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Dogus Otomotiv

Growth in bottom-line with new projects

e Recovery in the market beginning from 2HO07... Auto

market contracted by 28% yoy in 1HO7. Banks started to
cut auto loan rates after the market friendly general
elections outcome. We expect further rate cuts by banks
after the Central Bank decreases interest rates, which we
believe will take place in 3Q07. Thus, we foresee a better
second half for Turkish auto market and estimate that the
market will close the year with a 5% yoy contraction.
Auto market will grow by 17% yoy in 2008 in our view, in
which we expect further gradual rate cuts by the Central
Bank.

e Efforts to reduce market exposure... Being a sole

importer Dogus Otomotiv (DOAS) is highly vulnerable to
market downturns. However, the company invests in
various projects to reduce its dependency on the cyclical
auto market in Turkey.

e New projects will improve the bottom-line... Council

of State confirmed the transfer of vehicle inspection
stations to the consortium in which DOAS has 33%
stake. The concession agreement is to be signed until
August 22. We value DOAS’ stake in vehicle inspection
business as US$162mn and estimate its contribution to
net income as 19% in 2010E. Krone production will
contribute to net income by 5% by 2012E in our view. On
the other hand, we expect the LCV business in Egypt to
comprise 2.5% of revenues in 2010E, while Porsche
sales in Switzerland and Otofiks outlets will contribute to
net sales by 0.8% and 1.2% respectively in 2010E
according to our forecasts.

e 37% CAGR growth in net income until 2010E... We

expect the net income and EBITDA to grow by 37% and
16% CAGR respectively between 2006 and 2010E
thanks mainly to the contribution of profitable projects.

e Maintaining our BUY recommendation... We believe

that DOAS offers value on a 12-month view as we expect
a recovery in the auto sector beginning from 2H07 and
continuing in 2008 thanks to decline in interest rates,
political uncertainty and fx rates. Our DCF based
valuation points to a 53% upside potential from current
levels.
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UPDATE ON PROJECTS

The company’s management announced that 2007 and 2008 will be investment
years for Dogus Otomotiv, which has profitable projects not only in the domestic
market but also in international markets.

DOMESTIC PROJECTS

Vehicle Inspection Stations will improve the bottom line... The long awaited
positive news came on July 11, 2007. Privatization Administration sent an
invitation letter to Tuvturk, in which Dogus Otomotiv has a 33% stake, for signing
the concession agreement of vehicle inspection stations until August 22, 2007.
The consortium had already won the tender for the privatization of vehicle
inspection stations which was opened in 2004. However, the transfer could not
be materialized due to court cases. Tuvturk is going to open at least 227 vehicle
inspection stations in 18 months. Until the stations are operational, the inspection
business will continue to be maintained in the current stations by General
Directorate of Highways. Although DOAS has not disclosed any information yet
regarding the size and profitability of the inspection business, we value the
inspection stations business as US$162mn. As DOAS consolidates the business
using equity pickup method, we estimate that it will constitute 19% of DOAS’ net
income in 2010E, increasing to 25% by 2015E.

Assumptions: Currently around 62% of total required vehicles are inspected.
We expect this ratio to climb to 82% in 10 years, reaching EU levels. We
estimate the total number of vehicles inspected each year to grow by 8% CAGR
in the next 20 years. In our valuation we assumed that Tuvturk will open 120
stations in 2008 and the number will increase to 227 in 2009E, making an
investment of US$200mn in the next two years. Although our EBITDA margin
estimation of above 40% might be regarded as high at first glance, vehicle
inspection is a cash cow business. TUV SUD AG, which is operating the vehicle
inspection business in Germany, had an EBITDA margin of 48% in 2006. Please
see pp. 5 for our DCF valuation considering the vehicle inspection business.

Otofiks outlets will create synergy with inspection business... Dogus
Otomotiv started to launch Otofiks outlets, which provide fast and economic
service including tire replacement, exhaust emission, brake inspection, oil and
filter, suspension, headlamps, battery and muffler change. The company opened
the first outlet in May 2007 and intends to increase the number to 4 or 5 in
Istanbul until the end of 2007. Although Otofiks business is independent from the
vehicle inspection business, the company considers speeding up the opening of
new outlets after the vehicle inspection business is initiated. The repair outlets
are planned to be located near motor vehicle inspection stations, creating
synergy with the motor vehicle inspection business. We expect that Otofiks will
generate revenues of around US$30mn in 2010E which refers to 1.2% of DOAS’
total revenues.

Otofiks Revenues (US$mn) 2007E 2008E 2009E 2010E
No of stations 9 25 50 75
Revenue per station 0.4 0.4 0.4 0.4
Total revenues 3.6 10 20 30

Source: RJS estimates
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Otomotion is a special marketing concept ... Dogus Otomotiv is collecting all
of its brands under the same roof in central city of Istanbul with Otomotion
concept, which is viewed as a special marketing concept to attract visitors.
Otomotion, which will include Istanbul’s largest service area, will be on a 29K m2
area. The center is planned to include car display area for all DOAS passenger
cars, new car sales as well as after-sales services. There will also be an
entertainment center on a 7.5K m2 area, which is a brand new application in
Turkey. Service station was opened in March 2007 and 9,300 vehicles were
serviced thereafter. The showroom is expected to be opened in September 2007.
Dogus Otomotiv receives rent income from Otomotion which is rented to Dogus
Oto, in which DOAS has 87% stake.

Entering into production field with Krone trailers... DOAS is planning to
produce Krone branded trailers in Turkey beginning from early 2009. Krone is
currently the leader in the imported trailers market in Turkey. In the joint
investment DOAS is expected to have a share of 49% and consolidate the
business using equity pick-up method. According to our estimations, 4,500 units
will be produced in 2009 and the number will increase to 10,000 units by 2012, of
which 90% will be exported. We expect that the project’s contribution to DOAS’
net income will be US$4.1mn in 2012E, constituting around 5% DOAS’ net

income.

Krone Figures 2009E 2010E 2011E 2012E
Unit Sales

Domestic 450 600 800 1,000
Export 4,050 5,400 7,200 9,000
Total 4,500 6,000 8,000 10,000
Revenues (US$mn)

Domestic 12 16 21 26
Export 105 140 187 234
Total 117 156 208 260
EBITDA 6 9 12 16
Depreciation 4 4 4 4
Operating Income 2 5 8 12
Financial Exp 3 3 3 3

Net income -1 2 5 8
DOAS' share of 49% -0.4 11 2.6 4.1

Source: RIS estimates

Growth opportunities in fleet rental with Leaseplan... In May 2007 VW
Financial Services AG signed a share transfer agreement with LeasePlan
Corporation N.V. for the transfer of its shares in VDF Holding. According to the
latest situation 51% of VDF Holding shares are owned by LeasePlan, while
DOAS has still 38% stake in the company. Leaseplan is one of Europe’s leading
fleet rental companies, which aims to reap the benefits of the growing fleet rental
business in Turkey.

Representation of new brands in Turkey... Dogus Otomotiv signed a letter of
intent with Lamborghini S.p.A, Bentley, VW Marine Engines and Meiller (trucks,
tip lorry and semi-trailer tractor) to be the distributor of the brands in Turkey.
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Dogus Otomotiv will become the direct dealer of the brands in Turkey, so that it
will be providing marketing, sales and after-sales services.

INTERNATIONAL PROJECTS

Import and Distribution of VW branded light commercial vehicles in
Egypt... The successful sales figure and strong market position of Dogus
Otomotiv motivated VW to give the right of distribution, import and after-sales
services of VW branded light commercial vehicles in Egypt. The Egyptian market
is one of the most promising markets in North Africa with a car park of only 3
million units and a low car ownership ratio. Every 40 out of 1000 people have a
car and the total market is around 120,000 units in Egypt. According to our
estimations, US$8mn revenues will be generated from the project in year 2007,
which will increase to US$60mn by 2010E, constituting around 2.5% of DOAS’
total revenues.

Egypt Sales 2007E 2008E 2009E 2010E 2011E 2012E
Unit Sales 521 2,000 3,000 4,000 4,200 4,410
Total Revenues (US$mn) 8 30 45 60 63 66

Source: RIS estimates

Dealership and after-sales services of Porsche in Switzerland... As the
second step of the international expansion strategy, Dogus Otomotiv agreed with
Porsche AG for the authorized dealership and after-sales services of Porsche
branded vehicles. The agreement will be signed after the company is built and
the land is bought in Lausanne area. The company intends to start its operations
by 2HO08 in Lausanne, where around 200 Porsche vehicles are sold per year.
DOAS sold 217 Porsche branded vehicles in 2006 in Turkey. We expect that
US$18mn sales revenues will be reached in 2010E, which refers to 0.8% of
DOAS total revenues.

Porsche sales in Lausanne 2008E 2009E 2010E 2011E 2012E
Sales wolume 75 120 150 200 200
Sales revenues 9 14.4 18 24 24

Source: RJS estimates
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VALUATION

53% upside potential... We value DOAS using DCF analysis. We do not include
peer comparison method in our valuation as the company is a sole importer
unlike its competitors in the automotive sector. We calculate the 12-mth market
capitalization as US$933mn. At the current market capitalization of US$616mn,
the shares show a 53% total return potential over the next 12 months. Therefore,
we maintain our BUY rating for the company shares.

A target market capitalization of US$933mn...

Cash How Statement(US$mn) 2013E 2014E

Net Revenues
Domestic
International
COGS

Gross Profit
Gross Profit Margin

1,765 1,730 2,111 2,248 2,374 2,483 2,598 2,775 2,890 2,990
1,765 1,722 2,081 2,203 2,314 2,420 2,532 2,706 2,817 2,914
8 30 45 60 63 66 69 73 77

1,563 -1,516 -1,846 -1,954 -2,063 -2,156 -2,255 -2,407 -2,506 -2,592
202 214 266 294 312 328 343 368 384 398
115% 12.4% 12.6% 13.1% 13.1% 132% 132% 133% 133% 13.3%

Operating Expenses -160 -176 -211 -218 -227 -234 -245 -259 -266 -276
Operating Profit 42 38 55 77 85 93 99 109 117 122
Operating Profit Margin 2.4% 2.2% 2.6% 3.4% 3.6% 3.7% 3.8% 3.9% 4.1% 4.1%
Other Non-operating Revenues 16 21 15 19 42 43 52 59 65 72
Other Non-operating Expenses -11 -10 -13 -13 -14 -15 -16 -17 -17 -18
Financial Expenses -30 -23 -23 -23 -22 -22 -22 -22 -21 -21
Profit Before Tax and Minorities 17 26 34 59 90 99 113 129 144 155
Tax -3 -6 -7 -12 -18 -20 -23 -26 -29 -31
Net Income 15 22 29 49 74 81 92 105 116 126
Net Profit Margin 0.9% 1.3% 1.4% 2.2% 3.1% 3.3% 3.5% 3.8% 4.0% 4.2%
EBITDA 50 53 73 95 104 114 121 134 143 149
EBITDA Margin 2.8% 3.1% 3.4% 4.2% 4.4% 4.6% 4.7% 4.8% 4.9% 5.0%
Depreciation and Sev. Pay. 8 15 18 18 20 21 23 24 25 27
Severance Payments 0 0 0 0 0 0 0 0 0 0
Taxes -9 -8 -12 -16 -17 -19 -20 -22 -24 -25
Capital Expenditures -13 -67 -40 -22 -24 -25 -25 -25 -26 -27
Change in W/C 28 32 -5 -11 -12 -12 -12 -14 -15 -17
Free Cash How 57 9 16 46 51 58 65 72 78 81

Source: ISE, RJS estimates

Our DCF based target capitalization of US$933mn was calculated with an
assumed WACC of 11.8%, and terminal growth rate of 1%. US$199mn (21%) of
our target market capitalization comes from the book value of the 3.86% stake
the company holds in Dogus Holding.

WACC (%) 2006 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E

Risk Free rate

750% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00%

Risk Premium 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Beta 11 11 11 11 11 11 11 11 11 11
Cost of Equity 13.0% 125% 125% 125% 125% 125% 125% 125% 125% 12.5%
Cost of Debt 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0%
Cost of Debt after Tax 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4%

Weight of Equity
Weight of Debt

87% 88% 87% 87% 87% 87% 88% 88% 88% 89%
13% 12% 13% 13% 13% 13% 12% 12% 12% 11%

WACC

121% 11.8% 11.7% 11.7% 11.7% 11.7% 11.8% 11.8% 11.8% 11.8%

Source: RIS estimates
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Near term multiples are high but strong earnings growth should bring the
P/E ratio to simple digit in 2010E...

Multiples of DOAS 2006 2007E 2008E 2009E 2010E
P/E 40.1 27.4 21.4 12.6 8.3
EV/EBITDA 114 11.6 8.9 6.9 6.0

Source: ISE, RJS estimates

We expect that with high earnings growth in the coming years thanks to growth in
the auto sector as well as the contribution of new projects, P/E ratio will reach
simple digit by 2010E. DOAS currently trades at 12.6X 09E and 8.3X 10E
earnings.

We are conservative in our margin assumptions... When YTL appreciates,
DOAS enjoys EBITDA margins as high as 6.6% as was the case in 2005 or 5.7%
in 2004. We foresee EBITDA margin evolving from 2.8% in 2006 to 5.0% at the
end of our forecast horizon in 2015E. Therefore, we believe that there is upside
to our forecasts.
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FORECASTS

In 1HO7 DOAS sales volume decreased more than the market... While auto
market contracted by 28% yoy in 1HO7, sales volume of DOAS decreased by
35% yoy in the same period. As a result, DOAS’ market share decreased from
11.9% in 1HO06 to 10.7% in 1HO7, in which YTL depreciated against EUR by 6%
yoy. Thus, being a sole importer without any production and export facilities,
DOAS was more affected from the contraction in the market than the sector in

terms of sales.

Sales Volume 1HO7 1HO6 %chg
DOAS unitsales 26,916 41,479 -35%
Market volume 252,220 349,642 -28%
DOAS market share 10.7% 11.9%

Average TRY/EUR rate  1.8173 1.7141 6%

Source: ADA, Rasyonet

We expect a recovery in demand beginning from 2HO07... Although auto
market contracted by 28% yoy in 1HO7 due to postponed demand stemming from

Market Volume 2006 2007E 06-07E%chg 2008E 07E-08E %chg
Passenger Cars 373,219 345,000 -8% 408,063 18%
Light Com. Veh. 244,633 240,000 -2% 274,692 14%
Total 617,852 585,000 -5% 682,755 17%
Source: AIA

political uncertainty and high auto loan rates, we expect that the market will close
the year with a 5% yoy contraction. Auto loan rates are the major demand drivers
in the auto sector where around 60% of vehicles are sold with loans. General
elections outcome came as market friendly and banks have already started to cut
their auto loan rates. We expect a further freshening in the postponed demand
after Central Bank cuts interest rates, which we believe will take place in 3Q07.
We foresee that the Central Bank will continue to decrease interest rates
gradually in 2008. Thus we forecast a 17% yoy growth in auto market in 2008, in
which we expect a politically stable environment, relatively low level of fx rates
and interest rates.

We expect DOAS’' sales volume to grow above the market in 2008...
Although we expect sales volume of the company to decline by 8% yoy in 2007,
we estimate that DOAS’ unit sales will increase by 21% yoy in 2008E, higher

DOAS Sales Volume Distribution 2005 2006 2007E 2008E
Domestic
Passenger Cars 51,503 42,856 40,015 46,927
Light Com. Veh. 33,163 31,947 28,315 34,886
Heavy Com. Veh. 2,073 2,099 2,187 2,307
International
Egypt LCV 521 2,000
Porsche (Lausenne) 75
Total 86,739 76,902 71,037 86,196
%change -11% -8% 21%

Source: AIA, RJS estimates
than our market growth estimate which is 17% yoy.
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Improving profit margins going forward... In our view with recovering auto
market starting from 2HO7 and the contribution of DOAS’ various profitable
projects, profit margins of the company will improve in coming years. We expect
the net margin to rise to 3.1% and EBITDA margin to 4.4% in 2010E, which were
0.9% and 2.8% in 2006 respectively.

DOAS profit margins (US$mn) 2006 2007E 2008E 2009E 2010E
Gross Profit Margin 11.5% 12.4% 12.6% 13.1% 13.1%
Operating Profit Margin 2.4% 2.2% 2.6% 3.4% 3.6%
Net Profit Margin 0.9% 1.3% 1.4% 2.2% 3.1%
EBITDA Margin 2.8% 3.1% 3.4% 4.2% 4.4%

Source: ISE, RIS estimates

Significant growth in the bottom line... We estimate a 37% CAGR growth in
net income between 2006 and 2010E thanks mainly to the contribution of
ongoing projects such as vehicle inspection stations and Krone production that
are consolidated using equity pickup method.

CAGR estimates (US$mn) 2006-2010E  2006-2015E
Net Revenues 6.1% 5.4%
Gross Profit 9.0% 7.0%
Operating Profit 15.1% 11.3%
Net Income 36.9% 23.4%
EBITDA 15.7% 11.5%

Source: RJS estimates
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FINANCIAL STATEMENTS

INCOME STATEMENT (US$mn) 2006 2007E 2008E 2009E
Net Sales 1,765 1,730 2,111 2,248
Domestic 1,765 1,722 2,081 2,203
International 0 8 30 45
Cost Of Sales -1,563 -1,516 -1,846 -1,954
Gross Profit 202 214 266 294
Gross Profit Margin % 11.5% 12.4% 12.6% 13.1%
Operating Expenses -160 -176 -211 -218
Net Operating Income 42 38 55 77
Operating Profit Margin % 2.4% 2.2% 2.6% 3.4%
Income from Other Operations 16 21 15 19
Expenses from Other Operations -11 -10 -13 -13
Financial Expenses -30 -23 -23 -23
Operating Profit 17 26 34 59
Net Changes on Monetary Positions 0 0 0 0
MINORITY INTERESTS 2 2 2 2
INCOME BEFORE TAXES 19 28 36 61
Taxation on Income -3 -6 -7 -12
NET PROFIT 15 22 29 49
Net income margin % 0.9% 1.3% 1.4% 2.2%
EBITDA 50 53 73 95
EBITDA margin % 2.8% 3.1% 3.4% 4.2%
Source: Company data, RJS estimates
BALANCE SHEET (US$mn) 2006 2007E 2008E 2009E
Liquid Assets 86 45 23 20
Short-term Trade Receivables 120 114 135 145
Inventories 300 289 328 352
Other current assets 8 8 10 10
Total Current Assets 514 457 496 527
Tangible fixed assets 77 129 152 160
Intangible fixed assets 4 5 33 46
Financial assets 200 224 217 217
Other long-term assets 6 8 10 12
Total Long-Term Assets 288 367 412 435
TOTAL ASSETS 802 823 908 962
Short-term Trade payables 383 398 452 473
Short-term Financial Loans 21 20 24 25
Other payables 27 28 33 36
Total Current Liabilities 431 446 508 533
Long-term Financial Loans 22 26 31 33
Other Long-term Liabilities 6 5 6 6
Total Long-Term Liabilities 28 31 36 39
Total Shareholder's Equity 340 341 357 383
Minority Interest 3 5 6 7
TOTAL LIABILITIES & SH. EQUITY 802 823 908 962
Source: Company data, RJS estimates
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Stock Ratings:

Buy: Stocks with a forecast 12mth (US$) absolute total return of greater than %15%
Hold: Stocks with a forecast 12mth (US$) absolute total return of between 15% and -15%
Sell: Stocks with a forecast 12mth (US$) absolute total return of less than -15%
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