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Global Islamic Sector Outlook

Global Islamic Finance Industry’s
Total Assets (2008-2013)

1608 2013 U55 1,7 trillion

|

CAGR

Source: Ernst&Young World Islamic Banking
Competitiveness Report 2013

Interest free banking surpassed a level of
US$ 1.7 trillion, growing by 17.6% in 2013.

This growth rate actually exceeded the
average growth rate of 16% seen since
2008.

With this dynamism, it would not come as
a surprise to see interest free banking
activities exceed a level of US$ 2 ftrillion in
the near future.

The countries of Qatar, Indonesia,
Malaysia, UAE and Turkey are in a position
to offer much more attractive opportunities
in the sense of growth.



Turkish Banking Sector Volume - 2013

4 OF THE ASSETS COLLECTED FUNDS UTILIZED FUNDS
BANK TYPE
BANKS MioTRY Share% MioTRY Share% Mio TRY  Share %
31

Deposit Banks 1.566.189 90,4 887.824 93,5 963.701 89,5
Participation Banks 4 96.086 5,5 61.495 6,5 67.219 6,2
Development & Investment 13 70.136 41 0 0 46.575 43
Banks

Total 48 1.732.411 100 949.319 100 1.077.495 100

Source: BRSA

» Market share of participation (interest free)

PARTICIPATION BANKING banking in Turkey has been in an increasing trend
MARKET SHARE (%) since 2001
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> 13% //2-75% > As a result of the momentum of high growth in the
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ST S F S S banks in Turkey, it is concluded that Turkey has

more potential in growth.



Balance Sheet Structure Comparison (Global vs. Turkey)

Global Islamic Finance Industry’s Assets (2013)

Turkish Participation Bank’s Assets (2013)

Takaful
(interest free
insurance) 1.1%

Interest-free
mutual
funds 3.9%

Sukuk 14.0%

Interest-free
banking 81.0%

Sukuk 5.1%

Interest-free
banking 94.9%

» Participation Banks operating in Turkey only have Sukuk and interest free banking products
such as corporate finance support, project finance loans, mortgage, auto loans, leasing and

credit cards in their assets.

» Conventional & participation banks are subject to same regulations published by BRSA.
There is no separate/specialized division in charge of the regulations and supervisions on

participation banks across the country.

» At present, the Turkish financial regulations do not provide any criteria to establish a Shariah

board or comply with Islamic finance principles.

» Also, Participation Banks of Turkey do not deal with the risks of Islamic Finance instruments
like takaful, musawama, salam, istisna, etc. as there is none of these instruments in their

balance sheets, policies and procedures.
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MAIN RISKS AND MEASUREMENT METHODS - Participation Banks

Credit Risk (Standardized Approach)

-ldentifying W \jarket Risk (Standardized Approach)
- Evaluating

- Assessing
- Controlling
- Mitigating

s Operational Risk (Basic Indicator Approach

- Reporting

Liquidity Risk




CREDIT RISK

000 TL CREDIT RISK WEIGHTED ASSETS pEriop CREDIT RISK WEIGHTED
66.196.310 ASSET (000 TL)
70.000.000 - 39% B

2012/09 47,621,690
60.000.000 - 2012/10 47,752,331
50.000.000 | /:621:690 2012111 48,658,056
40.000.000 2012/12 48,348,081
2013/01 48,590,120
30000000 2013/02 50,153,788
20.000.000 2013/03 50,489,857
10.000.000 2013/04 52,278,272
0 2013/05 56,274,832
2012/09 2012/12 2013/03 2013/06 2013/09 2013/12 2014/03 2014/06 2013/06 57,644,719
2013/07 59,667,553
2013/08 61,081,984
> Basel |l rule set have been applied since July 2012. 2013/09 62,469,368
2013/10 62,684,273
> In credit risk calculations, Simple Approach in the scope of Basel |l 2013111 62,804,158
principles is used as a credit risk mitigation technique. 201312 65,583,341
2014/01 66,518,843
» In the Simple Approach, risk weight of collateral that covers credit 2014/02 65,855,935
exposure fully or partially is used instead of risk weight of the 2014/03 64,518,226
counterparty. 2014/04 64,614,196
2014/05 64,255,701
» Credit risk weighted asset has been increased by 39% from 2014/06 66,196,310

September 2012 to June 2014.



MARKET RISK

000 TL
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MARKET RISK WEIGHTED ASSETS

1.241.346

812.711
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> Market risk weighted asset is derived by using Standardized
Approach.

» Followings are included into Market Risk calculations;

U Profit Share Rate Risk on Trading Book (Interest Rate Risk)
Q Equity Risk

Q Foreign Exchange Risk

U Settlement Risk

0 Commodity Risk

Q4 Counterparty Risk on Trading Book

MARKET RISK

PERIOD WEIGHTED ASSET

(000 TL)
2012/09 812,711
2012/10 1,347,887
2012/11 1,364,600
2012/12 1,339,338
2013/01 1,149,347
2013/02 1,740,846
2013/03 653,966
2013/04 659,263
2013/05 676,597
2013/06 787,361
2013/07 678,316
2013/08 722,790
2013/09 707,340
2013/10 756,798
2013/11 740,560
2013/12 949,470
2014/01 918,815
2014/02 758,544
2014/03 799,729
2014/04 683,941
2014/05 645,400
2014/06

1,241,346




OPERATIONAL RISK

000 TL

8.000.000 -

7.000.000 -

6.000.000 -

5.000.000 -

4.000.000 -

3.000.000 -

2.000.000

1.000.000

OPERATIONAL RISK WEIGHTED ASSETS*

/ 7.009.191

5.831.510

5.090.906

4.564.606
3.908.720

3.072.767

2.265.203
1.578.531

0

2007 2008 2009 2010 2011 2012 2013 2014

* Calculated annually due to the Basel regulation.

On the other hand,

>

>

«Operational Risk Loss Database» building efforts continue in order
to move to advanced measurement techniques.

In the operational risk management scope, Risk Control Self
Assessment (RCSA) and Key Risk Indicator (KRI) studies are
conducted as well.

RCSA ensures that the process owners define their own business
process which may expose to operational risk, assess these risks
according to the Risk Scoring matrix and specify the activities of control
points regarding the risks concerned.

KRI studies are used for notifying management in case of certain
threshold values are exceeded those set for operational risk exposures.

Operational Risk Weighted Asset is
measured via Basic Indicator Approach
which is one of the measurement
techniques introduced in Basel .

Due to this approach, operational risk
weighted asset is calculated by
multiplying 15% of average gross
income amount of the last three years
of the Bank by the coefficient 12,5.

Kgia = [2 (Gl , xB)] /n

Kga = The capital amount to be kept in
accordance with Basic Indicator Approach
Gl = Annual gross income* of the last
three years (if positive)

B = Rate of 15% which is determined by
Basel Committee as per the ratio of
sectoral required capital level to the
sectoral indicator level

n = The number of years in which the gross
income is positive in the last three years

* Gross income = Net Operating Income +
Net Non-operating Income




LIQUIDITY RISK

Liquidity Adequacy Ratio (1 Month)
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Liquidity risk in Banks is measured as per the “Regulations on Measuring the Liquidity
Adequacy of Banks” issued by BRSA on November 2006.

Liquidity Adequacy Ratio is calculated as the ratio of assets to liabilities in respect to
their maturities.

Due to the regulation, the total liquidity adequacy ratio of 0-30 days maturity may not be
less than 100%.




CAPITAL ADEQUACY

CAPITAL ADEQUACY RATIO (%) PERIOD  EQUITY O RATIO (%)
1282 16.13 15 14 480 1491 2007/12 2,433,882 16.13
14.00 \ S~ T~ - o~ __— 2008/03 2,534,331 12.07
00 V 14.50 14.20 13 48 13.97 2008/06 3,193,651 14.08
10.00 12.07 2008/09 3,374,179 13.99
3.00 2008/12 3,838,565 15.21
6.00 2009/03 3,859,148 15.00
4.00 2009/06 4,014,814 15.14
2.00 2009/09 4,216,554 15.28
000 & 2009/12 4,384,896 15.27
SSSSS8S8SCS8S8SE883S88338¢88_388¢88¢8¢8¢ 2P0 4,596,254 50
2010/09 5,181,852 15.25
2010/12 5,402,179 15.07
» Capital Adequacy Ratio is calculated through Basel I 2011708 5,588,948 14.59
. . . . . . 2011/06 5,782,991 14.20
principles in participation Banks of Turkey. 2011/09 6,269,557 14.38
2011/12 6,537,714 14.04
» Total Equity of the Turkish Participation Banking Sector was 2012/03 6,724,336 13.92
increased by 357% from December 2007 to June 2014. 2012/06 7,029,282 13.70
2012/09 7,267,813 13.48
» This increase was mostly based on direct capital injection in 201212 7,664,240 13.90
order to cover rapidly growing credit portfolio and to ensure the 2013/03 8,488,594 14.72
capital adequacy ratio. 2013/06 9,571,065 14.80
2013/09 9,934,307 14.35
2013/12 10,144,503 13.97
2014/03 10,487,294 14.45
2014/06 11,140,251 14.91
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ICAAP (Internal Capital Adequacy Assessment Process)

Definition and Purpose;

Measuring and monitoring significant risks to which the Bank has been
exposed or may be exposed in the future,(Starting from December 2012)

Assessing the sufficiency of the Bank’s capital based on these risks,
For these identified risks;

» Establishing appropriate risk management processes,

» Improving processes continuously,

» Analyzing capital requirements with strategic planning.

Capital Planning

Capital Requirement Expected Capital Costs

————— Capital Planning ————————

Capital Resources | Targeted Capital Level
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ICAAP (Internal Capital Adequacy Assessment Process)

Credit Risk

Pillar |
Risks

Market Risk

Operational Risk

Residual Risk

Concentration Risk

Liquidity Risk
Pillar Il :

Data Management Risk
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Profit Share Rate Risk on Banking Book

. Compliance, Country, Tr,ansfer)

Assessment of all material risks of the Banks based on appropriate
measurement and evaluation process as well as forward looking calculation
of capital adequacy ratio of the Bank have been planned.
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