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PALGAZ DOGALGAZ DAGITIM SAN. ve TIC. A.S.
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Company Overview

As one of the early entrants into the inner-city gas distribution sector following the wave of
liberalization subsequent to the establishment of EMRA in 2001, Palgaz Dogalgaz Dagitim
Sanayi ve Ticaret A.S. (referred to as Palgaz or the Company) currently serves the Gebze
and the surrounding region in the Izmit province, which has a high concentration of industry
and is an important contributor to national GDP. The Company’s distribution license is valid
for a duration of 30 years starting from February, 2004. Palgaz sustained an upward
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Strengths Constraints

o Licensed monopoly status in the operating region contributing to
cash flow sustainability and stable EBITDA margin

e Supportive regulatory regime through EMRA tariff methodology
across the sector along with significant expansion potential of the
serviced Gebze region in the medium and long-term

® Declining trend in net financial leverage and absence of foreign
currency risk reducing susceptibility to market volatility

e Fall in global & local natural gas prices and procurement costs
throughout 2016 contributing to gross operating profitability

e Under-penetrated national market with respect to membership of
distribution schemes and potential consolidation opportunities in
the new tariff period

e Compliance with safety and quality standards along with
synergies and management of risks at the Group level

® Notable decrease in sales in the completed financial year largely
associated with the reduced level of industrial segment revenues

e Significant increase in operating expenses throughout FY2016
exerting pressure on core operating profitability

® Maintenance of negative net working capital levels planned to be
improved through projected roll-over bond issuance in the 2H2017

e Import dependency across the sector for natural gas needs along
with the monopoly of BOTAS in the market restricting liberalization

e Ongoing downward trend in Turkish aggregate gas consumption
expected to persist throughout FY2017 despite the maintenance of
growth rises across Europe and other emerging economies

e Despite attained progress level to-date, further need for
improvement in compliance with Corporate Governance Principles
particularly in the field of transparency
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