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Net income realized parallel with expectations

Prices are as of 07/Nov

Isbank released TRY1,238mn solo net income in 3Q18, in-line with the

market consensus of TRY1,209mn (YKY est: TRY1,194mn). Net Targetlf’nce 4.87

income declined by 19% g/q and increased by 2% yly. Cumulative Last Price . 4.25

earnings growth realized at 7% y/y in 9M18 vs. 9% in 6M18. Quarterly R.eturn Potential 15%

ROTE realized at 16.8% in 3Q vs. 20.4% in 2Q. Ticker ISCTR

Additional CPI-linker interest income, strong subsidiaries income and Market Cap. (TLmn) 19,125

provision release were key contributors of 3Q earnings. Moreover, we Free Float 31%

observe that spread contraction in TRY loan-time deposits remained ~ Outstanding Shares (mn) 4,500

relatively limited compared to its major peers. On the other hand, heavy ~ 3-Month Avg. Trading Vol. (TLmn) 271

provision costs, led by IFRS model revision and NPL inflows, weighed

on earnings. Management revised their initial year-end NPL ratio Price Performance M 3M 12M

expectation up from 3% to 4.5-5% level. BIST100 96,087 96,974 111,895

) Share Price (TL) 4.2 5.0 6.7

We gxpect the results to have negtral impact on share performa_nce as Absolute Return (%) 4.7 152 36.2

net lncome met market gxpectatlons. We keep our HOLD rating for Relative Return (%) 4.0 139 2592

Isbank with a target price of TRY4.87/sh. According to our ‘“19E

estimates, Isbank trades at 3.2x P/E and 0.4x P/BV. Price Chart

3Q18 performance highlights: 100 - 1o

e Net interest margin improved by 45bps g/q while swap adjusted 80 J
NIM remained flat g/q at 4.0%. TRY loan-to-deposit spread s A, - 10
contracted by 8lbps g/q whereas FC loan-to-deposit spread 60 1 - M“-\" L 08
improved by 75bps q/q. 40 VA

e  CPlI-linkers contributed around TRY321mn to the Bank’s revenues 20 | — ISCTR L 06
g/q. Management guided around TRY1.35bn CPI-linker revenues Rel. To BIST100 (rhs)
in 4Q18, _ | | N

e Fee income growth improved to 37% y/y in 3Q18 from 30% in DRI T T TL TS
2Q18. OPEX growth pace declined to 12% yly from 14% in 2Q18, 8§238885258532388
due to subdued growth in HR costs.

e Income from subsidiaries increased by 35% q/q, driven by TLmn 2016 2017 2018E 2019E
currency gains of its non-financial subsidiaries. Tax expense Net Income 4701 5308 5690 50919
realized negative, as mainly a result of subsidiary income. growth 53% 13% 7% 4%

e Isbank, reversed TRY150mn worth of discretionary provision, due Book Value 35961 42,984 47430 52,779
to eliminate additional provision impact. growth 12% 20% 10% 11%

e Isbank's NPL ratio increased by 65bps q/q to 3.4%. NPL
provisioning ratio dropped to 58% from 66%. Valuation Metrics

e Total net CoR jumped to 405bps in 3Q18 from 180bps in 2Q18, ROAE 13.8% 13.4% 126% 11.8%
driven by both NPL origination and IFRS model revision. Stage 2 ROAA 16% 1.6% 13% 1.1%
loans’ share in total increased to 10.4% from 8.7%. P/E 4.1x 3.6x 3.4x 3.2x

e Without regulatory forbearance measures, Isbank’s CAR and Tier- P/BV 0.5x 0.4x 0.4x 0.4x
1 ratio stand at 14.4% and 11.5%, respectively. Dividend Yield 59% 57% 30% 4.6%
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Parent-Only Financials - Isbank - TRYmn

P&L 3Q17 2Q18 3Q18 A QoQ A YoY
Interest Income 7,107 8,814 11,148 26% 57%
Interest Expense 3,887 4,564 6,108 34% 57%

Net Interest Income 3,219 4,251 5,040 19% 57%

NIM 4.0% 4.8% 5.2% 0.5% 1.2%
Adjusted NIM* 4.0% 4.0% 4.0% 0.0% -0.1%

Fee Income 821 1,066 1,123 5% 37%

Trading & FX Gains/Losses -452 -769 -1,230 60% 172%

Other Income 284 377 228 -40% -20%

Income from subs. 0 669 902 35% n.m.

Total Revenues 3,967 5,596 6,064 8% 53%

Provisions 612 1,604 2,811 75% 360%

OPEX 1,828 2,183 2,045 -6% 12%

Profit Before Tax 1,527 1,809 1,208 -33% -21%
Tax Expense 310 280 -31 -111% -110%

Net Income 1,216 1,528 1,238 -19% 2%

B/S 3Q17 20Q18 3Q18 A QoQ A YoY

Total Assets 346,437 398,337 444,331 12% 28%

Loans 229,516 261,041 291,273 12% 27%

TRY 143,022 151,988 152,111 0% 6%

FX (US$) 24,350 23,912 23,232 -3% -5%
Securities 56,237 62,144 67,280 8% 20%
Deposits 193,965 219,100 243,037 11% 25%
TRY 93,152 97,783 100,298 3% 8%

FX (US$) 28,381 26,600 23,829 -10% -16%
Demand Deposit / Total Deposit 26.4% 27.0% 26.8% 0% 0%

Repo Funding 25,078 25,425 25,292 -1% 1%

Funds Borrowed 32,673 45,462 50,300 11% 54%

Shareholders' Equity 40,942 45,074 46,591 3% 14%

* Adjusted with respect to swap gains/losses

Key Ratios
ROE

ROA
Leverage

Cost / Total Income
NIl / Total Income
Fee Income / Total Income

TRY Loan Yields
Cost of TRY Deposits
TRY Loan-Deposit Spread

FC Loan Yields
Cost of FC Deposits
FC Loan-Deposit Spread

Total Loans-to-Deposits
TRY Loans-to-Deposits
FC Loans-to-Deposits

NPL Ratio
NPL Coverage
Total Gross Provisions / Total Loans

CAR
Tier-1 Ratio

3Q17
12.0%
1.4%
8.5x

46%
81%
21%

12.9%
9.3%
3.6%

5.5%
1.4%
4.2%

118%
154%
86%

2.43%
84.4%
1.0%

17.0%
14.1%

2Q18
13.6%
1.6%
8.8x

39%
76%
19%

14.1%
9.0%
5.2%

6.8%
1.5%
5.4%

119%
155%
90%

2.74%
65.8%
2.3%

15.9%
13.1%

3Q18 A QoQ
10.8% -2.8%
1.2% -0.4%
9.5x
34% -5.3%
83% 7.1%
19% -0.5%
16.8% 2.7%
11.6% 2.6%
5.2% 0.0%
8.0% 1.2%
1.7% 0.3%
6.3% 0.9%
120% 0.7%
152% -3.8%
97% 7.6%
3.40% 0.7%
57.5% -8.3%
4.3% 2.0%
17.4% 1.5%
14.3% 1.2%

A YoY
-1.2%
-0.2%

-12.4%
1.9%
-2.2%

3.9%
2.3%
1.6%

2.5%
0.4%
2.1%

1.5%
-1.9%
11.7%

1.0%
-26.9%
3.3%

0.4%
0.2%

Source: Company Data, YKY Research



Research Rating and Important Disclosures
1. Important Disclosures

This research report was prepared by Yapi Kredi Yatirim authorized to engage in securities activities in Turkey amongst
other jurisdictions. Yapi Kredi Yatirim is not a registered broker-dealer in the United States and, therefore, is not subject to
U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report
is provided for distribution to “major U.S. institutional investors” in reliance on the exemption from registration provided by
Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial
instruments based on the information provided in this research report should do so only through Kepler Capital Markets,
Inc. ("KCM”), a registered broker-dealer in the United States located at 600 Lexington Avenue, New York, NY 10022;
Compliance Department (212) 710-7625; Trading Desk: 212-710-7602; www.keplercheuvreux.com. Yapi Kredi Yatirim
maintains a Rule 15a-6 agreement with KCM. Under no circumstances should any (U.S. based) recipient of this research
report effect any transaction to buy or sell securities or related financial instruments through Yapi Kredi Yatirim.

KCM may accept responsibility for the contents of this research report, subject to the terms set out below, to the extent
that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the
Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of KCM and, therefore, may not
be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances
and trading securities held by a research analyst account.

A. Analyst Disclosures

The functional job title of the person(s) responsible for the recommendations contained in this report is Equity Research
Analyst unless otherwise stated on the cover.

Regulation AC: Analyst Certification: Each Equity Research Analyst(s) listed on the front-page of this report, principally
responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the equity
research analyst covers in this research report, all of the views expressed in this research report accurately reflect their
personal views about those issuer(s) or securities. Each Equity Research Analyst(s) also certifies that no part of their
compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by
that equity research analyst in this research report. Each Equity Research Analyst certifies that he/she is acting
independently and impartially from the referenced company/shareholders, directors and is not affected by any current or
potential conflict of interest that may arise from any the companies’ activities.

Analyst Compensation: The research analyst(s) primarily responsible for the preparation of the content of the research
report attest that no part of the analyst'(s) compensation was, is or will be, directly or indirectly, related to the specific
recommendations expressed by the research analyst’s(s’) in the research report. The research analyst’(s) compensation
is, however, determined by the overall economic performance of Yapi Kredi Yatirim.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are
employees of Yapi Kredi Yatirim. Equity Research Analysts employed by Yapi Kredi Yatirim, are not registered/qualified
as research analysts under FINRA/NYSE rules, may not be associated persons of a U.S. registered broker-dealer and
may not be subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies,
public appearances, and trading securities held by a research analyst account.

Please refer to www.yky.com for further information relating to research and conflict of interest management.
2. Additional Disclosures/Disclaimers
A. Additional Disclosures
This product is not for retail clients or private individuals. The information contained in this publication was obtained from

various publicly available sources believed to be reliable, but has not been independently verified by Yapi Kredi Yatirim.
Yapi Kredi Yatirim does not warrant the completeness or accuracy of such information and does not accept any liability



with respect to the accuracy or completeness of such information, except to the extent required by applicable law. This
publication is a brief summary and does not purport to contain all available information on the subjects covered. Further
information may be available on request. This report may not be reproduced for further publication unless the source is
quoted. This publication is for information purposes only and shall not be construed as an offer or solicitation for the
subscription or purchase or sale of any securities, or as an invitation, inducement or intermediation for the sale,
subscription or purchase of any securities, or for engaging in any other transaction. This publication is not for private
individuals.

Any opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high
degree of expertise. They reflect only the current views of the author at the date of this report and are subject to change
without notice. Yapi Kredi Yatirim has no obligation to update, modify or amend this publication or to otherwise notify a
reader or recipient of this publication in the event that any matter, opinion, projection, forecast or estimate contained
herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. The analysis,
opinions, projections, forecasts and estimates expressed in this report were in no way affected or influenced by the
issuer. The author of this publication benefits financially from the overall success of Yapi Kredi Yatirim.

The investments referred to in this publication may not be suitable for all recipients. Recipients are urged to base their
investment decisions upon their own appropriate investigations that they deem necessary. Any loss or other consequence
arising from the use of the material contained in this publication shall be the sole and exclusive responsibility of the
investor and Yapi Kredi Yatirim accepts no liability for any such loss or consequence. In the event of any doubt about any
investment, recipients should contact their own investment, legal and/or tax advisers to seek advice regarding the
appropriateness of investing. Some of the investments mentioned in this publication may not be readily liquid
investments. Consequently it may be difficult to sell or realize such investments. The past is not necessarily a guide to
future performance of an investment. The value of investments and the income derived from them may fall as well as rise
and investors may not get back the amount invested. Some investments discussed in this publication may have a high
level of volatility. High volatility investments may experience sudden and large falls in their value which may cause losses.
International investing includes risks related to political and economic uncertainties of foreign countries, as well as
currency risk. To the extent permitted by applicable law, no liability whatsoever is accepted for any direct or
consequential loss, damages, costs or prejudices whatsoever arising from the use of this publication or its contents.

Yapi Kredi Yatirim (and its affiliates) has implemented reasonable written procedures designed to identify and manage
potential conflicts of interest that arise in connection with its research activities, which are available upon request. The
Yapi Kredi Yatirim research analysts and other staff involved in issuing and disseminating research reports operate
independently of Yapi Kredi Yatirim Investment Banking business. Information barriers and procedures are in place
between the research analysts and staff involved in securities trading for the account of Yapi Kredi Yatirim or clients to
ensure that price sensitive information is handled according to applicable laws and regulations.

B. Country and region disclosures

United States: This communication is only intended for, and will only be distributed to, persons residing in any
jurisdictions where such distribution or availability would not be contrary to local law or regulation. This communication
must not be acted upon or relied on by persons in any jurisdiction other than in accordance with local law or regulation
and where such person is an investment professional with the requisite sophistication to understand an investment in
such securities of the type communicated and assume the risks associated therewith. This communication is confidential
and is intended solely for the addressee. It is not to be forwarded to any other person or copied without the permission of
the sender. This communication is provided for information only. It is not a personal recommendation or an offer to sell
or a solicitation to buy the securities mentioned. Investors should obtain independent professional advice before making
an investment.

Notice to U.S. Investors: This material is not for distribution in the United States, except to “major US institutional
investors” as defined in SEC Rule 15a-6 ("Rule 15a-6"). Yapi Kredi Yatirim maintains a Rule 15a-6 “chaperoning
arrangement” with Kepler Capital Markets, Inc. ("KCM"), which enables this report to be furnished to certain U.S.
recipients in reliance on Rule 15a-6 through US Broker-Dealers registered under the U.S. Securities Exchange Act of
1934, as amended. Each U.S. recipient of this report represents and agrees, by virtue of its acceptance thereof, that it is
a "major U.S. institutional investor" (as such term is defined in Rule 15a-6) and that it understands the risks involved in
executing transactions in such securities. Any U.S. recipient of this report that wishes to discuss or receive additional
information regarding any security or issuer mentioned herein, or engages in any transaction to purchase or sell or solicit
or offer the purchase or sale of such securities, should contact a registered representative of the US Broker-Dealer that
provided the report. Under no circumstance should you direct orders to Yapi Kredi Yatirim. KCM is a broker-dealer
registered with the SEC, a member of FINRA and SIPC. You can reach KCM, at 600 Lexington Avenue, New York, NY



10022, phone (212) 710-7606; Equity trading: 212-710-7602. Further information is also available at
www.keplercapitalmarkets.com. You may obtain information about SIPC, including the SIPC brochure, by contacting
SIPC directly at 202-371-8300; website: http://www.sipc.org.

Nothing herein excludes or restricts any duty or liability to a customer that KCM has under applicable law. Investment
products provided by or through KCM are not insured by the Federal Deposit Insurance Corporation and are not deposits
or other obligations of any insured depository institution, may lose value and are not guaranteed by the entity that
published the research as disclosed on the front page and are not guaranteed by KCM. Investing in non-U.S. Securities
may entail certain risks. The securities referred to in this report and non-U.S. issuers may not be registered under the
U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to U.S. reporting and/or
other requirements. Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional
Buyers within the meaning of Rule 144A under the Securities Act. The information available about non-U.S. companies
may be limited, and non-U.S. companies are generally not subject to the same uniform auditing and reporting standards
as U.S. companies. Securities of some non-U.S. companies may not be as liquid as securities of comparable U.S.
companies. Securities discussed herein may be rated below investment grade and should therefore only be considered
for inclusion in accounts qualified for speculative investment.

Analysts employed by Yapi Kredi Yatirim, a non-U.S. broker-dealer, are not required to take the FINRA analyst licensing
examination. The information contained in this report is intended solely for certain "major U.S. institutional investors" and
may not be used or relied upon by any other person for any purpose. Such information is provided for informational
purposes only and does not constitute a solicitation to buy or an offer to sell any securities under the Securities Act of
1933, as amended, or under any other U.S. federal or state securities laws, rules or regulations. The investment
opportunities discussed in this report may be unsuitable for certain investors depending on their specific investment
objectives, risk tolerance and financial position.

In jurisdictions where KCM is not registered or licensed to trade in securities, or other financial products, transactions may
be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to jurisdiction and
which may require that a transaction be made in accordance with applicable exemptions from registration or licensing
requirements.

The information in this publication is based on sources believed to be reliable, but KCM does not make any
representation with respect to its completeness or accuracy. All opinions expressed herein reflect the author's judgment
at the original time of publication, without regard to the date on which you may receive such information, and are subject
to change without notice.

KCM or their affiliates may have issued other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. These publications reflect the different assumptions, views and analytical methods of
the analysts who prepared the report and Yapi Kredi Yatirim. Past performance should not be taken as an indication or
guarantee of future performance, and no representation or warranty, express or implied, is provided in relation to future
performance.

Other countries: Laws and regulations of other countries may also restrict the distribution of this report. Persons in
possession of this document should inform themselves about possible legal restrictions and observe them accordingly.

The investment information, comments and advices given herein are not part of investment advisory activity. Investment
advisory services are provided by authorized institutions to persons and entities privately by considering their risk and
return preferences. Whereas the comments and advices included herein are of general nature. Therefore, they may not
fit to your financial situation and risk and return preferences. For this reason, making an investment decision only by
relying on the information given herein may not give rise to results that fit your expectations. This document is not
addressed specifically to any particular individual or entity with similar financial situation, risk and return preferences.
There aren’t any promises or guarantees for providing a certain predetermined yield. All comments and advices are
based on predictions, estimates and price targets. Changes in market conditions in time may cause changes in
comments and advices in question. The extension and contents of investment instruments and transactions that are
suitable to you are determined according to appropriateness test result. Appropriateness test is conducted to determine
whether the customer has adequate knowledge and experience for understanding the risks of product or service, for the
purposes of assessing whether the product or service marketed by the investment firm or requested by the customer is fit
and proper for that customer. Any information, comment or advice herein, may not be compatible to your risk group and
return preferences determined by the appropriateness test. For this reason, making an investment decision without
determining your risk group and only by relying on the information given herein may not yield outcomes that fit to your



purpose, knowledge and experience. All information enclosed in this e-mail and document has been obtained from
sources believed to be reliable and accurate but which without further investigation cannot be warranted as to their
accuracy or completeness. For this reason, Yapi Kredi Yatinm Menkul Degerler A.S. cannot be held responsible for
incompleteness and inaccuracy of such information. It is possible that individuals employed by Yapi Kredi Yatirrm Menkul
Degerler A.S. elsewhere or affiliates of Yapi Kredi Yatirnnm Menkul Degerler A.S. may disagree with the recommendations
or opinions in this document. Unavoidable conflicts of interest that are based on reasonable causes, and relationships
that can affect objectivity may be borne between Yapi Kredi Yatirrm Menkul Degerler A.S. shareholders, employees and
parties directly or indirectly related to shareholders and employees and clients, due to market functioning. From time to
time, Yapi Kredi Yatinm Menkul Degerler A.S. and any of its directors, officers, employees or representatives, directly or
indirectly, may have positions or otherwise be interested in any transactions, in any securities, or in any commodities
mentioned. In case of such conflicts, Yapi Kredi Yatirrm Menkul Deg@erler A.S. shall act upon the Conflicts of Interest
Policy published on its website.This document is for the use of addressees only. It may not be copied or distributed to any
other individual without the written consent of Yapi Kredi Yatirnm Menkul Degerler A.S., or used for commercial purposes.





