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Going Srong: Initiate with
Overweight-V

® |arge free capital base is Akbank’s major advantage
Akbank’ s biggest advantage isits US$1bn free capital base, which
provides it with the capacity to grow its assets at a time when most of
its competitors are struggling due to capital shortage. We estimate a
CAGR of 19% in the loan book during 2001-2004.

® Balance sheet risk is low
Akbank’s balance sheet risk is the lowest among the big-four banks.
Thisis due to the lowest NPL ratio of 1.6%, the highest NPL coverage
at 100%, a small participation portfolio, no FX mismatch and high free
equity level.

® We see 13% upside potential in the stock
At 1.2x 2003 estimated book value, the stock istrading at a 40%
premium to the industry, which we think isjustified given its ROE of
double the industry average. On our target market cap of US$2.6
billion, we see 13% potential upside in the stock and assign an
Overweight rating.

® Industry view: Cautious
We believe weak industry fundamentals and high systemic risks will
result in the banking stocks under-performing the ISE-100 index.

Stock Price Performance Fiscal Year Ends (Dec 31) 2001 2002e 2003e 2004e
] I EPS (Usc) -.0002 .00037 .00044 .00049
e o e e e Net Interest Income(US$ mn) 1,924 852 866 871
——Akbank T.A.S. (Left, Turkish Lira) Provisions(US$ mn) 53.2 31.0 36.3 30.0
5000 %8 Fees and Commissions(US$ mn) 250 422 472 497
4000 %gg Net Income (US$ mn) -163.1 296.1 353.3 392.7
140 P/E N/M 7.8 6.6 5.9
30007 n 120 Price/Book 1.8 1.4 1.2 1.0
2000 gg Market Cap (US$mn) 2,316 LT Est EPS Growth (02-04) 15.15
1000 40 (%)
0 20 Book Value (US$) 1,293 ROAE (02E) (%) 20
98 99 00 01 02 Shares Outstanding (mn) 800,000 Free Float (%) 33.0

Data Source: FaciS Research ytens nc

Company Description

Established in 1947, Akbank is one of the big four
listed commercial banksin Turkey. It isthe flagship
company of Sabanci group - aleading conglomerate
in Turkey. Akbank has a 17% market sharein loans
and 11% in deposits. The bank has a very strong
local franchise, operating through a network of 615
domestic branches and employs more than 8,000
people.

e= Morgan Stanley Research estimates

Please see the important disclosures at the end of this report.
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Going Srong: Initiate with Overweight-V: Initiate with

Overweight-V

Summary and Investment Conclusion

Akbank isthe only bank in our universe that will be ableto
generate ROE above its cost of capital during 2002—2004,
according to our estimates. Akbank’s biggest advantage is
its large free capita base, which has allowed it to take
advantage of the crisisin the industry to build up market
share and grow its balance sheet. The bank’s conservative
lending policies during 1999-2001 have delivered a healthy
loan book with no outstanding provisioning. With loan
book expected to grow at 19% pa during 2001-2004 and the
highest margins in the industry, we expect Akbank’s profits
to grow at 15% CAGR during thisperiod. At 1.4x our
estimated 2002 book, the stock is trading at a 40% premium
to the industry, which we think isjustified given its ROE is
double the industry average. With atarget market cap of
US$2.6 hillion, we see 13% upside in the stock and giveit
an Overweight-V rating.

For more details, please see our full report, Turkish Banks:
Growth and Profitability Remain Elusive, published today.

Valuation methodology

We calculate fair valuesfor the Turkish banksusing the
Warranted Equity Valuation (WEV) method, which
determines atarget price/book ratio, using growth, ROE and
cost of equity. Cost of equity is derived via a capital asset
pricing model using the 30-year Eurobond as the risk-free
rate. All our calculations are based on |AS 29 accounts.
The formulato arrive at the target book value of a stock is:
Target price/book ratio = (ROE — growth) / (Cost of equity
— growth).

However, since Turkish banks often carry substantial
industrial portfolios on their books, we have chosen to
adjust the book value and profitability before applying the
WEV formula as below.

*  Weuse average free equity during 2002—2003, instead
of total equity in target price/book calculations, to eliminate
the impact of investments and fixed assets. Hence, the
target price/book ratio is calculated for free equity only.
The assumption is that we should only pay a premium/apply
adiscount to that part of the capital that is used for core
banking activities. Capital tied up in other activitiesis
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taken at book value and then adjusted for any identifiable
unrealised gaing/losses.

¢ Wededuct any non-recurring trading gains or one-off
profits from ROE calculations. Turkish banks often trade
investments within group companies to boost profitability.
We also use average earnings forecasts for 2002—2003 to
smooth out the impact of the latest economic crisis.

e Finaly, we deduct un-provisioned NPLs, assuming a
collateral cover of 50% and atax rate of 30%. This
adjustment is very important considering there are US$2.6
billion worth of un-provisioned NPLs within the big four
banks. YKB and Ishank are most affected by this
adjustment.

The last part of the equation, growth, islargely subjective.
We have tried to estimate it using capital base, franchise
strength and market share in loans/deposits as the major
factors influencing growth.

Exhibit 1
Cost-of-Equity Calculations

Risk-Free Equity Risk Beta Cost of

Rate (%) Premium (%) Equity (%)

Akbank 13.0 5.0 1.05 18.25
Garanti 13.0 5.0 1.13 18.65
Isbank 13.0 5.0 1.04 18.20
Yapi Kredi Bank 13.0 5.0 1.27 19.35
Source: Morgan Stanley Research, Bloomberg
Exhibit 2
Target Price Calculation for Akbank, 2002—2003e
UsS$mn
Average free equity (2002—2003) 1,380.1
Average recurring earnings (2002—-2003) 314.7
Average ROE (%) 22.8
Cost of equity 18.25
Estimated long-term growth rate (%) 10.0
Target price/Book (x) 1.6
Target market cap for book 2,142.0
Other assets at book 475.6
Deduction for NPLs and others 0.0
Target market cap 2,617.6
Potential upside from current level (%) 13.0

E = estimates

Source: Morgan Stanley Research

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



Morgan Stanley

Key risks to Akbank’s price target

» Risinginterest rates could inflict losses on the bond
portfolio, and 25% of Akbank’s securities portfolio is fixed-
rate TL bonds.

*  With around US$1 billion in free equity, rising inflation

levels could hurt profitability by causing monetary
adjustment losses.
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e Banking capital islow and asset growth will lag, we
think, if the bank failsto lift its free capital base.

« Recovery in the macro environment is fragile. We
expect asset growth and margins will be hurt if growth fails
to take off.

Please see the important disclosures at the end of this report.
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Global Stock Ratings Distribution
(as of August 31, 2002)

Coverage Universe Investment Banking Clients (IBC)
% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight 695 34% 288 43% 41%
Equal-weight 935 46% 284 42% 30%
Underweight 411 20% 104 15% 25%
Total 2,041 676

Data include common stock and ADRs currently assigned ratings. For disclosure purposes
(in accordance with NASD and NYSE requirements), we note that Overweight, our most
positive stock rating, most closely correspondsto a buy recommendation; Equal-weight and
Underweight most closely correspond to neutral and sell recommendations, respectively.
However, Overweight, Equal-weight, and Underweight are not the equivalent of buy, neutral,
and sdll but represent recommended rel ative weightings (see definitions below). An investor’s
decision to buy or sdll a stock should depend on individual circumstances (such asthe
investor’s existing holdings) and other considerations.

ANALYST STOCK RATINGS

Overweight (O). The stock’ stotd return is expected to exceed the average tota return of the analyst’sindustry (or industry team'’s) coverage
universe, on arisk-adjusted basi's, over the next 12-18 months.

Equa-weight (E). The stock’ stotal return is expected to be in line with the average total return of the analyst’ sindustry (or industry team’s)
coverage universe, on arisk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’ stotal return is expected to be below the average tota return of the analyst’sindustry (or industry team'’s)
coverage universe, on arisk-adjusted basis, over the next 12-18 months.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month,
based on a quantitative assessment of historical data, or in the andyst’ s view, it islikely to become materiadly more volatile over the next 1-
12 months compared with the past three years. Stocks with less than one year of trading history are automatically rated as more volatile
(unless otherwise noted). We note that securities that we do not currently consider "more volatile" can still perform inthat manner.

Ratings prior to March 18, 2002: SB=Strong Buy; OP=Outperform; N=Neutral; UP=Underperform. For definitions, please go to www.morganstanley.com/companycharts.

ANALYST INDUSTRY VIEWS

Attractive (A). The analyst expects the performance of his or her industry coverage universeto be attractive vs. the relevant broad market
benchmark over the next 12-18 months.

In-Line (1). The andyst expectsthe performance of his or her industry coverage universeto bein line with the relevant broad market
benchmark over the next 12-18 months.

Cautious (C). The analyst views the performance of his or her industry coverage universe with caution vs. the relevant broad market
benchmark over the next 12-18 months.

Sock price charts and rating histories for companies discussed in this report are also availabl e at www.mor ganstanl ey.com/companycharts.
You may also request this information by writing to Morgan Sanley at 1585 Broadway, 14th Floor (Attention: Research Disclosures), New
York, NY, 10036 USA.
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Please see the important disclosures at the end of this report.
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This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial
circumstances and objectives of persons who receiveit. The securities discussed in this report may not be suitable for al investors. Morgan
Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice
of afinancial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and
objectives.

The information and opinions in this report were prepared by Morgan Stanley & Co. International Limited ("Morgan Stanley").

Thisreport is not an offer to buy or sell any security or to participate in any trading strategy. Morgan Stanley, Morgan Stanley DW Inc.,
affiliate companies and/or their employees may have investments in securities or derivatives of securities of companies mentioned in this
report, and may trade them in ways different from those discussed in this report. Derivatives may be issued by Morgan Stanley or associated
persons.

In the next 3 months, Morgan Stanley, Morgan Stanley DW Inc. or an affiliate expects to receive or intends to seek compensation for
investment banking services from Akbank.

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm
revenues and investment banking revenues.

Morgan Stanley has no obligation to tell you when opinions or information in this report change. Morgan Stanley and its affiliate companies
areinvolved in many businesses that may relate to companies mentioned in this report. These businesses include market making and
specidlized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking.

This report is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive information, but we make no
representation that it is accurate or complete.

The value of and income from your investments may vary because of changesin interest rates or foreign exchange rates, securities prices or
market indexes, operationa or financia conditions of companies or other factors. There may be time limitations on the exercise of options or
other rightsin your securities transactions. Past performance is not necessarily a guide to future performance. Estimates of future
performance are based on assumptions that may not be realized.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter Asia Limited, in
Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte., regulated by the Monetary Authority of Singapore; in Australia by Morgan
Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, alicensed dealer, which accepts responsibility for its contents; in certain
provinces of Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsihility for, the contents of
this publication in Canada; in Spain by Morgan Stanley, S.V., SA., aMorgan Stanley group company, which is supervised by the Spanish
Securities Markets Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of
conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated
and Morgan Stanley DW Inc., which accept responsibility for its contents. Private U.K. investors should obtain the advice of their Morgan
Stanley & Co. International Limited representative about the investments concerned. In Australia, this report, and any accessto it, is intended
only for "wholesale clients" within the meaning of the Australian Corporations Act.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties
or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any
damages of any kind relating to such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive
property of MSCI and S&P.

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Additional information on recommended securitiesis available on request.

Akbank — September 6, 2002




Morgan Stanley

The Americas Europe Japan Asia/Pacific

1585 Broadway 25 Cabot Square, Canary Wharf 20-3, Ebisu 4-chome Three Exchange Square
New York, NY 10036-8293 London E14 4QA Shibuya-ku, Central

United States United Kingdom Tokyo 150-6008, Japan Hong Kong

Tel: +1 (1)212 761 4000 Tel: +44 (0)20 7513 8000 Tel: +81 (0)3 5424 5000 Tel: +852 2848 5200

INDUSTRY COVERAGE: EMERGING EURO — BANKS

Rating Price Rating Price
Company Ticker asof at 09/04/02 Company Ticker as of at 09/04/02
Bank PEKAO BAPE.WA O 03/18/02 PLZ84.70 OTP OTPB.BU o-v 09/06/02 Ft2,036.00
BRE Bank BREP.WA U 03/18/02 PLZ78.00

Sock ratings are subject to change. Please see latest research for each company.
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