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Analyst Trip Notes: Rock Solid and Cheap

The core business is stronger than ever. This week we travelled to N.
Cyprus for an analyst meeting. This also provided us an opportunity to see
the facilities, including 6 hotels and 5 casinos, where the core cash flow is
generated (http://www.merithotels.com/tr/index). We are pleased to report
that the portfolio impresses with a fine segmentation balance and is still
busy in the off season. In fact, the premium resort is running at full capacity
over the weekends. Consequently, the company is on its way to achieve, if
not to slightly beat, our USD59m EBITDA target (+40% YoY) for 2017.

The potential in N. Cyprus. An impressive distinction is the quality of the
aforementioned growth as it was achieved in an environment of a 70%
decline in Turkish tourists. Presently, Turks comprise 47% of visitors, and
most of the rest is evenly distributed between Middle Easterners and
Russians. A substantial potential is the opening of N. Cyprus to
international flights. Presently, direct flights to N. Cyprus are only allowed
from Turkey on political grounds. When this changes, it could save
approximately 20% on marketing costs, not to mention a huge growth in
traffic. Although it is unclear when this opportunity will come to pass, we
believe it is reasonable to count it as a substantial future value enhancer.

No change in international expansion policy—a low capex model. As
mentioned in our earlier note, the strategy is to fulfill an untapped market
between Las Vegas and Macau. After having opened 5 Eastern European
casinos in 2016, 2 additional casinos will be opened in Bulgaria and
Macedonia in 2018. These are likely to be followed by 5 openings in Kiev,
Odessa, Belgrade, Sarajevo, and Zagreb. The most expensive new casino
investment is USD3mn, and is comprised of gambling equipment. Casinos
are rented on a 5-year deal (+5 year extension option), while premises can
be left with a 6-month notice if the business is insufficient. This helps to
maximize the IRR target, which is 25-30%.

Over 10% annual USD-based EBITDA growth between 2018 and
2020—dividend payout in the offing. Each new casino should add a
minimum of USD 2-3mn a year. Furthermore, 77% of the business is FX
pegged. No dividend was distributed since 2012, and management is
considering re-starting the process soon.

Land bank—substantial, but no immediate cash-out: The land bank is
valued at USD526mn, which is 1.8x of the market capitalization. The
company is willing to sell plots whenever possible, but due to market
conditions a meaningful cash intake is unlikely anytime soon.

Trading at low multiples. The stock appears to be trading a very
compelling 5.5x EV/EBITDA multiple (18E) with a visible 20% annual (TL)
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Stock Data

Sector
Bloomberg / Reuters code
Price (TL/share)
Target Price (12M, TL/share)
Potential Return
52-week range (TL/share)
Market Cap (TLmn)
Enterprise Value (TLmn)
Floating Market Cap (TLmn)
Avg volume (3-mnth, TLmn)
Shares out (mn)
Effective Free Float
Foreign ownership (% of free float)
Current
3 months ago

Conglomerates
NTHOL.TI/ NTHOL.IS
213

n.a

n.a.

1.8-3.25

1,201

1,393

178

8.30

564

15%

46%
47%

Volume - Period 1w M 3M 12M
Avg-Number of Shares traded (000) 10,338 6,159 4,595 2,141
Avg-Volume (000TL) 20,836 12,160 8,301 3,823
Price range (TL/share) 1.94-2.13 1.8-2.16 1.8-2.67 1.8-3.19
Performance M 3M 6M 12M

Absolute
Relative to BIST100

1%
5%

-19%
-18%

-28%
-33%

-34%
-53%

Shareholder Structure

Tibuk Family

Net Group (Treasuty Shares)
Foreign Institutional Investors
Free float

30%
29%
27%
15%

Company description

Net Holding is aleading Turkish company operating in the gaming and lottery, hotel

management, and real estate development sectors. The group currently operates in

6 countries, namely Turkey, Northern Cyprus, Montenegro, Croatia, Bulgaria, and

Macedonia.

EXHIBIT: Price Performance

SOURCE Gedik Investment
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growth rate, which is superior to Turkish dynamics (consensus 12M g 9 g 5 5 5
EBITDA, growth 6%, 8.3x EV/EBITDA). Global peers trade on low/mid teen 5 8 8 5§ 8 8
multiples and have half the EBITDA growth outlook.
2016 2017E 2018E 2019E 2020E
Bed Capacity 2,691 3,060 3,060 3,060 3,060
Occupancy Rate 72% 76% 7% 7% 7%
Number of Casinos 10 11 12 14 15
Slot Machines 4,000 4,200 4,370 4,770 4,990
Table Games 294 334 374 454 490
EBITDA (USDm) 39 59 66 72 77
EV/EBITDA n.m 6.61 5.47 4.65 4.00
Please refer to disclaimer & disclosures on the back page of this report.
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Income Statement (TLmn) 2015 2016 2016/9M  2017/9M

Q
o
[9)
w

246 292 215 295

Operating expenses 106 128 84 99

EBITDA 97 119 52 86

Profit/loss from subsidiaries -5 -2 0 1

Profit before tax 125 29 -11 -6

Minority interest 31 20 7 -4
Reported EPS 0.18 -0.07 -0.03 0.00
Growth 2015 2016 2016/9M  2017/9M

EBITDA 32% 22% n.m. 65%

Balance Sheet (TLmn) 2015 2016 2016/9M  2017/9M
Cash& Marketablesecuriies 45 43w om
Account receivables 131 156 139 206
ventory =2 ®® @
Plant, property & equipment, net 1,580 1,648 1,659 1,694
Buiyivestments o7 7 e @
Other Assets 547 683 605 641
TotlAssets 288 307 el a0
Financial loans 455 558 455 567
Accountpayables 4 s e @
Minority Interest 399 923 499 20
Sharenoiders'Equty 20 2010 zoa 207
Net Debt -30 75 72 189
Key financial ratios 2015 2016 2016/9M  2017/9M

EBITDA margin 24% 25% 17% 20%

Net debt/Equity -0.01 0.04 0.04 0.09

ST borrowings/T. borrowings 0.01 0.01 0.01 0.02

Current Ratio 2.12 2.54 1.36 2.65
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VALUATION & RATING METHODOLOGY:

Valuation tools employed most frequently are Discounted Cash Flow (DCF) and International Peer Comparison,
though other metrics such as Dividend Discount, Historical Relative Valuation, and Replacement Value are also
used wherever appropriate. Gedik Investment analysts set the target values with a 12-month investment horizon
and calculate the potential return of each stock via using only one tool or more than one tool, assigning different
weights for each. Our 12-month company rating system includes the following recommendations: BUY, HOLD and
SELL. The ratings are determined as follows:

BUY: If 12-month total return of the stock is expected to exceed BIST100 by more than 20%.
HOLD: If 12-month total return of the stock is expected to perform in-line with BIST100 within a range of +20/-5%.

SELL: If 12-month total return of the stock is expected to be below BIST100 by more than 5%.

Rating Methodology Potential Return (PR)

BUY PR > +20%
HOLD -5% <= PR <= +20%
SELL PR < -5%

Gedik Investment analysts rate the stocks under the views of potential catalysts, triggers, risks and consider the
developments at the market, sector and related companies. Gedik Investment analysts screen their ratings on a
continuous basis; however, they may choose not to alter their recommendation if the potential return of a stock
overflows our rating ranges due to fluctuations in the share price.
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DISCLAIMER:

The information on this report is provided by “Gedik Yatirrm Menkul Degerler A.S.” (Gedik Investment) and it is not
to be construed as an offer or solicitation for the purchase or sale of any financial instrument or the provision of an
offer to provide investment services. Information, opinions and comments contained on this report are not under the
scope of investment advisory services. Investment advisory services are given according to the investment advisory
contract, signed between the intermediary institutions, portfolio management companies, investment banks and the
clients. Opinions and comments contained in this report reflect the personal views of the analysts who supplied
them. The investments discussed or recommended in this report may involve significant risk, may be illiquid and
may not be suitable for all investors. Therefore, making decisions with respect to the information in this report may
cause inappropriate results.

All prices, data and other information are not warranted as to completeness or accuracy and are subject to change
without notice. The information presented in this report has been obtained from sources believed to be reliable.
Gedik Investment cannot be held responsible for any errors or omissions or for results obtained from the use of
such information.

This report has been prepared by Gedik Yatirim Menkul Degerler A.S. on behalf of itself and its affiliated companies
and is provided for information purposes only. Under no circumstances is it to be used or considered as an offer to
sell, or a solicitation of any offer to buy. This report has been produced independently and the forecasts, opinions
and expectations contained herein are entirely those of Gedik Yatirnm Menkul Degerler A.S.. While all reasonable
care has been taken to ensure that information contained herein is not untrue or misleading at the time of publication,
Gedik Yatirnrm Menkul Degerler A.S. makes no representation as to its accuracy or completeness and it should not
be relied upon as such. This report is provided solely for the information of clients who are expected to make their
own investment decisions without reliance on this report. Neither Gedik Yatirrm Menkul Deg@erler A.S. nor any officer
or employee of Gedik Yatirim Menkul Degerler A.S. accept any liability whatsoever for any direct or consequential
loss arising from any use of this report or its contents. Gedik Yatirim Menkul Degerler A.S. and/or persons connected
with it may have acted upon or used the information herein contained, or the research or analysis on which it is
based, before publication. Gedik Yatinm Menkul Degerler A.$. may in future participate in an offering of the
company’s equity securities.

This report was prepared, approved, published and distributed by Gedik Yatirrm Menkul Degerler A.S. located
outside of the United States (a “non-US Group Company”). This report is distributed in the U.S. by Enclave Capital
LLC (“Enclave Capital”), a U.S. registered broker dealer, on behalf of Gedik Yatirrm Menkul Degerler A.S. only to
major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the
“Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the
securities described in this report must be effected through Enclave Capital and should do so only by contacting a
representative of Enclave Capital LLC at 646-454-8600.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the
Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research
reports or research analysts. No non-US Group Company is registered as a broker-dealer under the Exchange Act
or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.
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