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Turkey is
delivering China
& India type
growth

“Experts” have
underestimated
GDP and
earnings growth

Consensus
inflation
forecasts may
be too high

Banks’ 1st Q net
profits up 65%
YOY

Banks’ NPL
ratios are half of
EE average

We are not
selling yet...

*Turkstat, BRSA,
Central Bank
reports

Exceeding even the most bullish projections, TURKSTAT announced that the
Turkish GDP grew by 5% in the first quarter of 2017 after growing by 3.5% in
the last quarter of 2016. This places Turkey third behind only China and India
in regard to GDP growth.

Both private domestic consumption and public sector’s consumption
expenditures contributed strongly to the first quarter growth. It is worth noting
that exports grew by 10.6%, whereas imports grew by only 0.8% in 1Q17
contributing positively to overall GDP*.

In our stock valuation models, Mori uses 4% and 4.5% GDP growth projections
for 2017 and 2018, respectively, which is higher than IMF, World Bank, OECD
and street consensus projections. We believe a significant majority of both
domestic and international economic institutions and market economists have
significantly underestimated the dynamism in the Turkish economy. We
anticipate a number of upward revisions to 2017 price targets.

Another key area where we differ from the crowd is in expected interest rates
and cost of equity. We think the market is too pessimistic about future inflation
which is reflected in high short-term interest rates. We anticipate inflation to
trend down in the summer months and surprise on the downside compared to
the current market expectations by the end of 2017.

We increased our Turkish exposure at the beginning of 2017 primarily via
selective banking stocks based on attractive valuations and high-quality
balance sheets and earnings potential. The sector’s aggregate net profit
increased by 65% year-on-year in the first quarter of 2017, which significantly
beat projections. The earnings momentum in 2017 remains strong despite the
fact that the sector posted strong profits in 2016 (aggregate 44% increase in
Turkish lira terms and 30% in Euro terms).

Balance sheets are also strong with an average non-performing loans (NPL)
ratio of 3.2%* at the end of 2016. Turkish bank’s NPLs are about half of other
major Emerging European countries (excluding Greece where the official NPL
ratio stood at over 36%)*.

Short-term investors may be tempted to take profits as the Turkish banks we
follow have gained between 26% and 50% so far in 2017. However, we are still
bullish on a selective basis (namely Vakifbank and Halkbank), as our 12-24
month valuation for these stocks are too hard to ignore - both banks trade at
a price-to-book value of 0.7 times according to our in-house projections.

In summary, we now expect the market to revise growth and earnings
projections accordingly in light of the strong GDP figure. And if we are right,
the market will have to revise down the cost-of-equity (i.e. discount rates) later
in the year, which would give another boost to valuations.
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We believe that foreign economists do not fully understand and appreciate the dynamism of the
Turkish economy. Domestic economists are perhaps the most sceptical about their own countries. It
is, therefore, not surprising that the Turkish GDP growth of 5% in the first quarter of 2017 significantly
surpassed both international and local projections.

Turkish GDP Growth (Annual, %)
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Sources: Turkstat, Mori estimates

Accounting for a relatively low share of the economy (approximately 20% according to Turkstat), the
Turkish government’s main economic influence is to provide political and legislative stability. Mori’s
thesis is that Turkey will continue to grow above the average global growth rate going forward,
strengthened by the “Yes” vote in April 16th referendum that has eliminated the risk of struggling
coalition governments for the future. To remind investors, a majority of the Turkish public voted “Yes”
to a presidential system which is planned to be fully implemented at the next elections to be held in
2019. Thus, voters in the future will vote for electing the president and the MPs in the parliament.
Executive power is to be consolidated under the president, who will form his/her cabinet from outside
and not within the parliament. The president will be allowed to be elected for a maximum of two
terms going forward, as well. Historically, Turkey’s GDP growth has benefited from strong, unified
governments. Despite the unfortunate domestic and geopolitical events that took place in 2016, the
economy still managed to grow 2.9% in 2016 and the growth momentum increased further in 2017.
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Turkish GDP Growth (Quarterly, %)
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Sources: Turkstat, Mori estimates

Mori has expressed its view on Turkey by increasing its exposure to Turkish stocks, primarily banking
names. We believe Turkish banks are among the best managed banks in Emerging Europe, leveraging
the sector’s use of state-of-the-art technology giving them superior efficiency and cost control
benefits.

Despite a challenging economic environment in 2016, Turkish banks still managed to increase
aggregate net profits by 30% in Euro terms. During the same period, banking stocks were sold-off with
BIST Banking Index declining 7% in Euro terms on the back of several terror attacks, the attempted
military coup, increased noise regarding the referendum and increased geopolitical risks of Turkey’s
neighbours. We, however, saw this as an opportunity to buy the banking stocks we liked significantly
below their book values.
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Turkish banks’ balance sheets are also strong with non-performing loans accounting for 3.2% of the
total. As shown in the table below the NPL ratio is the lowest compared to other major Emerging
European countries.

Banking Sector in Emerging Europe

End-2016 Turkey Russia Cz.Republic Poland Hungary Greece
Total Banking Assets/GDP 105.4% 93.2% 127.6% 92.8% 102.8% 200.1%
Total Loans/T otal Deposits 119.3% 83.0% 78.3% 98.4% 74.6% 131.6%
Total Assets/T otal Equity 909.5% 929.7% 880.7% 931.0% 949.1% 946.9%
NPL (overdue) Ratio 3.2% 6.7% 4.8% 5.1% 71% 36.2%

Sources: Central Banks, BRSA, VTB Capital

The sector is well-capitalized with capital adequacy ratio standing at roughly 16%. While total loans-
to-deposits ratio have risen above 100% in the last couple of years, currently hovering around 120%,
we do not foresee a need for the banks to raise equity capital for the next 12-18 months to fund
further growth.
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Mori believes the current high risk-free interest rates and corresponding cost of equity (e.g. yield on
2-year benchmark Turkish government bond was 11% at the time of publication) are the primary
reason for relatively low multiples of the banking stocks. However, we think that the market is behind
the curve (as it has been with growth projections) with its inflation forecasts. We expect inflation to
start trending down later in the summer months and mostly likely finish the year below 9%. If correct,
we would expect multiples to revert to their historic averages, which would imply a potential 50%
upside for some of our bank holdings. Therefore, despite year-to-date price returns of 26-50%
depending on the banking stock, we believe the upside potential in some of the banking stocks that
we hold far exceeds the risk of a short-term correction.
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Sources: Various analyst reports, Mori estimates, based on share prices from Bloomberg as of June 14, 2017

Securities may not be offered or sold in the United States (US) absent registration with the US Securities and Exchange Commission or an
exemption from registration under the US Securities Act of 1933, as amended. Mori Capital Management has not registered, and does not
intend to register, any securities referenced herein in the US and does not intend to conduct a public offering of securities in the US.

Past performance is not a guide to future performance. The value of investments can fall as well as rise and you may get back less than what
you origlnally Invested. Where a fund invests in overseas currencies, changes in currency exchange rates may affect the value of your
investment. Investments in small and/or emerging markets can be more volatile than in other more developed markets.

The information contained in this document is neither an offer to sell nor a solicitation of an offer to purchase interests in the Fund, nor does
it represent a research report. Please consult your financial and tax advisers if you are considering investing in this Fund. For further
information, a copy of the KIID or a copy of the current Prospectus please contact Info@morl-capltal.com.

This document may contain certain forward-looking statements with respect to the investment managers strategies or expectations. Forward-
looking statements speak only as of the date they are made, and investment manager assumes no duty to and does not undertake to update
forward-looking statements.

Mori Capital Management Ltd is licensed and regulated by the Malta Financial Services Authority (License no: I/S 66999). Registered office:
Regent House, Office 35, Bisazza Street, Sliema SLM 1640, Malta.
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