)

BORSA
iISTANBUL

Realising the Potential of
On-Exchange Islamic Products

Dr. Mustafa Kemal Yilmaz

Executive Vice President
November 17t 2015



Global Outlook to On-Exchange Islamic Finance Products

Experience of Turkey

Vision of Borsa istanbul

)

BORSA
iSTANBUL 17.11.2015 2



Global Outlook
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Global Assets of Islamic Finance (USD billion)
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*|slamic Finance

Select Growth Indicators

Number of: 2013 2014
IF*Institutions 966 e O 1113
Fshariascholars 1006 — @ @) 1163
IF events 214 - - . - 243
IF news items 19,209 23911
Outstanding Sukuk 1812 — 2092
Islamic funds 645 —.—.— 934
Source: Reuters
Islamic Finance by Region
Sub-
Saharan
Africa; 1%

Others; 4%

Source: TheCityUK estimates based on
IFSB Insdustry Stability Report 2015
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Capital Markets

Market Cap / GDP (End of 2014)
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Sukuk Issuances and Listings

Sukuk Outstanding Value (USD billion)

2008-2013
300 CAGR: 20.78%
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Breakdown of Global Sukuk Listings by Stock
Exchange Location (USD Billion, end of 2014) Global Sukuk Listings (2014)
Karachi SE
Borse Stuttgart
Saudi SE
Indonesia SE
Hong Kong SE

Singapore Exchange
Borsa istanbul
Borse Berlin
Frankfurt SE
Nasdaq Dubai
Bursa Malaysia
London SE

Irish SE

0.0 5.0 10.0 15.0 20.0 25.0 30.0 35.0
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Islamic Funds Growing Slowly

AUM of Global Islamic Funds Outstanding, Breakdown By Universe (2008 — 2014, USD billion)

70 _ Pension Funds £0.65
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ETFs: A Niche Area for Growth

: : : 38 8:EE° % sssse8558385¢§3¢%8:¢
* ETFs, index-tracking passive funds, RiEEsEgypsB8EescenfyrEsg e
manage $2.76 trillion in assets et Rt Rl B AR M M R R U R R R R R L L R R R R
I . Securitized o @ ° P
globally, up from $425 billion in 2005, Derivatives
ETFs L] eo: 0 eo: 0 [ ] eo: 0
and already account for about a imestment . o o . . o . . o .
quarter of all activity in the US stock Other : °
market. Volatility of the Indices (30D)
. H M DIGT Index - Volatility 30 D 12.30 | Dow Jones Global Titans Index
* ISIamIC ETF prOdUCtS are nOt yet n =DJSUKSKeI):1deXO—a\tIlogytility ?aagDay 1.65 |Dow Jones Sukuk Index
. . : DICBP Index - Volatility 30 Day ~ 4.37 | Dow Jones Corporate Bonds Inde 25
|arge Supplyl however’ Interest Is M DJIM Index - Volatility 30 Day 9.25 Doxjones Islamic Market Index "
picking up.

* As of the end of 2014, 27 Islamic ETFs
around the world were valued at
more than $6 billion, all below $100

\

million in asset value individually. e
* 97% of the assets invested in precious -
metals, 3% in equities domiciled _\/\/\_\’w\/\/\m
mostly in Ireland, Luxembourg, &
Malaysia and the US T S
({, Sources: IFSB Industry Stability Report 2015, Zawya, Bloomberg
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Islamic Finance is Growing in Turkey

Participation Banking Assets in Turkey %
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make their transactions th rough Borsa istanbul CAGR of the banking industry in Turkey is 6.2% for the same period
\ / Sukuk Outstanding Value in Participation Banks' Assets
(TRY billion)
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BORSA Source: Participation Banks Association of Turkey
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Private Equity
Funds

Islamic Finance is Growing in Turkey

New Collective
Investment
Instruments

Real Estate
Investment
Funds

Infrastructure
REITs

Participation
Funds

-

\_

Regulations in CoIIecﬁ\W

* Participation Fund can invest in
* Lease certificates
* Participation bank deposits
* Equity
* Gold and other precious metals
* Interest free money and capital market
instruments
* 10% portfolio concentration limitation increased to
25% for lease certificates

* Private Equity Funds, Real Estate Investment Funds,
and Infrastructure REITS are exempt from taxes /
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Turkish Pension Funds
Interest-free Assets Under Management
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| 189
J 75
“N
Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14

Recent amendments to the governing laws of
the pension system added gold and sukuk into

the spectrum of instruments that can be
invested by pension funds.

The rapid increase suggests a substantial
potential for growth. Total assets value of
Turkish pension funds is USS 15 billion. /
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Sukuk Issuances in Turkey

Sukuk Issuance in Turkey by Currency (USD million) Total and Average Trading Values in Sukuk (TRY million)
5500 28 4,000 T T 5.0
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0 0 2012 2013 2014 2015/9

2010 2011 2012 2013 2014 2015/9 === 0oTC 967.84 2788.95 2341.60 1554.47

=== BIST 35.00 669.68 1131.51 901.92

Bmmm TRY B USD ==4=No of Issuances (Right Axis) — DAILY AVERAGE 0.57 2.67 4.53 4.31

All Sukuk Issuances by IDB

K By new Capital Market Law, all Sukuk types can be Borsa Istanbul

. Regulatory support: Tax exemptions

¥ Traded at Borsa

1) Special purpose vehicle (SPV) is exempt from corporate tax |
Istanbul

2) Leasing Certificates are exempt from stamp duty tax

3) 0% withholding tax for Sukuk issuances over 5 years maturity = Other Sukuk

IDB Sukuk trading has started at Borsa istanbul: 6 different non-interest bearing
notes (Sukuk) of U.S. S 6,05 billion issued by IDB Trust Services Limited have

started trading at Borsa Istanbul on November 28th, 2014.

@ \ / Source: Bloomberg
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Islamic Indices, ETFs, and Other Products

S&P-0OIC COMCEC 50 DJIM Turkey
Comparison of Index Returns Shariah Index

Participation Index (KATLM)
4 2 Participation 50 Index (KAT50)
Participation Model Portfolio Index (KATMP)

4 ETFs
ETFs on Commodities ETFs on Indices
Participation ETF

istanbul Gold ETF

istanbul Silver ETF
Kuveyt Turk Gold ETF
Kuveyt Turk Silver ETF

Risk Management Precious Metals and
Products Diamond Markets

Gold, Silver, Platinum,
Palladium, Diamond,
and Precious Stones

Normalized As Of 01/31/2011
M BIST-100 -29.27339
9 KATLM Index (USD) -12.94659

Base Load Electricity
Futures, Steel Scrap
Futures
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What Borsa Istanbul has done so far in Islamic Finance?

World Bank Global Islamic Finance Development Center (launched in October 2013)

Main Areas of Interest

Islamic Banking Islamic Capital Islamic Finance

Markets and Economic

- Research & Development
Knowledge - Monetary Policy

- Systemic Stability

Ml Standard Setting & Global Global - Risk Management
Regulation Islamic Islamic - Regulation

Finance Finance - Standards for the

. Report Database governance of
- Innovation Sharia Boards

- Liquidity

Management
BORSA
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- Regulation of
capital market
activities - Financial Inclusion

- Infrastructure - Financial Literacy
finance — Sukuks

- Microfinance

- Capacity building
- Securitization of and training
existing Islamic

Finance portfolios,

- Capital Market
product
development

Main Functions of the Center

- Compilation of
best practices

Islamic Finance
Inclusion Program

e|slamic Micro and
SME finance




Food for Thought

» Harmonizing Capital Market Regulations to cross list exchange-traded products

» Establishing a Gold Exchange among the OIC Member States

» Supporting the Entrepreneurship (Start-ups) and SMEs in Stock Exchanges (www.bistprivatemarket.com)

» Increasing Training and Investor Awareness to stimulate demand for on-exchange products
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