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Comment: Bottom-line meets expectations, but EBITDA margin beats estimates

v’ Selcuk Ecza posted net income of TRY50mn in 3Q15, in line with our own estimate and the consensus estimate of TRY49mn. In
short, Selcuk Ecza’s revenues benefited from the strong growth in the pharmaceutical market (the market grew by 11.7% YoY
in value in 3Q15) as well as its higher market share in value (which rose to 40.6% in 3Q15, up from 39.3% in 3Q14), while
profitability improved QoQ thanks to the hike in drug prices.

Key Highlight: Solid top-line growth; gross margin supported by hike in drug prices

v Revenues rose by 12% YoY (down 5% QoQ) to reach TRY1,758mn, lower than both our own estimate (TRY1,870mn) and the
consensus estimate (TRY1,842mn), as revenue growth was fuelled by a solid 11.7% YoY growth in the pharmaceutical market
(in value terms) in 3Q15 and Selcuk’s higher market share of 40.6% in 3Q15, compared to 39.3% in 3Q14.

v Although the share of bonuses in gross revenues dropped from 1.4% in 3Q14 to 1.1% in 3Q15, as Selcuk Ecza paid for its bid to
increase market share by offering higher discounts to pharmacies, its gross margin increased by 0.9pps YoY to 7.7% in 3Q15.
Accordingly, the gross margin was the best third quarter reading since 3Q13. Note that from 3Q15, drug prices started to be
converted to TRY at an exchange rate equal to 70% of last 12 month average EUR/TRY spot rate. This new reference pricing
mechanism led to an increase in drug prices, supporting Selcuk’s gross profit in 3Q15. Meanwhile, the company’s op-
ex/revenues ratio remained stable YoY at 4.8% in 3Q15.

v’ Selcuk’s net cash position rose by 38% QoQ to TRY196mn by the end of 3Q15, thanks to strong EBITDA generation. Moreover,
Selcuk’s working capital increased slightly by 4.6% YoY to TRY1,035mn in 3Q15, while the working capital of revenues (trailing)
stood at 14.5% in 3Q15 compared to 15.8% in 2014.

v" All'in all, we have revised up our 12-month TP from TRY2.40 to TRY2.50/share on the back of the better than expected margin
performance in 3Q15. However, we believe most of the positives have been reflected to the share price, which has had a good
run so far this year, outperforming the BIST-100 by 22%. Going forward, we also think the double digit growth in the market is
unsustainable, given that the state is the biggest buyer of pharmaceuticals in Turkey with a c.90% share through the Social
Security Institution and the Ministry of Health. We therefore maintain our “Underperform” rating for Selcuk Ecza.

Key P&L items, TRYmn 3Q15 3Q14 YoY Ch. 2Q15 QoQ chg. 9M15 IMm14 YoY Chg.
Revenues 1,758 1,574 12% 1,860 -5% 5,433 4,700 16%
Gross Profit 136 108 26% 125 9% 388 340 14%
Gross marg. 7.7% 6.8% 6.7% 7.1% 7.2%

EBITDA 56 37 51% 41 37% 144 128 13%
EBITDA marg. 3.2% 2.4% 2.2% 2.7% 2.7%

Net Profit 50 34 46% 49 3% 146 128 14%
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Key B/S and CFS items,

TRYmn 3Q15 2Q15 1Q15 4Q14 3Q14
Net debt -196 -142 -164 -218 -186
FX position 0 1 0 0 1
OP. cash flow 86 48 -18 60 31
Free cash flow 54 16 -54 32 -7
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DISCLAIMER

This report has been prepared by Ak Investment (Ak Yatirim Menkul Degerler A.S.) by using the information and data
obtained from sources which are reasonably believed to be trustworthy. The statements indicated in the report should
not be assumed to be sales or purchase offers under any circumstances. Ak Investment does not guarantee that the
information contained is true, accurate and unchangeable. Thus, the readers are advised to have the accuracy of the
information contained confirmed before acting by relying on such information and the readers shall bear the
responsibility of the decisions taken by relying thereon. Ak Investment shall not in any case be responsible for
incompleteness and inaccuracy of the information. Furthermore, the personnel and consultants of Ak Investment and
Akbank shall not have any responsibility in any case for direct or indirect damage caused by such information.
Moreover, Ak Investment shall not be held liable for any damage to the hardware or software of the receiver caused
by a virus, detected transfer or any other technical reason in case of the receipt of the reports via internet or through
e-mail.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Ak Yatirim Menkul Degerler A.S. (“AK INVESTMENT”), a company authorized to
engage in securities activities in Turkey. AK INVESTMENT 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 Rosenblatt Securities
Inc, 20 Broad Street 26th Floor, New York NY 10005, a registered broker dealer in the United States. Under no
circumstances should any recipient of this research report effect any transaction to buy or sell securities or related
financial instruments through AK INVESTMENT. Rosenblatt Securities Inc. accepts 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 Rosenblatt Securities Inc.
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.

Ownership and Material Conflicts of Interest

Rosenblatt Securities Inc. or its affiliates does not ‘beneficially own,” as determined in accordance with Section 13(d) of
the Exchange Act, 1% or more of any of the equity securities mentioned in the report. Rosenblatt Securities Inc, its
affiliates and/or their respective officers, directors or employees may have interests, or long or short positions, and
may at any time make purchases or sales as a principal or agent of the securities referred to herein. Rosenblatt
Securities Inc. is not aware of any material conflict of interest as of the date of this publication

Compensation and Investment Banking Activities

Rosenblatt Securities Inc. or any affiliate has not managed or co-managed a public offering of securities for the subject
company in the past 12 months, nor received compensation for investment banking services from the subject
company in the past 12 months, neither does it or any affiliate expect to receive, or intends to seek compensation for
investment banking services from the subject company in the next 3 months.
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Additional Disclosures

This research report is for distribution only under such circumstances as may be permitted by applicable law. This
research report has no regard to the specific investment objectives, financial situation or particular needs of any
specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete
statement or summary of any securities, markets, reports or developments referred to in this research report. Neither
AK INVESTMENT nor any of its directors, officers, employees or agents shall have any liability, however arising, for any
error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this research report’s
preparation or publication, or any losses or damages which may arise from the use of this research report.

AK INVESTMENT may rely on information barriers, such as “Chinese Walls” to control the flow of information within
the areas, units, divisions, groups, or affiliates of AK INVESTMENT.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report
may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the
regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and
regulatory requirements comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research
report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a
positive or adverse effect on the value of or income from such securities or related financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or
implied, is made by AK INVESTMENT with respect to future performance. Income from investments may fluctuate.
The price or value of the investments to which this research report relates, either directly or indirectly, may fall or rise
against the interest of investors. Any recommendation or opinion contained in this research report may become
outdated as a consequence of changes in the environment in which the issuer of the securities under analysis
operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means
without the prior consent of AK INVESTMENT and AK INVESTMENT accepts no liability whatsoever for the actions of
third parties in this respect.



