication

10.05.2018 1Q18 Earnings release
09.08.2018 2Q18 Earnings release

Exhibit 6: Recommendation history

12.31.2010 (Initiation date) Target Price Prev. Day's close

03.11.2017 Hold 1.40 1.27 10.2%
07.08.2017 Hold 1.56 1.49 4.7%
07.11.2016 Hold 1.30 1.1 17.6%

Exhibit 7: Coverage universe recommendation overview

Buy Hold Reduce Sell U/R
Universe 19 20 1 1 (¢}
Universe % 46% 49% 2% 2% 0%
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Date of completion of this report: 26.02.2018 13:15 UTC+3
Date of email-distribution of this report: 26.02.2018 13:20 UTC+3

Explanation of Rating System

12-MONTH RATING DEFINITION

BUY: Buy stocks are expected to have a total return of at least 15% 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 15% 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

I, Kerem Mimaroglu, hereby certify that the views expressed in this research report accurately reflect my personal views
about the market and, in conjunction with the named analysts, the subject securities and issuers. | also certify that no
part of my 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.

C: Page 5 of 7



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 Degerler A.S. or any of its affiliated
companies (Global Menkul Degerler 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 the banking sector, banking can be one of the most volatile industries within the financial
sector. However, also other financial companies (insurances, stock exchanges, asset management operations) can be
regarded as 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. The risk
of natural catastrophes and investment related risks are among industry specific risks. In addition, changes in the
regulatory environment may limit the scope and profitability of the business and require additional expenditures or
capital. Finally, given the volatility in asset prices, currencies and interest rates, 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 ADRSs, 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 1133 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 Yesilce Mah.
Eski Buyukdere Cad. No: 65 Kat: 1 34418 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 listed
on Borsa Istanbul.
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Responsible supervisory authorities of GMD:

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

© 2018 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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