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Resilient ROE performance   

 Q4 2011 results came-in broadly in-line with expectations 
Halkbank reported Q4 2011 net profit of TRY504m, flat q/q and +0.7% y/y,
missing consensus and UBSe by a minor 1.6%. For FY 2011 net profit came in at
TRY2.1bn, +1.7% y/y.  

 Strong income trends… 
NII was very strong, up 30% q/q and 20% ahead of expectations. NIM expanded
by 100 bp q/q to 4.85%, for FY 2011. NIM came-in at 4.2%, significantly ahead of 
3.5% sector average. Fee income growth came-in at 38% for 2011, ahead of the 
company guidance. Trading and other income also came-in ahead at TRY 64m and 
TRY 140m (+34% and +6% q/q). Costs were in-line, up 5% q/q and 15% for 2011.

 …were offset by discretionary impairment charge 
Credit costs came-in significantly higher than expected at 250 bp, +145bp q/q. The
increase was largely due to a one-off discretionary provision of TRY186m.
Excluding the provision, cost of risk increased by 11 bp to 116bp. Total provisions 
coverage increased by 13% to 159% in the quarter. NPL ratio remained flat at
2.9%. Loan and deposit grew by 2% and 6% q/q. LDR improved by 3.5% q/q to
85% vs sector at 98%. CAR  decreased by 20 bp to 14.3%. 

 Valuation 
Halkbank delivered 2011 ROE of 25.4%, the highest among peers. During the
conference call, management reiterated 2012 guidance of high single digit net
income growth and ROE above 20% which is in-line with our forecast of 9.2% 
growth and 22% ROE. We therefore maintain our Buy rating and TRY14.00 PT. 
Our price target is GGM-derived.  
  

Highlights (TRYm) 12/09 12/10 12/11E 12/12E 12/13E
Revenues 4,003 4,455 4,802 5,477 6,202
Pre-tax profits 2,059 2,353 2,421 2,645 2,902
Net income 1,665 1,843 1,937 2,115 2,321
EPS (UBS, TRY) 1.33 1.47 1.55 1.69 1.86
Net DPS (UBS, TRY) 0.24 0.32 0.34 0.42 0.56 
Profitability & Valuation 5-yr hist av. 12/10 12/11E 12/12E 12/13E
ROE (UBS) 27.6 28.1 23.8 21.9 20.6
P/Op x - 5.4 5.2 4.6 4.0
P/BVPS x - 2.1x 1.7x 1.4x 1.3x
PE (UBS) x - 8.2 7.8 7.2 6.5
Net dividend yield % - 2.6 2.8 3.5 4.6 
Source: Company accounts, Thomson Reuters, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of TRY12.10 on 16 Feb 2012 19:33 EST   
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12-month rating Buy 
 Unchanged 
12m price target TRY14.00/US$7.92 
 Unchanged 

Price TRY12.10/US$6.84  
RIC: HALKB.IS BBG: HALKB TI  

17 February 2012
 
Trading data (local/US$) 
52-wk range TRY13.55-9.26/US$8.83-4.94
Market cap. TRY15.1bn/US$8.55bn
Shares o/s 1,250m (ORD)
Free float 25%
Avg. daily volume ('000) 7,225
Avg. daily value (m) TRY77.3
 
Balance sheet data 12/11E 
Common equity TRY8.88bn
P/BV 1.7x
Tier one capital ratio 13.6%
 
Forecast returns 
Forecast price appreciation +15.7%
Forecast dividend yield 3.5%
Forecast stock return +19.2%
Market return assumption 14.4%
Forecast excess return +4.8%
 
EPS (UBS, TRY) 
  12/11E 12/10
 UBS Cons. Actual
Q1 - 0.42 0.42
Q2E - 0.41 0.40
Q3E - 0.40 0.36
Q4E - 0.43 0.29
12/11E 1.55 1.60
12/12E 1.69 1.62
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Q4 2011 results review 
Halkbank reported Q4 2011 net profit of TRY504m, flat q/q and +0.7% y/y, 
missing consensus and UBSe by a minor 1.6%. For FY 2011 net profit came in 
at TRY2.1bn, +1.7% y/y. 

Table 1: Halkbank Q4 results versus consensus (BRSA solo) 

TRYm Q4 2011 

Actual 504 

Consensus 512 

Actual vs consensus -1.6% 

Source: Halkbank, UBS  

Strong core income trends for Halkbank were largely offset by higher than 
expected impairments. NII was very strong, up 30% q/q and 20% ahead of 
UBSe. NIM expanded by 100 bp to 4.85%. Fee income growth came-in at 38% 
for FY11, ahead of company guidance. Trading and other income were also 
strong at TRY 64m and TRY 140m (+34% and +6% q/q). Costs were in-line, up 
5% q/q and 15% y/y for FY11. Credit costs came-in significantly higher than 
expected up 145 bp q/q driven by large commercial loans and discretionary 
provision of TRY186m. FY11 ROE came-in at 25.4%, the highest among peers.  

Table 2: Q4 11 results versus UBS estimates (BRSA solo) 

TRYm   Actual        Actual  UBSe Actual vs. 
UBSe 

 Q4 10 Q1 11 Q2 11 Q3 11 Q4 11  % qoq % yoy    

Net interest income 822 734 791 846 1,102  30.3% 34.1%  918 20.0% 

Net fees 133 158 182 195 193  -1.2% 45.5%  176 9.7% 

Trading income -49 98 -2 48 64  33.5% na  46 39.1% 

Other income 285 163 210 132 140  6.3% -50.8%  110 27.3% 

Total income 1,190 1,153 1,180 1,221 1,499  22.8% 26.0%  1,250 19.9% 

Total expenses -427 -414 -425 -433 -453  4.6% 6.0%  -450 0.7% 

Impairment -131 -86 -116 -140 -348  148.1% 165.5%  -160 117.5% 

Profit before tax and MI 632 653 639 648 698  7.8% 10.5%  640 9.1% 

Tax -131 -128 -127 -144 -193  34.2% 46.9%  -128 50.8% 

Profit after tax and MI (stated) 500 525 512 504 504  0.0% 0.7%  512 -1.6% 

            

Balance sheet items and key ratios:             

Loans 44,296 47,567 51,562 55,035 56,216  2.1% 26.9%  56,301 -0.2% 

Deposits 54,782 56,360 58,256 62,314 66,247  6.3% 20.9%  66,053 0.3% 

Equity 7,445 7,805 7,826 8,299 8,640  4.1% 16.1%  8,811 -1.9% 

Net Interest Margin 4.61% 3.89% 3.87% 3.84% 4.85%     4.02%  

Cost of risk 1.24% 0.75% 0.93% 1.05% 2.50%     1.15%  

ROE 27.7% 27.5% 26.2% 25.0% 23.8%     23.9%  

Loans to deposits 80.9% 84.4% 88.5% 88.3% 84.9%     85.2%  

Source: Halkbank, UBS estimates 
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Volumes 
In Q4 2011 Halkbank delivered net loan growth of 2.1% q/q,  slightly below the 
system level of 3%. For FY 2011 the loan growth came-in at 27% (vs the sector 
at 30%). Deposit growth came-in at 6.3% q/q, ahead of the system at 2%. For 
FY 2011 the deposit growth came-in at 21% (vs the sector at 13%). As a result 
of the above dynamics, Halkbank’s loans-to-deposits ratio improved by 3.5% on 
the quarter to 85% which is the lowest among Turkish banks and compares 
favourably to the system average of c98%.  

Chart 1: Net loan and deposit volume additions (q/q, TRY bn)  Chart 2: Net loan and deposit growth (q/q, %) 
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Halkbank’s securities portfolio increased by 1% to 26% of total assets. The 
proportion of CPI linked securities increased by c4% to c18% of the total 
securities portfolio.  

NIM spiked at 4.85% in Q4 11 
Halkbank’s Net Interest Margin (NIM) increased by 100 bp in the quarter to 
4.85% driven by both securities and loan yields. The yield on securities 
increased by 280 bp, which was significantly impacted by the yield on CPI-
linkers which increased by 17% in the quarter to 24%. Loan yields also 
improved by 50 bp, while blended deposit cost increased only by 10 bp. As a 
result, loan spread increased by 40 bp.  

Chart 3: Halkbank NIM quarterly development (%)  Chart 4: Halkbank NII quarterly development (TRYm) 
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Positive NIM dynamics resulted in net interest income growth of 30% q/q and 
34% y/y. For the full year 2011, net interest income increased by 9% while NIM 
came-in at 4.2% versus sector average of 3.5%. Management expects NIM to 
remain largely flat y/y in 2012, significantly above the sector average. 

 
LDR improved to 85% 
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Fees and other income 
Fee income in Q4 came-in at TRY193m (TRY2m lower than in Q3), which was 
10% ahead of expectations. As a result, FY 2011 fee income growth came-in at 
38%, significantly ahead of the company guidance of 15-18% fee income 
growth that was given in February 2011. For 2012, however, in light of 
changing regulation on fee amortization, the management expects fee income to 
remain largely flat y/y.  

Trading and other income also came-in ahead of expectations in Q4 2011 at 
TRY64m and TRY140m, up 34% and 6% q/q.  

Expenses 
Halkbank’s expenses came-in in-line with expectations, up 5% q/q and 15% y/y 
for 2011. However, due to a significant income growth, cost-to-income ratio 
improved by 5.3% to 30.2%, while cost-to-assets ratio remained flat, just 
slightly below 2%.  

Chart 5: Halkbank’s cost-to-income ratio (%)  Chart 6: Halkbank’s cost-to-average assets (%) 

30.2%

0%
5%

10%
15%
20%
25%
30%
35%
40%
45%
50%

Q1 08 Q3 08 Q1 09 Q3 09 Q1 10 Q3 10 Q1 11 Q3 11

 

1.99%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

Q1 08 Q3 08 Q1 09 Q3 09 Q1 10 Q3 10 Q1 11 Q3 11

Source: Halkbank  Source: Halkbank 

 
Asset quality 
In Q4 2011 the cost of risk increased considerably by 145 bp to 250 bp. The 
increase was largely due to a one-off discretionary provision of TRY186m. 
Excluding the provision, cost of risk increased by 11 bp to 116 bp driven by the 
temporary deterioration in larger commercial loans segment, which according to 
management came back on track in Q1 2012.     

Chart 7: Halkbank’s NPL generation and NPL ratio  Chart 8: Halkbank’s cost of risk (%) 

-100

-50

0

50

100

150

200

Q2 08 Q4 08 Q2 09 Q4 09 Q2 10 Q4 10 Q2 11

0%

1%

2%

3%

4%

5%

6%

New  NPLs [LHS, TRYm] NPL ratio [RHS, %]

 

1.16%

2.45%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

Q1 08 Q3 08 Q1 09 Q3 09 Q1 10 Q3 10 Q1 11 Q3 11

Ex cl 186m prov ision Incl 186m prov ision

Source: Halkbank, UBS estimates  Source: Halkbank  

 

Increase in cost of risk due to TRY186m 
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Gross NPL formation was positive for the first time in 2011. NPL ratio, however, 
remained flat at 2.9%. Specific provisions coverage remained largely stable at 
84%, while total provisions coverage increased from 146% to 159% in the 
quarter.  

We expect cost of risk to stabilise around 120 bp for 2012/13. According to 
management we should not expect any significant deterioration in the asset 
quality in 2012, but they prefer to stay on the safer side, therefore incurred a 
discretionary provision to offset any unexpected deterioration in the asset quality.  

Equity movement and capital 
Halkbank’s equity increased by 4% on the quarter and 16% y/y in 2011, while 
total capital ratio decreased by 20 bp to 14.3% q/q. Despite the slight 
deterioration, Halkbank capital ratios are still quite strong and are significantly 
ahead of the regulator’s guidance of 12% CAD for expanding banks. The 
management expects Basel II impact of c-110bp% and dividend pay out of 
c15%, subject to regulatory approval.    
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Forecast 
Halkbank’s Q4 2011 results were broadly in-line with our expectations. We 
therefore leave our estimates unchanged. During the conference call, the 
management has reiterated 2012 guidance of high single digit net income 
growth and ROE above 20% which is in-line with our forecast of 9.2% net 
income growth and 22% ROE for 2012.  

Table 3: Halkbank forecast 2011-13E (BRSA consolidated) 

TRYm 2010 2011E 2012E 2013E  2010 2011E 2012E 2013E 

Net interest income 3,212  3,317  3,906  4,490   2.7% 3.2% 17.8% 14.9% 

Net fees 510  688  750  841   12.4% 35.0% 9.0% 12.1% 

Trading income 133  199  173  172   na 49.1% -13.0% -0.6% 

Other income 599  598  647  698   49.1% -0.2% 8.3% 7.9% 

Total income 4,455  4,802  5,477  6,202   11.3% 7.8% 14.1% 13.2% 

Total expenses -1,654  -1,902  -2,163  -2,444   27.1% 15.0% 13.7% 13.0% 

Impairment -458  -479 -671  -861  -29.0% 4.5% 40.1% 28.3% 

Income from associates 11  1 2  5  187.7% -90.8% 100.0% 150.0% 

Profit before tax and MI 2,353  2,421  2,645  2,902   14.3% 2.9% 9.2% 9.7% 

Tax -510  -484 -529  -580  29.6% -5.0% 9.2% 9.7% 

Minority interests -1  -0 -0  -0  -15.3% -38.1% 0.0% 0.0% 

Profit after tax and MI (stated) 1,843  1,937  2,115  2,321    10.7% 5.1% 9.2% 9.7% 

          

EPS (TRY) 1.47 1.55 1.69 1.86  10.7% 5.1% 9.2% 9.7% 

DPS (TRY) 0.32 0.34 0.42 0.56  34.6% 7.7% 24.1% 31.7% 

          

Normalised Ratios          

Net Interest Margin 4.80% 3.98% 3.90% 3.86%      

Net Interest Margin after impairment 4.1% 3.4% 3.2% 3.1%      

Cost to Income 37.1% 39.6% 39.5% 39.4%      

LLP to Avg Loans 1.2% 1.0% 1.1% 1.2%      

Commissions Ratio 11.4% 14.3% 13.7% 13.6%      

ROA (after tax, pre MI) 2.8% 2.32% 2.11% 1.99%      

ROE (after tax, MI & hybrids) 28.1% 23.9% 21.9% 20.6%      

RoRWAs 4.5% 3.6% 3.1% 2.9%      

Core Tier I Ratio 15.0% 13.6% 13.7% 13.5%      

Loans to Deposits 81.2% 85.7% 88.5% 94.7%      

Loans to Assets 60.7% 60.4% 61.3% 63.8%      

Source: Halkbank, UBS estimates 
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 Halkbank 

Halkbank is Turkey's seventh-largest bank by total assets on a consolidated basis. 
It is uniquely positioned as an SME lending franchise, which represent 36% of 
Halkbank's loan book, corresponding to 12.5% market share in SME lending. 
Because of its high exposure to SMEs, Halkbank has in the past been able to 
achieve the highest ROE among Turkish banks, also supported by strong 
liquidity and capital levels. Currently, Halkbank is 75% owned by the 
Privatisation Administration of Turkey and has 25% free float. The government 
intends to privatise another 25% in the next couple of years. 

 
 
 

 Statement of Risk 

The Turkish economic environment appears to be relatively stable compared 
with the past and has so far weathered the global crisis well. However, Turkey 
remains an emerging market and is therefore vulnerable to: (1) currency 
volatility, which may occasionally be substantial; (2) political risk; and (3) 
potentially adverse global shocks. Turkish bank earnings are affected by 
movements in interest rates, the TRY and other currencies, the level of 
economic growth and activity levels in the capital markets, and can be 
negatively affected by a slowing of the economy and reduced levels of, and 
activity in, the capital markets. These companies are also subject to regulatory, 
legislative and judicial risk, particularly relating to potential changes in 
accounting practices, liability arising from perceived conflicts of interest, or 
damaged corporate clients. These companies are dependent on market and 
transaction volumes and are subject to technology and operational risk, both of 
which can impact financial results. Additionally, changes in market structure can 
adversely impact their ability to compete. 

 

 Analyst Certification 

Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report: (1) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers and were 
prepared in an independent manner, including with respect to UBS, and (2) no 
part of his or her compensation was, is, or will be, directly or indirectly, related 
to the specific recommendations or views expressed by that research analyst in 
the research report. 
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Required Disclosures 
 
This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is 
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co. 
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory 
Commission. 

UBS Investment Research: Global Equity Rating Allocations 

UBS 12-Month Rating Rating Category Coverage1 IB Services2

Buy Buy 57% 36%
Neutral Hold/Neutral 37% 35%
Sell Sell 7% 17%
UBS Short-Term Rating Rating Category Coverage3 IB Services4

Buy Buy less than 1% 0%
Sell Sell less than 1% 12%

1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within 
the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 
 
Source: UBS. Rating allocations are as of 31 December 2011.  
UBS Investment Research: Global Equity Rating Definitions 

UBS 12-Month Rating Definition 
Buy FSR is > 6% above the MRA. 
Neutral FSR is between -6% and 6% of the MRA. 
Sell FSR is > 6% below the MRA. 
UBS Short-Term Rating Definition 

Buy Buy: Stock price expected to rise within three months from the time the rating was assigned 
because of a specific catalyst or event. 

Sell Sell: Stock price expected to fall within three months from the time the rating was assigned 
because of a specific catalyst or event.  
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KEY DEFINITIONS 
 Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months. 
 Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 
forecast of, the equity risk premium). 
 Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation. 
 Short-Term Ratings  reflect the expected near-term (up to three months) performance of the stock and do not reflect any 
change in the fundamental view or investment case. 
Equity Price Targets have an investment horizon of 12 months. 
 
EXCEPTIONS AND SPECIAL CASES 
UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management, 
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell: 
Negative on factors such as structure, management, performance record, discount. 
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece. 
 
  
Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in 
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a 
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any, 
follows. 
UBS Limited: Margarita Streltses. UBS Menkul Degerler AS: Serhan Gok.   
  
Company Disclosures 

Company Name Reuters 12-mo rating Short-term rating Price Price date 
Halkbank HALKB.IS Buy N/A TRY12.30 15 Feb 2012 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing 
date 
  
        
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Global Disclaimer 
 
This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is referred 
to as UBS SA. 
 
This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or 
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a personal recommendation. It is published solely for information 
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information 
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not 
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses. Investments involve risks and investors should 
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Past performance is not 
necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not get back the full amount invested. Any opinions expressed in this 
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. 
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. 
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies 
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who 
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