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NEUTRAL FLAVOUR

We initiate coverage of Ulker Gida with a HOLD rating, as we
believe current price levels largely reflect the Company’s
prospects. The key elements of our recommendation may be
summarised as follows: 1) Moderate topline growth -- We expect
Ulker Gida’s topline to grow slightly above Turkey’s GDP within
2007-2016. Note that, with a conservative approach, our model
excludes potentially value-accretive plans that are on the
Company’s agenda, due to a lack of crucial data. 2) Conservative
improvement in EBITDA margin -- We expect the EBITDA margin
improvement to be 0.4 pp on average within 2008-2016, due to the
Company’s moderate pricing policy. 3) Fair valuation -- Our 12-
month per share target price of TRY6.45 represents 14% upside.
Although the stock is trading at a 15% average discount to its
international peers based on 2007E/2008E P/E and EV/EBITDA
multiples, our DCF model points to 11% upside.

Topline growth slightly above GDP -- The biscuit consumption level per capita
in Turkey, which is mostly related with GDP per capita level and consumption
habits, is significantly below European norms. Although the planned increase in
the production capacity of cakes, which offer higher sales growth potential with
respect to biscuits, and addition of new overseas companies with lucrative
prospects are poised to contribute to Ulker Gida’s net sales, we are unable to
quantify their net effects in the absence of crucial data. Hence, with a
conservative approach, we assume revenue growth to be around 12% in 2007-
2016, which is slightly above Turkey’s projected nominal GDP growth.

Moderate improvement in EBITDA margin -- In our projections, we assumed
conservative improvements in the EBITDA margin. This is driven by the fact that
-- despite its leadership of the domestic biscuit market with a 59% market share,
-- the Company does not pursue a high-margin pricing policy, in a bid to deter
potential entrants. That said, we project 1-pp increase in EBITDA margin in each
of 2008 and 2009 to 14.0%, due to operating efficiency improvements and
inclusion of high-premium products into the portfolio. Beyond 2009 until 2016, we
foresee a total of 1.4-pp improvement in the EBITDA margin. Note that the
anticipated 5.3-pp margin improvement to 12.0% in 2007 is mainly attributable to
the low-base effect. The EBITDA margin had contracted by a sharp 3.5 pps in
2006, due to high marketing expenses coupled with the consolidation of the cost
center marketing company Atlantik Gida, which is no longer consolidated.

Fairly valued -- Based on our blended valuation methodology comprising
equally-weighted DCF and international multiple comparison, Ulker Gida offers a
12-month per share target price of TRY6.45, representing 14% upside. The DCF
method, incorporating 19.0% average WACC and 6% terminal growth, produces
a target price of TRY6.25 (11% upside), while the international peer group
multiple comparison points to a target price of TRY6.65 (18% upside).

Financials (TRYmn) and multiples - IFRS

Net EBITDA Net EV/
Year Sales yoy EBITDA yoy Margin Income yoy P/E EBITDA
2009E 1,333 10% 187 18% 14.0% 127 23% 10.7 7.2
2008E 1,211  12% 157 21% 13.0% 103 48% 13.2 8.5
2007E 1,082 -40% 130 8% 12.0% 70 -21% 19.4 10.3
2006A 1,789 32% 120 -13% 6.7% 89 34% 15.3 11.2

June 27, 2007

ULKER TI
Initiating Coverage
HOLD
Market Value
Close (TRY/$)* 5.65/4.28
Current MCap.* TRY 1362 mn
Target Value
Target Price (TRY) TRY 6.45
Upside (Downside) 14%
Capitalisation
Enterprise Val. TRY 1343 mn
Net Debt TRY 121 mn
Minority Interest TRY 184 mn
Financial Assets TRY 325 mn
Number of Shares 241 mn
Free Float 29%
Performance
Avg. Daily Vol. $5.2mn
Life H/L ($) 6.10/0.20
52w H/L (TRY) 6.19/2.95

Daily Price Chart (in TRY)

s 5 3
3 8 3
(%) (TRY)
im
3m
12m

s 5 & &
= S 3 8
Absolute Relative
0% 2%
16% 10%
84% 33%

as of June, 26, 2007

Rafet Bilgen

rafet.bilgen@efgistanbulsec.com

+90 (212) 317 2709
Hakan Deprem

hakan.deprem@efgistanbulsec.com

+90 (212) 317 2703

For Sales Please Contact

Banu Basar +90 212 317 2860
Adil Rizvi +90 212 317 2863

Seda Karsit +90 212 317 2757
Yilmaz Manisali +90 212 317 2878

Please see the important disclosures at the end of this report.



Ulker Gida - Confectionery

June 27, 2007

INVESTMENT CASE

Moderate topline growth -- The biscuit consumption level of 4 kg per capita is
significantly below European norms, with respective figures in the Netherlands, Italy
and Germany being 14 kg, 8 kg, and 7 kg. However, Turkey’'s per capita biscuit
consumption level is expected to lag behind European averages, due to the strong
correlation with GDP growth, as well as consumption habits. Since c85% of Ulker
Gida’s total revenues are generated from domestic sales, with the current product
portfolio, the Company’s net sales are expected to grow almost in line with Turkey’s
GDP growth. The following two major projects on the Company’s agenda, which are
expected to be revenue accretive, are worth noting:

j) Cake production expected to bolster revenue growth -- Ulker Gida’s 97.5%
subsidiary Ideal Gida, 10% participation Fresh Cake San. and indirect participation
Anadolu Gida, have announced their decision to initiate a merger process in a bid to
create synergies. The companies are set to merge under Ideal Kek to scale up cake
production in 2007, while the merger method is yet to be crystallised. Company
management has indicated that if the merger is based on equity method, Ulker Gida
would end up with a 35-40% stake in the new entity. According to this assumption,
Ideal Kek is expected to be a fully-consolidated subsidiary of Ulker Gida.
Furthermore, Ulker Gida plans to expand Ideal Kek’s capacity through establishing
additional facilities within a 2-3 year period. Although cake production is expected to
contribute to revenue growth, we are unable to quantify its net effect on Ulker Gida’s
valuation in the absence of publicly available data.

Ideal Gida'" Fresh Cake® AGS®

Ideal Kek®

) 97.5% directly owned by Ulker Gida

® 10% directly owned by Ulker Gida

®) 50.4% indirectly owned by Ulker Gida

“) 35-40% expected to be owned by Ulker Gida

i) Ulker Gida plans to extend its overseas subsidiary portfolio -- Ulker Gida currently
accounts for a 50.76% stake in Ukraine-based biscuit producer KBF Ltd. This
subsidiary is not consolidated due to the limited scale of its operations. Ulker Group
has established manufacturing operations in Algeria, Iran, Kazakhstan, Romania,
Saudi Arabia, Ukraine, and Uzbekistan. The operations in Egypt and Pakistan are
expected to kick off in 2008. The Company plans to strengthen its subsidiary portfolio
through purchasing shares of overseas Ulker Group companies that have attained
sufficient scale and that generate positive cash flows, from Yildiz Holding. Ulker Gida
pursues a conservative strategy in its acquisitions of overseas companies. However,
there is a trade-off associated with this strategy: Although such acquisitions would be
less costly at the earlier growth stages of the entities, Ulker Gida does not want to risk
its consolidated performance by including them into its subsidiary portfolio before they
reach a positive free cash flow level. First candidates are Ulker Group companies
operating in Saudi Arabia and Romania. Saudi Arabia constitutes a key market for
Ulker Gida: the Company has exported Ulker products to this market for 40 years,
and Ulker Group companies have initiated production in this market 10 years ago.
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Given its EU membership, Romania has a major significance for the Company.
Although Ulker Gida is currently exporting to these countries, we do not expect these
operations to reduce its export volumes, since the product portfolios to be established
by the overseas companies are expected to include c100 different stock keeping
units (SKUs) and will be complemented by exports comprising around 1,500 different
SKUs. Moreover, in the long-term, Ulker Gida’s efforts to further penetrate these
markets may be bolstered by these overseas companies.

Although the improvement in the production capacity of cakes, which offer higher
sales growth potential with respect to biscuits, and addition of new overseas
companies with lucrative prospects are poised to contribute to Ulker Gida’s net sales,
we are unable to quantify their net effects. Hence, with a conservative approach, we
assume the Company’s revenue growth to be around 12% in 2007-2016, which is
slightly above Turkey’s projected nominal GDP growth.

Moderate improvement in EBITDA margin -- Ulker Gida produces biscuits,
chocolate coated biscuits, crackers, and wafers. The Company is the undisputed
leader of the domestic biscuit market, with a 59% market share. Despite its
leadership, Ulker does not pursue a high-margin pricing policy, in a bid to deter
prospective entrants. Management believes that despite a significantly positive effect
on profitability, high margins could lead to a more competitive market with an
increased number of players in the long run. Therefore, the Company sustains its
EBITDA margin at moderate levels.

We expect the Company’s EBITDA margin to increase by 5.3pps to 12.0% in 2007,
due to the deconsolidation of a fully consolidated marketing subsidiary of Ulker Gida,
Atlantik Gida, as of Nov 30, 2006. Although we expect the Company’s revenues to
increase by 13.5%, we estimate a 39.5% drop in consolidated revenues due to the
deconsolidation mentioned above. Due to Atlantik Gida’'s substantial marketing
expenses in 2006 (the company’s operating profit was TRY -12.85mn in 2006), we
expect its deconsolidation to result in a 40% drop in Ulker Gida's marketing expenses
in 2007. Moreover, we project 1-pp increases in EBITDA margin in each of 2008 and
2009 to 14.0%, due to the operating efficiency improvements and inclusion of high
premium products into the portfolio. Beyond 2009 until 2016, we foresee a 1.4-pp
improvement in total in the EBITDA margin.

Fair valuation -- Based on our blended valuation methodology comprising equally-
weighted DCF and international multiple comparison, Ulker Gida offers a 12-month
per share target price of TRY6.45, representing 14% upside. The DCF method
produces a target price of TRY6.25 (11% upside) based on 19.0% average WACC
and 6% terminal growth, while the international peer group multiple comparison
points to a target price of TRY6.65 (18% upside). The stock is trading on
2007E/2008E PER and EV/EBITDA of 19.4x/13.2x and 10.3x/8.5x, respectively,
versus international peers’ respective medians of 21.6x/18.1x and 10.4x/10.4x.

IPO of Ulker Cikolata expected to prompt renewed interest in Ulker Gida -- Ulker
Group company Ulker Cikolata (previously Ustun Gida), produces chocolates,
chocolate coated products, cocoa cream and cocoa. Ulker Cikolata is the leader of
the chocolate and chocolate coated products business with a 60% market share. The
company’s 2006 net sales amounted to TRY760mn. We expect Ulker Cikolota’s
forthcoming IPO -- possibly by the beginning of 2008 -- to rekindle interest in Ulker
Gida shares.

Moreover, previously mentioned subsidiary Ideal Kek’s IPO is expected to be realised
by 2H08. The IPO proceeds of Ideal Kek are planned to be utilised for the inclusion of
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overseas companies into the subsidiary portfolio, as explained below. We expect this
IPO to attract interest in Ulker Gida shares as well.

No expected effect of VAT rate cut on Company valuation -- The VAT rate in
effect on biscuits and wafers was slashed from 18% to 8% in the domestic market as
of June 2007. Similar VAT rate cuts for some food and textile products had been
implemented back in 2005 and 2006, respectively. Our inference from TURKSTAT
data is that although producers reflected the rate cut to prices, intermediaries -- rather
than consumers -- benefited from the VAT cut. Hence, production companies could
not benefit from the VAT cut through EBITDA margin improvement or revenue
increase. Hence, we expect the VAT cut to have no discernible effect on Ulker's
EBITDA margin or net sales.

Complex group structure -- As a result of its vertical integration, the Company has a
rich, yet complicated subsidiary portfolio structure, changes in which render annual
performance comparisons difficult. Management has been divesting those
subsidiaries that are not related with the Company’s core business activities.
Although management has indicated that most operations in this framework have
already been concluded, limited information regarding merger plans and participation
activities constitutes a setback from a valuation perspective.

Risks -- Due to the vertically integrated structure of Ulker Group, Ulker Gida is in
continuous interaction with Group companies. Despite the significant scale of Ulker
Group, only the following five Group companies are listed on the ISE: Ulker Gida
(Confectionery), Fon Finansal Kiralama (Leasing), Tire Kutsan (Paper package),
Saglam GYO (REIT), Tac (Investment Trust). Hence, only these companies
periodically release their financials. (See Exhibit 1). Estimating the net financial
effects of intra-Group transactions on Ulker Gida shares is rather difficult due to the
limited publicly available data about other Ulker Group companies.

Exhibit 1: Companies of Ulker Group listed on ISE
ompanies of Ulker Group listed on ISE

Company Mcap (US$ mn) Free Float Area of Business
Ulker Gida 1,032.2 29% Confectionery
Fon Fin. Kir. 230.7 8% Leasing
Tire Kutsan 196.3 73% Paper package
Saglam GYO 14.9 50% REIT
Tac 6.5 75% Investment Trust

VALUATION

We set a target price of TRY6.45, implying 14% upside

We have employed a blended valuation method for Ulker Gida. While the DCF
analysis produces a target share price of TRY6.25 per share, international multiple
comparison points to a target share price of TRY6.65. Attaching equal weights to the
values derived from the DCF analysis and the international multiple comparison, we
obtain a target share price of TRY6.45, representing an upside potential of 14%.
Hence, we issue a HOLD rating on the stock.

Exhibit 2: Valuation Summary (TRY)
Target Price Weight Weighted Target Price

Multiples 6.65 50% 3.33
DCF 6.25 50% 3.13
Total 6.45
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DCF Method

Our DCF model produces a target share price of TRY6.25 under conservative
assumptions. Our main assumptions are as follows:

CAGR of 11.8% in net sales and 14.9% in EBITDA for the 2008-2016 period

Management projects net sales to post 15% growth in 2007 and 10-15% growth
within 2008-2016 in TRY terms. With a conservative approach, we assume a 13.5%
net sales growth for the Company in 2007. Based on adjustments due to the
deconsolidation of Atlantik Gida as of Nov 30, 2006, we estimate the consolidated net
sales to decline by 39.5% in 2007. Atlas Gida is a fully-consolidated marketing
subsidiary of Ulker Gida with a 73.5% stake. Atlantik Gida was a 20% subsidiary of
Atlas Gida, and thus a fully-consolidated subsidiary of Ulker Gida with a 14.7%
indirect participation. Atlantik Gida generated net sales of TRY836mn within Jan-Nov,
2006. However, the company generated negative EBIT (TRY -12.85mn) and negative
net earnings (TRY -11.75mn) in the same period. Since, only Group company Ulker
Cikolata (previously Ustun Gida) participated in the capital increase of Atlantik Gida
on Nov 30, 2006, Ulker Gida’s indirect stake has been diluted from 14.7% to less
than 0.01%. Following this one-off process, we expect Ulker Gida’'s net sales growth
for the 2008-2016 period to be 11.8% CAGR in TRY terms (6.8% in real terms).

Management projects the EBITDA margin to be at least 12% through 2007-2016. In
line with management guidance, our EBITDA margin estimate for 2007 is 12.0%.
Moreover, the Company targets some operating efficiency improvements and
inclusion of high premium products into the portfolio. Therefore, we expect the
EBITDA margin to improve by 1pp per annum in 2008 and 2009, and by c20bps per
annum within 2010-2016. Hence, our average EBITDA margin estimate for 2007-
2016 is 14.3%. Accordingly, we expect EBITDA growth to be 14.9% CAGR within
2008-2016.

Exhibit 3: Ulker Gida Free Cash Flow (TRY mn)

2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E

Net Sales 1,082 1,211 1,333 1,506 1,687 1,872 2,097 2,327 2,630 2,945
Growth (%) -39.5% 12.0% 10.0% 13.0% 12.0% 11.0% 12.0% 11.0% 13.0% 12.0%
Gross Profit 286 321 355 398 444 494 549 608 694 771
Gross Margin 26.4% 26.5% 26.6% 264% 26.3% 264% 262% 26.1% 26.4% 26.2%
Operating Profit 104 132 161 186 215 246 283 322 371 425
Operating Margin : 9.6% 10.9% 12.1% 12.4% 128% 13.1% 13.5% 13.8% 14.1% 14.4%
Non-Cash Charges 26 26 26 28 27 27 27 27 29 29
EBITDA 130 157 187 214 243 273 310 349 400 454
EBITDA Margin : 12.0% 13.0% 14.0% 14.2% 14.4% 14.6% 14.8% 150% 152% 15.4%
Taxes Paid (-) -21 -26 -32 -37 -43 -49 -57 -64 -74 -85
Chg in working capital -11 -12 -11 -16 17 17 -21 -21 -29 -29
Capital Expenditures (-) -25 -25 -50 -25 -25 -25 -25 -50 -25 -25
Free Cash Flow 55 94 93 135 158 182 208 214 272 315

Source: EFG Istanbul Research estimates

Cashflows discounted at 19.0%

In our DCF model, we employed a 19.0% average WACC in TRY terms with a 12.5%
average risk-free rate, a 6.6% adjusted market risk premium and a beta of 1.1. We
employed a higher beta to reflect the complicated structure of the Group as well as
the inadequacy of publicly available data.
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Exhibit 4: WACC calculation (in TRY terms)

Risk-free rate 12.5%
Adjusted market

risk premium 6.6%
Beta 1.1
Cost of Equity 19.8%
Cost of Debt 10.8%
Weight of debt 7.0%
Tax rate 20.0%
WACC 19.0%

Source: EFG Istanbul Research estimates

Net Debt

Istanbul Gida, a fully consolidated international marketing subsidiary of Ulker Gida,
has access to Eximbank loans (i.e. export loans). Yildiz Holding, which is the main
shareholder of Ulker Gida, distributes the loans secured by Istanbul Gida to Ulker
Group companies, which export their products through Istanbul Gida. Due to the
consolidation, the total debt on the balance sheet does not fully belong to Ulker Gida,
which is another factor that complicates the Company’s financials. To calculate the
Company’s net debt, we subtract the loans received on behalf of other Ulker Group
companies from the total financial debt of the Company.

Participations

The Company owns 12.03% of BIM, 12.36% of Tire Kutsan, 10.71% of Saglam REIT,
and 0.06% of Tac Investment Trust, which are ISE-listed companies. We employ the
current Mcaps of these companies while computing the total participation value.

Minority Interest

Furthermore, we calculate the minority interest based on the assumption that 16.5%
of the FCF belongs to minorities. Among the subsidiaries, the EBITDA contributions
of production companies are significantly higher than sales & marketing companies.
Ulker Gida owns 97.9% and 99% of production companies Ideal Gida and Birlik Gida,
respectively. Hence, the contribution to minority interest from these companies is
significantly low. On the other hand, Biskot Gida, a 50.8% subsidiary of Ulker Gida, is
also fully-consolidated. Moreover, Anadolu Gida, which is fully-owned by Biskot Gida,
is a fully-consolidated indirect subsidiary of Ulker Gida, which has 50.4% effective
ownership in Anadolu Gida. Since Biskot Gida contributes about 33% of Ulker Gida’s
total capacity, we assume that about 16.5% of the FCF pertains to minorities.

Exhibit 5: Ulker Gida target value of equity per DCF

WACC 19.0%

PV of Free Cash Flow 702 55%
PV of Terminal Value @ 6% 556 44%
(+) Participations : 325 25%
(-) Net Financial Debt : 121 10%
(-) Minority interest 184 14%
Current value of equity : 1,277 100%
Target Value of Equity in 12 months: 1,507

Source: EFG Istanbul Research estimates
International Multiple Comparison

We employed estimated P/E and EV/EBITDA multiples of international peers for 2007
and 2008 (See Exhibit 6). While Ulker is trading at 2007/2008 P/E and EV/EBITDA of
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19.4x/13.2x and 10.3x/8.5x, the respective medians of international peers are
21.6x/18.1x and 10.4x/10.4x. By taking equally weighted averages of implied prices
for Ulker (see Exhibit 6), we obtain a target share price of TRY6.65 through
international comparison method.

Exhibit 6: Ulker Gida international multiple comparison

P/E EV/EBITDA

Country 2007E 2008E 2007E 2008E
Hershey Co us 19.5 18.3 10.8 10.4
Lindt & Spruengli Ag SWITZERLAND 31.1 26.8 17.2 15.0
Petra Foods Ltd SINGAPORE 16.0 13.7 7.1 6.0
Thorntons Plc BRITAIN 28.9 22.6 6.9 6.3
Wrigley Wm Jr Co us 24.2 22.0 13.7 12.6
Zetar Plc BRITAIN 15.6 12.8 8.2 7.1
Lotus Bakeries Sa BELGIUM 15.0 13.7 7.9 7.6
Meiji Seika Kaisha JAPAN 30.5 25.0 NA NA
Ezaki Glico Co Ltd JAPAN 415 39.1 10.4 10.5
Jutrzenka POLAND 21.6 NA NA NA
Want Want Holdings SINGAPORE 18.1 15.6 13.6 1.7
Orion Corp SOUTH KOREA 22.1 17.9 36.3 35.2
Mayora Indah Pt INDONESIA 11.3 7.8 5.4 4.4
Median 21.6 18.1 10.4 10.4
Ulker Gida TURKEY 19.4 13.2 10.3 8.5
Implied Price for Ulker (TRY) 6.3 7.8 5.7 6.9

Source: Bloomberg and EFG Istanbul Research Estimates

Sensitivity Analysis

We ran a sensitivity analysis to find out how Ulker Gida’s valuation responds to
alternative sales growth and WACC assumptions. The sensitivity analysis is
summarised in Exhibit 7.

Our base case scenario assumes the terminal growth rate at 6% and the average
WACC at 19.0% for the 2007-2016 period. Based on these assumptions, our DCF-
based target price is TRY6.25. The sensitivity analysis for our base case scenario
indicates that a 1ppt increase in the WACC reduces our DCF valuation by 6.1%,
while a 1ppt increase in the terminal growth rate increases our valuation by 3.5%.

Exhibit 7: Ulker Gida DCF valuation sensitivity table (Target Price-TRY)

Change in WACC (ppt

£ 2 -1 0 1 2

% % 2 6.70 6.27 5.90 5.59 5.31
= § -1 6.94 6.47 6.06 572 5.42
= 0 7.24 6.70 6.25 5.87 5.55
§ § 1 7.60 6.98 6.47 6.05 5.69
O 2 8.04 7.32 6.74 6.26 5.86

Source: EFG Istanbul Research estimates

Moreover, a +1 pp deviation in average EBITDA margin in 2007-2016 from our base
case scenario increases our DCF valuation by 6.9%.

THE COMPANY
Ulker Group

With a headcount of 25,000 employees, Ulker Group is Turkey’s largest consumer
products company. The Group’s combined revenues amounted to US$7.4bn in 20086,
with exports constituting c20% of total revenues.
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Ulker Group, which is the largest milk producer, is the market leader in chocolate,
cookies and cocoa. The Group also operates in other sectors such as packaging,
financial services, trade and marketing.

Main business divisions of Ulker Group are as follows:

1) Ulker Division is mainly responsible for cookies, crackers and chocolates, which
constitute the core business areas of the Group. In addition, the division deals
with product categories like cakes, flour, chewing gum and baby food.

2) Food Division manages the Group’s oils and fats, dairy products, soft drinks,
starches, cooking ingredients and ready-made food operations.

3) Packaging Division produces cardboard, boxes and BOPP film, which are used
as inputs for Ulker Group’s product packaging.

In addition to the companies demonstrated in the chart below, the Group has the
following participations active in the financial sector: participation bank “Turkiye
Finans”; listed leasing company “Fon Finansal Kiralama”; listed investment trust
company “Tac”; and brokerage house “Bizim Menkul Degerler”.

Furthermore, the due diligence of Tire Kutsan, which is the paper and cardboard
packaging materials company of Yildiz Holding, has been completed. Yildiz Holding
continues evaluating strategic partnership opportunities with an Austrian packaging
company “Mondi packaging”. Note that Ulker Gida has a 12.36% stake in Tire
Kutsan. Since Tire Kutsan shares are among the long term financial assets of Ulker
Gida, we employ the current Mcap of Tire Kutsan in Ulker Gida’s valuation. If Yildiz
Holding sells Tire Kutsan shares above their market price, Ulker Gida will benefit from
this transaction.

Additionally, Ulker Group has manufacturing operations in Algeria, Iran, Kazakhstan,
Romania, Saudi Arabia, Ukraine, and Uzbekistan. The operations in Egypt and
Pakistan are expected to start in 2008. Ulker Group is aiming to become a regional
power with Ulker brand within a 10-year time span.

ULKER GROUP
Participations
ULKER FOOD PACKAGING
ULKER TI DIVISION DIVIISION DIVISION
[
\ Ulker Gida Besler Gida Polinas Plastik
(Biscuits) (0Oil & Marg.) |
\_J'_/ | . Farmamak
Ulker Chocolate Ak Gida
(Milk&Dairy) |
| l Tire Kutsan
Fresh Cake
PNS |
| (Starch Based b <D
uran&Dogan
Baycan Ciklet Sweeteners)
(Gums) l
| Orgen Gida
Hero Gida (Culinary)
(Baby Food) |
Della Gida
(Carbonated
Soft Drinks)
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Ulker Gida

Ulker Gida, which is the flagship company of Ulker Group, started operations in 1944.
The Company develops, produces and distributes a wide variety of biscuits,
chocolate coated biscuits, crackers, and wafers. We calculate the share of Ulker
Gida’s sales within Ulker Group’s combined revenues as ¢17%. Ulker Gida, along
with its consolidated subsidiaries, markets more than 50 brands and 1,500 different
products. Ulker is the most recalled biscuit brand in Turkey, according to AC Nielsen
Brands-2006 report. The Company’s consolidated revenues amounted to US$1.25bn
in 2006, with exports constituting c15% of total sales.

Production takes place at Ulker Gida’s Istanbul Topkapi and Ankara plants, as well as
at the facilities of the Company’s subsidiaries Ideal Gida and Biskot Gida in Gebze
and Karaman, respectively. The total biscuit production capacity of the Company is
352k tons. In 2006, the Company’s total production and sales amounted to 240k tons
and 238k tons, respectively. Ulker Gida’s capacity utilisation rate for biscuits is
around 70%. Moreover, the Company’s total flour and cake production
volumes/revenues are 223k tons/TRY89.5mn and 8.8ktons/TRY 26.5mn,
respectively, as at 2006.

Exhibit 8: Biscuit production capacity of Ulker Gida

Biscuit and wafer production
capacity (tons/yr)

Istanbul Topkapi Plant 66,000
Ankara Plant 119,000
Gebze Plant 49,000
Karaman Plant 118,000

Total 352,000

Source: The Company

Ulker Gida has a leading position in the biscuit sector with a 59% market share. The
Company’s closest competitor is Eti, another Turkish biscuit company with a market
share of c30%. The rest of the market is shared by smaller players.

Exhibit 9: Market shares in domestic market

Market Share

Others
11%

Ulker Gida
0,
30% 59%

Source: The Company and EFG Istanbul Research estimates

Ulker Gida’s market leadership rests on the following key strengths of the Company:

1) The Company enjoys a strong market presence and brand name. Ulker brand is
the most recognized biscuit trademark in Turkey. Besides its marketing activities,
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the Company reinforces its brand image by frequent product launches. Ulker
Gida introduces around 60 new products on a yearly basis.

Ulker Gida serves around 1,500 different products to different segments of the
market. Due to its broad coverage, the Company has a strong potential for sales
growth.

The Company enjoys a critical cost advantage in logistics. The diverse locations
of Company plants allow a vast geographical coverage. Moreover, the Company
has a strong distribution network, which is composed of different groups.
Distribution in the domestic market is realised through its subsidiary, Atlas Gida.
The Company operates through 126 active distributors across Turkey.
Distributors market products to designated regions and sales points through
independent sales organisations. Moreover, Atlas Gida sells directly to leading
retail chain stores and to selected local shops. Besides, there are 192 placers
that sell the products to defined sales points through vehicles rented from Ulker
Gida. Supported by the widest network in Turkey, Ulker Gida has access to 200k
sales points in the domestic market. Besides, the Company exports its products
to more than 90 countries through its subsidiary Istanbul Gida Foreign Trade.

Being the largest producer of biscuits, wafers and crackers in Turkey, the
Balkans and the Middle East, the Company enjoys substantial economies of
scale, which facilitates production cost control.

Ulker Group has a vertically integrated structure. Being an Ulker Group company,
Ulker Gida is in continuous interaction with other Group companies, paving the
way for significant synergies. In addition to the cost advantage, vertical
integration contributes to the sustainability of product quality. Functions ranging
from raw material production to packaging and distribution of products are
handled through coordination with various Ulker Group companies. Ulker Gida is
thus able to control every step of the value chain and to preserve operational
integrity. The list of subsidiaries and affiliates is provided below.

Exhibit 10: Major subsidiaries and affiliates of Ulker Gida

Subsidiaries & Affiliates of Ulker Gida

Subsidiary Field of Activity Ownership (%)
Ideal Gida Biscuit production 97.90%
Biskot Gida Biscuits and chocolate-coated products production 50.80%
Istanbul Gida International marketing 83.80%
Atlas Gida Domestic marketing 73.50%
Birlesik Dis Ticaret International marketing 69.00%
Birlik Gida Flour production 99.00%
Anadolu Gida Cake production 50.40%
KBF Ltd. Biscuit production 50.76%
Hero Gida Infant food producer 39.60%
PNS Pendik Nisasta Starch and starch based sugar production 23.99%
Rekor Gida Marketing 11,00%
Saglam GYO REIT 10,71%
Fresh Cake Gida Cake production 10,00%
Netlog (Golden Lojistik) | Logistics and transportation 12.60%
Besler Gida Industrial oil, margarine and fluid oil production 7.00%
BIM Chain store 12.03%
Tire Kutsan Paper and cardboard packing materials 12.36%
Tac Yatirim Ortakligi Investment Trust 0,06%

Source: The Company
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Ulker Gida’s main shareholder is Yildiz Holding with a 43% stake. 26.6% of total
shares belong to BNP Paribas (Suisse) SA, while 29% shares are floating.

Exhibit 11: Shareholder structure of Ulker Gida

Shareholder structure of Ulker Gida

Shareholder Amount (TRY) | % Share
Yildiz Holding A.S. 102,405,859 42.48%
BNP Paribas (Suisse) SA 52,510,230 21.78%
Free Float (*) 69,911,571 29.00%
Other 16,259,340 6.74%

Total 241,087,000 100.00%

(*) of which 4.79 pps belongs to BNP Paribas (Suisse) SA

Ulker Gida’s strategic objective is to achieve sustained growth in revenues and
profitability in its core business activities. The Company aims to achieve this objective
through emphasising the following:

1) Maintain its market share in Turkey and explore growth opportunities in
international markets

2) Continue R&D activities for new tastes and value added products, and pursue
marketing activities for the entire portfolio

3) Focus on improvement of distribution channels and research on new trends in
trade channels

4) Identify investment opportunities in the domestic market to complement core
business activities

Turkish Biscuit Market

Turkish biscuit market is estimated to command total revenues of US$1bn. The
biscuit consumption level of 4 kg per capita is significantly below European norms,
with respective figures in the Netherlands, Italy and Germany being 14 kg, 8 kg, and
7 kg. The figures are indicative of the significant upside potential of the market in
tandem with growth in GDP per capita.

The two leading companies, Ulker Gida and Eti constitute about 90% of the domestic
market. The remainder (i.e. 10%) pertains to small companies. The two principal
players are able to retain their market shares through strong brand images reinforced
by product launches that match consumer preferences, sustained quality, high
distribution capabilities and marketing activities.
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1Q07 Earnings Assessment

Ulker Gida reported 1Q07 net earnings of TRY35mn, up 102.5% yoy and EBITDA of
TRY49.7mn, up 49.3% yoy. The Company’s net sales dropped by 24.5% yoy to
TRY342.3mn in 1Q07, due to the deconsolidation of Atlantik Gida as of Nov 30,
2006. (See Exhibit 12).

Summary Financials (IFRS Basis; TRYmn Adj. Summary Financials (IFRS Basis; TRYmn
1Q06

Income Statement 1Q07 1Q06 YoY A Income Statement 1Q07 (adj) YoY A
Net Sales 342.3 453.1 -24.50% Net Sales 342.3 241.9 41.50%
Gross Profit 91.7 82.9 10.60% Gross Profit 917 56.5 62.40%
EBITDA 49.7 33.3 49.30% EBITDA 49.7 32 55.40%
Op. Profit 43.6 25.3 72.70% Op. Profit 43.6 23.9 82.00%
Net Profit 35 17.3 102.50% Net Profit 35 16.6 111.10%
Margins Margins

Gross 26.80% 18.30% 8.5 pps Gross 26.80% 23.30% 3.5 pps
EBITDA 14.50% 7.30% 7.2 pps EBITDA 14.50% 13.20% 1.3 pps
Operating 12.70% 5.60% 7.2 pps Operating 12.70% 9.90% 2.8 pps
Net 10.20% 3.80% 6.4 pps Net 10.20% 6.90% 3.3 pps

Comment:

We deduct Atlantik Gida’s figures from Ulker's 1Q06 financials for comparison
purposes. Accordingly, Ulker’s revenues increased by 41.5% yoy to TRY342.3mn
in 1Q07. (Adjusted 1Q06 figures presented in Exhibit 13)

After the adjustment, the Company’s gross margin increased by 3.5pps yoy to
26.8% despite increased raw material costs due to higher unit sales prices and
lower energy costs (natural gas consumption started). (Unadjusted figures imply
an 8.5-pp yoy improvement).

However, the improvement in the EBITDA margin was limited to 1.3pps yoy
(unadjusted figures imply a 7.2-pp yoy improvement), due to a rise in marketing &
sales expenses and general & administrative expenses. The EBITDA margin in
1Q07 was 14.5%.

Post-adjustment, Ulker's 1Q07 net income was up by 111.1% yoy at TRY35mn,
due to a lower effective tax rate at 23.2% in 1Q07, down from 29.9% in 1Q06.

The significant improvement in net sales with a 41.5% yoy increase based on
adjusted 1QO06 figures, coupled with a slight improvement in the EBITDA margin,
resulted in a solid operating performance in 1Q07 with a 55.4% yoy growth in
EBITDA. However, we do not expect the significant EBITDA growth to be
sustained in subsequent quarters of 2007, due to the previously mentioned
moderate pricing strategy pursued by management. Our EBITDA growth estimate
for 2007 is 8.1%.
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Ulker Gida Financials (TRYmn)

Exhibit 14: Ulker Gida Balance Sheet (TRYmn)

BALANCE SHEET 2005 2006 2007E 2008E 2009E
CURRENT ASSETS 771 522 382 479 562
Cash and MS 187 27 102 166 218
Trade Receivables 372 241 133 149 164
Due from related parties 53 160 97 109 119
Inventories 132 85 44 49 54
Other Current Asset 27 9 5 6 7
LONG-TERM ASSETS 488 491 512 534 584
Financial Assets 59 210 231 254 280
Goodwill 115 0 0 0 0
PP&E (net) 310 276 276 275 297
Intangibles (net) 4 3 3 3 6
Other LT Assets 0 1 1 1 1
TOTAL ASSETS 1,259 1,013 894 1,013 1,146
CURRENT LIABILITIES 577 329 194 217 239
Financial Loans 303 187 113 126 139
Trade Payables 250 116 64 72 79
Other Current Liabilities 24 27 17 19 21
LONG-TERM LIABILITIES 86 111 77 83 89
Financial Loans 32 79 48 53 59
Retirement Pay Provision 6 5 6 6 6
Deferred Tax Liabilities 48 24 24 24 24
MINORITY INTERESTS 42 38 41 a7 54
SHAREHOLDERS’ EQUITY 554 536 582 666 765
TOTAL LIABILITIES & EQUITY 1,259 1,013 894 1,013 1,146
Source: Company data and EFG Istanbul Research Estimates
Exhibit 15: Ulker Gida Income Statement (TRYmn)

INCOME STATEMENT 2005 2006 2007E 2008E 2009E
Net Sales 1,359 1,789 1,082 1,211 1,333
COGS 1,015 1,398 770 865 952
Depreciation Expenses 39 29 26 26 26
Gross Profit 305 362 286 321 355

Gross Margin 22% 20% 26% 26% 27%
Operating Expenses 204 270 180 187 192
Provision expense 1 1 1 1 1
Operating Profit 100 91 104 132 161

Operating Margin 7.3% 5.1% 9.6% 10.9% 12.1%
EBITDA 139 120 130 157 187

EBITDA Margin 10.2% 6.7% 12.0% 13.0% 14.0%
Net other income / (expense) 58 37 22 25 27
Net Financial income / (expense) -44 -39 -32 -22 -21
Monetary Gain / (Loss) 0 0 0 0 0
Minority interest -14 -1 -7 -5 -9
Profit (Loss) Before Tax 99 89 88 129 159
Tax Provision 33 0 18 26 32
Net Profit / (Loss) 66 89 70 103 127

Net Margin 4.9% 5.0% 6.5% 8.5% 9.5%

Source: Company data and EFG Istanbul Research Estimates
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