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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEMBER 2017
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2. Conmercial title and trade registrationnumber of the company and contact information
pertaining to its headquarters, branches and its website address
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Doha Bay, Maysaloun Stree
P.O. Box 14023
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Tel: +90 (312) 592 1000
Fax +90 (312) 354 1302
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEMBER 2017
3. Organizational structure of the @mpany

Board Of Directors

Coordination Management
CEO
Financial Management L. Corporate Services
Vice Presidency Vice Presidency

Technology & Strategy 1 i Human Resources Managesment
Vice Pressdency Vice Presidency

Marketing
Directorate

Microelectronics, Radar,
Guidance & Electronic Warfare
Hectro- Optics Systems

Transportalon, Secunity,

Defense Systems
Energy & Autoemation

Technotogies

Communication &
Information Technologies

i System:
Vice Presidency ystems

. Vice Presidency
Vice Presidency Vice Presidency Vice Presidency

The Company has been restructured under five Vice Presidencies that will carry the production
and engineering tasks, which are; Communication and Information Technologies (HBT),
Microelectronics, Guidance and Electoptics (MGEO), Defense Systems TechiedodSST),
wlkERFENE 9f SOGNRBYAO 21| NFI NB Trafidporthtign) Seeufith, BnrgyO S {
and Automation Systems (UGES)

In order for General Management to fulfill planning at strategic level, pursuing and assessing
functionsin a more d&icient way, four different Vice Presidencies have been constituted as
Financial Management Vice PresidenCprporate Services Vice Presidency, Technology and
Strategy Vice Presidency and Human Resources Management Vice Presidency in addition to
Marketing Directorate and Legal Affairs

The Internal Audit Departmerand Board of Directors Planning and Coordinatiddanagment
have been established under the Board of Directors

The Company maintains engineering operations in Ankara, METU Teknokent; production and
SYIAYSSNAY 3 2LISNI G§ARWR DIyt call cORigy 1D $£y5S NI{& daNTiy |
Ly 1 F N aFudeyhpreEe ¢ { ¢ | Y R Presiflenclefnanagerest offices and
Product 8pport Management of UGES Viegesidency are located in Istantitéknopark.

TOmM®d ad®ad o YAmpe! qup a d9«x
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEBMBER 2017
4.¢ KS / 2 YLI y & GRarelidlddrdiructiiré with §feRkchanges during the fiscaleriod

Capital Structure (%)

= Turkish Armed Forces Foundation (TSKGV)
m Quoted on BIST (free float)
Axa Sigorta Anonim Sirketi

Partners Share| 31December 2017| Share 31 December 2017
(%) (Thousand TL) (%) (Thousand TL)

;I'_IEJSrkKisGhV?rmed Forces Foundation 84,58 S 84 58 845.826
Quoted on BIST (Free float) 15,30 153.019 15,30 153.019
EF {A32NIF+ !'y2y, 012 1.155 0,12 1.155
Paidin capital 100 1.000.000 100 1.000.000
Share capital adjustment -- 98.621 -- 98.621
Inflation adjusted capital -- 1.098.621 - 1.098.621

Registered capital ceiling of the Company is TL 1.000.000 Thousane billion). The nominal
capital of the Company is TL000.000 ThousandTL one billion) and is divided into
100.000.000.00@one hundredbillion) shares, each having a nominal value of 1 kurus (1% of 1
TurkishLira).60.545.454.54¢sixty billion five hundred andfourty five million four hundred and

fifty four thousandfive hundred andfourty six) of the shares are Group A shares and
39.454.545.454thirty nine billion four hundred andfifty four million five hundred andfourty

five thousandfour hundred andfifty four) of the shares are Group B Shares. All shares are in
the name of the holder.

Group A shares are nominative preferred shares and 6 of the Members of the Board of Directors
are elected among the Group A preferred shareholders or among the datedpresentedby
them.

TOmM®d ad®ad o YAmpe! qup a d9«x
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b2 OKFy3aS KlFa 200d2NNBR Ay (GKS &aKINBK2f RSNAQ
period.
5. Reporting period, title of the partnership, names, surnames and jurisdiction of the chairman,
members and the managing members wiserved in the board of directorgluring the period,
the term of office of the duties (with commence and end dates)

The report comprises the events took place during the period 1 Jat81dDecembe2017. The
title of the main shareholder in the report SSELSAN Elektronik Sanayi ve Tida®t &

Members of the Board of Directors

Within the framework of the provisions of the Company's Articles of Association, the Board of
Directors consists of a total of 9 membesmprisingof 6 members to be elected from privileged
shareholders or candidates nominated by group A and 3 independent members to be elected
under Capital Markets Board (CMB) regulations.

Information regarding the Members of the Board of Directors elected durireg Gereral
AssemblyMeeting held on 15 March 201afe as follows:

MEMBER OF THE BOARD OF DIRECTORS

B _ End of Term of

Chairman/
TONI KAY mwknY 15 March2017 March2018
Independent Member

. Vice Chairman/
adzaual ¥I a dzN . 15 May2013 March 2018
Executive Member

wvael y.| Independent Member 31 March2014 March 2018
9NONYSYyR ! w Independent Member 31 March2016 March 2018
. F €N Y D9b4 Member 15 March2017 March 2018
HalukD mw D « b Member 15 March 2017 March 2018
9YAY { I YA m Member 15 March2017 March 2018
Ercan TOPACA Member 15 March2017 March 2018
adzNG G «4«b/ Member 15 March2013 March 2018

Executive Member

The Members of the Board of Directors are entitled wiitle authorizations stipulated in the
TurkishCode of Commerce (TCC) and in article 13 of the Articles of Association of the Company.

TOPmo adad o Lppg! qup a d9«dx
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DEREAMB¥ER 2017
Entitled shareholders, members of the board of directors, senior executives and to their spouses

as well as relatives up econd degree are not authorized to perform transactions which may
cause conflict of interest or competition with the Company and/or subsidiaries.

There is not any ban on trading for board members with the Company, which they performed
on their own or onbehalf ofa third party. There is no operation regarding the roompete
obligation by the members of the board.

Changes of Members of the Board of Directors during the Period 1 Jang&¥ December
2017

During the Ordinary Gemal Assembly Meeting helgh 15 March 201,Mustafa Murat 9 Y 9 w 2

. F&@NJIY D9b4/ ! b3S | }Ffdzl DmwD«b Zanda dANY¥ ({ kweke bmhwD «
elected as Member of Board of Directors for 1 year of seraidd T 0 NI KA YY2AE84Y hl[ Y. !
YR 9 NONY @efeeledted ashdgpendent Member of Board of Directors for 1 year of
service.

6. Main factors that affect the performance of the company, significant changes occurred in the
environment where company is operatingoolicies implemented by the company with respect
to these changes, investment and dividend policy of the company to strengthen its
performance

The Companyarries onits business interests in defengedustry as well as in civil industry
Accading to the latest datathe five countries which have the largest defenseustry
expenditures during 2@ are the USA, Chin&ussia Saudi Arabiaand India The declining
tendency of theresources which the USA has allocated to defensecent years has left its

place to incease in 2016. Concurrently, in EuropedaAsiaOceania, an increase has been
observed compared to the previous year and there has been a decrease in ABich 206

yearend, despite the fact that dzNJ S& Q& | y y dzltdre hRsSigchgsadSron$SDLIS y R A
179 Billion to USD 4,8 Billion due to the effect of foreign exchange rates within the last five

years 2% of the GDP istill comprised of defense expenditure3he ratio of defense
expenditures over GDP stands steady whilenumberof/ 2 YLI y@ Qa LINRP2SO0a K
by the years.

5dz2S (G2 GKS AYyRdzAaAGNERQa vyl Gdz2NE RSTFSyasS LINR2SO
project lasts approximately 4 to 5 years from its start to its delivery. Al ddecembel017

longterm plans whib have beeraccordingly signed as contracts spread over years amounts to
USD6,8 Billion. The determination of target regions/countries and focusing on these markets

for marketing and direct sales as well as engaging in joint productions, transfer of technology
to/from international platform producers and strategic initiatives for salethiod countries are
concurrent to our sustainable growth objectives. Our structure coincides with our objective to
operate in civilian electronic fields which require high technology.

¢ KS / 2 Ypdfitydsteo@ition policyis posted onwww.aselsan.com.tiwebsite under
Investor Relations/ Corporate Governance/Policies

TOPmo adad o Lppg! qup a d9«dx
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DESERNBER 2017
At the Ordinary General Assembly Megthreldin 15 March 2017from the remaining distributable

profit obtained after subtracting taxesnd statutory obligation from C¥ LJ- Yy @ Q& 2 LISNJ G A
2016

1 In accordance with Article 519/(1) of the Turkish Commercial Ctide6.703.481,27 to be
allocated as General Legal Reseyves

1 Net distributable profit to the shareholders for the period, cdtad in the framework of the
profit distribution regulations and decisions of the Capital Markets Board is proposed as:
Gross profit, TZ5.900.000 (Kurus 7,55 per share of TL 1 and ?&5n the basis of the capital) (net

profit TL64.175000 ¢ Kurus6,4175 per share of TL 1 and 6,428%n the basis of the capital) as in
the form of cash,

1 In accordance with Article 519/(2) of the Turkish Commercial Cdd2550000to be allocated

as General Legal Reseryes

{1 It has been decided #t the remaining prét is to be allocated agxtraordinary Legal Reserves
and distribution of the dividends to the shareholders are decreeded in three equal installments on
the dates of 8 June 2017, 14 September 2@hd 14 December 2017

All of the gross cash dividenidat has been decided to be allocatedhounting to TL 75.500.000
has been paid to shareholders as of 31 December 2017.

7. Financial resources of the company

The most substantial financial resousc®f the Company compristhe advanceand interim
paymentstaken within the scope of thecontracts signedand profis generatedby the main
activities.

During 1 January31 December2017 period, the cashlrequirementswere me with the available

cash ash inflows from other operations Yy R dza S 2F ¢ NNJ] O9EAYol vy
currency loandue to low cost. Within the scope of the Eximbank Loan Program, during

1 January 31 December2017LISNA 2 RS G5Aa02dzy i SR C2duWBUSBESY,5 / dzN
Million with 240days ofmaturity Y R a5A a02dzy G SR ¢ [ [ 2| g/idaturitidsd dz
respectively: T388,3Million with 240 days of maturityAs of 31December2017, there is a lan
balance equivalentto UBl112a A f t A2y Ay (20Ff 6KAOK A& dzaSR

Furthermore, ban obtained from Defense Industry Support Fund (DISF) in accordance with Defense
Industry Execution Cominii SS Q& 5 S OA 24A ilfon asio1Deckniber2017.5

8. Rsk management policies of thedinpany
¢CKS /2YLI yeQa perfdrmiiRa trarBparerit, MddDritabldlEmpartial and responsible

manner. TheChairmanand ViceChairmanare electedamongthe Board of Directors members
furthermore Board of Directors Committee Presidents and committee members are elected as well.

a. Corporate Risk Management

The Company's Corporate Risk Management Policy; aims to have the appropriate risk reaction
against uncertainties threatening the corporate existence of the Company and protect the

TOPmo adad o Lppg! qup a d9«dx
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI1 DEREMBER 2017
Company's corporate identity, its employeasd the interests of its shareholderand related

parties Risk management has been an integrated parttltd corporate managementand
informationgeneratedwithin the context of risk managemeptrocessareintegrated into decision
makingmechanisms.

In order to identify the potential riskseforehand and to enable the management of these risks in
O2YLX Al yOS 4 A U K-taking Spproazhy drllEaflp Deiectiohfard Management of Risk
Committee which consists of the members of Board of Directors was established in 2012.

Through Corporate Risk Managemenpractices a (2L R2gyé YR ao2002
applied together andlA a1 a GKF G YIF @ | FFSOG GKS O2YLI yeQz
along with the risk reactions and precautions to be taken. The reports prepared by the The
Management and Early Detecti@i The Risk Committee are presented to the Board of Dorsc

and the Independent Audit Company.

The risks which have been defined and prioritized in accordance with the opinion and suggestion
companywideandin the scope of the operatiorearried out by tle committee are explained below:

Difficulty to Increasethe Number and Variety o€ustomes

22NI RQa tSFRAYy3a RSTFSyaS AyRdzaGNE O2YLI yASa:z
of their country, face witlseveral sectoral risks including lack of custortigersification caused by
sellingto mainlya sngle customer. The main client of the Company is the Public Institutions and

Organizations, especially the Turkish Armed Forces. This situation is accompanied by the fact tha
the activities of the Company are generally directed towards the public demahdur county.

It is aimed to reduce this risk by working on increasing the sales abroad and carrying the existing
know-how to the civilian sectors.

Insufficiencyin the Number ofQualified Subcontractos and Supplies

The main contractor companies play an important part in providing deepening to the industry. To
build an effectivesupply chain;he creation of qualified subcontractdssippliersis highly critical in
terms of sector productivity and sustainability. FbetCompany, which works with a large number

of domestic and foreign suppliers and subcontractors, it is of utmost importance to ensure material
quality and supply continuity.

Having a strong subsidiary infrastructure is among the elements that will supprS / 2 Y LI y
business continuity, steady growth and global competitiveness. In order to reduce the risk arising
from the failure of suppliers and subcontractors to achieve the required technical competence,
expertise and performance, the Company is mglkgneat efforts to develop the subsidiary industry
infrastructure and companies.

Changes In The Global Economy and DefeBgending

Gobal econonic variationshavesignificantimpact on the economic activities of the countries
and cause changes jmmojecteddefense budgetsThis situatiormaybring along the risks of the

TOPmo adad o Lppg! qup a d9«dx
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demands of domesticandforeign customers lower from the expected level and also afésct

the operational and functional indicators.

The current and potential economic developnignthe countries whictthe Companyhave
either collaboratedor/and exported and the effect of thesenatterson the company have been
followed and the projection regarding global development have been plankathncial
precautions and strategies thawill minimize the negative effects of current and possible
economic developments are evaluated and implemented on constant basis.

b. Financial Risk Management

The financial risk in the financial risk management model of the Company have been identified
as foreign exchange risk, interest risk, liquidity risk, credit risk and capital risk

Within the scope of the financial risk management, exchange risk, interest risk, liquidity risk,
credit risk and capital risk whiaan possiblaffect the assets anfiabilities of the Company are

defined, measured, managed and reported. Therefore, the adverse effects of the changes in
FAYEFYOALET YIFENJSGAa 2y GKS / 2 YLl Fiaddal derivafitey OA | f
are also utilized to minimize the riskgloreover, financial risk management techniques have

put to use in ordeto protectthe return on the projecfrom the effects othe inconsistency of

cash inflows and outflows on the basis of currency which was formed within the projects and

the deviationof the planned cash flow dates

¢CKS /2YLIyeQa adzwaAiARAFNASA yR I FFAELAIGSa dzi
their own management policies.

I. Foreign Exchange Risk and Management Policy

The main principlef theforeign exchangenanagement is to minimize the impact of the foreign
exchange fluctuations by preventing foreign exchange short or long positions.

To define foreign exchange riskgith taking the periodical foreign exchange position into
consideration loss and profits witch would arise from upwards or downwards changes are
calculated and the possible impacts of the foreign exchange risk incurred are measured. In this
context, the posdile changes in foreign currensgnsitive assets and liabilities for prospective
interim financial periods are considered and the foreign currency position is estimated.

Thecurrency of thecontractssigned between the company aiitd clients aremainly currencies

other than thefunctional currency which is Turkish Lirdvances can be made different

periods of the contracts so that the work can be carried out during the contracts, and the
advances received can be in currencies other than the functional curréhoyrder advances

takenand giverapart fromthe functional currencyre not subject to valuatioraccording to the

¢! { HmM G¢KS 9FRANBRAY2 P EOKHWwHSE wiyiS@ { Gl yRINF

Due to the nature of the contracts, it is inevitable that there will be no change in the currencies
during the term of the contractAs a result othe exchange ratdluctuations;there could be

TOPmo adad o Lppg! qup a d9«dx
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profits/lossesfrom delivery, advanceoffsetting or collection withinthe scope of a foreign
exchange rate based contract

Methods which are used to manage the exchange rate risk aveatance sheefstructural)
methods.Onbalance sheet (structural) methods are utilized in order to manage the exchange
rate risk.In order to keep foreign currency position at desired levels and to ensure currency
conformity, applications such as the use of fixed ratedenominated credit instead of foreign
currency denomination, the determination of the contract currency according to the weighted
currency of the contract and the signing of the contract in terms of the main contract currency
with subcontractors withirthe scope of contracts.

All public administrations subject to Public Financial Management and Control Law dated 10
December 2003 and numbered 5018 and their reig fund institutions, dated 8 Jurk9&4

and numbered 23%n State Economic Enterprises $taivned enterprises and subsidiaries
subject to Decree Law are subject to special legislation in the privatization program within the
scope of Law No. 4046 on Customization Practices datédbvembef 994, and more than half

of the capital of the publicextor owned enterprises, Saving Deposits Insurance Fund and special
laws having a direct or indirect public shgf€BRT") announced on 2 Januafi7 that the
liability of the borrower for domestic currency payment obligations, irrespective of the nature
of the liability, until 31 Decembe&t017, as Turkishifa. The transactions and results within the
scope of this article are not related the budget revenues and expenditures accounts. "With
this announcemenpublishedby the CBRT on 17 February 2017mBank rediscount foreign
currency loan repayments up to 31 May 204&re made in TL. In addition, the repayment of
loans granted by the Defense Industry Support Fund (SSDF) ldetigon of the Defense
Industry Executive Committgmssiblybe made in Tuntil 31 December 2017. Eximbankdan
currency denominated in USahd SSDF loans are repaid in Turkish Lira at the rate of 3,5338
USDTL until 31 December 2017.

I. Interest Risk and Management Policy

In determining the interest risk, the difference betere the interest rate sensitive assets and
liabilities is analyzed and calculated in a certain condition. In the scope of fund management,
sensitivity analysis is performed when the interest risk of interest sensitive assets in the portfolio
IS measured.

Asof 31 December2017,the sum of SSDF loans is URIL million. It is estimated that the
interest rate does not constitute a risk due to the fact that the loans have fixed interest rates.

As 0f31 December2017, theloan balance otUSD111,2million, of which US27,5million and
TL3533YAf t A2y | NB dzASR FTNRY ¢NNJ] 9EAYOlIYy|ld ¢KS
Sincethe Company does not use floating rate loans, it is evaluated that interest rate is low.
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Liquidity Risk andManagement Policy

Liquidity Risk comprises the risks when the matured liabilities cannot be fulfilled, when the
increase in assets cannot be funded and the risks which arise due to the transaction realized in
non-liquid markets.

Liquidity risk is managed by considering short term liabilities, assets with high liquidity,
anticipated cash flows and balance sheet maturity ladd@iéroughthis scope, sufficient level of

cash and assets which may be convertible to caghamtained, &ention is paid that the
Company finances its activities without using any loans and the resources of funding are varied
by keeping the commercial bank credit limits ready for any cash requirerAsmif 3 December
2017,32% of the shorterm and longterm liabilitiescompriseof advance payments received
therefore as there is no discrepancy in maturity datierefore liquidity risk is considered to

be low.

Credit Risk and Management Policy

¢CKS adzadl yadAl f lcilréhficredtbalaickc8mpris@sof thik yedofmiance
guaranteesand advance payment guarantees (letter of guarantees) granted to the customers in
the scope ofthe contractsand which areshowedoff-balance sheetWithin this scope, in the
context of the managementf the credit limits in the bank, periodically risk counterparts are
followed and transactions are carried out in order to deduct the letters of guarantees for the
completed contracts without delay.

v.Capital Risk Management

Through thecapital management of the Company, enabling a esiptity balance that would
minimize the financialisks and costs is taken care of. The objective of the Company is to
guarantee a consistent growth kijle means of the funds gained through its activitighile
providing its shareholders a reguldividend income.

9. Other issues not included in the financial statements but which would be beneficial to the

10.

users

1 As of31 December2017, the Company has laacklog of USB,8 Billion and these orders
includethe period until 2025.

1 No Extraordinary General Assembly was held during the pdradeen 1 Januaryg 31
December2017.

Significant events between 1 January31 December2017 fiscal period and the Board of
Directors Meeting date when theorrespondingfinancial statements shall be negotiated

The amount of contracts signed after the balarsteetdate by the Groups approximatelJSD
932 Miillion.

TOPmo adad o Lppg! qup a d9«dx
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEMBER 2017

11.

TONI KAY .9Y$w KIFa 6SSy laairA3daySR [a GKS ¢NIya
(UGESBusiness Sector CEO and the Vice President

Expectatiors for the progressof the company, significant developments with respect to
company activities and financiaposition, to observe whether past period targets were
achievedor not, whether the general asembly esolutions were fulfilled and in the event the
targets were notachievedand the resolutions were not fulfilled, information regarding the
reasonsand explanations

The forecasts under the normal conditions regarding the Grotgrsolidatedfinancial results
for the 2017 ear are presented below;

Financial Targets 2017 Financial Targets | Realization
2017 2017
(Ratio/Amount) (Rate/Amount)

Consolidated revenugrowth (TL) X25% 42%

EBITDA (Consglldated and adjusted without foreign 18%¢ 20 20%

exchangeate differences)

Capital expenditures (Tangible and Intangible) ~ 5@ millionTL 550million TL

Ratio of seffunded R&D to sales 7% level 6%

The expectations of Group on consilied financial results for 201&nder normal
circumstances are as follows:

Financial Targets 2018 FinancialTargets
2018

(Ratid Amount)

Consolidated revenugrowth (TL) 25%¢ 35

EBITDA (Consolidated and adjusted without foreign

0
exchange rate differences) 18%¢ 20
Capital expendituregTangible and Intangible) ~ 560 millionTL
Ratio of seffunded R&D to sales T%level

These expectations are based on the yearly average of USD/TL parity}{02@d EURO/TL
parity to be4,89.

The Companywhichhas beerin the most prestigiousistsince 2006 a5 SFSyasS bSga
LJdzo f AAaKSR o0& a5 S FangdiressSits auskingyin i@ listfdllgivBgyears
In 2017, the Company raised its ranking t8' &vthe list with a USD 1.243 Million defense sales.
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI1 DEREMBER 2017
In orderto achieve the sustainable growth:

1 The registration of SADEC LLC was completddemember2016 as part of our efforts to
establish a joint venturevith TAQNIA DSih Saudi ArabiaThe capital of the company AR
22.500.000(USDMillion) and the sharef the Companyn the partnership is 50%. SADHC's
main field of activityis going tobe the production and sales of radar, electronic warfare and
electro-optical systemsilt is planned that the necessary infrastructure and production facility
investments of the Company will be completedhin two years.

T¢KS O2YLIlye GAGESR a!{9[{!'b alflreairl {Ryo®
field of remote controlledwe L2y aeéaidSvyaz 2F 6KAOK !'{9[{!b

is MYR 100, and the establishment has been registered on 19 JulyAfbrding to the new
business and project potentials in Malaysia, the company is planned to grow and establish local
partnerships.

T¢KS O2YLIye GAGESR b, Te¢![ aA{INRSEtS]TONRYA]l {
operate in the field of micro and nargized devices containing semiconductor and similar
technological materials. 51% of the company belongs to ASELSAN whireas,T¢! Y | Yy F
Undersecretariafor 5 STSy OS LYy RdzZaAGNASa K2f R Hd> FYyR HE?
capital is TL 17.462.500 aadtablishment has been registered on October 4th, 2017.

T¢KS O2YLIlye GAGESR a!' {9[{!b .Af1Syld ailNEP
established in order to manufacture micro and nasired devices containing semiconductors

and similar technological materials and the share of the Company in theguahip is 50%. The

O2 YLJ y & QsiTL180600J04 and the establishment has beegistered oril1 November
2014.The company has signed its first contradtich isrelated to GaN transistor/integrated
circuits in December 2016.

2 0

1 The quality and technotyical perspectives of the cooperation formed with the universities
have been increased.

1 ASELSAN employees are provided with the opportunity to study in the work environment
with the initiation of ASELSAN Academy Postgraduate Training Program. The megresithe
purpose of having the necessary technologies and developing existing technologies.

 The efforts to form an ecsystem with the sud Yy Rdza G NB O2 Y LJhgve Sa |
continued

1 Companys continuingits operationsn civil electronic areas whiagleguireshigh technology.

1 Inorganic expansion will be also evaluated as well as organic expansion.

12. Compliance Report o€orporate Governance Principles

The report will be provided with Annekkof the year end BOD Report.
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DESERNBER 2017
13. Research and Development Activiti€erformed

The Groupasa leading defense industry establishmeté¢velos advanced technology system
solutions on land, air, naval and aerospace platforptesces greaimportance to Research and
Development activitieand technological gairsince it was founded. Besides, it aitnsspend
approximately % of the annual turnover to its Research and Development activities financed
with its own resources.

By following up on all kinds of technological developments pertaining to land, air, naval and
aerospace platform product/system technologies, the Company not only applies technology but
also designs, develops and produces product/system technologies er twdshare or sell
with/to national and international collaborations.

Projects are striving at maximum level in order to benefit from the technological opportunities
existing in the country aiming to increase the national contribution share. For th{goper
cooperation is made with universities amdrious R&D organizations and importance is given to
the use of locasuppliersand subcontractors.

As for the projects carried out within the Group, tResearch and Developmeinicentivein
compliance with the provisions of the Law on Corporate Tax numbered 552Resehrch and
Developmentcenter application pursuant to the Law regarding the supportR#search and
Developmengctivities numbered 5746 are being implemented togett#es fa non-public R&D
projects the approval of TEYDEB (Technology and Innovation Support Programs Directorate)
and ARDEB (Research Support Programs Presiden®geivedand are supported by th
institutions. Within the Company, there are Besearch and Del@ment centerswithin the

scope oDefense System Technologies (SST), Radar Electronic Warfare and Intelligence Systems
0 w 9)] Microelectronics, Guidance and Eleetptics (MGEQO), Communication and
Information Technologies (HBTyansportation, Secusi, Energy & Automation Systems (UGES)
Vice Presidencieas well asASELSAN Research CemtieKice Presidery of Technology and
Strategy ManagementCurrently, 2.974 staff are employed at the Group &esearch and
Developmententers.

The Number oPersonnel Employed at R&D Cente

(2.974)
900 - 868
800 - 788
700 642
600
E
£ 500 -
5 415
S 400 -
a.
300 238
200
100
23
0 .
HBT MGEO SsT REHs UGES GY
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEBMBER 2017
The Group alsccarry on its activities in Teknokent facility within Middle East Technical
' YABSNBRAGRESY TabSyaddrS¢y8OKWNBE 21aN8R @I Jliyndithel NOR T
scope of the Law numbered 4691 derechnology DevelopmeregionsGroup employed00
staff within this region.

The Number of Personnel Employed B chnopark

(300)
250 - 245
200 A
@ 150 A
[
(=4
2
& 100 -
50 1 36
19
0 B
oDTU Teknopark iTU An
Teknokent istanbul Teknopark

14. Amendments to the Articles of Association during the period along with tle@asors
There has not been such an event within the period.

15. The kinds of issued capital market instruments and their amounts, if any
There has not been such an event within the period.

16. Theindustry that the Company operates in and its position within the secto

The Company is a leading defense industsyablishmentdeveloping advanced technology
systemsolutionswithin land, air, naval and aerospace platforms.

The Companybeing anestablishmentof TSKG\standsin a position of a technology center
within the fieldsof design, development, manufacturing, system integration, modernization and
after sales services of military and civil communication systems, avionics systems, electronic
warfare and intelligence systems, radar systems, command and cogsteinss, naval warfare
systems,security systems, transportation systems, energy systems, traffic and automation
systemselectro-optic systems and products.
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEBMBER 2017
Ranking of Compafyiternational, countrywide, sectorial rating systems is showed at table

below:

Period

1 International

Ranking
DefenseNews Magazine Defense News Top 100 2017 57 58
SIPRI SIPRI Top 100 2017 67 72
European Commision  World R&D Expenstop 2500 Company 2017 1.204 1.228

PCB Technology Leadership Awards (LA
Printed Wiring Board Technology
Mentor Graphics H 1 M €ovhputers, Blade &Sears, Memory 2017 2 2
{eadasSvya¢é O GS3I2NE
2016:ca A f AIGE NBA 19k OS¢ C

9 National
Ranking

Istanbul Chamber of ICI 500 Top Industry Companies 2017 20 23

Industry ICI 500 Private Companies 2017 19 21

Fortune Magazine The Top 500 Companies 2017 41 54

Capital Magazine The Top 50®rivate Companies 2017 50 65
Sustainability Index 2017 No Ranking

BIST (Borsistanbul) Corporate Management Index 2017 No Ranking
BIST Top 30 Index 2017 No Ranking
BIST Top 30 Market Value Sequence 2017 6 8

¢9! o6¢dzN) Se

Assembly Top1000 Exporters 2017 108 101

Turkish Time Journey  Study of Research and Development Top . 2017 1 1

Deloitte Technology Fast 50 / Big Star Category 2017 1 1

Brand Finance Most Valuable Firms (100 Brands) 2017 33 46

Bloomberg BusinessweeTop 50 Firm¢Between Universities) 2017 4 9

. Ideal Employers (Engineering and Informat
Universum Technologies100 Companies) Ay L 4
| = =

Turkish Patent Institute Te V\./Yt i .¢ 9 b &(Top Beh @amgany 2017 5 -
Making National Patenjs

Ministrv of Science Top of the Private Sector R&D CenteR&D

y ' Centers Performance Index / Defence 2017 1 1

Industry andTechnology Industry Sector

Firms Which Have Well Management of
Climate Changes and Highest Greenhouse 2017 No Ranking
Emission Performand@urkey)

Innovativeness and Creativeness Awards,
Innovative Product Awards Between Big Fi

CDP (Carbon Disclosure
Projec)

¢9{T5 2017 No Ranking

'1bwSt I SR LISNAR2R¢ Aa (Kséxplared. NJ 6 KAOK NIylAy3a KIF @S o

w»
w
<
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DESERNBER 2017
17. Progress in investments and degree of incentive utilization if any

Progress in Investments

Directing the Comparfy &sources to profitablehigh valueadded fields, where advanced
technology is used, is anticipated in the first place by considering the global tendencies,
technological developments and the actual and prospective requirements of all customers
particulary Turkish Armed Forces. The investmewithin the Company arearried out after
detailedconsideation ofthe technological plans, strategic plans and project requirements.

During thecurrent period, the investments, which will meet the neeaf substru¢ure and
equipment in order to be useth research and development project have been sustained in
compliance with the investment scheme in accordance with the policy of efficient use of
resource.

Incentives that Company has benefitted

Income taxwithholding incentive, insurance premium support, stamp tax exemption and
Research and Development incentigee utilized within the scope of the Law numbered 5746.

In accordance to the Law regarding the Incentive of Research and Development Activities
numbered 6676 published on Official Gazettes numbered 29636 on 26 February 2016 and The
Law Regarding the Amendments on Delegated Legislation, the content of the law and
incentives has been broadened and additional exceptions has been given. Income tax
withholding incentive, insurance premium support and stamp tax exemption is utilized by being
calculated over the salaries of the Research and Development personnel and not being paid to
the relevant institution and the Research and Development discount igadiby means of
applying a discount on the corporate tax return. Aforesaid law is valid until the date of 31
December 2023.

Within the scope of the Teknokent Law numbered 4691, incentive on withholding income tax,
insurance premiunsupport and stamp taexemptionis applied. These are utilized by making
calculations orResearch and Developmeand software personnel wages and not being paid
to the related institution. The gain obtained with referentze the execution of Technology
Development Zones Law mbered 4691 is exempted from the corporate tax of 31 December
2023.

Between the period 1 January 31 December 2017 because ofhaving Research and
Development centes; TL 110.332 Thousand within the scope of income tax withholding
incentive, promotion of insurance premium, stamp duty exception; as a result of being active at
h5¢« ¢S1y21Syids TadlyodzZ ¢ SCORYIZE Pl B BISE 12 LIY
TL16.541Thousandncentives have been used.

Within the scope of the Researeimd Development Law No 5746 andKhekent Law Na@691,

TL190.625Thousand Corporate Tax advantage has beenegais of1l JanuanB81 December
2017period.
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' LISNA2RA 6 KSY DeNdofrdd axpenses, BhiciNizskibjekt gf Research and
Developmentdiscount, is higher than the principal amount Besearch and Development
discount which is indicated at corporatextaeturn, Corporate Tax ratio is @or the years
20182019 and 2020 ah20% for the next years distinction amount is evaluated as deferred
tax income at financial tables.

The 1501 Industrial Research and Development Projects Support Programme has been
establishedn order to encourage the Research and Developnog@rations of the companies
creating added values at company level and to contribute to the enhancement of the Research
and Development ability of the Turkish industry by this means. Projects within the scope of
1511t NA2NRGAT SR T A S feRde@loptBna £hdl iNdOwationi fBograng’ cafie2 3 A
into force as of 2013The support process of the projects have been initiated as of July 2010 by
1509 EUREKIAternational Industrial Research and Development Projects Support Program
where market oriented projects for developing products and processes to be commercialized in
short term are supportedhe Grouphave benefited fronthe incentives. In addition to these,

C«. TClY mnno wSasSI NOipldmeritedJitNiGi thelsdbpeDNe Yrajecs S NS
entered into implementation in @17 andthe Companybenefited from the incentives.
(TL17.546Thousand)

Within the scope of SANEZ Research and Development support programme aimed at
supporting the postgraduate and/or doctorate thesis works which shall contribute to increasing
the competitiveness in international markets by means of commercializing thet$icistudies

at the universities and institutionalizing the Universgyndustry cooperation4 Projects are
ongoing

The 1007 Public Institutions Research and Development Project Support Program has been
formed in order to meet the requirements of thBublic Institutions with Research and
Development or to support the projects aimed at solving their problems. In scope of this support
8 Research and Development projects are still ongoing.

Within the context of the European Commissiori" ZCooperation Frmework Programsg
AYGSaINI GA2y LINRp2SOia 6SNB SESOdziSRe Ly (GKS
LYRAGARdzZE f  { dzLILI2 NI t NARGFGS t NPANFYYSE h"gAlGKA
Cooperation Framework Programmeksprojects have gone inteffect in the years 2010 and

2011.

Expenses regarding the foreign market research travels realized with respect to the products
and the foreign office expenses are used up by the rate and amount of subsidies implemented
within the scope of Governmental G for Export(TL 780rhousand)

Within the Decision Regarding the Governmentadr® in Investments, there are IlBvestment
Incentive Certificates taken from the Turkish Republic Prime Ministry Under secretariat for
Treasury General Directorate of Incentives and Implementation. With such incentive
certificates, VAT exemption and customs tax exclusion are utiliZzed8.530Thousand)
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a2ySilFNB &dzLILIR2 NI Aa 320 6AGKAY

GKS ad21LI)s 27

related to Agricultural Support and Research and Development Support Program from Ministry
of Agriculture/ General Directorate of Agriculturaédearches and Policies (TAGEM). (TL 419

Thousand

VAT exemption is applied in domestic and foreign purchases and customs tax exemption is used i

foreign purchaseqTL159.732Thousand)

The sourcesamountsand types of the incentives utilized are summarizadthe table below

collectively.

The Source of Incentives Type of Advantage

31 DecembeR017
Amount (ThousandrL)

Research and Development Promotion
Law numbered 5746 and Teknopark Law
numbered 4691

Income tax withholding, Insuranc
Premium, Stamp Tax

VAT Law umbered 3065 VAT Return

Research and Development Promotion

Law numbered 5746 Corporate Income Tax

Ministry of Economy Investment Incentive VAT and Customs

Duty Exemptions
Support Programme Income tax withholding, Insuranc
0¢C«. T¢C!Y MPAMIMPMMZ Premium, Stamp Tax
Teknopark Law numbered 4691 Monetary Support
Ministiry Of Economy Fair and Market
Research Incentives Monetary Support
Support PrograméTAGEM) Monetary Support

TOTAL

190.625

159.732

110.332

18.530

17.546

16.541

780

419

514.505

18. Explanationsincluding the qualities of the production units of the company along with the
capacity utilization rates and their developments, general capacity utilization rate, developments
in the manufacturing of the products ahservices which are subjects axtivity, amounts, quality,

circulation and the prices compared with the previous period figures

The capacity utilization shows how much of total production capacity is used. It is calculated by
dividing the realized production capacity (Realizedspanel hour}to the potential production
capacity (Number of personnel x 8,5 hours x work dBlyg capacity utilization for the period 1
January 31 Decembe017was realized at the level @D2%. Substantial part of the production

has occurredas order based production. Research and Development activities are carried out
for the productsdesigned to be tailoredhrough customer requirementsThere is variation
between qualities, quantities and prices between the systemsthagroducts.

TOPmo adad @
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19.

The production processeand resource planningave been managed more efficientipon the
usage of Enterprise Resource Planning System (ERPS)

The prices, sales revenues, sales conditions of the products and services which are subjects of
activity with their improvements within the year, developments in the yield and productivity
parameters and the reasons of the substantial changes in these compared to the previous years

¢CKS /2YLI ye OFNNASa 2dzi AdGa 2LISNY GA2yaatohy
¢ SOKy2ft23ASaé¢s a5SFTFSyasS {eaiSy ¢SOKyz2f23ASa
{eaiSvyaes aaAONRStSOUGUNRYNAOE&E: DUzZVRI Y@ NI iy RI2 B |
YR 1 dzi2YF A2y é D

According to the relevant sales agreement teyrand conditionstfK S/ 2 Y LI y &fbén  NEB ¢
projects containsorder based production, mass production product sales, services, commodities

and progress billing sales. Sales terms and conditions are subject to change as for the respectiv
agreements.

As Dr the consolidated amount of the Grodpeealizednet salesduring theperiod 1 January 31
December2017 TL4.576.113Thousand of this realized as domestic sales and8AL165Thousand
of it realizedas foreignsales.

Sales
(ThousandTL)

5.500.000 - 784.165 5.360.278

5.000.000 -
4.500.000 A
4.000.000 A
3.500.000 -
3.000.000 -
2.500.000 -
2.000.000 -
1.500.000 -
1.000.000 -
500.000 -
0 -

%100

Domestic Foreign December’'17
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20. The basic ratios regarding profitability and liabilities, as calculated on the basis of the financial
statements, sales, efficiency, income generation capacity, profitability and lialesitequity
ratios in comparisiorbasis with prior period and informaon about other matters and future
expectations and risks that havbeen prepared in accordance with Capital Markets Board
[ 2YYdzyAljdzS { SNAS&AY LL FYR b2Ywmnom

As of31 December20172 (G KS DNRdzLJQa FAYIFYyOAlLf aidlFGdSYSyd
| 2YYdzyAljdzS {SNASa LLZ b2Y mMnodm a4/ 2YYdzyAljdzS 2
issued by Capital Markets BoardrdSs margins 2%, Operating profit margi(EBIT)s 17®%6,

EBITDA margiis 20% and Net Profit margin 26% At the end of the3' Quarter, Returnon

Equity (ROE} 32%and AverageNet Working Capital/ Net Salesis 41%.

BASIC RATIOS / CONSOLIDATED 30 December 31 December
FINANCIAL STATEMENT 2017 2016

Current RatidAcidtest) 2,2 2,3

Liquidity Ratio 11 1,5

Short TermCurrent Liabilities / Total

0, 0
Financial Liabilities /088 A75
Total Financial Liabilities / Total Asset %5 %6
BASIC RATIOS / CONSOLIDATED SLL DEBERISES ¢ DEEERTISEST
BALANCE SHEET 2017 2016

Gross Profit Margin %25 %24
Operating Profit MargifEBIT) %17 %16
EBITDA Margin %20 %19
Net Profit Margin %26 %21
Return On Equity (ROE) %32 %22
Average Net Working Capital / Net %41 %44
Sales
Return on Assets (ROA) %14 %11

The liabilities of the Grouare mainly consist of the short and long term order advances

received.

TOmMo adad O Y4mpg! qub a d9«x
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21. Measures planned to be taken to improve the financial structure of the company

As for the annual budgets and imigmentations for theperiod 20172019, the Grouphas

adopted the principles as the basis to take care of savings in all &ieapenditures, to follow

up the advances and receivabletosely to pay attention to the proportion of the term and

currency in purchasing and sales agreemeansl the risk statusof the domestic/foreign

suppliers and suloontractors

22.

on duty

Changes in the top management within the period and the names and surnames ofeae

Changes in the top management within thperiod 1 January- 31 December2017 and
information regardinghe ones on duty are given in the below table:

LIST OF UPPER MANAGEMENT IN SERVICE

R . — =

TONI KAY m¥%YLt Chairman/independent Member of the Board of Directors

B
= O

[EEN
D

13.

14.

15.

16.
17.
18.
19.

© 0 N O O N w N e

adzadl FI
Y.
9NONYSYR

VA&l

a dzNJ

I w4

.FéN¥rY D9b4/
Il I f dZl DmwD«Ek
IYAY { YA my
Ercan TOPACA

adzNF 0 «4«b/ «
Faik EKEN

Okan Turan

Yavuz BAYIZ

Alper« b { h

h € dzi 9b9w

Mustafa KAVAL

| STINFSY hw!
aSKYSG 49 THY
I NaSeAy ! x!
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TOPmo

ViceChairman/Executive Member of the Board of Directors
Independent Member of the Board of Directors
Independent Member of the Board of Directors

Member of the Board obirectors

Member of the Board of Directors
Member of the Board of Directors

Member of the Board of Directors
Executive Member of the Board Directors

CEO/President

CFOl/Vice President (Financial Management)

Division CEO/Vice President (Communication & Information
Technologies Business Sector)

Division CEO/Vice President (Microelectronics, Guidance & Elec
Optics Business Sector)

Division CEO/Vice President (Radar & Electronic Warfare Syster
Business Sector)

Division CEO/Videresident (Defense Systems Technologies
Business Sector)

Division CEO/Vice President (Support Services)
Division CEO/Vice President (R&D and Technology Managemen

Division CEO/Vice President (Human Resource Management)

RNf { F RA NJ [ Internal Audit President

ad®ad o YAmpe! qup

15.03.2017
15.05.2013
31.03.2014
31.03.2016
15.038.2017
15.03.2017
15.08.2017
15.03.2017
15.05.2013
24.07.2014
04.01.2016

01.09.2014

25.05.2017

01.09.2014

01.09.2014

01.09.2014
14.05.2017
01.09.2014
01.09.2014
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REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DESERNBER 2017
23. Total amounts of the financial benefits such as attendance fee, remuneration, premium, bonus

payments, share profit providedo the managing members and senior executives

The total amount of the remuneration and similar benefits paid to the senior executives by the
Company as for the peridtiat ended on31 December2017is TL9.629Thousand.

In the table below, the annual grogetal amount of the wagepaid to the membes of the
Company'Main ShareholdeBoard of Directors and the interests of private health insurance are
given.

ASELSAN ELECTRONICS INDUSTRY AND TRADE INC. LIST OF TOTAL AMOUNT OF FINANCIAL BENEFHES
BOD MEMBERS AND HIGHER LEVEL EXECUTIVES

Total Amount Paid
Thousand TL

No Name and Surname Duty (Wage and Health
Insurance)
1. TONI KAY m¥%Yh] BOD Chairman/Executive Member 36
2. adza Gl FI adzNJ @ 9 BOD Vice Chairman/Executive Member 47
3. Zyal Y. ! BOD Member 48
4. 9NODNYSYR ! wzx! { BOD Member 49
5. . F&8NxY D9b4/ ! b BOD Member 36
6. | £ dzZl DmwD«b BOD Member 36
7. 9YAY { YA mwD«4 BOD Member 38
8. Ercan TOPACA BOD Member 36
9. adzNI} 0 «4«b/ « BOD Executive Member 48
10. bFTPY ! [¢Lb¢! BOD Member 9
11. aSKYSG / Sttt SdidA BODMember 14
12. Turan EROL BOD Member 9
13. TayYl At D«a« ¢9YT BOD Member 9
14. { SRFG b! %[ L. T[ 9Y BODMember 9
15. CEO/President and Vice Presidents Higher Level Executives 5.385
TOPLAM 5.809

24. Information regarding the allowances granted to the managing members and the senior
executives with the travel, accommodation and representation expenses and financial
benefits in kind, insurances and total amounts of the similaenefits

Total amount of dmestic and foreign allowances, travel, accommodation and representation
expenses and financial benefits in kind and totainounts of insurances granted to the senior
executives and members of the Board of Directors of the Group for the period end8d by
December2017 is TL1.590Thousand.
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25. Personnel and workers turnover, collective agreement implementations, rights and benefits
provided to the personnel and workers

The Group recruited a total number 602 people @04 with fixed term contract) as the
personnel including fixeterm contracted personnel, disabled and tersstricken personnel
during the periodl January- 31 December2017and the number of people quit for the same
period is318 (19 with fixed- term contracted).

The rights and benefits provided to the personnel by the Company are bonus payments, meal
allowances, marriage benefits, maternity benefits, death allowances, transportation, private
health insurancechildcare and kindergarten benefits. The average number of personnel
employed by the Group as 81 December2017is5.440.

There is no collective bargaining agreement in the Company.
26. Information regarding the donations within the year and social responsibility

Within the period of 1 January 20281 December2017, the Group donated T10.000in total.
27. Information on Business Partnerships, Associates, Subsidiar@sf ¥entures and Branches

The Republic of Turkey, Sivas, ASELEJBtNs Joint Venture

The Republic ofurkey, ASELSANkent Joint Venture

¢KS wSLJzotAO 2F ¢dz2N)J Sex DSo61 S [, Te¢![ o & W
Jordan, Amman, ASELS2d¥dan Joint Venture

Kazakhstan, Astana, ASEL$B&akakhstan Joint Venture

United Arab Emirates; Abu Dhabi, IGG ASELSAN Joint Venture
SaudiArabia; Riyadh, SADEDC]oint Venture

Republic of South Africa; Pretoria Branch

Republic of Macedonia; Skopje Branch

United Arab Emirates; Abu Dhabi Office

Saudi Arabia, Riyadh Office

Qatar, ASELSAN Doha Project Office

=

= =4 =4 4 -4 -8 -8 -8 -8 -2 -2
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1 Domestic Associateand Subsidiaries

MIKROELEKTRONIK

Ownership : 85%
Y4 = Partner: iTU ETA

" Participation: 2010 ASELSAN PRECISION OPTICS

Ownership: 50%

Bde" . ' (Founded in 2006)
IS Assets: $2 M —_—
Partner: Sivas Optik
= ) . Malzemeleri
MIKROELEKTRONIK @ iSTANBUL ;.:. :::‘t;':‘zo“

.GEBZE/ KOCAEL Assets: $17,9 M

YiTAL @ ANKARA
Ownerb: 515 sswwer |
rtners: TUBITAK, SSM
Assets: $1,2 M
AB-MIKRO NANO
Ownership: 50%

Ownership : 100% ROKETSAN X
2 L= Partner: BILKENT UNI.
Foundation: 2004 £ e
Assets: $193 M 0 e Foundation: 2014
ssets: ! Ownership : 15% Assets: $27,1 M
Lt Partner: TAFF '
il Foundation: 1988

@ SiVAS

ASELSAN HASSAS OPTIK

ASELSAN BILKENT MiKRO NANO

ASELSANNET

Assets: $1,1B

Assets are given as of 31.12.2017.

1 Foreign Associates and Subsidiaries
KAZAKHSTAN ASELSAN ENGINEERING
(KAZAKHSTAN)

r Ownership: 49%

@ Partner: Kazakhstan

o = Engineering
= Foundation: 2011
i E& Ownership: 100% - Assets: $42,2 M
iy Foundation: 1998
:
:

ASELSAN-BAKU (AZERBALJAN)

ASELSAN MIDDLE EAST (JORDAN)

Fartner: KADDS SADEC (SAUDI ARABIA)

Investment Group Ownership : 50%

9 Foundation: 2012 Partner : TAQNIA DST
Assets: $15,5 M Foundation : 2016 ®
Assets: $6 M
|GG ASELSAN INTEGRATED SYSTEMS
SOUTH AFRICA BRANCH

(UAE)
= Ownership: 49%
lﬁ Partner: IGG - Ownership: 100%
eg i i~' Foundation: 2011 ° Foundation: 2011
Assets: $1,2 M

k. Assets: $3,9 M

Assets are given as of 31.12.2017.

28. Information regarding the shares of the companies subject to consolidation in the parent

company
There is no cross ownership relation between the companies subject to full consailidatio
(ASELSANNET, ASELSAN BAKUJ ARGE and ASELSAN Malaysiadequity pickup method
consolidation (ASELSAN Bilkent, ASELSAN Optik, IGG ASELSAN, ASEhS&NASEZRSAN

Jordan SADEC LEC | Y R ) dnhd thg Corhpdny.®

adad o YDyl dab
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29. As for the preparationprocess of the consolidated financial statements; comments with
respect to the principal factors of the internal audit, internal control and risk management
systems of the Group and opinion of the managing body

The controls are carried out by thEnterpri®# Risk Management and Internal Control
Department,Internal Audit Presidency (IAP), Audit Committee and members of the Board of
Auditors within the parent company in order to minimize the substantial error risk on the
financial statements of the Group. IARd Audit Committee carry out their duties independent
from each other but within the guidance of common objectives and targets, with the aim of
maintaining an internal control system, which provides required controls in matters such as the
reliability ofthe financial reporting system, the efficiency of the activities in order to eliminate
the operational risks and compliance with the law. Furthermore, the efficiency and sufficiency
of the internal control are supported with the directives in effect.

The Committee for Early Determination and Management of RisksY' A ata de@ryhinefard
managehe potential risks which may affect the Company . The committee meets on a periodical
basis anddirectly reports in every two months to the Board of DirectorfieTreport is also
shared with the independent audit firm.

The Corporate Risk Taking and Internal Control Department operates under the Financial
Management Vice Presidency with a mission to coordinate the wockmimittee and tocarry

on a comprehensive and integrative internal control process in order to manage the potential
risks effectivelyThe activities are defined in the company by the guidelines.

TOPmo adad o Lppg! qup a d9«dx
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30. Direct and indirect affiliates of the company andformation regarding the share ratios

The Grou?2 g Y
companiesare subject to the full consolidation.

mnmE: 2F {9 {!'bb9c¢

I Y R

| -GEfusthebe . I 1 N

The affiliated partnerships, subsidiaries subjecjoint management and affiliates of the Group
recorded as financial investmentsnd investments valued by equity methodith their
participation ratios and amounts are as follaws

ROKETSAMROket
{IylLe&r &S

ASELSAN Kahskan

ASELSABbrdan

SADEC LLC
ASELSAN Bilkent

ASELSAN Optik

IGG ASELSAN
CTel[ 1o
L {tT[{!Db
{LylL&x &S

31. Information regarding theO2 YLJ y &8 Qa 26y akKl

0]

¢

© Qx
> —°

A

All kinds of missiles, rockets, guided ammunitit
and their launch systems and propulsion systel
and rocket fuels, guidance and control systern
algorithms and softwares related to thes
systems, warheads and othgrarts of these
systems, all kinds of plugs and all kinds of ballis
protection (armor) system

Manufacture, sale and technical service of
electronic and electrepptical devices and
systems

Marketing sales and joint production of

group products

Manufacture and sale of radar, electronic
warfare and electrooptic products
Manufacture of micro and nansized

devices containing semiconductors and
similar technological materials

Precision optic technology

Production, integration, sales and technical se
of high technology products

Production of micro and nansized devices
containing semconductor and similar
technological materials

Manufacture and sale of NOd, NiMH, Li

lon battery / battery blocks and aircraft

battery systems

There has not been such an event within the period.

14,897

49

49

50

50

50

49

51

NB a

568.768

39.576

12.736

8.173

8.463

7.359

4.820

2.197

147

I Olj dzZA NER 0 &

32. Comments with respect to the private audit and governmental audit realized within the

activity period

There has not been such the private and governmental auidhtin the period
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33.

Information regarding the lawsuits filed against the company which would have an impact on
the financialposition and actvities of the Group and their possibleutcomes

The lawsuits and execution proceedings filed by or againsGttoeip as of B December2017
are summarized below:

Description 31 December 2017
P (ThousandTL)

Ongoing lawsuits filed by the Group 1.017
Execution proceedings carried on by the Group 8.691
Lawsuits proceedings carried against the Group 5.917
Lawsuitsfinalized in favor of the Group within the period 2.304
Lawsuits finalized against the Group within the period 99

34. Explanationswith respect to the administrative and judicial sanctions applied to the company

35.

36.

37.

38.

and the managing members due to the acts contrary to the legislation provisions

No penalties with substantial amounts were paid by the Group within the period.

If it is an afiliate company, the legal transactions carried out in favor of the parent company
or its affiliate with the parent company, with an affiliate company connected to the parent
company with the direction of the parent company and all other measures takerawvoided

to be taken in favor of the parent company or its affiliate in the previous activity year

There has not been such an event within the period.

If it is an affiliate company, whether any counter performance was realized for each legal
transaction according to the known status and conditions at the time the legal transaction
mentioned in article 35 was realized or at the time the measures were taken or avoided to be
taken and whether the company incurred losses due to the taken or avoided measuckifin
the company incurred losses to observe whether this was equalized or not

¢tKSNS KlFla y2d 0SSy lye YIFIOGSNAFIE S@Syd GKFG |
the period.

The determination and managemef@& &84 SaavYSyid ¢AGK NBaLISOG G2
capital or whether the company is deeply in debt

There has not been such an event within the period.

The status of owning directly or indirectly five, ten, twenty, twenty five, thirty three, fifty,
sixty seen or one hundred percent of the shares representing the capital of an equity
company or in the event that the proportions go below these percentages and ground for this

There has not been such an event within the period.
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39. Related party transactions

Detaikd table is disclosed in Nofein condensedConsdidated Financial Statements 31
December2017.

TOm® ad®ad o YAmpe! qup a d9«dx
28



L
,  —
aselsan —

REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEMBER 2017

CORPORATE GOVERNANCE PRINCIPLES COMPLIANCE REPORT 2017
CHAPTERISTATEMENT FOR COMPLIANCE WITH CORPORATE GOVERNANCE PRINCIPLE

ASELSAN, in scope of the Corporate Governance Principles which has been implemented by
Capital Markets Board (CMB) since 2003, has been making efforts to work in compliance with
the principles under the titles shareholders, public disclosure and transpgrestakeholders

and Board of Directors.

ASELSAN, adopting the corporate governance understanding as a principle, was rated with a
grade of 8,77 out of 10 as the result of the Corporate Rating Studigged outby SAHA
Corporate Governance and Credit Rating Services Inc (SAHA) in 2012 and therefore was included
Ay GKS . 2NRI TaidlyodzZ /2N1LR2NIGS D2 @8Nl yOS
corporate governance principles, carrying out this effort asrainuous, dynamic process and

making improvements accordingly; according to the report of SAHMch was published on
12December2017x ! { 9[ {! b Q& O2N1IR2 N} S 3I2FSNPoyfafS NI
10 points from 9,5 in 2016.

Corporate goverance rating grade shows to what extent the companies comply with the
O2N1IR2 NI GS F2FSNYIyOS LINAYyOALX Sa asSid 2dzi o0&
the principles is defined with a methodology measuring under the main titles Shareholders,
Publc Disclosure and Transparency, Stakeholders and Board of Directors. Within this context,
0KS YSGK2R2ft238 0GKIG A& olFlaSR 2y (KS &/ 2 NL1LJ2 N
January 2014, was used in the rating made by SAHA.

ASELSAN also standgha first group at World Corporate Governance Index (WCGI) that was
published on21 July2017 by SAHA. As a result of the efforts made for improving Corporate
Governance Ratingduring 2t8L. ! { 9[ { ! b Q& O2NLILIER NI GS 3IF2@ENY I yC
over 10on 12December0176 & { ! | ! I d o

The ratings of 20dand 20X and the subtitles are given below:

2016 Rating Distribution 2017 Rating Distribution

Shareholders : 83,62/ 100 Shareholders 83,63/ 100
Public Disclosurend Transparency 98,46 / 100 Public Disclosurand Transparency 98,70/ 100

Stakeholders 95,87 100 Stakeholders 98,09/ 100
Board of Directors 190,32/ 100 Board of Directors 90,70/ 100
Average 915/ 10,00 Average 20/ 10,00

ASELSAN Corporate Governance Ranking Reports published by SAHA can be accessed at the
company websitewww.aselsan.contr
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The compliance with all the mandatory principles of Corporate Governance Principles was
achieved. There are no conflicts of interest arising because of the arbitrary principles where
compliance has not been achieved. The titles regarding the arbitrary principles, where
compliance has not been achieved yet, are given below and are explained ihtkietagh the
Compliance Report.

- No recognition of minority rights to those who own less than twentieth of the capital
indicated in the Articles of Association,

- Group A shares having tipeivilegeson Board nominations and the transfer of those
shares leing subject to permission,

- The fact thatalthoughthe mechanisms enabling the participation of stakeholders in
the management of the compargre built, they are not included in theéArticles of
Association.

- Nonexistence of a judgement in the Articles ofssfciation; declaring that
shareholders may individually demand special audit of certain incidents from the
General Assembly even if it is not on the meeting agenda, under the condition that
the right to ask to obtain information artd examine has been ed before and if the
exercise of shareholders rights is necessary,

- ¢KS FINIAOES aGDNRdzLJ ! aKINBa akKltt yz2d4d o
iKS . 2FNR 2F 5ANBOG2NAR 0S0OFdzaS 2F GKS /2
industry; in the eventthat these shares are transferred or sold to third parties
partially or completely without the consent of the Board of Directors, the Board of
5ANBOG2NE Aa SYGAGtSR (G2 FoadlrAy FTNRBY NE
of Association of th€ompany,

- Nonexistence of a female member in the Board of Directthe fact that a target
where the ratio of the female members should not be less than 25%, was not set and
that there is notawritten Company policy on that issue,

- Not disclosing theenumeration ofexecutive managers or the benefits provided to
them per each individual

Corporate Governance Committee will carry on the necessary efforts in order to achieve full
compliance with Corporate Governance Principles.

I9NONYSYR ! wx! { | 1 £ dzZl DmwD«b
Independen Member of Board of Directors Member of Board of Directors
Corporate Governance Committee Chairma Member of Corporate Governance Committe

O9YAY { I YA mwD«. t PYIONJO . T
Member of Board of Directors Investor Relations Manager
Member of Corporate Governance Committe Member of Corporate Governance Committe

TOPmo adad o Lppg! qup a d9«dx
30



L
,  —
aselsan —

REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI DENEMBER 2017

CHAPTER{ISHAREHOLDERS
2.1. Investor Relations Department

The information regarding Investor Relations Department responsible for the relations with
shareholders is given below.

Okan TURAN............... Chief Financial OfficéVice President
F'elly «w9.¢.gikance Director
t Py I NJ..4.9.[..9.InVestor Relations Manager

Ny A D.nm&r{#Nf.. Investor Relations Departmeht_ealer
o1, «.[.9.Mvestdr Relations DepartmehtSenior Specialist
DNf NHz { St cedayest@ RdlaliovisxD¥épéaixreniSpecialist
I f LIS NIXIX<XDKX nv@stor Relations Departmentdssistant Specialist

Confct Information
Phone: (312) 592 122- 33-42-45-54
e-mail: aselsan.@aselsan.com.tr

Investor Relations Department has submitted the report regarding the tasks carried during
2016, to Board of Directors dhFebruary 2017

t Pyl NJ 49 9Reltbns Mgndderd had Khpital Markets Transactions Beweid
Corporate Governance Rating Expertise Licenses.

Main operations carried out by Investor Relations Department during 204 as follows:

- Maintenance othe exercise of partnership rights shareholders, updated and safe
records regarding shareholders,

- Coordination of public disclosure of material events,

- Answering the written inquiries of shareholders regarding the compargluding
the information considered asonfidential,trade secretand which wasot disclosed
to public,

- Ensuring the execution of General Assembly meeting in compliance with the
regulation in force, Articles of Association and other company regulations, records
being kept regarding the ballots and the results being reggobto shareholders,

- Monitoring of every issue regarding the public disclosure including the regulations
and company policies on information,

- Execution of tasks assigned by Corporate Governance Committee,

- Operation of transactions regardimyvidenddistribution, capital increasandtasks
regardingCorporate Governance Principles,

- Coordination of updating the list of people who have access to insider information;
informing those people in purpose of protecting the insider information araking
surethey follow the confidentiality rules until financial and operational results are
disclosed to public,

- Coordination of preparation and publishing of Sustainability Report,

TOPmo adad o Lppg! qup a d9«dx
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- Performing the tasks regarding the compensatiothefbeneficiaries withhe capitl
market instruments, the property of which has been lapsed to the Investor
Compensation Center (IC&)d have become valid again.

Meetingswith 113corporate investorsvere made in investor conferences, roadshows, visits to
ASELSAN and teleconferencadglitionally approinately 6502 ¥ 2 dzNJ A K NS K2 f RSN
regarding exercising their rights, public disclosures made, financial tables, etc. were answered
either written or verballyin 2017

The information and explanations, which may affect thereise of shareholders rights, are
provided in the company website.

2.2 Exercising of Information Acquisition Rights of the Shareholders

Investor Relations Department has taken care of every written and verbal inquiry of all
shareholders in 204with the most accurate and fastest way. It has paid attention to respond
to all the information demands of shareholders with complete and comprehensible responses.

Investor Relations Department has been using TurkghEnglishvebsitewww.aselsan.comrt
FOGA@Ste Ay 2NRSNJ (G2 AyTF2N¥Y ! {9[{!bQa Ay@dSai
updating the information given on the web constantly. The electronic platform is being
effectively used regarding the issues that may affect exercising of thelsblders rights. The

material event disclosures made through Public Disclosure Platform (KAP) incorporated under
.2NEI TadlyodAZ FFNBE o6SAy3a RAAO0OE2aSR Ay ¢dzNJ A
26 October 2015the material event disclosurand other notifications are being published on

our corporate website in Turkish and in English on the same day. In general, any changes
occurred in the Company structure are immediately announced on our website and the investor
presentations are constantlypdated. Capital increases and dividend distribution information

FNB |fa2 adzoYAGOISR (2 2dzNJ AYy@Sadi2NERQ (y26f S
regarding the attendance of shareholders to the General Assembly and electronic general
assembly pnciples within the context of the new Turkish Code of Commerce (TCC) are being
made.

Cdzft f O2YLI ALYy OS 2F 020K ¢dz2NJAaK yR 9y3fAaK
the regulations was achieved.
Within the context of regulations of CMiB, 2017;
- General Assembly documents within legal deadlines,
- General Assembly minutes and participants list,
- 2016 Annual Report,
- Thereportforthe stA AE Y2y (i K&aQ7, LISNA2R F2NJ HAM
- The investor presentations which are updated every 3 months ,
- Disclosureof material events made in 201
- hdzNJ / 2YLI yeQa [/ 2yaz2tARIFIGSR CAYyFYyOALFf {0GF
for the last 5 years along with the Financial Report,
- Investor Calendar updates
were published on the website in Turkish and English.
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Due tothe reason that a regulation is present within the TCC numbered 6102 according to which

the shareholders will be able to request from the General Assembly the assignment of a special
auditor for the inspection and disclosure of the financial status, areltduthe reason that the

law and the relevant legislation are considered for the issues not present in the Articles of

Association of the Company, there is no respective provision with regard to this issue in the

Articles of Association. There was no reguaf any shareholders with respect to the assignment

of a special auditor in 2071

2.3. General Assembly Meetings

The agenda and invitation related to the2d Ordinary General Assembly Meeting dated
15 March2017 with regard to 20% operations realized at the Company headquarters were duly
announced comprising all the necessary informatiom dwaily newspaper published in Turkey
and on the website or20 February2017 and in the Turkish Trade Registry Gazette dated
21 February2017. Furthermore the invitation was sent to the main shareholders and the
shareholderswho attended the previous meeting by post two weeks before the General
Assembly. The General Assembly was held with the attendanc&2dfshareholders,7
physically, 120 electronically representing896.852.620,738shares (TL896.852.620,738
nominal) of 1000.000.000 total shares. Media members did not participate in the General
Assembly Meeting, which was held simultaneously both physically and electronically.

Inscopeoft8 / 2YYdzyAljdzS 2y / 2 NLJ2 NI (-Bof CMBAISaeeeksOS v
before the Ordhary General Assembly on date 16 February 2ahé Ordinary General
Assembly Document including the meeting agenda, place, time, copy of the power of attorney,
total number of shares as df6 February 201and the voting rights, the number of shares
representing the privileged shares and their voting rights, the reasons for the changes in the
members of Board of Directors, which is present in the agenda, the lisdedenmdent members

of the Board of Directors, the proposal of the Board of Directors with respect to the yeér 201
RAGARSYR RAAGNAOdAzOAZ2Y S (KS [/ +Qa 2F (GKS AYRSL
statements of independence and explanationsamting the agenda items were disclosed on

Public Disclosure Platform and were published on our Company website. The annual report was
made available for the review of the shareholders at the headquarters 15 days before the
General Assembly and handed teetbhareholders participating in the General Assembly and to

the ones who made requests.

For the facilitation of physical attendance to General Assembly Meeting if, B@hsportation
from central spots to our Akyurt facility was provided for our shatders, and our shareholders
who attended the General Assembly had a site visit.

In the Ordinary General Assembly Meeting in 20the shareholders were informed regarding

the presence of managing members, all the Board of Directors members and atatitibres
meeting. No proposals were set forth by the shareholders during the meeting regarding the
agenda. The shareholders exercised their rights to ask questions regarding the topics in the
agenda and the answers to the questions took place in the GeAssmbly Meeting minutes.
There are no questions which has not been answered in the Ordinary General Assembly Meeting
and answered by the Investor Relations Department later on. Within the period, there have not
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been any transactions of which their resauts were submitted to General Assembly because
the confirmative vote of the majority of the independent board members are required where
as they have voted negatively. The minutes of the General Assembly Meeting held’ioa201
be accessed from the welbsiof our Company.

No Extraordinary General Assembly Meeting was held during the yed@r 201

The shareholders were informed about donations and aids were made &) 20th a seperate
agenda itemat the 429 Ordinary General Assembly Meeting

2.4. Rightto Vote and Minority Rights

LY INIAOES Hp 2F (GKS ' NIAOtSa 2F ! 43a20Al GA2Y
GOGKS {KINBK2f RSNA | yR KSANI NBLINBaSyal GAa Q’)é
General Assemblies shallha®e/S NRA IKG (2 @20S F2NJ S OK aKI N
upper limit pertaining to the numbers of votes. The right to vote arises as soon as the share is
acquired and there is no regulation setting forth that the vote shall be used when a ctmain

passes after the acquisition date of the share.

The regulations regarding the voting of the shareholders through their representatives are
followed by; in the event of a legal representation, it is certified and the open proxy rule is
applied.

Paticular attention is paid in exercising the minority rights in our Company and the provisions
of Turkish Code of Commerce and the relevant legislation regarding minority rights are applied
as is. All shareholders are treated equally in our Company, imgjutle minority and foreign
shareholders.

There are no prevailing partners in our Company. In the Articles of Association, there is no
provision with respect to the representation of the minority shares in the management and their
accumulated casting ofotes. Due to the voluntary implementation of this issue regarding the
capital market legislation, provision with respect to the current General Assembly quorum is
applied.

2.5. Dividend Rights

There are no privileges with respect to the participatiortha profit gained by the Company.
The dividend policy was revised in Z(nd was submitted to General Assembly meeting. The
dividend policy published on our website is given below.

dThe dividend amounts which shall be calculated considering the sustainable growth rate,
market capitalization, net working capital requirements, dividend yield and cash flows, equity
ratio, with the relevant legislation and the provisions of the articlésassociation over the
distributable profit amount calculated taking the period profit as the basis which is shown on
the financial statements of our Company prepared pursuant to the existing legal regulations
(after the compulsory legal reserves are resst and the taxes, funds and financial liabilities
and losses of the previous yeatr, if any, are deducted and the donations are added), the profit
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distribution proposal which shall be prepared by the Board of Directors in order for the shares
which shall bessued by means of adding the cash or the dividend on the capital on the date(s)
determined pursuant to the regulations of the Capital Markets Board to be distributed targeting
at least %10 of net profit in cash in the defined amounts or as bonus shapegtly in cash,
partly as bonus shares in defined amounts, shall be submitted to the approval of the General
Assembly. Following the approval of the General Assembly, the determined dividends are
distributed to the shareholders within the legal periods the date determined by the General
Assembly.

There is no privilege to participate to the profit of our Company. The dividends are distributed
equally regardless of all the existing shares and their issue and acquiring dates.

In case of a revision maam the Dividend Policy, the resolution of Board of Directors regarding
this revision and the reason for revision shall be publicly announced with respect to the
legidation of Capital Markets Boasd

As per the decision taken in the General Assemblgyamt to the provisions of the Articles of
Association and to the Capital Market Law and other legal regulations in&td within the

legal periods, out of the profit gained from 2®loperations, the gross amount of
75.500000TL(7,55 Kurud'Lper 1TLof share, grosg,5%% over the capital) (n€4.175.000 TL

- 3,6 Kurus Tlper 1 TLof share, net3,6% over the capital)25.500.000 TL of whiclwvas
distributedon 8 June 2017, 25.000.000 TL of which was distributed on 14 September 2017 and
25.000.000 Tlof which was distributed on 14 December 20tb/our shareholders as cash
dividend.

2.6. Transfer of Shares

The transfer of the nominated Group A shares representing majority part of the capital and
GKAOK NB y2i NI RS Rreskigted with & providian dflarfiote ddf th& | & 0
I NIAOESa 2F !'3a20A10A2y adradAy3d aDNRdzZJ ! &Kk
consent of the Board of Directors; in the event that these shares are transferred or sold to third
parties partidly or completely without the consent of the Board of Directors, the Board of
5ANBOG2NE Aa SydAdGtSR G2 loadlAy FTNRBY NBO2NR

CHAPTER HIPUBLIC DISCLOSURE AND TRANSPARENCY

3.1. Company Website anddtContent

In order to inform our shareholders in a timely and accurate manner within the context of public
disclosure and transparency; the website of the Company at the addregsaselsan.com.tin

Turkish and English is actively used and the information published on the web are updated
regularly.

¢KS aSOGA2Y aLYy@Sada2N) wStliAz2yaé Aa AyOf dzRSR
article 2.1.1 of the corporate governance principe§ / 2YYdzy AljdzS 2y [ 2 N1LJ2 N
numbered 1+17.1 issued by CMB @January2014.
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Undera LY @Sai2NJ wStIFdGA2yaé aSOGA2YT
1. Corporate Governance
1.1 Shareholder Structure and Privileged Shares
1.2 Board of Directors
1.3 Key Resolutions of BoastiDirectors
1.4 Board Committees
1.5 Articles of Association
1.6 Company Profile and Trade Register Information
1.7 Policies
1.8 Ethical Principles
1.9 Corporate Governance Rating
1.10 General Assembly Meeting
1.11 Compliance witlorporate Governance Principles
2. Sustainability
3. Stock Info
3.1 Stock Info
3.2 Capital Increases
3.3 Analyst Coverage
3.4 Registration Statement and Public Offering Circular
3.5 Dividend Info
4. Investor Calendar
5. Annual Reports
6. Fhancial Data
6.1 Financial Reports
6.2 Financial Highlights
6.3 Investor Presentations
6.4 Board of Directors Reports

TO . T{¢ 5Aa0f2adzNBa
8. Frequently Asked Questions
9. Contact

chapters exist. Necessary records and information are included utitese titles. The
AYF2NXYIEGAZ2Y AAGSY 2y GKS ¢dzZNJ AaK $So6aAdsS dzyR
on the English website.

3.2. Annual Report

The Board of Directors prepare the annual report in detail regarding the operations of the
Company and enable the public to reach complete and accurate information that can be
comprehensive. The 268&annual report of our Company was prepared as per the Turkish Code

of Commerce numbered 6102, the Regulation Regarding the Determination of thenwimi

Content of the Annual Reports of Companies issued by the Ministry of Customs and Trade, the

[ 2YYdzyAljdzS wS3IIFNRAYI GKS t NAYOAL) Sa wStl iSR
G0KS /2YYdzyAljdzS wS3IIFNRAYy3I (GKS 5S(eSCopbrsie GA2Y
Governance Principles, both issued by the CMB.
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CHAPTER W/STAKEHOLDERS
4.1. Informing the Stakeholders

The information requests of stakeholders are keenly handled and attention is paid in responding
these accurately and in an understatda manner. Our employees are informed with a
employediand book and informative presentations over the intranet; continuous access to data
and support is provided through help desk application over the intranet. Nonetheless, general
and personal data thatan be necessary outside the company are provided to access over the
internet.

As for our suppliers, in order to provide efficient information transfer, ASELSAN Supplier Portal
started to be used and by this way, monitoring and reporting of the dataga®/content
between ASELSAN and its suppliers has been provideéhitiierprise Resource Planning
(ERP) system. On the other hand, information is alkared by ASELSAN website, joint
organizations/workshops and face to face meetings

High quality standrds and high technological solutions are offered for services or delivered
products with regard to customer needs and expectations so as to meet customer satisfaction.
Requirements of these quality standisrare met and inspections, tests are applied tigh
SOSNE LINPOSaa FTNBY LINRP2SOGaQ adkNI dAatft GKS
directives, quality plans, stand#s, audits and test instructions. Our processes have been
certified by internationally accepted standards such as AG9ED 9001, AQAP and CMMI so
that our products and services are secured to protect quality stashglarhese certificates are
renewed every year with the audits performed. Changes and improvements of international
standads are being followed and our progses are developed accordingly. Customer
satisfaction, which is the primary objective, is evaluated and reported for the access of related
executives. In addition, results and trends are evaluated by the upper management in an annual
basis and required revery activites are planned.

It is possible to increase the quality of product and service correspondingly increasing customer
satisfaction by supplying the materials used in products from the right and trusted sources. For
this purpose, suppliers are Bject to product and/or field of activity based selection and
evaluation processes. These activities that target continuous improvement and high quality
standads for suppliers are regarded as playing an important role in eventual product quality. In
this direction, trainings, technology/equipment transfers, on the job trainings are for creating a
high quality supplier portfolio. All informationssaredwithin the context of confidentiality with

our suppliers, who have the status of our business partraad,it is not permitted to share this
information with unauthorized persons and third party firms. Through related directives,
handling any kind of relations between ASELSAN and the suppliers within the scope of law and
ethical values, minimizing the oatance of unsuitable conditions for protecting parties and
securing the justice and transparency.

ASELSAN Magazine, published every 4 months, provides information regarding the activities,
technical issues and dp-date social events. Hardcopies of ASENLMagazine is delivered to
the end users of ASELSAN products, shareholders who participated to the General Assembly

TOPmo adad o Lppg! qup a d9«dx
37



 _
aselsan —

REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEEN1 DEREAMB¥ER 2017
Meeting, company employees and other related parties and uploaded to the website right after
it is published.

¢KS /2YLISyaliArzy t2tA0e Oly o6S | 00SaaSR TN
Governance title.

The members of the Board of Directors and the executives do not perform any activities that
may cause shareholders to incur losses or may diminish thep@ay assets. The subject that

no debt shall be given, no loans shall be granted or no pledges such as guarantees in favor
thereof may be extended to any members of the Board of Directors or to any employees through

the use of ASELSAN assets, is declarkdivK Ay GKS a! {9[ {!'b 9UGKAOI
Conduct Rules Documéni KA OK A& | @FAf I o6fS 2y 2dzNJ / 2YLI ye@

Thee-mail mechanism for the stakeholders to report their complaints regarding the transactions

of the company which are against thregislation or deemed unethical, is stated in the ASELSAN
Ethical Principles Policy, which was revised last on 7 January 2016. The policy has been published
on the Turkish and English web site following the approval of the policy. Within the context of
the policy, the Ethics Committee is informing the Corporate Governance Committee.

4.2. Participation of Stakeholders in the Management

In the Articles of Association, there are no provisions regulating the participation of the
stakeholders in the managementiowever, their participation to management shall be
supported provided that it does not corrupt the Company activities.

The corporate governance structure of the Company gives the opportunity to all stakeholders
including the employees and representatveo convey their worries with regard to
transactions, which are inappropriate in terms of legality and ethics.

Our Board of Directors resolved on 3@ptember2015 that; employee representatives shall

attend the Board of Directors meetings at least oncgear for submitting their opinions,
dadza3aSadAazya |yR NBldzSadaz Ay 2NRSNJ G2 FdzNI
t F NODAOALI GA2Y 2F GKS {GF1SK2tRSNER Ay (0KS / 2N
Principlesof Capital Board, numbered-1F.1. Within this context, by the coordination of the
Corporate Governance Committee, the employee representatives have attended to the Board

of Directors meeting on 26 December 2017 and have submitted ¢tipémions, suggestions and
requests

In ASELSANn &mployee Representative is formed in order to increase the motivation and the
sense of identity through providing the ASELSAN employees with the opportunities to,

- Submit their expectations and problems to upper management,
- Share the decisions related withemselves timely and accurately,
- To participate in the decision making processes

- Increase communication with upper management.

TOPmo adad o Lppg! qup a d9«dx
38



 _
aselsan —

REPORT OF THE BOARD OF DIRECTORS FOR THE PERIOD BETWEENI1 DEREMBER 2017
The resolution of our Board of Directors dated S€ptember2015 is included in the Employee
Representative Directivayhich became effective on 1IMovember2015. As per the directive
published, within the new structure;

- Electing of representatives shall be made by the involvement of all employees to the
election process once in every two years via Intranet Portal,

- 1 per®onnel representative shall be representing every 100 employees,

- A fractional bottomup structure shall be formed that includes sabmmittees and a
supreme board,

- Problems shall be first solved by the relevant uniteaise, and only the ones that could
not be solved shall be transferred to the Supreme Board,

- Filter mechanisms shall be developed for agenda setting,

- Representatives shall attend to the Board of Directors meeting at least once a year.

Coordination of representative meetings is held by the Corporate Services Vice Presidency,
where the meeting chairman is the CEO. Nevertheless, Human Resources Management Vice
Presidency is represented at least at the level of Director.

The elections forte Employee Representativeasmade in April 2016, and thasks of the sub
committees and supreme boards are being perfomed in compliance with the related internal
regulations

4.3. Human Resources Policy

The human resources policy of our Company is tipadn understanding which adds successful

and dynamic talents to ASELSAN family required pursuant to the vision of ASELSAN, which
contributes to the sustainable success of ASELSAN with employee oriented approaches, adds
value and which takes side of itmployee at all times.

Within this scope and pursuant to the vision, mission and the principles of the Company,
regulations have been set out pertaining to the working conditions of the personnel, their
qualifications, recruitment, promoting, remuneratipnrewarding, dismissal, disciplinary
treatments, rights, tasks and liabilities and other personal rights.

5% of our employees stand for the engineering group, 29% for the technician,g8aupr the
administrative group, % for the office personnel ardo of the worker group.

There were no complaints related to discrimination from the employees ir7.2B&rformance
and rewarding policies are announced to all of our employees through Company directives.

4.4. Ethical Rules and Social Responsibility
4.4.1. Ethical Rules

The ethical rules of our Company have been written and were published on our website.
Furthermore, in order to integrate and develop the ethical rules with the implementations,
an Ethical Committee was established to meet the evadmatdirection, consulting and
recommendation requirements and create shared knowledge.

G {9[{'b 9UGKAOFIf tNAYOALX Sax =+IftdzSa IyR /[

ASELSAN personnel with all its exhibits and the personnel makes a written cogniitm
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that s/he acknowledges the information and ethical values. When an amendment or an
update is made on this document, the changes are made known to all the personnel and
training programs about these changes are organized if deemed neccessary.

Ethical @mmittee comprises of five members, the chairmanship of the Committee is
executed by the Human Resources Management Vice President and the secretariat is
handled by Human Resources Director. Other members consist of the representatives of
Legal Affairs Depgitment, Central Procurement Department or Financial Management Vice
Presidency, charged by the approval of the CEO, and and two personnel; one shall have at
least 15 years, other shall have at least 5 years of ASELSAN experience among the Top 5
ranked nonnees with the votes of ASELSAN personnel and assigned by the Board of
Directors. If there are no changes in the organization, the Ethical Committee members serve
at least for two years.

Ethical Committee meets once a month unless an application or €lisebce is present.
However, Committee, Board of Directors, Corporate Governance Committee, CEO or the
Chairman of the Ethical Committee can call a meeting. Beyond evaluating applications,
Ethical Committee represents reason and conscience of ASELSMdrado increase the
awareness about ethical values in ASELSAN family.

When there is an application, ethical committee conducts the required assestment and
submit a report to the CEO. At the end of this investigation, necessary steps are taken in
accordance with relative law and ASELSAN regulations and directives. The applications for
last six months and assessment result is reported to Board of Directors each year within the
months January and July.

In the year 2017, Disciplinary Procedures aratfces at ASELSAN were updated in order
to create a harmonious and productive work environment and to be able to pursue our
business targets as they should normally be. With the updated procedures, the operations
and actions that require disciplinary &m are defined; describing in detail how those
disciplinary actions will be applied. These updates were announced to the employees
through ASELSAN intranet system.

4.4.2. Social Responsibility

An independent British institution, Carbon Disclosure Ptqj€®P) which reports how the

risks of climate changes are managed by the companies announced tiieedts of the

Turkey Carbon Transparency Project. ASELSAN is placed in the B list, among the firms that
most successfully manage climate change risksutph production process and has the
highest gas emission performance on the outcome of the research conducted by evaluating
OAd FTANXYA AyOfdzZRAY3I FANNXEA ftAA0GSR 2y . 2N&I

In ASELSAN, where decreasing carbon emission is one of the strategic gdals, car
emissionhas beermonitored since 2009. Also, ASELSAN is the first and only company that
is ranked with the highest initial score among Defence Industry firms in Turkey by
participating in CDP survey.
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ASELSAN has decreased carbon emission signifidaothgh its efforts, and continues its
operations by increasing momentum in the fields of increasing energy efficiency in
production, giving priority to production technologies that decrease carbon emission,
switching to use of energy that does not causebon emission.

Having certifications for ISO 14001 Environmental and OHSAS 18001 Work Health and
Safety Integrated Management System; we will proceed to take part in pioneer applications
through actualization of national and international initiatives.

In November 2014, Borsa Istanbul (BIST) has launched Sustainability Index that display the
performance of Januariylarch 2014 time period for BIS3D firms in the fields of financial,
environmental, social issues and corporate governance. With respectttiathaf this date,
ASELSAN started publishing sustainability reports. As a result of the evaluation of our
Company on the ASELSAN Sustainability Report, published in Turkish and English for the
first time before the Index assessments, ASELSAN was amentbtfirms that were
approved to be included inI8T Sustainability Index. In November 20ASELSARkept its

place in the index as a consequence of thevaluation of ASELSAN Sustainability Report
that was published in June, 201

Sustainability repod that are published on our website (www.aselsan.com.tr) include the

details of sustainable applications in the fields of strategic governance, corporate
governance, ethical principles, internal audit, bribery and corruption, risk management,
communicatiorwith stakeholders, supply chain, information systems, facility management,

employee development, human rights, occupational health and safety, environmental
management.

In the year 2017, our company supported the follogrevents through sponsorship:

- ¢dzNJ AaK ! NYSR C2NOSa wWSKIOAfAGlIOAZ2Y |y
Club's sport activities,

- ¢KS S@SyiG dapIpnn LIS2LIX S O2yaAradasSR 27
personnel and the students of the Coast Guard Academy, reading the same page
ofthea YS 062271 Ittt 4 GKS @SNEB alyYS GAYS¢
/I 2YYlFYR 2y (GKS 200l aaz2y 2F wm¢p alée GKS |
Sports Day, which also set a Guinness World Record,

- wh . hUhifanned and Autonomous Land Vehicles DesigrteSbmvhich was
organizedfor the first time this yearby the Undersecretariat for Defense
Industries.

CHAPTER &/BOARD OF DIRECTORS

5.1. Structure and Formation of the Board of Directors

In our Company, 3 members of 9 members of Board of Directors are independent members. The
duties of Nomination Committee are executed by Corporate Governance Committee. The report

regarding the evaluation of the list of Independent Members of Board ofciirs prepared by
Corporate Governance Committee 88 DecembeR016 was presented to Board of Directors
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on 28 December20lc @ 2 A G KAY (KS/ 23¥0R2deyX |j A /2a/. Q&2 N1LJ2 NI
numbered 11.171, CMB has not stated any adverse opinion on the nessnlist and the
evaluation report, which were submitted to CMB on 12 January 20K/ST / + Q& |y
independence statements of th® nominees were announced to public on our website on
16 February 2017As a result of the voting at the General Assembly Megtn 15 March2017,
3 nominees were elected as Independent Members of Board of Directors. There were no cases
to eliminate the independency of the Independent Members of the Board of Directors ih 201

The CVs of the Members of the Board of Directorsiackided in the 20& annual report and
the information with respect to their duty terms is provided in the table below.

Eleciion Date

TONJI KAY m¥»%Y h Charman/Independent Member March 2017
adza Gl ¥ adzNJ Vice Chairman / Managingember May 2013
adzN) G «4 «b/ « Member/ Managing Member May 2013

w“Aael 1y.| Independent Member March 20%
9NONYSYR ! wz* Independent Member March 205
. FeNJY D9b4/ Member March2017
| I £ dZ] DmwD« b Member March 207
9YAY { I YA mw Member March 207
Ercan TOPACA Member March 2017
Faik EKEN CEO May 2014

LY FNIAOES Mo 2F (GKS I NIAOftSa 2F ! aa20AFGAz2
SANBOG2NEéE (GKS RdziASa FyR [dzikK2NAT A2y 27
the Boardof Directors Working Directive also describes the Duties and Authorization of the

.2 NR 2F 5ANBOG2NES® 2A0K GKS FINLIAOES wmn 27F

L dz K2NRAT I GA2y G2 GKS /9héxX GKS lofDhckt@stotley i 2 F
/| 9h Kl & 06SSy aSi 2dzido ¢KS RdziASa FyR I dzi K2 NAI
YR wSaLRyaArAoAftAGASa 5ANBOUADSE FT2NN¥SR gAGKA

The duties of the Members of the Board of Directors and of the CEO carrienlitside the
Company, information regarding the term of office and the statements of the board of members
with respect to their independencies:

- There are no members of Board of Directors carrying out an executive duty.

- The statements of independencetbie Independent Members of the Board of Directors
have been provided at the annex of the Compliance Report.

- The Members of the Board of Directors fulfill their duties without any interest or benefit
and pursuant; to the liabilities and authorizations unidden by the Board of Directors
and to the regulations of the Turkish Code of Commerce and CMB.

- Members of the Board of Directors, in accordance with the Working Directive of Board
of Directors, are liable not to enter into any commercial treatmetitsctly or indirectly
with the Company that coincides with the Company objectives, on their behalf or on
behalf of others without the consent of the General Assembly.
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5.2. Principles of Activity of the Board of Directors

Board of Directors carries outs duties and responsibilities determined with reference to TCC,
Capital Market Law and Articles of Association. In this context, the basis of duties and operations
are indicated in details in ASELSAN Board of Directors Working Directives.

The agenda ahe Board of Directors meetings is formed with the proposals of the Members of
the Board of Directors and the committees and the CEO, it is afterwards evaluated by the Board
of Directors Chairman and finalized. The subjects emerged as urgent and whmimaigered
worthwhile to discuss may be added to the agenda during the Board of Directors meeting.

As per article 10 of the Articles of Association, the Board of Directors assemble when required
and at least once a month. The number of Board of Direckeetings in 202 was50, where

34 of the decisions in the meetings are interim decisid3%oof the Members of the Board of
Directors attended 8% of the meetings.

The place, date, time and agenda of the next meeting is decided at the Board of Girector
Meetings. Documents pertaining to the meeting agenda are sent to the members of Board of
Directors at least 3 work days before the meeting by the Presidency.

The Members of the Board of Directors attend the meetings and fulfill their duties as per their
authorization and responsibilities. The members who do not attend the meetings submit their
excuses.

Board Office is established under Board of Directors in order to coordinate necessary issues in
the name of the Board, particularly the relationshipsiwibe Presidency and TAFF, to execute
LI I yYyAYy3 YR adzLIL2 NI GKS . 2FNR 2F 5ANBOGZ2NAQ

All members have one right to vote, including the chairman. If the numbers of votes are equal,
the vote of the chairman does not change the result. Abstairgmpt possible, either rejection

or acceptance is voted. The vote of the abstaining member is considered as a rejecting vote. The
member casting a reject vote states the ground for this in the meeting minutes and undersigns

it. According to the article 12 ¥ GKS | NOAOf Sa 2F ! 4a20Al A2y
5SOA&A2Y al {AYy3IeET a¢cKS LINRPGAaAA2ya 2F GKS ¢/ |
Markets Board in connection with corporate governance and other relevant legislation are taken
into account with respect to the meetings and decision making quorums of the Board of
Directors as well as with respect to any Board of Directors members assuming duties and
positions outside the Company. Any action and resolutions taken by the Board of Dsrector
without complying with the Corporate Governance Principles, which are made mandatory as to

be complied by the Capital Markets Board, are invalid and considered as in contrary to the

I NI AOEf Sa 2F ! aa2 OA L i N2ahéré were nk rdtedipry trabdaiSiond aif A 2 Y
any other significant issue, which had to be submitted to the approval of the general assembly,
since they were not approved by the Independent Members of the Board of Directors.

The signed decisions are made available to filow up of the Members of the Board of

Directors and Executive Committee Members in the electronic platform.
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In accordance with the article 4.2.8 of Capital Markets Board Corporate Governance

| 2YYdzy AljdzST 9ESOdzi A S [ Al 0ok Bokrd & Dilegfoiisdnthbgr® St 2
on 17July2017 with the total liability amount of US[5.000.000; which corresponds to more

than 25% of the patah-capital of our Company, with a validity period of 1 year.

5.3. Number of Committees Formed in the Board Directors with Their Structures and
Independency

a4 LISNJ GKS GAGES da/2YYAUGSSa C2NX¥YSR Ay GKS
Determination and Implementation of Corporate Governance Principles by the Capital Markets
.2 NRI 2dzNJ [ af Didetofse iQthe medihgated Xpril 2012, formed an Audit
Committee, Corporate Governance Committee and Early Detection and Management of Risk
Committee and announced this to the public. There are no Nomination and Remuneration
Committees withinthe Board of Directors and the duties of these are carried out by the
Corporate Governance Committee.

The directives of Audit Committee, Corporate Governance Committee and Early Detection and
Management of Risk Committee are made available at the welwditeur Company. The
Independent Members of the Board of Directors have duties in more than one committee. This
is because it is mandatory that all members of the Audit Committee and the chairman of the
other committees should be Independent Members of 8@ard of Directors.

Boards of Directors have made the annual evaluation of the committees composed under its
structure and the evaluation report is available in B&nhnual Report.

AUDIT COMMITTEE

Committee Members (JanuagMarch 207)

“A el 1 Y. !:Charman Independent Member of Board of Directors
bl T PY | [ ¢Mémbér/ Independent Member of Board of Directors
9 NONYSyY R :Mambér/{independent Member of Board of Directors

Committee Members (Aprd December 201)
%A el 1 Y. !:Charman Independent Member of Board of Directors
9 NONY Sy R :Membér/{iIndependent Member of Board of Directors

¢KS YIFIAY RdziASa 2F (GKS ! dzZRAG /2YYAGGSS GKI G
22N] S5ANBOGAGSAe NBIdz | Gtghinittéerars asdaiodd; A Y 3 LINRA Y
- To enable the disclosure of the financial data of ASELSAN, to pursue the operation and
efficiency of the accounting system, independent audit, internal audit and internal

control system of the company,

- To assemble at least eweB months, to share the meeting minutes with the Board of
Directors
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Meetings were hal by Audit Committee on dates 20 February 2017, 8 May 2017
21 August 201and 31 October 201Tegarding the financial statements with the participation
of the relevan independent audit company in 2@1

In order to increase the efficiency of internal audit, attention was paid to strengthen the
cooperation with Internal Audit Presidency and to the supervision of internal audit activities,
direct and continuous commuration was established between Audit Committee and Internal
Audit Presidency. A dimension of this communication; Audit Commitiesrnal Audit
Presidency coordination meetings, were heddeven times on dates20 January 2017,

10 February2017, 21March 2017, 10April 2017, 15 May017, 12June2017, 18July2017,

14 August2017, 18September2017, 4December 2017 anii8 December2017.

The Committee was active in two main topics in 201
i. Independent Audit Activities and Works Regarding the Auditéithancial Statements:

G/ 2YYdzyAljdzS 2y CAYFYOAlIf wSLR2NIAY3I Ay [ I LA
preparation of financial reports and their basis, principles of presentation toreéfevant

parties. December 2016, March 2017, June 2017 and Septemberfid@h¢ials and Board

2F S5ANBOG2NAE NBLER2NIa 6SNBE LINBLI NBR Ay 002N
and submitted to Board of Directors by Audit Committee and presentetheopublic via

Public Disclosure Platform.

¢CKS LINPOdZNBYSYyd LINRPOSaa F2N) AYRSLISYRSyd | dzR
O2YYdzy Al dzS 4ty waS Nahdked bylLthe Procurement Department and the
purchasing decision that the service siialf LINE A RSR o6& aG! YT{ . I EPY
adzKlF 3S0SOA alfA aNOIFIGBANIA]l ! ® ¢ oOYtaDO gl :
was submitted for approval on the Geral Assembly Meeting dated 15 March 2@hd was

accepted.

ii. Internal Audit Pesidency:

Within the scope of the internal audit activities of the Company, the relations between the
Internal Audit Presidency and the Board of Directors have been carried out through Audit
Committee. A direct and continuous contact between Audit Coneaitind Internal Audit
Presidency is present.
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CORPORATE GOVERNANCE COMMITTEE

Committee Members (204January March)

9NONYSyYy R ! wzx CHairman Independent Member of the Board of Directors
adzNI i « 4 « b/ «Member/ Board of Directors Vichairman

Turan EROL : Member/ Member of the Board of Directors

t PYIl NJ 49 9. T.Member/ Investor Relations Manager

Committee Members (204April December)
9NONYSY R ! w= CHairman Independent Member of the Board of Directors
| I £ dzZl D mwD « b: Member/ Member of the Board of Directors
OIYAY { I YA mwBember/ Member of the Board of Directors
t PYIl NJ 49 9. T.Member/ Investor Relations Manager
¢CKS YIAYy RdziaASa 2F (GKS [/ 2N1ERNIGS D2@SNYyIyoO
Corporate Governance 2 YYA GGSS 22N] 5ANBOGAGSas | F2f6€f

NY (N

- To carry out studies for the implementation of Corporate Governance Principles in the
Company,

- To observe whether the Corporate Governance Principles have been implemented or
not and if not implemented to determine the grounds for this and the conflicts of
interest arising due to not complying with these principles and to make proposals for
improving the status,

- To monitor the activities of the Investor Relations Department.

- Corporate Governance Committee assembles every 3 months and in every situation
when necessary. The meeting minutes are submitted to the Board of Directors.

The Corporate Governance Committee assemieigtit times within the activity year 20lon

dates, 25 January 201711 April 2017 17 April 2017, 16 May 2017, 22 June 2017

23 November 2017, 19 December 20d47d 26 DecembeR017. The meeting minutes of the
Committee may be reached on our website. The committee was active in three respective tasks
in 2017:

i. Operations of Investor Relations Department

Investor Relations Department have attended all the meetings ir¥ 20érformed secretariat
procedures of theO2 YYA G G0SS 6AGK NBIFINR G2 a!' {9[{!b [/
22NJ Ay3 5ANBOGAGSE YR AYF2N¥YSR GKS O2YYAGGS
relations department.
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In 2017, the subjects discussed and tasks carried by the Corporaterr@aoce Committee
within the context of the meetings made are given below:

- Independent Board Member election process,

- Preparationof ASELSAN 2016 Corporate Governance Compliance Reybthe
submission of the report to Board of Directors,

- Corporate Governance Committ&wvaluationReport,

- Corporate Governance Rating,

- Preparationof ASELSAN Corporate Governance 2016 Repdrthe submission of
the report to Board of Directors,

- Tasks carried for the revision tife score cards of Sector Presmcies and Vice
Presedencies

- . T{ ¢ { dz& (| Asystaidabifity\tdisks pdrfgiiRed h ASELSAN the draft
ASELSAN 2016 Sustainability Report

- Discussinghe revision proposaior Human Resources Directive

- Discussinghe results of the internal cdrol processes and the action plan,

- Fluctuations observed in ASELSAN stock

- Discussingndustry 4.0 issue,

- DiscussingProject Management issue,

- Discussing the tasksarried out by the General Directorateithin the context of
ASELSANé&xport development tsategies,

- Resolving on théndependent Board Member candidates to be submitted to the
approval of the Board of Directors,

- The assignment to be made UGES Sector Presidency,

- Investor Relations Department and its operations

ii. Corporate Governance Rating

The evaluation of corporate governance rating performed by SAHA Corporate Governance and
Credit Rating Services were concluded during the last quarter of 2017. According to the review,
as a result of the enhancements made throughout 2017, the score of 1enfitesr 2016, 9,15

out of 10, was revised as 9,20 out of 10 on 12 December 2017.

hdzNJ / 2 YL yeQa &aKINB KFa 0SSy tAaiSR Ay G4KS O
14 December 2012, which it first entered the index. Rating reports can be accessed on the
company website.

iii. Election of Independent Board Members

As given by Corporate Governance Principles, the responsibility of evaluating and reporting the
nominations and their independency status is given to the Nomination Committee, in companies
where this committee is not formed because of the structure of the Board of Directors, the
responsibility is given to Corporate Governance Committee. Within this context, the evaluation
of nominations which were made un#B December 201%as carried on by th€ommittee and

the resulting nominee list was presented at the Board of Directors meeting8ddecember

2016

CMB has not stated any opposing opinons regarding the nominees list and evaluation report
which was submitted by the Board Directors on12 January 2017Thelist was submitted to
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AaKIFNBK2f RSNAQ @20Ay3 2y 15DMaugh@0T dnd as a &8, Zifad a S
Y., 9 NONYSy RandTwNI {K A Yvermétextad[as independent members to serve
for 1 year.

EARLY DETECTION AND MABRMENT OF RISK COMMITTEE

F{9[{!'b .2INR 2F G5ANBOG2NR SaildlofAakKSR (KS
I 2YYAGGSSe 6A0GK (GKS NBaz2tdziazy RIFEGSR wmn ! LIN
executes as per the directive numbered ABY066.

Committee Members (20X January March)

“Ael 1 Y./ : Chairman’ Independent Member of the Board of Directors
TaYl At D«a« :KMMé&Ber/tMember of the Board of Directors

{ SRIG b! %[ L.:Mémber/ Member of the Board of Directors

Committee Members (2016 ApriDecember)
“Ael 1 Y. : Chairman’ Independent Member of the Board of Directors
. I eNJ Y D9 b4/:Mémber/ Member of the Board of Directors

In 2017 the Committee continued to identify the risks which prevent ASELSAN from reaching its
goals; manage thtlA &1 & Ay | 002 NR I y O Saking profhe; répértSthe sk Y LI Y ¢
activities; build risk aware decision mechanisms and internal control. Risks identified through

risk management processes are prioritized depending on their probability and imipast

ensured that important risks are monitored and reported. In this respect, in 2017 the Committee

held 6 meetings at 18anuarg017, 27March 2017, 22May 2017, 24July2017, 22September

2017 and 2Novembe nMT ® / 2YYA G (1S5S Q4 edb@lovk A GASa | NB a

- GHAMc 9@l fdzr GA2Y wWSLINIE¢ gFa LINSLI NSR |yl
2017.

- 4/ 2NLIR2NIGS wAial 9@Ffda GA2y wSLE2NI& gl a LI
in January 2017, March 2017, May 2017, July 2017, September 2017oaacthbér
2017. In the reports;

1 Important risks of ASELSAN were evaluated and monitored. The risk
classification, explanation, rating, strategy, owner/responsible, current control
operations and relevant indicators were included in the report.

1 Warning level®f benchmarks for risk indicators were determined and the risk
indicators which divert from the benchmark and can signal the poor
performance of a goal during the reporting period were also reported.

- Risk management chapters in the annual report and ttheeoreports set by the legal
authorities were prepared.
- Special reports were prepared for specific risks related to recent incidents.

The secretariat formalities of the Committee were performed by Corporate Risk Management
and Internal Control Departmérmf Finance Directorate
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5.4. Risk Management and Internal Control Mechanism

Internal audit operations and corporate governance are facilitated via risk management and
development of efficiency of internal control procedures in ASELSAN. Thempastant role

of internal audit operations is assuring the Audit Committee and Board of Directors that the risks
are being managed effectively. Annual audit plan and work programs are prepared on a risk
basis and audit results are reported periodicallydiodit Committee. Harmonization with legal

and firm regulations, the status of application of ethical principles and the effectiveness of risk
mitigation is evaluated by Internal Audit Department.

5.5. Strategic Objectives of the Company

The Board of Dérctors is the top level body to make strategic decisions and to execute and
represent. As per the Articles of Association of the Company, the Board of Directors is
responsible to determine the strategic plans and control their implementations.

Strategiananagement process is a part of Corporate Governance and is managed by the CEO in
the name of Board of Directors, following the approval of the Strategic Plan, prepared with the
O22NRAYIFGA2Y 2F { (NI GS3IAO al yl 3SYSydalsantd NB O z
sustaining success can be achieved through environment friendly strategies.

L{9[{!'bQa @GArairzy Aa (2 0SS I NIE trieddy 4nd aumad2 Y LIS (i
conscious technology firm which preserves its sustainable growth inltlgmarket via the

values created for stakeholders, as well as serving its establishment purposes. Within this
concept, annually updated 5 year Strategic Plan and Business Plans and 3 year budgets are
prepared. With this methodology, short and middle rretargets are specified by considering

long term goals. The operations to be carried out for these targets are executed by Sectors
Presidencies/Vice Presidencies and performance evaluations are made based on Balanced
Scorecard method, which is widely usadhe world.

5.6. Financial Rights

Renumeration proceduresor Board of Directors Members and Managers with Executive
Responsibility, which are set in written form in accordance with the Corporate Governance
t NAYOALX S&3 | NB Lldzoebsked KSR 2y 2dzNJ / 2YLIl y&dQa ¢

The renumeration and all othereefits provided to board members are explained am
individual basis in the016annual report

Monthly remunerations provided to our Members of the Board of Directors are determined by
the General Assembly ameb other benefits are granted apart from the monthly remuneration.
Pursuant to the resolution taken at th@2 Ordinary General Assembly held D& March2017,

the Members of the Board of Directors are paid TL 308€, month. As for the determination

of the financial rights of the board members, no reward system is applied to reflect the Company
performance and which is based on the performance of the Members of the Board of Directors.
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Statement of Independence

TO THE BOARD ORECTORS OF ASEIHBATRAOW { ! b! . T £9 ¢T/ ! w9¢ ! & o
ANKARA
Date: 30 Novembe?2016

With respect to the corporate governance principle numbered 4386 (G0 KS / | LA G f al
I 2YYdzyAljdzS 2y [ 2 NLJ}2 NI (19.1, D ardeBioiyne ty 162 SeleytesyadlRigpEnRentL L
Board Member of ASELSAN Elektronik Sanayi ve T({Cam@ipany)| hereby agree, represent and undertake

that I,

a) do not have a relationship in terms of employment at an administrative level to take upon significant duty
and responsibilities withithe last five years, do not own more than 5% of the capital or voting rights or
privileged shares either jointly or solely or do not have established a significant commercial relation
between the corporation, companies on which the corporation hold comtfohanagement or significant
effect and shareholders who hold control of management of the corporation or have significant effect in
the corporation and legal entities on which these shareholders hold control of management and myself,
my spouse and my rafives by blood or marriage up to second degree,

b) have not been a shareholder (5% and more), an employee at an administrative level to take upon
significant duty and responsibilities or member of board of directors within the last five years in
companies that the corporation purchases or sells goods or service at a significant level within the
framework of the contracts executed, especially on audit (including tax audit, statutory audit, internal
audit), rating and consulting of the corporation, at the tiperiod when the corporation purchases or
sells services or goods

c) have professional education, knowledge and experience in order to duly fulfill the duties assigned for
being an independent board member,

d) will not be serving aa full time employee at puldiauthorities and institutions after being elected, except
being an academic member at university provided that is in compliance with the relevant legislation,

e) amresiding in Turkey in accordance with timeome Tax Law (1.T.L) dated 311850 anchumbered 193,

f) am capable to contribute positively to the operations of the corporation, to maintainobjectivity in
conflicts of interests between the corporation and the shareholders, have strong ethical standards,
professional reputation and experience to dtg take decisions by considering the rights of the
stakeholders,

ggaml ofS G2 FEft20FGS GAYS FT2N) GKS O2N1LRN}IGA2YyQa
corporation and duly fulfill the allocated duties,

h) have notconducted membership of boamf directors more than a term of six years in the last ten years,

i) am rot the independent member of the board of directors in more than three of the corporations as such;
the corporation or the controlling shareholders of the corporation who hold the comfonanagement
corporations and in more than five corporations in total which adeated to the trading on the
exchange,

]) have notbeenregistered and announced as a board mmnrepresenting a legal entity.

| hereby submit this to the knowledge of tiBoard of Directors, shareholders and all relevant parties.
Sincerely yours,

_fﬁf{%/é il

Ziva AKBAS 7
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Statement of Independence

TO THE BOARD ORECTORS OF ASELSANELEKTRODN b! . T £9 ¢T/ ! w9¢ ! & o
ANKARA
Date: 02 Decembe2016

With respect to the corporate governance priplei numbered 4362 F (GKS / FLIAGEHE al
I 2YYdzyAljdzS 2y [/ 2 NLJ}2 NI (19.1, D ardeBioiyne ty 162 SeleytesyaplRidBrident. L
Board Member of ASELSAN Elektronik Sanayi ve T({Cam@ipany)| hereby agree, represent and undertake

that I,

a) do not have a relationship in terms of employment at an administrative level to take upon significant duty
and responsibilities within the last five years, do not own more than 5% of the capital or voting rights or
privileged shares either jointlgr solely or do not have established a significant commercial relation
between the corporation, companies on which the corporation hold control of management or significant
effect and shareholders who hold control of management of the corporation or bigwdficant effect in
the corporation and legal entities on which these shareholders hold control of management and myself,
my spouse and my relatives by blood or marriage up to second degree,

b) have not been a shareholder (5% and more), an employee at amn&drative level to take upon
significant duty and responsibilities or member of board of directors within the last five years in
companies that the corporation purchases or sells goods or service at a significant level within the
framework of the contrats executed, especially on audit (including tax audit, statutory audit, internal
audit), rating and consulting of the corporation, at the time period when the corporation purchases or
sells services or goods

c) have professional education, knowledge and exgnce in order to duly fulfill the duties assigned for
being an independent board member,

d) will not be serving aa full time employee at public authorities and institutions after being elected, except
being an academic member at university provided that is in compliance with the relevant legislation,

e) amresiding in Turkey in accordance with timeome Tax Law (1. dated 31.121960 anchumbered 193,

f) am capable to contribute positively to the operations of the corporation, to maintainobjectivity in
conflicts of interests between the corporation and the shareholders, have strong ethical standards,
professional rputation and experience to freely take decisions by considering the rights of the
stakeholders,

ggaml ofS G2 FEft20FGS GAYS FT2N) GKS O2N1LRN}IGA2YyQa
corporation and duly fulfill the allocated duties,

h) have notconducted membership of board of directors more than a term of six years in the last ten years,

i) am rot the independent member of the board of directors in more than three of the corporations as such;
the corporation or the controlling shareholders of thergoration who hold the control of management
corporations and in more than five corporations in total which adeated to the trading on the
exchange,

]) have notbeenregistered and announced as a board mmnrepresenting a legal entity.

I hereby submithis to the knowledge of the Board of Directors, shareholders and all relevant parties.
Sincerely yours,

Erciimend ARVAS

. Ao
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