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ACTIVITIES REPORT OF THE BOARD OF DIRECTORS
FOR THE PERIOD ENDED 30 SEPTEMBER 2016

ORGANIZATION AND OPERATIONS OF THE GROUP

Netas Telekomiinikasyon A.S. and its’ subsidiaries (The “Group”) is an incorporated company, registered
in Istanbul. The Group is engaged in the manufacture and trade of telecommunication equipment, project
installation services, technical support, repair and maintenance services, IT services, strategic outsourcing
services, implementation activities, and integration services. The shares of the Company are quoted on the
Borsa Istanbul. The headquarters address has been registered as Yenisehir Mah. Osmanli Bulvar1 No:11
34912 Kurtkdy-Pendik/Istanbul at Istanbul Trade Registry Office as of 23 July 2013.

The related to joint ventures and association of the Company is as follows:

Probil

From industrial solutions to business solutions and from systems integration and outsourcing to care and
maintenance services, network solutions and consultancy, Probil has been providing a wide range of
services in international markets since 1989. Global competition is constantly increasing. Companies now
begin to operate on a service- and customer oriented basis rather than simply focusing on products. This
mandates companies to closely follow and use IT technologies more effectively. The Company has 100%
shares of Probil.

BDH

BDH offers brand-independent consultancy, strategic outsourcing, hardware and support services in the
IT sector to a wide range of customers including small-scaled companies and larger enterprises and public
institutions. With a service team of experienced and certified professionals specializing in different areas
of IT, BDH provides with 36 branches and 46 partners to its customers throughout Turkey.

Centers located in Istanbul, Ankara, I1zmir, Bursa and Samsun offer hardware support for all kinds of IT
products including servers, storage units, handheld devices, printers and more. The Company has
indirectly 100% shares of BDH.

Netas Telecom LLP

Founded in Almaty, Kazakhstan, in 2012, Netas Telecom LLP operates in line with Netas’s vision “To
Become the Regional Systems Integrator”. Netas Telecom LLP is fully owned by the Company.

Netas Telecommunication Malta

“Netas Telecommunications Malta Ltd” with an initial capital of only 1,200 Euros, this fully-owned
subsidiary was established in Malta on 4 November 2014 for the purpose of improving operational
effectiveness. Netas Telecommunication Malta is fully owned by the Company.

Kron

Kron Telekomiinikasyon Hizmetleri A.S. produces software solutions for national and regional telecoms
operators and service providers. The Company acquired the company’s Group A shares in 2013 in line
with its strategic growth goal and for the purpose of offering innovative solutions to its customers. Having
strengthened its systems integration capabilities by acquiring Kron, the Company now provides a wider
range of end to-end solutions to its customers in Turkey and the region. The Company has 10% shares of
Kron.

The Group helps companies and institutions increase their productivity by providing service providers
and institutions with end-to-end value added solutions, systems integration services and technology
services in national and international markets through innovative and creative information technologies
solutions.
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ORGANIZATION AND OPERATIONS OF THE GROUP (cont’d)

The Group provides its customers with new generation solutions in various areas such as network,
security, unified communications, virtualization, cloud computing, broadband access, defense
technologies, optic and carrier Ethernet, GSM-R, IT integration, strategic outsourcing and original
software development.

The Group also plays an important role in the modernization of the defense communications network
needed by the Turkish Armed Forces. As the lead systems integrator of Turkey, the Group carries out our
activities with the power of our R&D department, which has strong insight about new generation
technologies.

The Group acts upon the vision of working under global standards and becoming the number one systems
integrators of Turkey and the region. The Group conducts strategic partnerships with global technology
giants in order to help its customers closely follow developments in the information technologies business
and to more effectively use technology. The Group’s strategic partners include some of the best in class
companies such as Cisco, Microsoft, Avaya, HP, Oracle, Genband, Kapsch and Wesley Clover. In
addition to being the lead software exporter, the Group also develops software solutions for more than
200 global operators.

The Group provides services to more than 1,500 customers from the leading global telecom operators, to
international companies in the enterprise market, leading banks and insurance companies, public
institutions, including ministries and universities, energy and health businesses, defense and other
industries. The Group is always investing in technology and innovation and delivers large integration
projects. The Group offers solutions to institutions particularly in Asia-Pacific countries, Commonwealth
of Independent States and North Africa.

SHAREHOLDER’S STRUCTURE

Shareholder’s structure of the Company as of 30 September 2016 and 31 December 2015 is as follows:

Share % Share % Share Amount TL Share Amount TL

30 September 2016 31 December 2015 30 September 2016 31 December 2015

OEP(*) 48,04 48,04 31.162.570 31.162.570
TSKGV(**) 15,00 15,00 9.729.720 9.729.720
Free Float 36,96 36,96 23.972.510 23.972.510

64.864.800 64.864.800

*) OEP Turkey Tech B.V.
(**)  Turkish Armed Forces Foundation

As of 30 September 2016, total shares of OEP Turkey Tech B.V. in the Company is 48.04 % including
23,351,328 A-type and 7,811,242 B-type.
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BOARD OF DIRECTORS

The Members of Board of Directors as of 30 September 2016 are as follows:

Chairperson:
Vice-Chairperson:
Member:
Member:
Member:
Member:
Member:

THE GROUP’S MANAGEMENT:

C. Mijjdat Altay
M. flker Caliskan
Yasemin Akad
Selcan Tagkiran
Kamil Orman

Ali Thsan Kuralkan
M.Ali Tombalak
Bilgehan Cataloglu
Goniil Kamali
Omer Aydin

Oner Tekin

David Arthur Walsh

M. Cumhur Ozdemir

Joseph Patrick Huffsmith

Memet Yazici

Andrew Glover Dunn

Alpaslan Korkmaz (Independent)
Emre Sehsuvaroglu (Independent)

Chief Executive Officer
Chief Financial Officer
Chief People Officer
Chief Marketing Officer

General Manager -Defense Sytems and Public Sales

General Manager -International Sales
General Manager -Enterprise Sales
General Manager-BDH

Research and Development Leader-Carrier Networking
Research and Development Leader-Defense Systems

Public-Defence Sector Vice President

VISION, CORE VALUES, QUALITY POLICY

Vision

Becoming Turkey’s and Region’s number 1 systems integrator working as per global standards.

Core Values

. Customers are our driving force.
. People are our strength.

. Quality is in every aspect.

o Innovation fuels our future.

[ )

Accountability and integrity underpin everything.
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VISION, CORE VALUES, QUALITY POLICY (Cont’d)

Quality Policy

To constantly improve and ensure the sustainability of the Group’s data-based quality management
system established in compliance with international standards and aimed at achieving “Excellence” in
order to create maximum value for its customers in line with the Group vision.

It is the responsibility of all Group employees to achieve “Excellence” through constant improvement.

R&D PROJECTS

The Group operates with the support of R&D Center that employs more than 750 people, who have a
deep insight on new generation technologies. Having acquired the “R&D Center” status in 2008 pursuant
to Law 5746 on Supporting Research and Development Activities, the Group has been given many
awards and has become the lead software exporter 5 times in the last 9 years in line with the “National
Goal of Making Turkey a Regional Center for Medium and High Technology and Creating a Global
Brand from Turkey”.

Netas, the oldest and the biggest private telecom R&D of Turkey, has been chosen the most successful
R&D center for 2012,2013 and 2014 in the performance evaluation of Science, Industry and Technology
Ministry between the ongoing R&D centers for at least 2 years.

Netas “’The Best R&D Employment’’awards by the ministry of Science,Industry and Technology,in
2014,because of importance given to the quality of employment and in period this purpose as a result of
the activities Netas was granted the award of “Interactivity and Cooperation” determined according to
2015 performance evaluations.

Knowing the importance of a strong R&D Center, we focus on the following 6 key topics for the purpose
of expanding and strengthening the scope of the R&D ecosystem:

Innovation and New Products

International Relations and Cooperation

Academic Relations and Cooperation

Number of Patents, National and International Statements and Publications
Training Qualified Personnel

Cooperating with Technology Entrepreneurs

The Group switched to a faster and more effective business model in 2014 in order to make better use of
R&D and innovation. This model is based on the “Business Unit” model, which is innovative, proactive
and capable of meeting the needs of the future. Research and Development has turned into a business unit
under the name of “Technology and Innovation Directorate” and the Company CEO Mr. Miijdat Altay
has assumed the role of General Manager of the unit.

The most important goal of the Technology and Innovation Directorate is making innovation a corporate
culture and enriching their product portfolio by adding high-technology value added products that would
compete globally. For this purpose, the Group has organized various innovation events such as “Focus
Innovation/Hackathon™ and carried out activities under the “New Product Process”.
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R&D PROJECTS (Cont’d)

The Group focuses on innovative and creative solutions in national and international markets in order to
provide service providers and enterprises with network, unified communications, virtualization, cloud
computing, cyber, defense technologies, public security, broadband mobile access, optic and carrier
Ethernet, GSM-R, systems integration and technology services.The Group has provided more than 200
global operators with the software solutions that the Group developed in their own R&D laboratories.
These solutions have helped the Group reaches a software export figure of USD 400 million in the last 10
years.

Implemented innovative new products like the first 4G LTE Advanced Base Station design in Turkey,
products for 4G infrastructure (RCS, AAA, DRA/DRS), one soft switch for 5G network (MEC), and
VolIP cyber security product family (NOVA Cyber Security Solutions) projects with certain “path-
breaking” capabilities.

Our R&D project portfolio includes 30 ongoing, 19 newly started,10 completed big-sized projects for the
operating cycle in 2016.

The Group has been strengthening and continuing the R&D relations established with multinational
companies such as Genband, Kapsch, Ciena and Microsoft and developing products that would
interoperate with the products of global giants such as Cisco and Avaya.

The Company uses the “open innovation” approach and aims to strengthen its relations with universities
with the purpose of gaining a competitive edge and producing projects that compete globally.

In addition to its own R&D Center, our Group is also open to external ideas. Instead of using their own
resources in everything, the Group prefers reaching the source of ideas, information and experience,
making cooperation a win-win situation.

Another activity for supporting technology entrepreneurship is to support young entrepreneurs in
developing value added projects and encourage them to establish their technology companies by using the
internationally-acknowledged original business model of the Netas Wesley Clover Technology Fund. We
have been successfully implementing these activities.

The fund consists of four companies with the fifth being established. Three of these companies operate
with four people and one with three people. These companies operate in the fields of 10T (Internet of
Things), crowd sourcing, cloud-based form design for mobile field components, mobile software for
collecting feedback from end users for quality improvement purposes and “venue management and indoor
navigation”.

With the purpose of offering value added innovative products globally, the Group uses patents and brand
protections measures in order to protect their working or planned ideas and strengthens our corporate
value by adding ideas that are not directly related to their business The number of our patent applications
was 32 in the year 2013, increased to 35 in the year 2014, and to 71 (68 domestic and 3 international
applications) in 2015. The number of targeted patent applications for the year of 2016 is 100. Including 2
international and 23 domestic applications, Netas has 25 registered patents. In total, It has nearly 180
applications in process.
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GOVERNMENT GRANTS

The Group is qualified for the incentives and exemptions provided by Support of Research and
Development Act, numbered 5746 effective from 24 November 2008. As of 30 September 2016, the
Group has a corporate tax benefit of 146 million TL, this amount has not been used as of 30 September
2016 and handed over to other terms (As of 31 December 2015, the benefit arising from 2015 was 162
million TL, of which 68 million TL was utilized).

For the period ended 30 September 2016, the amount of income tax incentive within the scope of Act
numbered 5746 is 9 million TL (For the period ended 30 September 2015: 7 million TL) and the total
amount of social premium incentive within the scope of Act numbered 5746 and Social Security and
General Health Insurance Act numbered 5510 is 7 million TL (For the period ended 30 September 2015: 5
million TL).

For the period ended 30 September 2016 the Group has received approved and accrued incentive from
TUBITAK is 18 million TL and 11 million is net off with ‘’Research and Development Expenses’’(For
the period ended 30 September 2015: 3.4 million TL is accrued incentive received, 0.6 million TL is
accounted under “Other Income from Operating Activities” and 2.8 million is net off with “Research and
Development Expenses™).

DONATIONS MADE DURING THE PERIOD

The Group does not have any donations for the interim period ended 30 September 2016.

REMUNERATION PROVIDED FOR BOARD OF DIRECTORS

Total remuneration provided for the board of directors for the period ended 30 September 2016 is 0.4
million TL.(It was 0.3 million TL for the period ended 30 September 2015 for the board of auditors and
board of auditors of the Group).

RENUMERATION PROVIDED FOR TOP MANAGEMENT

For the period ended 30 September 2016 and 2015, total renumeration provided for the Group Executive
Management is 6 million TL and 5 million TL, consecutively.

No loans were extended to board of directors and board of auditors as of 30 September 2016 and 2015.
The Group pays Executive Management bonuses and premiums on top of their salaries.
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FINANCIAL PERFORMANCE

Nine Months Summary
e Total revenue up by 18% to TL655 million
e EBIT increased considerably and reached TL24 million
e TL-based EBITDA up by 72% to TL41 million

Financial Highlights

TL Million 9M16 9M15 y/y %
Revenue 654,8  554,5] 18,1%!
Cost of Sales (5799  (4949)  17,2%
Gross Profit 74,9 59,6 25,5%;
Gross margin % 114%  10,8% | 68 |
Sales, Marketing & Distribution Expenses (34,1) (33,8)§ 1,0%5
General Administrative Expenses (16,6) (16,4)5 1,6%;
Research & Development Expenses - L) n/a’
Incentives - 06 n/a!
EBIT 24,1 90| 168,4%!
EBIT margin % 3,7% 16% 206 |
Depreciation 16,4 14,6 12,9%5
EBITDA 40,6 2361  72,2%!
EBITDA margin % 6,2% 4% 195 |

EBIT = Gross Profit — Sales, Marketing and Distribution Expenses - General Administrative Expenses —
Research and Development Expenses + R&D Incentives

R&D Incentives: Disclosed under Other Income from Operating Activities in the financial statements
prepared in accordance with the Capital Markets Board requirements.

Operating Expenses= Sales, Marketing and Distribution Expenses + General Administrative Expenses +
Research and Development Expenses- R&D Incentives

EBITDA= EBIT + Depreciation

In nine months period of 2016, consolidated total revenue grew by 18.1% compared to the same period
of the previous year and reached TL 654.8 million mainly driven by large-scaled projects. Turkey
operations maintained its high growth trend and posted 25.2% domestic sales revenue growth in
9M2016. Turkey operations accounted for 84% of total revenue in 9M2016 vs 79% in 9M2015.

Consolidated gross profit was up by 25.5% in 9M2016, translating into a gross profit margin of 11.4%
with 68bps growth year on year basis on the back of successful new servicing strategy and increasing
share of this strategy in total solution portfolio.
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FINANCIAL PERFORMANCE (Cont’d)

As a result of our successful expense management and effective cost control in our operations, our
operating expenses excluding depreciation and amortization (OPEX) remained flattish and
consequently, our Earnings Before Interest & Tax (EBIT) increased considerably in the nine months
period and reached TL 24.1 million, indicating an increase of 168% while EBIT margin realized as 3.7%
in 9M2016 vs 1.6% in 9M2015.

TL-based Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA) increased by
72.2% and reached TL 40.6 million TL. EBITDA margin expansion of 195 bps in 9M2016 vs 9M2015
and was recorded at 6.2%.

Net working capital (inc. non- current trade receivables and trade payables)* requirement of the
Group increased to TL618 million in 9M2016 in an absolute term (FY2015: TL431 million) due to
financing of long run large-scaled projects.

* Net Working Capital = (Total Current Assets - Cash & Cash Eq. + Non-current Trade Receivables)-
(Total Current Liabilities — Financial Liabilities + Non-current Trade Payables)

2016 OUTLOOK- CONSOLIDATED BASIS

We confirm once again our guidance that we set at the beginning of 2016 and we will continue our
operating activities in the rest of the year towards meeting our full year guidance. Accordingly;

e Forecasted revenue in terms of TL will remain flat year over year.
e EBITDA margin will improve approximately at 100 basis point.
e Also group is planning cash generation in its actions.
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FINANCIAL PERFORMANCE (Cont’d)

Condensed Consolidated Balance Sheets as of 31.12.2015 and 30.09.2016
Prepared In Accordance with IFRS as per CMB Regulations

(TL)
2016/9 2015/12

Cash & Cash Equivalents 52.831.520 226.061.741
Trade Receivables 532.961.439 596.232.981
Other Receivables 555.481 397.045
Derivative Instruments 0 109.927
Inventories 93.172.543 103.016.525
Deffered Costs 147.559.470 99.108.517
Other Current Assets 86.178.313 69.174.922
Total Current Assets 913.258.766 1.094.101.658
Trade Receivables 114.563.461 109.479.328
Property, Plant and Equipment 36.302.364 40.220.084
Financial Investments 1.442.477 862.056
Intangible Assets 92.492.357 90.035.336

Goodwill 54.909.179 53.290.807

Other intangible assets 37.583.178 36.744.529
Associates 3.722.496 2.601.418
Other Non-Current Assets 11.582.867 15.315.276
Total Non-Current Assets 260.106.022 258.513.498
Total Assets 1.173.364.788 1.352.615.156
Financial Liabilities 342.216.378 333.068.285
Trade Payables 195.599.371 350.117.975
Other Payables 4.372.067 12.731.107
Employee Benefit Obligations 14.110.374 13.034.339
Deferred Revenues 52.213.185 67.306.810
Provisions 18.034.653 21.376.150
Advances Received 59.592.843 66.778.156
Current Tax Liabilities 0 1.959.934
Total Current Liabilities 686.138.871 866.372.756
Trade Payables 12.573.224 12.781.889
Provisions 20.772.270 20.513.651
Deferred Tax Liabilities 4.774.980 15.745.963

Total Non-Current Liabilities 38.120.474 49.041.503
Total Equity 449.105.443 437.200.897

Total Liabilities and Shareholders' Equity 1.173.364.788 1.352.615.156
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FINANCIAL PERFORMANCE (Cont’d)

NETAS TELEKOMUNIKASYON A.S.
Condensed Consolidated Income Statements For the Period Ended 30.09.2015 and 30.09.2016
Prepared in accordance with IFRS as per CMB Regulations

(TL)
2016/09 2015/09
REVENUE 654.755.191 554.547.726
Cost of Sales (-) (579.888.102) (494.899.905)
GROSS PROFIT FROM OPERATIONS 74.867.089 59.647.821
Sales, Marketing and Distribution Expenses (-) (34.115.287) (33.772.681)
General Administrative Expenses (-) (16.619.389) (16.356.581)
Research and Development Expenses (-) - (1.103.508)
Other Income from Operating Activities 4.149.330 3.238.007
Other Expenses from Operating Activities (-) (9.581.611) (16.136.264)
OPERATING PROFIT/(LOSS) 18.700.132  (4.483.206)
Income/(Expenses) from Investment Activities 22.204 (85.113)
Income from Associates 298.388 327.923
OPERATING PROFIT/(LOSS) BEFORE FINANCE INCOME/(EXPENSE) 19.020.724 (4.240.396)
Financial Income 6.532.926 72.242.218
Financial Expenses (-) (35.754.560) (26.098.835)
(LOSS)/PROFIT BEFORE TAX (10.200.910) 41.902.987
TaxIncome / (Expense) 8.047.135 (18.982.814)
- Current Tax (Expense) / Income (15.335) (803.226)
- Deferred Tax Income / (Expense) 8.062.470 (18.179.588)

(LOSS) /PROFIT AFTER TAX (2.153.775) 22.920.173
TOTAL COMPREHENSIVE INCOME 11.904.546 124.126.927

EBITDA 40.563.799  23.551.233
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FINANCIAL PERFORMANCE (Cont’d)

NETAS TELEKOMUNIKASYON A.S.
Condensed Consolidated Income Statements For the Period Ended 30.09.2015 and 30.09.2016
Prepared in accordance with IFRS as per CMB Regulations

(TL)

2016/09 2015/09
(Loss)/Profit for the year (2.153.775) 22.920.173
Adjustments to reconcile income for the period 55.193.426 6.926.809
Changes in Working Capital (171.983.493) (78.615.418)
Cash Flows (Used in) Generated From Operations (118.943.842) (48.768.436)
Taxes paid - (1.172.115)
Payments Related with Provisions for Employee Benefit (23.605.826) (18.786.588)
Cash flow from investing activities (8.920.966) (4.557.887)
Cash flow from financing activities (19.060.326) 91.906.347
Cash and Cash Equivalents at The End of The Period 52.831.520 109.158.430

No dividend payment is made during the reporting period.
e) Investor Information

Information on the share

Registration date: 03.03.1967

Number of shares: 6.486.400 shares between 01.01.2012-06.08.2012;
64.864.000 shares between 06.08.2012-31.12.2012

Initial public offering date: 15.03.1993
Percentage of publicly open shares:  36.96%

The Company shares are traded at XU100 index since the beginning of the fiscal year 2014.
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FINANCIAL PERFORMANCE (Cont’d)
(Loss)/Earnings per share

Loss per share is 0.0332 TL for the interim period ended 30 September 2016 and the earnings per share is
0.3534 TL for the same interim period of 2015.

Submission of no dividend distribution decision of Board of Directors on 9 March 2016 approved by the
General Assembly of the Company.

The closing share price in Istanbul Stock Exchange was 9.93 TL as of 30 September 2016. (31 December
2015: 11.15 TL) The market capitalization of the Company is 644 million TL as of 30 September 2016
(31 December 2015:723 million TL).

RISK MANAGEMENT

a) Credit risk

The Group’s credit risk is primarily dependent upon its trade receivables and exposures to the banks. The
amounts presented in the balance sheet are net of allowances for doubtful receivables, (except for the
amounts due from Nortel companies prior to 14 January 2009, where the Group has not made a provision
against the pre-filing receivables from Nortel as the Group is not able to estimate the recoverability due to
uncertainties as of the balance sheet date -see note 7 in the Financial Statements) estimated by the
Group’s management based on prior experience and the current economic environment.

Doubtful receivables are 3% of the total receivables of the Group. The management of the Group does not
foresee any other uncertainty on the receivables.

The Group assigns credit limits to its customer and exposures to the customers do not exceed these limits.
The Group has significant exposures to the banks. The Group also assigns credit limits to the banks.
Treasury and Control department monitors and controls exposures to the banks in order to ensure that the
exposures are within the assigned limits.

b) Liquidity risk

The Group maintains its cash position in liquid assets and significant amount of liquid assets are kept in
USD as USD has significant impact on the Group’s operation. The Group is aiming to hold adequate
resources to be able to fulfill its current and future liabilities.

C) Foreign currency risk

The Group’s foreign currency risk is mainly associated with changes in the value of USD against TL and
other currencies. In order to avoid possible losses due to fluctuations of foreign exchange rates, the
Group places its assets with the same currency for liabilities.
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FINANCIAL PERFORMANCE (Cont’d)

d) Interest rate risk

Interest rate-sensitive financial assets are placed in short term instruments in order to avoid any possible
interest rate fluctuations. Interest rate-sensitive liabilities constitute 47% of the total liabilities.
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