





Appendix: Israel — Regulation

Key Aspects of Regulatory Environment (1/3)

Increasing harmonization and internationalization

International Compliance (AML/CFT) International Standards

Israel Money Laundering Prohibition Authority (IMPA) manages, processes,
secures Data warehouse, accumulates reports received, upon suspicion of
money laundering activity, disseminate reports to the competent authorities

Key strengths

Cooperation achieved within “The Egmont group”. IMPA also engaged in co-
operation with IMF & FATF

Progress made in improving AML supervision. Bol required banks to
undertake reviews by external auditors of AML and has benefited from an
evaluation by the MoneyVal

Key weaknesses

Report on Money Laundering of the U.S. Dep't. of State’s puts major diamond
trading countries, among them lIsrael, on the list of some 50 major money
laundering countries in 2008. Israel 's diamond industry fares well in the
report. Knesset bill imposes anti-money laundering rules on the sector.
Customs Authority intercepts unreported diamond shipments

Key implications for international competitiveness

« Israel has made good progress regarding FATF requirements to
date, however a number of areas could be improved

« Particular regard should be paid to requiring Designated Non-
Financial Businesses and Professions to report money laundering
offences

IFRS is now widely used. Extensive changes made by the ISA to improve
disclosure and strengthen enforcement of standards. ISA has made the use of
IFRS mandatory for all listed companies (except for the banks) from 2008

Core Principles for Systemically Important Payment Systems Supervision of
the payment/settlement system: introduction in 2007 of a real time gross
settlement system for payments

Progress being made on implementation of the Basel Il capital standards. BOI
has set a target end of 2009 for banks to adopt the standardized approach.
Realistic target given limited work done by the BOI and the banks, before
early 2007. Banks preparing for new standards, enhancing existing economic
capital models for more advanced approaches

Capital Market and Insurance Department expected to adopt Solvency Il
principles in 2012. Considerable differences between current capital
requirement and those of Solvency Il. Intermediate stage between today and
full implementation

Key implications for international competitiveness

« While Israel plans to adopt a wide range of international
standards, it is not perceived to be as strong as competing
jurisdictions, in particular EU / US

Source: www.impa.justice.gov.il; Diamondtopics.com; IMF, 2008, EIU
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Key Aspects of Regulatory Environment (2/3)

Rapid pace of regulatory changes and multiple regulators do not ease market entry

Responsiveness to Market and Ease of Entry Quality of Regulation and Consistency of Approach

» Companies traded on US/UK markets can list their securities on the TASE * Regulation is only partly available in English
with no additional regulatory burden. French/Israeli agreement permitting « Bachar reform: Increased competition in asset management. See case study
offer of securities on the basis of prospectuses authorized in the other country in appendix

* Investment incentives: Encouragement of Capital Investment Law. + Investment Freedom: Foreign investment restricted in some sectors and
International Investments: no restrictions in trading TASE securities, exempt investments in regulated industries, such as banking, insurance, receipt of
from capital gains tax investment incentive benefits, require prior government approval

Residents /non-residents may hold foreign exchange accounts - no
 Key strengths controls/restrictions on current transfers, repatriation of profits

 Public companies report using XBRL, taxonomy includes translation of IFRS Financial Freedom: Credit available on market terms - wide array of credit
terms into Hebrew, coherent for international investors. ISA enables public to instruments. Supervision prudent. Bank ownership of insurance companies
access data in real-time via internet through MAGNA restricted

* Key weaknesses
 Rapid pace of regulatory change. Inconsistent agendas and regulatory bodies

approaches Regulatory Quality - 2007
. . . . . x
« Example: Banking license not issued unless issued capital not less than a g s 3
minimum amount recognized as inadequate i 2 g
= 1 prgrem=er?
g 0 '-“_‘_’_‘,.,.-ru--ﬂ- ]
g o ro'ro“'"""'—-m—‘ :
1 oo Israel
E 2 el
. . . . . el = = 4
Key implications for international competitiveness = 3 °
o Low 207 Countries
©
: Regm_ators a.re not percelved as respondlng We” to the market In Source: "Governance Matters VII: Governance Indicators for 1996-2007 " by Daniel Kaufmann,
line with business needs Aart Kraay and Massimo Mastruzzi, http://www.govindicators.org
» The complexity and sometimes unclear boundaries of S ] ] B
responsibility amongst regulators is not conducive to building an Key implications for international competitiveness

attractive business environment

+ Financial services regulations require rationalisation

« Limited use of English places Israel at a disadvantage on the
international stage

Source: www.impa.justice.gov.il; Diamondtopics.com; IMF, 2008, EIU
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Key Aspects of Regulatory Environment (3/3)

Regulatory expertise exists, financial and human resources are scarce

Quality and Availability of Regulatory Staff Independence / Legal Position of Regulator

» Regulators need to build the expertise necessary to support more complex » ISA: independent agency financed entirely through the fees collected from
regulatory system. Requires greater recruitment flexibility, competitive pay regulated entities
scales, in line with advanced countries. Authorities hire industry experts on a « BOI: Governor appointed by the President of Israel for 5 years, at the
consultant basis but agree not optimal IMF recommendation of the government. 2 deputies appointed by the government

+ Supervisors of insurance companies and funds do not have sufficient in consultation with Governor
resources to undertake necessary research into the effect new developments, « BOI: Transparency and accountability: The new law will require the Bank to
collect and analyze information received, conduct on-site inspections. account for its decisions and policies to the Knesset, the government and the
Insurance Commissioner do not have sufficient budget. Beyond outsourcing of public in a clear, ordered fashion, as part of the of the areas of the Bank’s
some inspection, ISA should retain in-house capacity for inspections responsibilities, and as another mechanism of external supervision over the

* ISA: At the end of December 2005, 133 positions have been filled Bank (not yet voted)

Insurance supervisor: In line with international practice, needs independence
to set solvency standards; enforce managerial changes in companies and
resolve failing institutions, and powers to perform group wide supervision.
Legal process to achieve this complex and lengthy

Key implications for international competitiveness Key implications for international competitiveness

* Quality of regulatory staff is perceived to be relatively good

however, to support a more complex system a wider and deep » Work to improve the transparency and accountability of BOI is
skills base will be required ongoing and should act to increase trust in the regulator
« Attracting international experience will require larger salary spend » Regulators should adopt principles that define their direction and

allow the organisations to be audited in a clear manner that aims
to avoid political distractions

Source: www.impa.justice.gov.il; Diamondtopics.com; IMF, 2008, EIU
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International Market Confidence in Regulatory Environment

Growing confidence

International Market Confidence

Sep 2007: FTSE announced that it has approved the promotion of Israel, from
"advanced emerging" to "developed market" status, effective June 2008. TASE
expects to attract more from the estimated $2-2.5 trillion in funds that track the
FTSE Indices; funds that track developed markets will be required to add Israel
to their holdings. Areas examined by the FTSE Policy Group include Israel’'s
regulatory environment, custody and settlement arrangements, the efficiency of
the dealing landscape and the derivatives market

Catherine Kinney, President of NYSE Group: 'Israel is exceptional compared to
emerging markets — there is high economic growth here, an advanced stock
exchange, a stable banking system and considerable technological progress.
There is no other emerging market that enjoys all of these components

Key implications for international competitiveness

« Israel is recognised in many quarters as having strong and stable
growth compared to other emerging markets

» However, interviewees have argued that Israel does not offer
strong enough attractions to drive relocation over other markets

» The Israeli market also suffers from a lack of recognition amongst
the international community as a potentially attractive option for re-
locating business

» 2007: S&P raised the country's long-term foreign-currency sovereign and long-
term local-currency credit ratings

+ 2008: Fitch upgraded Israel's sovereign credit rating

+ 2008: Moody's lifted Israel's key ratings to reflect country's proven resiliency in

the face of global & local economic and political shocks. Government foreign
and local currency bond, foreign currency ceiling for bank deposits upgraded.

Risk assessment

Sovereign risk | “""e"Y Banking | o itical risk Economic
risk sector risk structure risk
BBB BBB BBB BBB BBB

Source: www.impa.justice.gov.il; Diamondtopics.com; IMF, 2008, EIU
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Singapore as a Financial Centre
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Singapore successfully established itself as one of the leading financial centres

Background & history Capital Markets

» Singapore’s development as an international financial jurisdiction began in the
late 1960s. Prior to that the country was relatively poor but it successfully
leveraged its abundant cheap labour combined with educational reform
(Singapore singled out education as a means of improving country
productivity) to have a productive workforce

Today there is a large and diversified group of both local and foreign
institutions (around 600) located in Singapore and offering a wide range of
financial products and services, including trade financing, foreign exchange,
specialised insurance services and others

Total assets of financial institutions based in Singapore amounted to S$1.93
trillion by end of 2008

Three decades after Singapore has been established as an international
financial jurisdiction, it has become the largest trading centre for emerging-
market currencies in Asia, is one of the world’s fastest growing domestic bond
markets

» The Singapore Exchange Limited (SGX) was inaugurated on 1 December

1999, following the merger of the Stock Exchange of Singapore (SES) and the

Singapore International Monetary Exchange (SIMEX)

SGX is Asia-Pacific’s first demutualised and integrated securities and

derivatives exchange. As at the end of 2008 there were 762 listed companies

with a market capitalisation of $658 Bn

Listed companies and securities market operations are regulated by the

Monetary Authority of Singapore and come under the Securities and Futures

Act and the Financial Advisors Act

SGX took a 5% stake in the Bombay Stock Exchange in 2007

» SGX revenues come mainly from the securities and derivatives market.
Derivatives account for around a quarter of SGX’s revenue, and SGX is the
only exchange in the region that trades more derivative contracts related to
foreign indices than domestic

Strategy and product focus

* Singapore positioned itself as a politically stable country with little corruption
and highly skilled, multi-lingual population
» Monetary Authority of Singapore identified several key strengths of Singapore
as an international financial jurisdiction:
— Pro-business environment; consistently recognised as one of the best
places to do business
— Excellent infrastructure; unique location and sophisticated
telecommunications network
— Cost competitiveness; competitive tax rate environment and cost
competitive office space
— Skilled workforce and attraction of international talent
— Strategic location in a region of opportunities; well-placed to serve the
fast-growing markets of the Asia Pacific region
» Forward-looking regulations have helped Singapore grow new market
segments such as Islamic Banking and REITs

Current situation and progress

« Singapore’s estimated GDP is $192 Bn (2008)

* In 2007, Singapore’s financial services sector constituted around 12% of the
GDP and provided jobs for more than 220,000 people

Home to more than 600 financial institutions serving investors around the
world, with many global companies choosing Singapore for their treasury
headquarters and a number of Asia’s top companies choosing to list on the
SGX

Fourth largest foreign exchange trading centre in the world, and a growing
Asia-Pacific centre for wealth management

Singapore is the second largest OTC derivatives trading centre in Asia,
capturing more than 10% of global OTC commodities

20% of the world’s physical oil trade is done out of Singapore

At the end of 2007, assets under management (AUM) in Singapore grew 32%

year on year to reach S$1.2 trillion

Source: Contact Singapore, Singapore Economic Development Board, Singapore Exchange Limited “Summary Annual Report 2008”, EIU
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Financial Services Market

Financial services contribute 12% to Singapore’s GDP and employ more than 220,000 people

Overview of domestic economy

- Singapore has a GDP of $187.1 Bn (2007), 2008 GDP is estimated to be
$192 Bn (2008)
— GDP per capita (2007) was $41,704
— Real GDP growth was 7.1% over the period 2003-2007
« Financial services contributed 12% of total GDP in 2007 = $22.5 Bn
+ The US and Malaysia are Singapore’s key trading partners:
— Exports: Malaysia (12.9%), Hong Kong (10.4%), China (9.7%)
— Imports: Malaysia (13.1%), US (12.3%), China (12.1%)
« Singapore recorded a trade surplus of $47 Bn in 2007
 Financial and Insurance Services receive the highest proportion of FDI
(around 38% of total FDI)

Financial services market headcount

In 2007, Singapore employed around 221,195 people in financial services

The number of people working in financial services more than doubled
between 2003 and 2007, with around a 100,000 employed in FS in 2003

Singapore is an attractive destination for foreign FS professionals

Foreign professionals seeking employment consistently rate Singapore
attractive due to the open recruitment policies, low personal taxation and a
quality standard of living

More than 600 financial institutions operate in Singapore

Financial services market size

« Domestic assets of finance companies grew from S$10.6 Bn in May 2007 to
S$12.7 Bn in May 2008

Total assets and liabilities of financial institutions

Commercial Banks

S$ Mn, 2008 668,481
Merchant Banks

S$ Mn, 2008 72,908
Finance Companies

S$ Mn, 2008 12,586
Asian Currency Units

$ Mn, 2007 912,949

Financial services market structure & growth

Top 3 domestic banks hold more than 90% of total assets

In 2008, Singapore had 113 commercial banks (6 domestic and 107 foreign),
as well as 51 merchant banks

Banking
Total lending by financial sector, 2007
Total lending to the private sector, 2007

182.20 (% GDP)
120.28 (% GDP)

Insurance
All: Total premiums written, 2007
Life: Total premiums written, 2007

8.79 (% GDP)
6.17 (% GDP)

Funds

Pension: Total assets, March 2008
Mutual: Total assets, 2007
Factoring turnover, 2007

53.65 (% GDP)
16.04 (% GDP)
2.77 (%GDP)

Source: EIU, Singstat
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Singapore’s Banking Market -

Large presence of foreign banks reflects the international nature of banking sector

Banking Market Overview

Number of Singaporean Banks, 2008 * Banking system split into “domestic banking units” which operate in S$ and
“Asian currency units” (ACU), common for foreign currency transactions within
the Asian dollar market — tax incentives provided, used to try and isolate S$
: from impact of significant international trade. Largely foreign owned banks
Domestic 5] 6
Domestic Banks
QFB foreign 6 6 » 3 domestic banking groups, operate through 6 banks following government
encouraged consolidation (1999-2001). All remain domestically owned and
Other full foreign 16 26 key in domestic banking market. Starting to expand into other SE Asian
territories
Wholesale 31 4 « Government approval required for foreign ownership at set trigger points.
Stated government aim that while it wants more competitive retail market, their
Offshore 60 40 share should not be <50%
Merchant 54 51 Foreign Banks
» Long history of foreign bank presence in commercial banking (some
Total Banking Asset Total Banking Asset established late 1800’s), however activities restricted particularly in retail
SgaB anking Assets S;aB anking Assets banking. Limited growth in number of foreign banks following increased
. : liberalisation in 1999
1,8 - 1,8 - « Full foreign banking licence allows all activity with some limits on branch and
1,6 1,6 ] ATM presence. “Qualified Full Banks”, introduced in 1999, removed these
14 14 | restrictions (QFB for 4 banks in 1999 and further 2 in 2001)
1,2 4 1,2 - * 26 full foreign banks; 6 are QFBs (ABN Amro, BNP Paribas, Citibank, HSBC,
1,0 - ACU 10 Foreign Malayan Banking and Standard Chartered
0.8 - 0,8 - banks + Wholesale banks can only focus on corporate and HNWI clients as S$
0,6 - 0,6 - dealings must be >S$250k. Aim is to upgrade all offshore banks to wholesale
0,4 - 04 - over time (16 upgraded in 2001, further 8 in 2003)
D i . . .
0,2 DBU 0,2 | b:;ﬁzsnc + Merchant banks largely foreign and 90% of assets are in ACU. Domestic
0 - 0- banks are also active in wholesale banking
5 X » H & o H &
(1961' S S S (]90“/ S S
Source: EIU
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Singapore’s Equity Market

Singapore is Asia’s international capital market for the listing and trading of equities

Equity Market Overview

Listed Companies
Number
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Strategy to become major exchange for Asian Pacific region listings. Must have
two directors that reside in Singapore

In its pursuit for more foreign listings, SGX has introduced listing rules that are
market-oriented. These rules provide flexibility for companies with diverse
backgrounds to source for public financing in Singapore

Number of foreign companies up from 99 (20%) in 2002 to 298 (39%) in 2008
with 147 from China, 50 HK and 18 Taiwan

Many companies have chosen to list on SGX to establish a stronger Asian
profile and presence

Recognising that good corporate governance is essential to market integrity,
SGX continues to lead its marketplace to the forefront of regulatory best
practices. This intelligent regulatory approach is an attractive consideration for
companies striving to be recognised on good corporate governance and
transparency. In fact, a listing on SGX today bears a quality mark that is
recognised internationally

As of June 2006, allowed listing of Global Depository Receipts (GDRs), first
took place in April 2007 (Uttam Galva Steels Ltd)

Singapore companies can also list on global exchanges, many using ADRs. In
2008, there were 25 secondary listed foreign companies listed on SGX (with
secondary trading on SGX)

Signed MOUs with a number of regional exchanges, Shanghai, Shenzhen,
Thailand, Jakarta, Ho Chi Minh, Abu Dhabi, Bombay. Also has relationships
with Tokyo (5% stake in SGX), NASDAQ and CME

The TSE-SGX deal will allow for cross-listings and new product initiatives, as
well as stimulate trading volume increases between the exchanges. This is
increasingly important as Asian exchanges come under pressure to lower the
region’s high trading commissions, and must seek new ways to raise volumes
of business

Source: EIU, SGX
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Singapore’s Fixed Income Market -

Singapore is a key global player in OTC derivatives, commodities and Forex markets

Fixed Income Market Overview Derivatives Market Overview

Value of Bonds Listed » Singapore has a significant fixed income + Singapore is the second largest over the counter (OTC) derivatives
$ Bns securities market within Asia Pacific: centre in Asia
05 - — 5™ in capitalisation behind Korea, * The number of futures derivative contracts traded on the SGX for
0'4 1 Excludes: Tokyo, Osaka and India ghGesyﬁr ended March 2008 increased by 33.4% to 48.8 Mn, from
’ . — gthi ; .5 Mn
ol Tty o f‘ndﬁg,tga:::gﬂiue behind Korea, + In May 2006, SGX launched the SGX AsiaClear, Asia's first and
o’3 , Korea: $0.8 Bn — Significantly larger than HK onI_y oTcC c_:learlng_ facility for oil swaps and FFAs .
’ e Thailand. Australia and NZ’ + AsiaClear is growing fast. The value _of contracts cleared in the
02 ’ . 1HO08 was $3.8 Bn, up from $1.3 Bn in the 1H07
0,2 + Market value has grown at 13% p.a. since
0,1 2001, with strongest growth in the corporate

0,1 ﬂ ﬂ m foreign currency market of 22% p.a. Commodities Market Overview
0 —_— "—‘ 1 + Strong growth in foreign currency denominated

@ @ o o st DG structured debt in recent years. Foreign issuers » Singapore is the world's 3rd largest oil refining centre, top bunker
\ob ,bQO O N <\<§‘ < predominate in the foreign currency market port and the Asia Pacific centre for the pricing and trading of oil and
6\(@ <2 &° + Active steps taken by government to rubber
encourage depth and liquidity of the market * 20% of the world's physical oil trade and half of the world's rubber
with MAS’s Debt Market Committee trade is done out of Singapore
Outstanding Government Securities — lIssuing government bonds and at + SGX partnered the Chicago Board of Trade to form Joint Asian
S$ Bn longer maturities despite no finance Derivatives Exchange (JADE), an Asian commodity derivatives
requirement for them market. Its first product, rubber futures, was launched in 2006,
120 - — Tax concessions followed by crude palm oil futures
100 — Increasing access to S$ market for

 Singapore is also one of the first countries in Asia to have launched
Real Estate Investment Trusts successfully

» Singapore is the 4th largest foreign exchange trading centre in the
world (BIS). FX Average daily turnover volume was $229 Bn in
October 2007

« International financial sector and corporate debt issues outstanding
were 31.54% of the GDP at the end of 2007

60 -
40 |

Source: EIU, WEF, MAS, Deloitte research and analysis, Islamic Finance News, Finance Connect Singapore, SFEMC
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Singapore’s Insurance Market

There is room for growth in Singapore’s life and non-life insurance markets

General Insurance Market Overview Life Insurance Market Overview

* In 2000, Singapore lifted the moratorium on admission of new direct general » 16 direct and 3 reinsurers are licensed by MAS to transact life insurance or

insurers and removed the 49 percent limit on foreign shareholding in locally-
owned direct insurers

Since then, the industry landscape has evolved considerably, and at the end
of 2008 July there was a network of 60 direct insurance companies, 26
reinsurance companies and 63 captives

There are 29 general insurance companies operating in Singapore

The General Insurance Association (GIA) was formed when Singapore
became an independent Republic and is the industry representative of all non-
life insurance companies transacting business in Singapore

Motor insurance is the largest class of insurance, accounting for 30 per cent of
the entire general insurance market

General insurance penetration remains low in Singapore — measured by gross
premiums as a percentage of GDP its insurance density was 1.5% in 2005,
lower than many other countries (e.g. insurance density is 1.8% in Malaysia
and more than 3% in Britain)

Singapore is a strong regional insurance and reinsurance hub and the largest
domicile in the Asia Pacific for captive insurers

- 16 of the top 25 global reinsurance groups have presence in Singapore

- 5 of top 10 global insurance and reinsurance brokers have established
offices in Singapore

reinsurance business in Singapore

» The life insurance industry put in a sterling performance in 2007:

— Singaporeans are becoming more financial savvy and more
knowledgeable about how particular life insurance products work
for their needs, be it for their children’s education, protection for
their dependants or for retirement planning

— New business premiums amounted to $1.66 Bn (highest in five
years)

— Single premium sales totalled $8.86 Bn (CPF sector accounted
for 62%), and regular premium sales $821 Mn

— The tied agency channel contributed to the bulk of new business
in 2007 (69% of new weighted business sales)

» A few regulatory and policy changes are taking effect in 2008 that will affect
the industry and its customers — e.g. CPFIS sector will be impacted by
investment restrictions (took effect from 1 Apr 2008) of $$20,000 imposed on
CPFIS-OA and CPFIS-SA balances

« Still room for growth, as according to LIA Singaporeans are grossly under-
insured

Re Insurance Market Overview

» According to MAS, Singapore is one of the largest reinsurance centres in the region. In total, there are 26 Reinsurers, representing the bulk of the world’s biggest

reinsurance companies, including Swiss Re and Allianz AG. Asia Capital Reinsurance Group, a start-up reinsurer, has also recently set up in Singapore with capital

of $620 Mn

across Asia out of Singapore

+ Lloyd's of London has replicated its London market structure in Singapore, and under Lloyd's Asia, a total of nine Lloyd's syndicates underwrite businesses from

* In assessing an application for life and/or general reinsurance licences, MAS takes into consideration several factors, and applicants with commitment to develop a

significant portfolio of offshore business from Singapore receive favourable consideration

 Singapore Re is the largest player in the reinsurance market with approximately 21% of market share in terms of net premiums written

Source: Life Insurance Association, General Insurance Association of Singapore, Insurance Supermart, Allens Arthur Robinson “Insurance and Reinsurance Asia”, IES
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Singapore’s Asset Man

agement Market

Asset management market recorded very strong growth since the last decade

Asset Management Market Overview

Assets under Management
S$ Bn
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+ Asset management first emerged as an industry in Singapore when the
Asian crisis hit in the late 1990s

+ During the first few years of recession, the country’s financial
institutions pursued numerous recovery programmes that resulted in
the proliferation of asset management companies and strong regulatory
principles

By 1998 Singapore’s Financial Sector Review Group developed a base
for management of domestic and international funds that would include
non-residents

The government approved a series of concrete measures including
accepting of hedge funds and entrusting the management of
government funds to Government Investment Corporation and the MAS
to private sector managers

MAS and GIC placed a total of $35 Bn with external fund managers
over three years until 2000, and this acted as capital for growing the
fund management industry

There has been a robust double-digit growth in total assets under
management (AUM) since 2001. As at end-2007, total assets managed
by Singapore-based asset managers showed a strong 32% growth rate
to reach S$1.173 trillion, compared to S$891 Bn as at end-2006

With about 84% of total AUM sourced from outside Singapore, asset
managers in Singapore successfully serve both regional and
international investors

Many managers use Singapore as a base to manage local and regional
investment opportunities

There is a growing number of hedge fund and other alternative asset
managers in Singapore

In 2007 there were around 300 hedge fund managers based in
Singapore (50% growth from 2006), managing in excess of S$80 Bn
worth of assets

Source: MAS “2007 Singapore Asset Management Industry Survey”, Perez “A Preview of the Asset Management Industry of Singapore”

- 130 -




Appendix: Singapore — General Competitiveness

Skilled Labour Pool

‘ * i
* >
* .

Singapore has good quality education system and is attractive to foreign FS employees

+ Singapore has a total population of 4.5 Mn (2007) of which approximately
3.61 Mn are residents

* Resident demographics:

— 13% aged between 15-24 years, 32% aged under 25 years, 59%

aged between 25-64 years

The total resident labour force comprises 1.9 Mn people (2007); foreigners
formed 30.1% of the city-state’s total employment pool
Government spent $1.49 Bn for universities in 2007
Singapore is ranked 1st for having the best labour force (BERI Labour Force
Ranking 2005-2007) and 2nd, after the US, for the most attractive
environment for highly-skilled foreigners (IMD World Competitiveness)
Employment creation was 236,600 jobs in 2007 (61% went to foreigners),
surpassing the record high of 176,000 jobs in 2006

+ Singapore’s financial services industry employs circa 106,300 people
(residents only)
— This makes up around 5.5% of the total resident labour force

+ Singapore adopts an open policy on admitting international talents to work in
Singapore. The financial sector workforce comprises a large and diverse mix
of local and international talent and expertise

To support continuous learning and upgrading of the financial sector
workforce, Monetary Authority of Singapore set up a Financial Sector
Development Fund (FSDF) in 2001 to co-fund worthwhile training and
development efforts undertaken by the industry

Key players from the financial services industry, MAS, IBF and the Singapore
Workforce Development Agency (WDA) also collaborated and implemented a
Financial Industry Competency Standards framework in 2005, to raise the
professional bar of the financial sector workforce and training providers

Financial services professionals

» There are 4 major universities in Singapore (in addition to a number of smaller
institutes/colleges), several of which have coupled with international
institutions to offer courses tailored to financial services (e.g. Berkeley-
Nanyang Business School Advanced Management Programme)

» Due to market demand, universities are increasingly offering double-degree
programmes to increase graduates’ versatility

* |In 2007, 65,746 students were enrolled in universities

» The student intake in 2007 comprised 5,915 business & administration
students and 2,834 accountancy students (together accounting for around
13% of student intake)

According to PwC, Singapore has 7 tertiary institutions (“full” universities and
others) that are among the Top 500 Universities

» Singapore also has three MBA'’s in the Top 100 Global MBA rankings 2009
(FT.com): INSEAD (France/Singapore) 5th, Nanyang Business School 24th
and National University of Singapore School of Business 35th

» Singapore ranks highly on quality of education in the WEF Travel & Tourism
rankings (2009)

— Quality of the educational system 2nd/133

— Extent of staff training 3th/133
With four official languages in Singapore, the majority of population speak
more than one language

* In Singapore, English is the language of the administration and the
commerce; there are around 5.1 English speakers per 100 people

» Foreigners may encounter language problems as many Singaporeans use
Singlish (a mix of English and other languages) to communicate — in 2000 the
government launched Speak Good English Movement to try and counter the
problem

Source: WEF (2009), PwC “Cities of Opportunity 2007”, Ministry of Education, Ministry of Information, Communications and the Arts, EIU, NationMaster, Singstat
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Image & Perceptions -

Singapore is perceived to offer a skilled labour force and a quality standard of living

» Singapore ranked 27th out of 40 countries assessed in the Anholt Nation
Anholt Nation Brands Index, Q2, 2007 brands index, which surveys 25,000 consumers from around the world on
. their brand perceptions of countries

UK ] st  Singapore also ranked 23th out of 50 cities assessed in the Anholt City

Brands Index, which ranks world cities according to consumer responses
j regarding six aspects (e.g. perceptions about the economic and educational
Ireland | 16th opportunities on offer in each city)

» The effectiveness of the marketing and branding of Singapore was ranked

Spain | 12th

Russia | | 22th 3rd/133 globally in the WEF Travel & Tourism rankings (2009)
Singapore |G 27th + Singapore was rated as “Asia’s no. 1 place to live, work and play” by Mercer
] HR Consulting
Turkey 34th
Israel 37th
0 1‘0 20 3‘0 4‘0

Nation ranking (out of 40)
Anholt City Brands Index, 2007

London \ 2nd

Madrid | 13th

Dublin | 21st
Singapore I 2
Moscow :| 35th
Istanbul 7: 39th

Tel Aviv || <50

50 City ranking (out of 50) 1

Source: WEF (2009), Anholt “Nation Brands Index 2007”, Anholt “City Brands Index 2007”
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Political and Economic Stability -

Singapore is both politically and economically stable

System of government Economic policy

» Form of government: Parliamentary republic, whereby the President is chief » Singapore’s economic policy is to promote the creation of national wealth
of state and a unicameral parliament is headed by the Prime Minister and the through sustained and stable economic growth. The Singaporean government
Cabinet seeks to ensure that the trading system is open and transparent (e.qg.

streamlined procedures for smooth flow of goods in and out of Singapore)

The private sector plays the key role in economic development while the
government provides an environment conducive for private sector business

Executive power is exercised by the government and legislative power is
vested in government and the Parliament (the legislature)

+ Parliament consists of 90 members, 84 elected and 6 nominated by the activities
President (cannot vote on constitutional matters or expenditure of funds), and « Promoting free trade in goods (no import or export restrictions, no controls on
the constitutional provision requires that there must be at least 3 sitting foreign exchange and no protectionist measures) coupled with the provision of
opposition members efficient trade infrastructure, as well as higher-value added activities in the

» Voting in elections is compulsory manufacturing and services sectors

Pro-business and pro-foreign investment with competitive and attractive tax
environment

The Chief Justice, senior judge and six judges of the High Court are
appointed by the President. The Judiciary is independent of the executive and
the legislature

Political landscape Economic stability

» The current government, which was re-elected in May 2006, has been formed
by The People’s Action Party (PAP), who won 67% of the total votes and

) : , . Historical Si inflation & El Risk Ratings, 2
gained 82 out of 84 seats. The PAP won their twelfth consecutive term in the * °ri'ﬁ?ere's"tgfaﬁ’§£‘°‘(ér}ua; on U Country Risk Ratings, 2008
office since 1959 6% 1 Average —

+ Lee Hsien Loong, party leader of the PAP since 2004, has also been the 5% | ) ; . © interest rate Sovereign risk AA
Prime Minister of Singapore since 2004 4% | Banking sector AA
« All contests were between the PAP and one opposition party, whose 47 39 | Ecorikmic
candidates for the election was a large increase from 29 candidates in the Structure risk A
2001 election. There was no independent candidate participating in the 2% 1 A‘;ef?ge tical Risk
election, which did not happen since 1980 1% | infation Political Ris A
+ The election featured large turnouts at election rallies of some of the 0% ‘ ‘ ‘ ‘ Currency Risk AA
opposition parties, something unheard of since the 1980s, although the PAP 2003 2004 2005 2006 2007

dismissed the significance of the crowds

Source: EIU (2008), Association of Southeast Asian Nations
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Infrastructure

Singapore has advanced ICT infrastructure and good regional and international air links

Singapore is one of the best connected countries in the world, with
sophisticated and extensive sea, air and ground transport links

Getting around the island is easy with Singapore’s highly efficient Mass Rapid
Transit system, as well as bus and taxi services (fleet of 20,407 taxis)

Singapore’s port, PSA Corporation, is the busiest container port in the world,
offering shippers a choice of 200 shipping lines with links to around 600 ports
in 123 countries

The port handles around a fifth of the world’s total container transhipment
throughput and 6% of global container throughput

In April 2008 the Port of Singapore won its 20th best seaport in Asia award,
conferred at the 22nd Asian Freight and Supply Chain Awards

Singapore’s air transport infrastructure ranks very high, 15th/133, in the WEF
Travel & Tourism rankings (2009):

— Departures per 1,000 population 18th/133
— Quality of air transport infrastructure 1st/133
— International air transport network 2nd/133

Changi International Airport, which has won more than 250 awards over the
course of years, is linked to 185 cities in 58 countries (served by 81 scheduled
airlines), with 4,186 flights per week ferrying passengers and cargo to and
from around the world

The airport is ranked as one of the world’s busiest airports by passenger
traffic

Changi International Airport opened a third and now the largest terminal in
January 2008 that can handle an additional 22 Mn passengers per year,
bringing the airport’s total handling capacity to 70 Mn passengers per year

» Over the years, Singapore has put in place an advanced infocomm
infrastructure that has helped it gain a competitive advantage in the world of
globalised and networked countries

Singapore’s Information Communications Technology (ICT) infrastructure
ranks 17th out of 133 countries in the WEF Travel & Tourism rankings (2009)

Singapore has one of the highest mobile phone penetration rates in the world
at 127% in February 2008. Fixed line household penetration stood at 95.4%

Singapore is one of the major telecommunications hubs in the Asia Pacific
region with submarine cable capacity of 28 Tbps, and an important hub where
regional and international submarine cable systems interconnect

Singapore is the world’s second most network-ready country according to
WEF’s Global Information Technology Report. Furthermore, the latest
Accenture’s e-government study placed Singapore 1st among 22 countries,
ahead of the US

Within Singapore, the broadband network reaches some 99% of the
population

A study conducted by Infocomm Development Authority of Singapore (IDA)
reveals a household broadband penetration of 79.2%. International and
regional internet connectivity stands at 27.6 Tbps to over 100 countries

In 2007 the Singaporean government launched an extensive island-wide
wireless initiative (Wireless @SG) where users can enjoy free indoor and
outdoor seamless wireless broadband access for three years at most public
places

Singapore is keen to keep its leadership and innovation status in the
infocomm sector, and one example of that is IDA’s recent launch of iN2015, a
national infocomm masterplan for Singapore

Source: Singapore Economic Development Board, Contact Singapore, Accenture “Leadership in Customer Service: Delivering on the Promise”, IDA, WEF (2009)
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Ease of Doing Business

Singapore is easy to do business in with low corruption and government intervention

Bureaucracy Level of government intervention

» The World Bank 2009 Ease of Doing Business survey ranks Singapore 1st
overall out of 181 economies:

Detailed World bank ease of business rankings, Singapore (2009)

Starting a business 1 | 10th
Dealing with licenses | | 2th
Employing workers | ] 1st
Registering property | ] 16th
Getting credit | | 5th
Protecting investors | | 2nd
Paying taxes | | 5th
Trading across borders i | 1st
Enforcing contracts | | 14th
Closing a business i ] 2nd
18150 1‘75

Global country ranking (out of 181)

» For the second year running, Singapore topped the rankings on the ease of
doing business

— Singapore consistently scores in the top 10 for each factor assessed
with the exception of ‘registering property’ and ‘enforcing contracts’
where it ranks 16th and 14th

— Unsurprisingly, for a centre that prides itself on the availability and skills
of its labour pool, Singapore is the leader among 181 countries on the
ease of employing workers. Singapore also has low average firing
costs, at only 4 weeks of salary

» Singapore is also ranked 1st overall for ‘trading across borders’, ahead of big
Asia Pacific economies such as Japan and China:
— Time for export = 5 days
— Time for import = 3 days

 Singapore is ranked the 2nd most economically free country in the global
Index of Economic Freedom and 2nd out of 30 countries in the Asia Pacific
region in 2008. Singapore scored ‘87.1% free’ vs. world average of 59.5%
and an Asia Pacific average of 58.7%

Business freedom | ] 97.8% H ’
Trade freedom | ] 90.0% Slngapo-re s ten
Fiocal froadom [ 90.3% economic freedon_ms
Fdm fm Government | ] 93.9% (lndeX Of Economlc
Monetary freedom | ] 88.9% Freedom, 2009)
Investment freedom ] ] 80.0% Key:
Financial freedom | 50.0% 100 = most free
Property rights I ] 90.0% |= world average
Fdm fm Corruption 1 ] 94.0%
Labour freedom 1 I 99.0%

0% 20% 40% 60% 80% 100%

Transparency and corruption

» Singapore is ranked 4th/180 in the World Corruption Perceptions Index and
2nd/32 in the Asia Pacific region (2008, Transparency International), with 1st
being the country with the lowest perceived level of corruption

* In the Transparency International Global Corruption Barometer 2007 Report,
88% of Singaporean respondents evaluated their government’s efforts to fight
corruption as being effective

Source: World Bank “Doing Business 2009”, Heritage “Index of Economic Freedom 2009”, Transparency International (2008)
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Singapore offers high quality amenities and invests a lot in leisure

Overview

* The earliest known mention of Singapore was a 3rd century Chinese account
that described it as an “island at the end of the peninsula”

In the 18th century the British established Singapore as a trading station and
after WW?2 it officially became a Crown Colony, a status which it kept until
1965

Singapore is made up of one main island and 63 surrounding islets. It is a
cosmopolitan city with a majority Chinese population, diverse set of religions
and four official languages

Singapore was ranked 11th for quality of life out of 111 countries in the EIU
Quality of Life index (2005)

Singapore has seen record performance in the tourism sector, and since
March 2004 has had 48 consecutive months of growth in visitor arrivals. The
average occupancy rate reached 87% in 2007

» Singapore’s educational system is ranked 2nd/133 in World Travel & Tourism
rankings (2009)

The standard of medical practice in Singapore ranks among the highest in the
world. There are 28 hospitals and specialty centres with 6,748 medical
doctors delivering healthcare in a dual system of public and private sector
players

Singapore is a leading medical tourism destination with over 400,000
international patients coming for treatment in 2007

Singapore is one of the safest countries in the world with very low crime rates.
This is due to harsh penalties and the state taking a tough line on antisocial
issues in general (e.g. littering)

Transport in Singapore comprises a network of taxis, buses and modern Mass
Rapid Transport rail system

Leisure

» Singapore has three National Museums, and a large number of other
museums maintained by various private and para-governmental agencies.
The city also has a range of theatres and historical buildings

 Singapore is renowned for its colourful and exciting nightlife, with a host of
nightclubs, 24-hour shopping malls and 24-hour eating places

» The tourism sector is an important pillar of Singapore’s economy, accounting
for 4% of GDP and S$10.8 Bn in tourism receipts

» The growing importance of the tourism sector has been reflected in the recent
development taking place in Singapore: hosting of inaugural Formula One, the
development of two integrated resorts (opening in 2009 and 2010), as well as
the hosting of the Youth Olympic Games in 2010

Cost of living

» Singapore was 13th in the ‘Mercer Global Cost of Living Index’ 2008, up from
14th in 2007, 15t being the city with the highest cost of living

The cost of living is among the highest in Asia, although compared to
countries in other parts of the world such as Europe the cost is relatively low,
with basic items such as food and clothing reasonably priced

Imported goods are rather expensive, although alternative local products are
available cheaply

The most substantial cost is home rental, with the private rental market
concentrating almost exclusively on expatriates (many enjoy a Housing
Allowance from their employers)

The locals enjoy the provision of low cost public housing

Source: Contact Singapore, Singapore Tourism Board, Visit Singapore webpage, EIU, Mercer “Global Cost of Living 2008”, WEF (2009)
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Singapore Taxation System Overview -

Very attractive, business friendly regime

Corporation Tax » The tax year is generally the calendar year, although companies may opt for a

» The main tax rate on taxable profits is 18% different year

* In addition 75% of first SGD 10,000 and 50% of the next SGD 290,000 of
chargeable income is exempt from tax.

« Certain financial sector companies (e.g. fund managers, securities and offshore

» The statutory filing deadline will be 30 November 2008 for the year of
assessment 2008 and 31 October with effect from the following year

insurance companies) are taxed at reduced rates of 5-10% » Taxes are usually paid in one instalment one month after the issue of the notice
» Resident and non-resident companies are taxed on all Singapore sourced of assessment
income and worldwide profits deemed received in Singapore « Companies may pay their taxes in (up to 10) instalments, based on estimated

» A company is Singapore tax resident if its place of central control and
management is in Singapore
» Companies can generally deduct revenue expenditure from gross profits that is

income
» Companies must submit their estimated chargeable income within 3 months of

wholly and exclusively incurred to generate income the end of the financial year
» Capital gains are not taxed in Singapore * Singapore’s compliance and administrative burden is relatively low in
 Offsetting losses against taxable profits is generally allowed and carry forward of comparison to many other developed economies

losses is possible, potentially indefinitely. Losses up to SGD 100,000 can
generally be carried back for one year (subject to tests)

» Group relief of losses is also possible in the current year against profits of other
group companies International Aspects

Personal Tax . ] .
* Progressive tax system for resident individuals with rates ranging from 0-20% « Singapore is party to more than 50 tax treaties

based on Singapore sourced taxable income « The treaties often exempt interest, royalties and licensing payments from
 Special “non-domicile” regime which benefits expatriates Singapore and foreign withholding taxes
Wit?holdir!g_Tax . _ . _ + Singapore adheres to OECD guidelines on issues such as transfer pricing,
* 0% on dividends, 15% on interest payments, 10% on royalties despite having no specific transfer pricing legislation. However Singapore is not
VAT an OECD member state
* Goods and services tax imposed on most goods, services and imports. 7% « Thin-capitalisation provisions do not currently exist in Singapore

standard rate, some goods receive a reduced rate of 0% or exempt treatment . . ) o

(e.g. export goods and international services) + “Controlled foreign company” rules do not currently exist in Singapore
Other
» Stamp duty (1-3% on immovable property and 0.2% on purchase of stocks and

shares)
» Employers’ pay 14.5% social security on the first SGD 4,500 of monthly

earnings (for citizens earning over SGD 1,500 per month)
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Strengths, Weaknesses and Implications

Key Strengths and weaknesses

Competitive rates

= Singapore has a very competitive corporation taxation rate which has
consistently reduced over the last ten years and low levels of personal tax

» Singapore has very generous tax incentives for financial services businesses,
which helps attract investors

» Singapore has an attractive expatriate tax regime

Perceived ‘gap’ in tax positioning

Certainty of treatment

» Current tax law is upheld by the courts and tax authorities, so taxpayers may
place reliance on it

» Taxpayers can request for advance rulings from the Singapore tax authorities
This can provide increased certainty on the application of the tax legislation to
specific situations

Competitive Certainty of Fairness Ease of use International
Fairness rates treatment & openness norms
« Singapore tax legislation is generally perceived to be fair and the treatment of Key attributes for a competitive fiscal environment

taxpayers is considered consistent

Implications for Istanbul

Ease of use & openness « Singapore’s corporate tax rates are currently more competitive than Turkey’s

» Both the administration and compliance burden in Singapore are light
» Singapore has few tax payments and calculation is relatively straightforward « Tax incentives aimed at the financial services industry can help attract
» A recent World Bank report noted that the vast majority of corporate taxpayers investors

expressed satisfaction with the Singapore tax administration
* However, the perception of a clear and fair set of tax rules is also important as

International norms an incentive to investors

» Singapore has a moderate number of tax treaties for a well-developed economy
» Singapore adheres to all OECD guidelines on issues such as transfer pricing,
despite having no specific transfer pricing legislation
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Availability of Professional Services

Law and accountancy firms are well developed, although the big 4 firms are less present

Overview Lawyers

» There is a substantial presence of the ‘big 4’ in Singapore, who together
employ around 5,600.

* Besides the big 4 firms providing services at a premium, there are a number
of smaller local companies offering similar services at lower rates

» The legal sector employs around 8,800 people and the number of lawyers
with practising certificates stands at around 3,500

Singapore’s big four law firms (Allen & Gledhill, Wong Partnership, Drew &
Napier and Rajah & Tann) have 250 to 285 lawyers each

The employment outlook for the legal services looks positive, and it is
estimated than in 2008 legal firms will be increasing their headcount by up to
25% to cope with demand

» Growth areas include commercial litigation, corporate work and intellectual
property. Singapore’s Competition Act was passed in 2004 and is being
implemented in phases and this is also seen as another potential area of
growth

Singapore is also recognised as the leading choice for dispute resolution in
Asia

* The Institute of Certified Public Accountants of Singapore (ICPAS) is the
national organisation of the accountancy profession in Singapore. It was
established in June 1963 as the Singapore Society of Accountants (SSA)

ICPAS has close to 20,000 members and/or Certified Public Accountants

ICPAS caters for the training and professional development of its members
through courses conducted by its training arm, the Singapore Accountancy
Academy (SAA)

Possible to study for ACCA qualification, and from September 2008 onwards
ICPAS will also offer ICAEW’s ACA qualification

ACCA has the largest accounting student population in Singapore with over
16,000 registered students

Consultants and other professionals

» Singapore has a full spectrum of consulting providers, including leading IT,
HR & strategy consulting firms

» A number of international consulting firms are located in Singapore.

Source: Contact Singapore, ICPAS, ACCA Singapore
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Cost of Doing Business -

Singapore office costs are high and increasing, as are labour costs

Labour costs Inward incentives

» The global ‘ease of doing business rankings’ by the World Bank rank » Singapore’s tax rates are low for both individuals and corporations
Singapore 1st (out of 181) for Employing Workers

Contact Singapore is an alliance of the Singapore Economic Development

— Average firing cost = 4 weeks of salary (5.5 times less than the 22 Board and Ministry of Manpower, whose aim is to attract global talent to work,
weeks for the UK) invest and live in Singapore. The association has offices in Asia, Europe and
+ Salaries in Singapore are among the most competitive in Asia. According to North America
the Ministry of Manpower statistics, in 2007 the gross mean monthly wage in  Singapore put a host of measures in place to attract foreign talent. For
Singapore Dollars was as follows: example, it takes less than two weeks to get employment passes for foreign
— Accountant; S$4,068 staff

The government and the private sector have set up a number of programmes
to help businesses take-off and to develop further. They cater to both local
and foreign companies and entrepreneurs

— Financial Analyst: $$5,278
— Legal Officer: S$7,564
— Business Management Consultant: $$6,266

Examples include Financial Investor Scheme, whereby foreign investors with
+ Compensation packages offered in Singapore are globally competitive and substantial capital and good entrepreneurial track record can apply for
among the highest in the Asia Pacific region permanent resident status

» Companies, in particular those that employ expatriates, provide local-term

packages that are supplemented with housing, cost of living allowances,

» Rental cost per square metre of office space

— Singapore was 9th in the global 50 CBRE index of office costs - 1st
being the most expensive, (2008)

— Total current occupation cost $/annum:
— $1,500 per sq. metre (105% increase over last 12 months)
— Costs per sq. metre are ‘gross’ & reflect all occupancy costs

* In the 12 months ended March 2008, Singapore listed 3rd in the 50 fastest
growing occupancy costs locations rankings

Source: CBRE “Global index of office costs 2008”, Contact Singapore, Ministry of Manpower, World Bank “Doing Business 2009”
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Regulatory Philosophy and Structure

Singapore’s financial services market operates under a single regulator

Regulatory Philosophy Regulatory Structure

» The Board of Directors is responsible for the policy and general administration
s To promote a of the affairs and business of MAS and informs the Government of the
2 pound and Progressive banking and credit policy of MAS. The Board is ultimately accountable to the
inancial Services Sector . . . .
. 1. Stabla financial system Parliament of Singapore through the Minister in charge of MAS
2. Saf d d inte diari .. . . . .
= 3 s:_,i ::._, ;?f}‘c’:e,.'{'iﬁf'ﬂ:.,{,’;{ﬁfe + For day-to-day administration, the MAS Act vests the Managing Director with
g T o e remoraries and offerors power to make decisions and exercise all powers that may be exercised by
6. Well-informed and empowered consumers MAS
c - c
° < S H 8 3 28 © 5 € 52
2 £ ] 2 k| § £s is £g £ MAS organisational chart
g 3 H g E 5 £s| | E3 £ zg m
H 2 2 a a 5 88 8l [s&| |Ss [ soar |
3
ﬁ' Risk-Focused Stakeholder-Reliant Risk & Technology Office |  Finance Department Special Projects strategle Manning | General Counsel's Office
g Disclosure-Based Business-Friendly
a
Monetary Policy, Investment & Development & External Prudential Supervision Market Conduct Currency & Corporate Resource

Research Relations

Macroeconomic Surveillance External Banking Supervision Capital Markets Corporate Services

Key Regulatory Bodies

» The Monetary Authority of Singapore (MAS) serves as the central bank and
was established by the MAS Act in 1971

Economic Policy

Financial Centre Development

Complex Institution Supervision

Capital Markets Intermediaries

Currency

Reserve & Monetary Management

Financial Markets Strategy

Insurance Supervision

International Operations - New York Office

Prudential Policy

Human Resources

Information Technology

- MAS supervises and regulates commercial banks, merchant banks,
insurance companies and other financial institutions and is responsible for
the control and supervision of the securities industry

- It acts as the government’s banker and financial agent and its functions
include issuing securities on the government’s behalf. It also acts as the
government’s agent for loans raised in capital markets abroad and it
manages part of Singapore’s official foreign reserves

Intemational Operations - London Office Specialist Risk Supervision

Key implications for international competitiveness

+ Single regulator approach benefits from integration (scale,
understanding, specialisation)

» There are potential conflicts due to the integration of
prudential conduct, market conduct and macro economic
policy setting, however these have not caused significant
problems to date

» Accounting and Corporate Regulatory Authority

- A statutory board created in 2004 that every business operating in
Singapore must be listed with

Source: Objectives and Principles of Financial Supervision in Singapore, MAS; www.mas.gov.sg; EIU; MAS Organisational Chart, MAS, September 2007; Deloitte experts
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Development of Regulatory Environment

Considerable amounts of regulatory changes have been passed in recent years
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implications

Historical

(last five years)

» 2003: Securities and Futures Act (SFA) and Financial Advisers Act (FAA)
amended

2004: Introduced a new risk-based capital framework for insurers; introduced a
framework to regulate business trusts; First phase of amendments to the MAS
Act passed by parliament

2005: SFA and FAA amended; Trust Companies Act passed; Companies
required to comply with Financial Reporting Standard (FRS) 39; Corporate
Governance Regulations issued to locally incorporated banks, financial holding
companies and significant insurers; Decision to regulate Islamic banking under
current regulatory framework; The Money-Changing and Remittance
Businesses (Amendment) Act (MCRBA) 2005 and the Money-Changing and
Remittance Businesses Regulations 2005 introduced; MAS joined Islamic
Financial Services Board

2006: Deposit insurance scheme introduced; Trust Companies brought under
supervision of MAS; Payment Systems (Oversight) Act 2006 implemented

2007: Banking Act (BA) amended; MAS received new powers to fine firms not
complying with requests in regard to AML issues; Changes to capital adequacy
requirements; Revised AML / CFT notices issued; New mortgage insurance
framework introduced; Oversight of corporate governance of listed companies
will be transferred from the Council on Corporate Disclosure and Governance
(CCDG) to MAS and the Singapore Exchange (SGX); Revised Property Funds
Guidelines; Revised Singapore Code on Take-Overs; Second phase o
amendments to the MAS Act passed by parliament

2008: Basel Il standards implemented on 01.01.2008

Planned /
proposed

Current /
ongoing

MAS plans to amend the
Insurance Act to include a
nomination of beneficiary
framework and is currently
consulting on the issue

The Central Government is

* MAS is developing a
regulatory framework for
Special Purpose Reinsurance
Vehicles

* MAS is actively consulting on
the following issues:

considering further amendments — Amendments to SFA &
to the BA following the FAA
introduction of Basel I| — Management

standards to improve
competitiveness in the banking
market

responsibility for delivering
fair dealing outcomes to
consumers

— A proposed exemption
from section 31 Banking
Act for Stabilising
Activities

Amendments to BA aimed at strengthening prudential safeguards and corporate governance, facilitating risk-focused supervision and providing banks

with greater operational flexibility. They also introduced asset maintenance requirements for foreign banks to strengthen the regulatory framework for

foreign banks

as an international financial jurisdiction”

Amendments to SFA designed to “strengthen [MAS’s] disclosure - based regulatory regime and clarify existing rules to enhance Singapore’s position

» Amendment to MCRBA designed to better reflect MAS’ super visor y approach towards remittance and money-changing licensees

Source: EIU; MAS Annual Reports (2003-2007); MAS Annual Report (2007-2008); www.mas.gov.sg ; Deloitte experts
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Key Aspects of Regulatory Environment (1/3) -

Singapore compares favourably against international standards

International Compliance (AML/CFT) International standards

» Singapore’s AML / CFT efforts are centred on having a sound and » The Accounting Standards Council (ASC) intends to adopt IFRS and has
comprehensive legal, institutional, policy and supervisory framework, published a roadmap to do so
maintaining a low domestic crime rate, fostering an intolerance for domestic
corruption, ensuring an efficient judiciary, and preserving a long established
culture of compliance and effective monitoring of the measures implemented

» MAS participates in a wide range of international and regional groups
including: the Bank for International Settlements, the Financial Stability Forum,
the Basel Committee’s International Liaison Group, the Accounting Task
Force, the International Organisation of Securities and Commissions, the
International Association of Insurance Supervisors Executive Committee, the
Islamic Financial Services Board and the Executive's Meeting of East Asia-

Ratirgs of corpliance with FATF Recommendations (2007 Pacific Central Banks

Nine special recommendations

Singapore has also entered into a number of trade agreements to facilitate

International co-operation financial integration both regionally and bilaterally
Institutional and other measures —  Singapore operates a comparatively laissez-faire approach to hedge fund
Preventative measures - regU|ati0n
Legal systems [ * MAS implemented Basel Il standards on 01.01.2008
Compliant  Largely compliant = Partially compliant = Non-compliant = Not applicable * Following statements by regulators in the US and Switzerland warning that the

Basel Il framework may need tightening, MAS has said it will continue to
monitor international developments and review its rules as necessary

Key implications for international competitiveness Key implications for international competitiveness

+ Singapore is compliant or largely compliant with the majority » MAS is closely harmonised with the international community
of FATF’s recommendations

» The size and growth of Singapore’s private banking and
asset management sector poses a significant money
laundering risk based on known typologies

Source: Third Mutual Evaluation on AML and CFT — Singapore, FATF, March 2008; EIU; The Financial Times; MAS Annual Report 2007-2008; www.asc.gov.sg
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Key Aspects of Regulatory Environment (2/3)
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MAS is very commercially focused

Responsiveness to market and ease of entry Quality of regulation and consistency of approach

* MAS operates a division that is focused on supporting businesses set up in
Singapore

» Every business in Singapore must be listed with the Accounting and
Corporate Regulatory Authority. The Singapore Business Federation Act 2001
mandates that every local or foreign company with paid-up capital of S$500K+
must become a member of the Singapore Business Federation

» Under the Companies Act of 1984, basic corporate forms and organisational
requirements follow the British and Australian pattern

« Singapore offers a number of investment incentives

+ Although acquisitions do not require official approval, the Singapore Code on
Takeovers and Mergers prescribes rules for the process for both takeovers
and mergers. The rules were modelled on the UK’s City Code on Takeovers
and Mergers

Key implications for international competitiveness

* MAS is highly focused on drawing new business to
Singapore

 This is particularly targeted on attracting companies that
might consider basing themselves in Hong Kong

» EIU claims that the legal system is highly effective in dealing with business
disputes and reaching decisions quickly. It also argues that no favouritism is
shown to domestic companies on legal matters and that contracts are easily
enforceable, with virtually no risk that foreign assets will be expropriated

Regulatory Quality - 2007

E‘ HIGH 3
5, 2 et
g,% 9 pow— i
PRI RN sl

o c " g .
= 0 i Singapore
= e sismsr et gap
[ =1 arareper T

1 -
S 3 2 &=
g® <
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4 Low 212 Countries

Source: "Governance Matters VII: Governance Indicators for 1996-2007 " by Daniel Kaufmann, Aart Kraay and
Massimo Mastruzzi, http://www.govindicators.org. See note in Appendix

Key implications for international competitiveness

» Singapore has a very high quality regulatory regime

Source: EIU; MAS’ Framework for Impact and Risk Assessment of Financial Institutions, MAS, April 2007; Deloitte experts
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Singapore is considered to operate a high quality approach to regulation

Quality and availability of regulatory staff Independence / legal position of regulator

* MAS and the Institute of Banking & Finance (IBF) are currently working to
implement the Financial Industry Competency Standards (FICS) framework

» Launched in 2006, FICS aims to be a comprehensive quality assurance
framework with a certification and accreditation system aimed at raising the
quality of Singapore’s financial workforce and training providers

» By the end of FY07, 36 financial institutions had sent staff for FICS-accredited
training and assessment co-funded by the Financial Sector Development
Fund (FSDF). In addition, six major financial institutions had implemented
FICS within their internal training / assessment infrastructure

* MAS’s Financial Supervision Group (FSG) launched the FSG Faculty of Peers
to develop and deepen its supervisory expertise and to harness synergy within
the group. It also launched the Finance Scholarship Programme (FSP) under
the FSDF which aims to build up a critical mass of specialists in areas such as
financial engineering, risk management and insurance to support the
expansion of high-end and complex activities in the financial sector

Key implications for international competitiveness

* MAS draws staff from around the region and has
successfully attracted employees with strong skill sets

» The Board of Directors of MAS is appointed by the President. The Chairman
of the Board is appointed by the President on the recommendation of the
Cabinet

* MAS has considerable operational autonomy. The Board of Directors is
responsible for the policy and general administration of the affairs and
business of MAS, while the Managing Director is vested with the authority for
day-to-day administration. MAS formulates and implements Singapore's
monetary policies and is the regulatory agency of financial institutions

* In a financial stability review, the IMF commented that MAS should reduce the
potential for conflicts of interest arising from the multiple official responsibilities
of the Chairman of the MAS. MAS argued that there was no immediate need
to change the status quo but that it would review the MAS Act to further
strengthen accountability and transparency

Key implications for international competitiveness

* MAS has a high level of operational autonomy

» There are some concerns over the multiple responsibilities of
the MAS chairman, however the regulator is confident that
there are no significant issues to be dealt with

Source: www.mas.gov.sg; MAS Annual Report 2007-2008; The South East Asian Central Banks (SEACEN) Research and Training Centre; Singapore: Financial System Stability

Assessment, IMF
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International Market Confidence in Regulatory Environment

‘Q—‘
* T

* .

Singapore has built a strong reputation as a pro-business environment

International market confidence

General

* In 1999, MAS opened a promotional offices in New York and a representative
office in London

“If you're looking at where to go if you're planning to take a regional approach,
Singapore makes a lot of sense, for conventional banking, Islamic banking,
investment banking, anything.” - Vince Cook, CEOQ, Islamic Bank of Asia, 2007

» Singapore’s banking regulatory environment is perceived to be very strong

International investors have voiced concerns that Singapore needs to address
its laissez-faire approach to regulating hedge funds. MAS reviewed its
regulatory approach following the collapse of the $242 Mn Aman Capital Globall
fund in 2005 but the no major reform initiatives have been instituted

“The Singapore regulator is the first one | have come across that has a
department that is dedicated to helping you to establish an office in the country”
— Regional compliance Officer (Singapore), Large Investment Manager

IMF, 2008

* “While the financial system is sound, risks from increasing integration with
international financial markets should be closely monitored and managed to
maintain the stability and growth of the financial sector”

» “The authorities appropriately view safeguarding financial sector growth and
stability as crucial to Singapore’s heightened role as a global financial centre”

Risk assessment

Sovereign | Currency Banking Political Economic Country
. . . . structure .
risk risk sector risk risk . risk
risk
A A A AA A A

Key implications for international competitiveness

* MAS actively markets itself to the international community

» The regulatory regime is regarded as adequate and
supportive of business objectives

Source: The Financial Times; The Global Financial Centres Index, The City of London, March 2008; Singapore: 2007 Article IV Consultation, March 2008; www.mas.gov.sg; Deloitte experts;

Singapore: Country Risk Service, EIU, March 2009; Deloitte interviews
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Appendix: Istanbul — Overview

Istanbul as a Financial Centre

Istanbul has significant potential to develop into an international financial jurisdiction

Background & History Capital Markets

« Istanbul is an important financial centre in the region, but has recently started
working towards becoming an international financial jurisdiction in its own right

« Historically, Istanbul offered good access to a number of rapidly growing
regions and countries

» Turkey has huge growth potential, combining a large and fast-growing
economy with a relatively under-penetrated financial services market

» There are numerous growth opportunities in many areas of financial services
market, with focus on strong banking market as well as fast growth of other
markets such as the equity market

« Although still relatively small compared to its EMEA counterparts, ISE has
grown considerably in recent years

Stock market capitalisation is relatively weak compared with more mature
countries, but consistent with other transition economies

Bond markets are relatively undeveloped, and corporate bonds in particular
are virtually nonexistent due to historical sovereign debt issues

According to FIA 2008 1st half data, TurkDEX is the world’s 20th exchange
according to future contracts’ trading volume.

Securitization of asset backed products is expected to grow to 200 BN USD in
ten years

Strategy and Product Focus Current Situation and Progress

» With a substantial economy, Turkey is a player of scale. Its regional
significance continues to increase with strengthening economic ties with
neighbouring countries

+ Commercial banking in Turkey is better developed than the immediate peers /
competitor IFJs

+ Istanbul has significant latent potential in skilled labour and revenue
generation. These constitute real strengths on which Istanbul can compete,
and which direct regional competitors will find it extremely difficult to match

* Istanbul is also strongly differentiated against competitors on lifestyle and cost
of doing business

* In Turkey, financial services constitutes around 4% of GDP versus 8-10% in
mature markets, indicating there is much scope for further growth

Overall, Turkish financial indicators have improved significantly in the past few
years

Financial services currently employ around 200,000 people in Turkey
Insurance, private pension and mortgage sectors are under-penetrated and
have significant growth potential

Istanbul is hoping to be regionally dominant within the next decade and
become one of the five truly international financial jurisdictions in the next 30
years

Source: EIU (2008)
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Financial Services Market

Turkey’s domestic financial services market is worth some $16Bn

Breakdown of GDP by sector, 2006 + FS employs around 200,000 people currently in Turkey
) ) ) ) » Number of deposit, development and investment banks in Turkey by the end of 2008 is
100% - . Construction * Financial services CQnStltUteS only 4% of 45, number of participation banks is 4. Therefore, there are 49 banks in total.
0% 12;’ Agriculture, forestry & GDP versus 8-10% in mature markets Overview of total employment FS Headcount by Sub Sectors
80% > fishing — The contribution of financial (millions) (*000s)
() - . .
70% 25% | Other Services services to GDP was equivalent to 100% 5 Others T Others
: $16bn 15 Insurance Comp.
60% | 80% - 5 Industry
50% -
40% 5% Industry(excl. 60% 1 7 Agriculture
o 56% construction) Bank
30% | 20% | 181 anks
20% | 9.2 __-Other Service
10% | 4% Financial Services 20% | -
0% 02 FS Market
0%

Financial Services Market Size

Retail banking statistics
Kégtle;- 2008 yil sonu aktif buyiiklikleri (Milyar TL) Dgsggl; IS 2 T T
Banks 732:8 Number of deposit accounts 96.847.047
Leasing Companies 17,2 Total number of loan customer 36.693.000
Factoring Companies 7.8 Number of credit cards 25.677.000
Consumer Finance Companies 47 Number of branches 9.320
Insurance Companies 25 Number of ATM's 21.970
g:::?:;zgthﬁ:m:(;f; Agencies 11§ . Et?iggrélflilr.\g a;)sets for all the banks in Turkey by the end of 2008 is 732,8 Billion
— ? illion
gggz::::g: ::z:::mgz: ;Ll:i_it: 022 * Ratio of total banking sector assets to GDP by the end of 2008 is 77
Real Estate Investment Trusts 43 . In_sura_nc_e: private pension aqd mortgage sectors are significantly under-penetrated
Central Bank of Turkey 113,4 with significant growth potgntlal . . . .
2 » New mortgage law brings increasing clarity, stability and potential for more
sophisticated products to real estate market

Source: World Development Indicators (2006), EIU 2008 Country Finance, BAT
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Turkey’s Banking Market

A few large banks dominate the Turkish banking sector

Banking Market Overview

Term Profit of Banks Bank Branches + A few large domestic banks, both state-owned and private, dominate the
TRY Bn Number Turkish banking sector. As of December 2008 the five largest banks
represented 62% of the sector’s total assets, 65% of total deposits and 58%
14 1 10000 - of total loans
12 0000 - ]  Currency collapse of 2001 was hugely due to the weak banking sector —
10 | many domestic banks borrowed heavily from abroad to finance lucrative
g | 8000 - Treasury bonds and bills.
» The financial crisis led to liquidation of many small and medium sized banks
6 - 7000 - and accelerated consolidation. One of the effects this had was to induce
4 banks to expand their branch networks or find a foreign partner in order to
6000 - Survi
5 urvive
0 5000 : : : : Domestic Banks
| | 2004 2005 2006 2007 2008 » By the end of 2008, there are 32 deposit, 3 government, 11 private and 17
ng‘ 0063 006 gé\ 00% foreign banks
v % v v v
» State-owned Ziraat Bankasi is the largest in terms of asset size, followed by
Total Deposit Banks Banking Assets Distribution Is Bankasi and Akbank
0 Devel | _ - .
Number (%), 2008 ove ;pen: ?;/) ™. Plans to privatise the remaining state-owned banks in future
40 - B ‘ Foreign Banks
35 - SDIF » Present in Turkey since the late 1980s due to progressive internationalisation
30 | % B G state of economy, but had minor role in the banking sector until 2004, when series

of acquisitions started taking place. This resulted in a rapid increase in market

251 share of foreign banks

20 - Foreign
15 -

10 | \
Private

State/SDIF

» By the end of 2008, asset, loan and deposit ratios of foreign banks to deposit
banks are 15%, 18% and 14% consecutively.

* Largest banks are Finans Bank, Denizbank, ING, HSBC and Fortis. Also, 13

5 majority Turkish owned banks have foreign shareholding (incl leaders Garanti
0 - and Yapi Kredi)

Z o o QA &

\ NS Q N N
D S S

Source: EIU (2008), The Banks Association of Turkey
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Turkey’s Equity Market

The ISE has grown in recent years, yet remains a relatively small market

Equity Market Overview

Listed Companies IPO's » The Istanbul Stock Exchange (ISE), the only securities exchange in Turkey, was
Number Number formally inaugurated at the end of 1985
325 16 - « Although still relatively small compared to its EMEA counterparts, ISE has grown
320 | — — considerably in recent years. However, the ISE also became heavily dependent
315 - 14 - on foreign investors, who were attracted by high returns and increasing strength
3(1)2 ] 12 4 of the Turkish Lira
ggg ] 10 | « There were two initial public offerings (IPOs) on the Istanbul Stock Exchange
290 8 (ISE) during 2008, compared with nine in 2007, 15 in 2006, nine in 2005, 12 in
%gg . 6 2004, two in 2003, three in 2002 and just one in the crisis year of 2001. By
275 i 4 comparison, in 2000, the last year before the crisis, there were 35 IPOs.
%g ] ) | « Although a number of companies with foreign ownership are listed and traded on
260 | m ) m m the ISE, no wholly foreign owned companies are yet listed
255 ‘ 0 ‘ ‘ ‘ ‘ ‘ ‘ Besi . . . .
» Besides its Main Market, ISE also has the Second National Market, founded in
(190'5 q,QQ"‘ (190(’-’ (190‘2’ (190'\ (190% (190'1’ (1965 (190"‘ (190(’-’ q,o& (196\ (190% 2003 to promote trading in stocks of Turkish SMEs. There are no set listing
requirements for this market, on which 15 companies are currently traded
Traded Value Market Capitalization * In order to raise corporate governance standards in Turkey ISE launched a

US$ Billion US$ Billion Corpo_rate Gov_ernance Index in 2007, and by the end of 2008 nine companies
were included in the Index

ggg 1 T 300 1 — * According to ISE’s President, in the future the ISE aims to “establish a
270 | 250 - technology centre which will facilitate the efficient functioning of all markets in
240 | Turkey”
210 - 200 4 « ISE’s strategies for future growth centre around:
128 | 150 - —increasing the number of IPOs — e.g. by establishing a special trading
120 | 100 platform for private placements to be sold to qualified institutional buyers
90 - —strengthening the demand and supply sides — e.g. by increasing liquidity in
60 - 50 - the market by supporting commodity exchanges
] [ ]
0 ‘ 0 ‘
% > © O 2 V] © (o}
O N O \) O \ O \)
P D> P P D> P P P

Source: ISE “Factbook 2008”, EIU (2008), ISE “Turkey Beyond 2008”
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Turkey’s Fixed Income Market

Turkey lacks more advanced fixed income products

Fixed Income Market Overview Derivatives Market Overview

Bonds and Bills Market Contracts
Number, 000s

600 - o
500 |
400
300 |
200 |
100

Bonds and Bills Market Traded
Value
$ Bn

400

350 - ]
300 -
250 -
200 -
150
100

50 -

The Istanbul Stock Exchange was very
involved in the creation of necessary legislation
for creating a futures and options markets,
which was passed in 1997

In 2001 the ISE launched Turkey’s first official
currency futures market, which remained the
only derivatives market until 2005, when
Turkey’s first derivatives exchange (TurkDEX)
was launched in Izmir

The foreign exchange market has a very
developed dealer network, with most
participants equipped with electronic systems
Gains derived from transactions on futures and
options exchanges are exempt from
withholding tax for residents and non resident,
but any gains from other options and futures
transactions are included in corporation’s tax
liability

ISE’s Bonds and Bills Market is the only
organized market for outright purchases and
sales and repo/reverse repo transactions

The market provides an environment for
secondary market trading of fixed-income
securities comprising Government bonds,
Treasury bills etc.

Most of the transactions are conducted on
Treasury bills and Government bonds

« Turkish Derivatives Exchange (TurkDEX) was launched in February 2005,
and is the only entity authorised by CMB to launch a derivatives exchange in
Turkey

The launch followed unsuccessful attempts to start derivatives trading at the
Istanbul Stock Exchange and the Istanbul Gold Exchange, whose dormant
contracts were transferred to TurkDEX

According to FIA 2008 1st half data, TurkDEX is the world’s 20th exchange
according to future contracts’ trading volume.

TurkDex'’s trading volume reached $162 bil in 2008 ($93 bil in 2007)
Number of clients nearly doubled in 2008 increasing from 25,160 clients in
2007 to 41,237 by December 2008.

According to TurkDEX, Banking and Insurance Transactions Tax is among
the most important obstacles that prevent its further development

Due to the tax, transaction volume, particularly in currency contracts, remains
rather limited

.

.

.

.

Commodities Market Overview

« Istanbul Gold Exchange was launched in 1995 to regulate gold trade,
develop gold-based financial instruments, bring the “mattress savings” into
the economy and enhance jewelry industry. Later in year 1997 future
transactions have been introduced. After 2006, future gold transactions under
IGE continued to be operated under TurkDEX

» IGE has a big role in terms of gold’s integration into financial markets. Also, it
develops gold indexed investment opportunities and encourages Turkish gold
market to consolidate with the world markets

» Other than the gold exchange, there exist wheat and cotton exchanges that
are traded in the future transactions and options exchange (VOB)

« Turkey has an important position in the global gold and precious metals
trade. It is one of the few sectors that we are in top 3. Turkey comes right
after India and China. Sometimes USA becomes the third and Turkey the
fourth. Turkey is the world’s 3rd largest jewelry producer and 2nd largest
jewelry exporter

» Although Turkey has a good position in precious metals trade, because of the
%20 special consumption tax (SCT), almost 1,5 Billion $ of it is off the books.
There is no other example of the %20 SCT in the world, therefore action is
taken to change that regulation and developments need to be made. SCT
should be lifted especially from the wholesale trade of precious metals

Source: EIU (2008), UNCTAD “Commodity Exchanges in a Globalized Economy”, TurkDEX, ISE “Factbook 2008”
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Turkey’s Insurance Market

The insurance sector was hindered by the economic recession of 2001

Life and General Insurance Market Overview

Re Insurance Market Overview

2003

Insurance Market Premiums

2,3

’

S g o P S

46,8

financial crisis and generally intense competition and low profit margins
several insurers went into liquidation. After the year 2007, especially
because of the foreign investors’ big interest, number of companies
started to increase again

Turkey has one of the lowest insurance expenditures among
industrialized countries. Among the main reasons for low per capita
premium income are low levels of personal income and deficiency of
insurance knowledge

%438 of all premiums is comprised of motor insurances. Fire insurance

2008 e 72 and health insurance come after the motor insurance

The number of insurance agencies is estimated to be around 13,675,
AT S e with a third in Istanbul

Foreign insurers have historically been widely present in the Turkish
2UBE e g2t market. Since 2005 there has been a renewed interest in the market.

By the end of 2008 seven of the ten largest insurers had substantial
20 Bis 1B/ foreign ownership

The sector was very lightly regulated until the new Insurance Law was
2008 9,1 129,0

passed in 2007. Then, much compliance is achieved with the help of
the law passed for EU and related secondry legislation
Vehicle and earthquake insurance are compulsory in Turkey

Premiums * In 2008, a total of 36 non-life, 23 life and 2 re-insurance companies » The company operating in the Turkey re-
$ Mn were active in Turkey. In 33 of these firms, foreigners’ share was above insurance sector is Milli Reastrans. Milli
70% Reasirans was established by Isbank in
8.500 By the end of 2008, top 5 companies in Non-Life Insurance premium 1929 as the first re-insurance company in
7.500 production are AXA Sigorta AS, Anadolu Anonim Tirk Sigorta Sirketi, Turkey.
6.500 Ak Sigorta AS, Allianz Sigorta AS and Giines Sigorta AS. Market share * Until 1999, there were 4 re-insurance
5.500 of these companies in Non-Life Insurance is 47,4% companies: Milli, Destek, Halk and Istanbul
' In life insurance premium production, top 5 companies are Anadolu Reaslrans Companies. Halk Re-Insurance
4.500 Hayat Emeklilik AS, Basak Groupama Emeklilik AS, Avivasa Emeklilik has stopped operations in 1999, Istanbul Re-
3.500 ve Hayat AS, Garanti Emeklilik ve Hayat AS and Yapi Kredi Emeklilik Insurance was closed in 2001 and Destek
2.500 AS. Total share of these companies in Life Insurance is 64,2% Sg;gj;’;g?ﬁ \Zlvoaos4acqwred by Milli
1.500 | There was a large increase in the number of insurance companies . i .
during the liberalisation of the sector in 1990s, however, due to 2001 * Until 2006, Turkish companies were
500 - supposed to do at least 20% of all re-

insurance agreements with Milli Reaslirans
In 2007, 30% of Turkey re-insurance market
was Milli Reastrans’s and the rest others’
Milli Reaslirans plans to increase its share in
foreign operations from 5% to 25% so that
local and foreign operations are balanced

Source: Turkish Undersecretariat of Treasury, Association of the Insurance and Reinsurance Companies of Turkey, EIU (2008)
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Turkey’s Asset Management Market

Turkish asset management market is currently in the development stage

Asset Management Market Overview

Mutual Funds’ Portfolio Value
$ Bn
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« Traditionally, high inflation and political instability have hindered long-term asset management in Turkey, with most
corporations tending to place surplus funds in shorter term instruments

Mutual Funds

» The first mutual fund in Turkey was established in 1987, and in 2008 there were 303 mutual funds with a total portfolio
value of US$ 24.8 billion

» There are two different types of mutual funds in Turkey — Type A and B funds. Type A mutual funds are required to
invest at least 25% of their assets in equities issued by Turkish companies, while those funds who do not have such
restrictions are called Type B funds

* Income from A-type mutual funds is tax exempt, whereas income from B-type funds is subject to 10% withholding tax

* Type B funds are the most popular mutual fund type in Turkey (97% of total mutual funds portfolio size in 2007), with
the most pervasive kind of Type B fund being variable funds

» The leading mutual fund managers are primarily affiliates of the leading private sector banks. Government has applied
tax incentives in the portfolio management market, so that companies and retirement funds can create their own
investment funds

Pension Funds
* In 2003 the Individual Retirement Savings and Investment System was put into place

 In 2008 there were 122 retirement mutual funds offered to the public, with the most pervasive type being funds
investing in government debt instruments. The total value of pension funds in 2008 was YTL 5.79 billion

Investment Trusts

» There are three types of investment trusts that operate in Turkey, namely securities (A-Type and B-Type), real estate
and venture capital investment trusts

« As at end of 2007, there were:
—30 A-Type investment trusts (YTL 676.5 million NAV) and 3 B-Type trust
—13 real estate investment trusts (YTL 2,632 million NAV)
—2 venture capital investment trusts (YTL 173.8 million NAV)

* The Turkish venture capital market is underdeveloped, with small start-ups usually using their own resources to launch
their businesses

Source: Capital Markets Board of Turkey, EIU (2008)
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Product Opportunities in Turkish Financial Services

Turkey has a number of under-penetrated product opportunities

Market Structure & Product Opportunities Product Opportunities (cont’d)

Market structure

» The top ten banks in Turkey account for 85.7% of total banking assets
(September 2008)

» Through recent M&A, foreign market players are establishing a strong
presence in Turkey’s banking sector. The foreign share in banking assets
increased from 3% to 14.9% between 2004-2008.

Capital markets

* The equity market provides an important source of financing for large
enterprises but is still underdeveloped relative to its potential

» The capital market has two well developed instruments: equities and the
Government bills and bonds

» Reforms of withholding tax on capital gains and interest designed to level the
playing field between Government securities and other debt instruments are
expected to support the re-emergence of the (currently non-existent) corporate
bond market

» Regulatory amendments have been proposed to allow brokerage firms to trade
OTC derivatives on a cross-border basis, provided that detailed risk
assessments are completed

» By the end of 2008, insurance companies total asset size ratio to GDP is 2,8*

* Global insurance company AIG, chose to establish its EMEA region
management centre in Istanbul, which further demonstrates the potential of the
Turkish insurance market

« Turkey is the only country in the Middle East North Africa region with premiums
increasing in all insurance markets: including general casualty, employees
liability/workers’ compensation, property and financial and professional markets

« Insurance sector per capita income in Turkey is 1298, very less than the global
average

« The insurance sector has a per capita revenue of $119 in Turkey, this amount
is well belowe the world average

Banking

» The market penetration ratios for banking remain low and have significant
upside potential (loans/GDP of 30% vs. 167% average EU)

» Consumer loans have grown with macroeconomic improvements

* When household credit to GDP ratio is compared across countries, Turkey has
a very low penetration rate (10.4%) while developed countries have a much
higher rate (58%)

« Derivative markets, structured finance products, factoring and leasing are
increasing and becoming matured and believed to offer a huge potential in the
coming years

« Securitization of asset backed products is expected to grow to US$200 billion in
the next ten years

Products in Decline

» Consumer loans, which grew rapidly from 2002-2006, have begun to decline
— Non-performing loans in the SME segment are rising rapidly, causing the
government to introduce a new programme called “Anatolian Approach”
to restructure those non-performing loans
» Government bills and bonds are declining due to the decreasing borrowing
requirements of the Turkish Treasury
» Mutual funds are declining due to the shift of savings towards term deposits,
both YTL and FX
« Health insurance, which was used as an alternative to pensions, is declining
after the launch of pension funds

Source: EIU (2008), "BRSA
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Skilled Labour Pool

Turkey has a large, young and growing labour force but lacks specialist FS skills

Overview

» The total population of Turkey is 72 million

 Financial services employ approximately 200,000 people, with banks being
the largest employers (181,527 people)

 Improving quality of education, industrial widening and annual labour force
increases of 500k-700k are steadily increasing the average quality and skills
of the current and potential labour force

» There is significant growth potential in the labour force considering 40% of the

population is under 18 (equivalent to 30 million)

The rate of female participation in the labour force is 25.3 %

Private sector universities & technical colleges are expanding

» There is a big push by the Government to reach EU standards in education

via EC & World Bank support

The existing ‘white collar’ labour force is largely bilingual (Turkish and English)

Education Expenditure per Student by Level of Education

» Education expenditure per
GDP is lower than developed
2000 - countries
* Budgeted education
1500 1 expenditure for 2007 was
$16Bn
1000 7 * Human Development Index
(education to income) ranked
5007 Turkey 76th among 179
= countries in 2008. The adult
0
Pre Primary Primary High i Uni
Education Education School and
Technical
High School

2500 -

uss

Education Levels in Financial Services

Primary Elementary/ College | Master/Phd |
School High School | Graduates Graduates
Deposit Banks 1,950 42,300 90,200 4,300
State Banks 790 16,000 22,000 900
Private Banks 650 19,000 51,000 2,300
SDIFs 10 200 200 10
Foreign Banks 500 7,100 17,000 1,100
Development and
Investment Banks 75 1,100 3,000 400

* Number of post graduates is relatively low in the finance sector, especially in
highly skilled activities such as investment banking

» College graduates comprise 70% of the labour force employed in banks, but
only 3% of this number have a masters degree

literacy rate (15 yrs and older)

is 83.7%
» The concentration of skilled labour is in retail banking. The labour force in
investment banking, non-bank financial institutions and complex products is
relatively small and limited in the skill sets it possesses
There is a lack of sufficiently skilled vocational school graduates for back
office functions
Capital market professionals are supervised by the Capital Markets Board,
which requires them to pass exams to obtain a license to be able to operate in
most of the fields of finance in Turkey, to include pension funds, mortgage,
real estate valuation, corporate governance, credit rating, derivative markets
and clearing operations
Turkey offers improving levels of business education, including top quality
MBA programs, one of which was selected as “one of the best MBA programs
in Europe” by Business Week and Frankfurter Allgemeine

Source:Turkey Labor Market Study, Summary Document of the World Bank,2006, TURKSTAT, BRSA
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Image & Perceptions

Turkey’s ‘brand’ is perceived relatively poorly relative to key competing nations

Anholt Nation Brands Index, Q2, 2007 « Turkey ranked 20" highest in the 2007 ATKearney FDI Confidence Index,
. down from 13™ in 2006. (This is based on surveys with senior executives at
UK | 1st the world’s largest companies, companies sampled account for 70% of global
J FDI flows)
Spain [12th
Ireland |16th « Turkey ranked 34™ out of 40 countries assessed (15! = best brand
o perceptions) in the Anholt National Brands Index, which surveys 25,000
Russia | | 22th consumers from around the world on their brand perceptions of countries
Singapore \ 27th
Turkey [ 34th
Israel 37th AT Kearney FDI Confidence Index, 2007
0 10 | .20 30 40
Nation ranking (out of 40) I 1,9
18
Anholt City Brands Index, 2007 Sy 17
1 35 1,6
London | 2nd ®2 45
- 8 g y
Madrid | 13th oS 144
| 3> 13
w c
Dublin | 21st 5 1,2 -
4 '8 1‘1 4
Singapore | 23rd - 1,0 : : ‘ : :
| N @ Nd ) &
Moscow | 35th N .(\&Qo /3\0?@ Qp@e A SE 04’0
istanbul [ 39th < o
Tel Aviv || <50
0 2‘0 46
City ranking (out of 50)

Source: ATKearney FDI Confidence Survey (2007), Anholt Nation Brands Index (2007)
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Political Stability

Turkish political system is on the whole perceived to be relatively stable

System of Government Political Landscape

Turkey is a secular, parliamentary, representative, democratic republic
The parliamentary system is based on the written constitution

The head of the state is the President who is elected every seven years by
the Grand National Assembly

The Prime Minister is the head of government, and of the multi-party system
Executive power is exercised by the government

Legislative power is vested in both the government and the Grand National
Assembly of Turkey which has 550 seats

Elections are held every 5 years with the rule of proportional representation
and an election threshold of 10% for parties to be represented in the Grand
National Assembly

The system is based on segregation of powers

The Judiciary is independent of the executive and the legislative powers. The
freedom and independence of the Judicial System is protected within the
constitution

The current constitution was adopted on November 7, 1982 after a period of
military rule

» The presidential elections triggered a major political crisis. With the Turkish
army issuing a statement and wide international press coverage of
demonstrations, the presidential elections had a negative impact on the
perception of Turkey’s political stability abroad

* The conservative Justice and Development Party (AKP), led by the prime
minister, Recep Tayyip Erdogan, suffered a setback in the municipal elections
on March 29th 2008,but remains by far the largest party in Turkey

* The Economist Intelligence Unit's 2008 democracy index ranks Turkey 87th
out of 169 countries, up from 88th place in 2006

* Unemployment has increased due to global economic crisis in the world

« Employment should be one of the biggest topics to be considered for the
political stability

Sources:EIU Country Profile 2008
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Economic Stability

Economic stability is constantly improving

Economic Stability Government Intervention & Risk

* Although there have been two major economic crises within the last decade, « The Central Bank of Turkey is the monetary authority. The law states that the

the introduction of the macroeconomic stability programme has aided serious
improvements in economic stability

Turkey has large domestic potential, exceeding that of immediate regional
competition. Though the financial crisis hindered GDP growth (GDP grew by
1.1% in 2008) nominal GDP reached $730bn in 2008

Turkey has enjoyed continuous growth for the last 20 quarters and is now
under the Euro region average of debt stock

Key strengths of the Turkish economy include: commitment to EU accession,
Independent Central Bank that is targeting inflation, structural reforms and a
large consumer population

Distribution of income within Turkey is improving
Major future risks include:
« High current account deficit & managed primary budget surplus

Weak domestic demand in 2009-10 and lower commodity prices should offset
the inflationary impact of a weaker lira. Consumer price inflation is expected to
ease from an average of 10.4% in 2008 to around 4.5% in 2013

According to the EIU forecasts a sharp reduction of the current-account deficit
in 2009-10, as a result of weak import demand and lower international
commodity prices, combined with IMF support will help to ease Turkey’s
external financing pressures. As commodity prices pick up again and
domestic demand recovers, we expect the deficit to widen from about 1-2% of
GDP in 2009-10 to about 4% in 2013

bank’s priority is to achieve and maintain price stability

* The level of government intervention and control over resources is higher
than for developed markets, but Turkey is still in a better position than most
emerging markets

» Turkey is dedicated to continue its tight “inflation fighting” fiscal policy and to
lower inflation together with interest rates to global norms, “the inflation devil
is dead, but never speak too soon” (The Economist)

» The country and credit ratings of Turkey have been improving since 2002 and
the ratings are about to reach lower limits of the “investable” segment but the
“inflation fighting” programme and structural reforms should continue to
further improve these ratings

» Total public debt / GDP reduced from 78.4% (2002) to 47.4% (2007)

Turkey risk ratings — rating agencies

Criteria Rankings (2008)
Standard & Poor's F/X, L/T BB-
Fitch F/X, L/T BB-
Moody's B&N, F/X, L/T Ba3

Turkey Country Risk Ratings, (2008 EIU)

Sovereign risk BB
Banking sector risk BB
Economic Structure risk BB
Political Risk BB
Currency Risk B

Sources: EIU Country Profile (2008), EIU Country Report (2008), EIU Country Forecast (2009)
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Infrastructure

Istanbul is well connected to major global cities but suffers from congestion

* Turkey scores for ‘Quality of Air transport infrastructure’ in the World Travel &
Tourism index 2009 with the following rankings (out of 133 countries):
- Number of operating airlines — 14th
- Available seat kilometers — 25th
- International air transport network — 52nd
- Quality of air transport infrastructure — 55th

Istanbul currently has 2 airports with 6 Turkish airlines in operation

The total number of airports is expected to rise to 5 with another airport in the
city, and 2 close-by airports that will be used for the city’s transportation
needs

A new railroad is planned, connecting Istanbul’'s European side to its Asian
side through the Bosphorous

Traffic congestion (as for many other financial centers), is a major issue for
the city

Metro systems are being developed rapidly with the aim of reaching 600km
railroad in total

Flight distance and times to other financial centres

Flight Time

City Distance (Hour)
Bahrain 1700 4
Dublin 1600 4.25
London 1400 4
Moscow 1000 3
New York 4500 1"
Paris 1300 3.5
Tokyo 5300 115
Warsaw 850 2.5
Zurich 1000 3

» Turkey ranks 57th (out of 133 countries) in Information and communication
technologies according to the World Travel & Tourism index 2009

* The telecommunications market is dominated by competitive providers such
as Turk Telecom, Vodafone, Turkcell and AVEA

» Mobile Signature services offered by the GSM operators in Turkey are to be
used to provide internet banking

» The Turkish IT market is the 2nd fastest growing market in the CEEMEA at
15-20% sales growth p.a., behind Russia at 22% but ahead of China at 12%

* However, there is still room for improvement in areas such as teleconference
and data transfer services

Financial Industry IT Background

» The Turkish financial services industry is well served by the world’s leading IT
and telecoms service firms

* IT usage in the Turkish finance sector is very dispersed. Financial institutions
prefer to develop their own IT products in an attempt to differentiate
themselves, rather than use off-the-shelf packages

» However, financial institutions are expected to move towards specialized off-
the-shelf products

» The BRSA has recently made COBIT (Control Objectives for Information and
Related Technology) audits mandatory in banks and in consolidated financial
participations
These audits include not only IT, but also all business processes that include
financial data

Sources:TURKSTAT, WEF (2009)
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Ease of Doing Business

Ease of doing business is improving but Turkey ranks poorly on labour freedom

Bureaucracy Level of Economic Freedom

Detailed World Bank ease of doing business rankings, Turkey (2009) * Turkey does not rank highly on the index of economic freedom with of global
: rank of 75
Starting a business 143rd
Dealing with icenses | 131st Business freedom : — 54.0%
Employing workers | —1138th Trade freedom | ] 60.8% .
Registering property | 34th Fiscal freedom : N 78.9% Iurkey’s ten economic
Getting credit i | 68th Government Size | I ] 70.6% freedoms (Index of
Protecting investors 1 1 53rd Monetary freedom | | 65.5% Economic Freedom,
_ Bl Investment freedom | | 30.0% 2008)
Paying taxes | ‘ 68th Finangial freedom | | 40.0% Key:
Trading across borders | | 59th Propertyrights ] ] 25.0% 100% = most free
Enforcing contracts |27th Fdm fm Corruption |} 23.0% |= world average
Closingabusiness ] 118th Labour freedom [ ] | 60.0%
181 ' . 0% 20%  40%  60%  80%  100%
Global country ranking (out of 181)

» According to the World Economic Forum’s global competitiveness report -

2008, Turkey has moved up to 59th place out of 181 countries Transparency and Corruption

* This report shows that Turkey’s results across Ease of Doing Business : : ) :
parameters vary widely. The inconsistency is due to recent reforms having * Turkey is ranked 58th/180 in the World Corruption Perceptions Index (2008,
resulted in significant improvements in some areas, without affecting others Transparency International), with 1st being the country with the lowest

 Although Turkey is ranked low for ease of doing business, the investment perceived level of corruption

environment is improving constantly, and foreign and domestic investors are
subject to the same regulations

» There are no restrictions on repatriatory capital
» There are no restrictions on the acquisition of real estate by foreign firms

» The general directorate of foreign investment centers established to assist
and centralize foreign investors conducting business in Turkey

Sources:Heritage “Index of Economic Freedom 2008, World Bank “Doing Business 2009”, Corruption perceptions index 2008
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Lifestyle

Istanbul is a world-class metropolitan city

Overview

Istanbul has a world-class heritage and has been capital to powerful empires
such as the Roman, the Byzantine and the Ottoman

Istanbul has a mix of habitants from different cultures and religions living
harmoniously for decades

Being the nearest Asian city to Europe and the nearest European city to Asia,
Istanbul straddles both continents

The city is also close-by to cradles of civilisation such as Ephesus and to the
birthplace of Maria Magdalena and Saint Nicholas

The weather is usually cloudy or rainy in winter and gets snowy from time to
time. It is warm and bright during the spring and summer

Rainfall is moderate. The number of sunny days per year is 189 on average

» There is widespread state provision of education and high calibre private
schools are also available

* The healthcare system is comprised of public and private institutions. There

are over 1,200 hospitals, of which 42 are university hospitals, and 250 private

hospitals

Public transportation: buses and metro are widely used, but improvements

are needed in increasing capacity and improving maintenance

As a consequence, most people prefer using private cars despite the heavy

traffic in the city

Security in the city is relatively good, although in recent times it has been on

the decline

As a counter measure, the city has implemented a large scale CCTV

programme

Leisure

Istanbul is a true cultural centre with more than 57 museums, 145 theatres,
124 art houses

Istanbul has been designated as the 2010 Culture Capital by the EU

The city centre has excellent shopping facilities, is an hour from the beaches
and 3 hours from skiing resorts

Istanbul’s nightlife is with 900 restaurants and 1840 bars, with a diverse range
of cuisines on offer

Istanbul was recently named “one of the coolest cities in the world” by
Newsweek

Istanbul is home to numerous international jazz, chill-out, classical music and
cinema festivals

There are 4 golf clubs of international standard. The number of country clubs
has also risen over the past few years

Cost of Living

Cities with the highest cost of living « Financial services

index, 2008 professionals can enjoy
150 1 similarly high standards
of life as in major world
x 130 - 3rd cities, with a much
9 L
2 13th st lower cost of living
C_)I 110 16th 23rd
r
8 28th
90 -+
70 T T |
o N @ 5 © > &
& P ) O 'S O
& S »<\°?Q° &e}?. o \9@0 ‘@b

Sources: EIU Country Profile 2008, Mercer “Cost of Living 2008”
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Lifestyle (continued)

Istanbul has a diverse cultural heritage and has hosted many international events

Cultural Mosaic Global Events and Hosting Capacity

Istanbul’s population is an ethnic melting pot of peoples descending from
Europe, Central Asia, Africa, and from Anatolia, Persia and Assyria

Paganism flourished in Istanbul before Christianity was established in the 4th
century, when churches slowly began to appear

The city’s many ancient churches are treasures of early Christian spiritual and
religious art

The first churches in Istanbul were the Havariyun Church, Haghia Sophia and
Hagia Irine
Many churches were built up to the time of the Ottoman Conquest by many

different sects i.e. Nestorians, Monotheists, Catholics, Orthodox, Assyrian,
Gregorian, Dominican and Franciscans

The Greek, Armenian, Latin and Genoese also built their own churches

Istanbul is also the home of the Greek Orthodox Patriarchy, and has been so
since the time when it was the capital of the Eastern Roman Empire

Istanbul is home to a number of mosques dating to the Ottoman period,
including the famous Blue Mosque

Istanbul has numerous synagogues, built by Jews who fled persecution in
Europe. The synagogues in Istanbul are as old as the churches. The first
known synagogue was built in 318 A.D.

» Improvements in modern city life in the form of art, cuisine, entertainment,

cultural and sporting events have greatly contributed to the increasing number
of participants attending international conferences and events

Istanbul has hosted many high profile events such as the UEFA
Championship League Final, Eurovision Song Contest, NATO Summit,
Formula 1 Grand Prix Istanbul and many international conferences such as:
Habitat for Humanity, Alliance of Civilisations, World Radio Communication
conference, World Poultry conference, International Union of Architects
conference, and European Nuclear Medicine conference. World Accounting
Congress, European Medical Oncology Congress, IEEE International
Conference on Communication and World Psychiatry conference

In aaddition to the existing convention and exhibition venues in the city, two
new centers will be in service next year with a total capacity of 10,000 people
The meeting capacity of the five star hotels in Istanbul in total is 43,000, 8
hotels have plenery rooms with over 1,000 seats

Istanbul has over 50,000 hotel rooms, the majority belonging to international
chain hotels providing competitive prices along with international standards in
service and traditional Turkish hospitality

The vast majority of Istanbul hotels have either been built or renovated in the
past five to ten years

The Conrad Hotel in Istanbul has been awarded “the best business hotel of
the Europe” award for the last 3 years

Sources: Life Style Index, EIU Country Profile 2006
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Taxation System Overview

Uncertainty remains despite reform

Taxable Income and Rates Compliance and Administration

Corporation Tax « Companies self-assess their corporation tax liability
» The main tax rate on taxable profits is 20%

» Turkey resident companies are taxed on their worldwide income, with a credit
for foreign tax
» A company is Turkey tax resident if its legal seat or place of effective

» Companies make quarterly advance payments of tax based on actual income,
and must file a final corporate tax return by the 25th day (and make the final tax
payment by the 30th day) of the fourth month following the year-end

management is in Turkey » Tax compliance is moderate to strong among large corporations and generally
« Generally expenses are deductible on an actual basis rather than on a weaker in smaller, private companies—despite regular controls and fines. Some
provisional basis. Otherwise, most notable types of expenses are deductible foreign investors claim this puts them at a comparative disadvantage

+ Capital gains are generally taxed as income. There is a corporate tax
exemption for 75% of capital gains from equity shares and real estate that are
held for more than 2 years subject to certain restrictions

* Losses may be carried forward for a maximum period of five years. Turkey
does not recognise the principle of loss carry back

Personal Tax

* Progressive rates up to 35% for employment income

* Only 50% of dividend income taxable

Withholding Tax .
*+ 15% on dividends, 0% on loan interest (for foreign banks and financial International Aspects

institutions), 10% for other interest (i.e. interest on loans obtained from non-
financial entities), and 20% on royalties - Turkey has more than 60 tax treaties
VAT
* 18% standard rate charged on most transactions
» Some reduced rates and exemptions
Other * “Controlled foreign company” rules potentially bring the profits of offshore
» Banking and insurance transaction taxes (BITT) of 5 % are applicable subsidiaries within the Turkish tax net
(Excluding the exceptions specified in the Expense Tax Law, Clause 29) to
monies collected by banks and insurance companies in relation to most
transactions whereas reduced rates are applied to certain financial
transactions
» Employers’ national insurance (20.5 % social security tax on payroll with a
lower and upper limit)

» Turkey generally adheres to OECD guidelines on most issues such as transfer
pricing, thin-capitalisation and general anti-avoidance rules

* Income of foreign branches (and dividends from foreign subsidiaries) are
taxable (with credit for foreign tax including underlying tax suffered)
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Strengths, Weaknesses and Implications

Perceived ‘Gap’ in Tax Positioning

Key Strengths and Weaknesses

Competitive rates
» Turkey has one of the lowest rates in the OECD region and is not 4
uncompetitive globally. Its relatively wide ranging double taxation treaties help gap
reduce these with many countries v
» There is no special expatriate regime
» The banking and insurance transaction tax has dissuaded financial institutions
from investing
Certainty of treatment
* Historically tax law has sometimes not been upheld by the courts and tax
authorities. This creates uncertainty among taxpayers although recent tax
changes have decreased this uncertainty to a some degree

» The tax authorities publish some guidance and statements of practice on the Competitive rates ~ Certainty of Fairness Ease of use International
application of the tax legislation although there is still room for improvement treatment & openness norms

» However uncertainty is increasing as a result of frequent major tax law
change, often with inadequate consultation or even retrospective, badly
drafted and unscrutinised legislation and/or guidance which is not consistent

with law
. Implications for Istanbul
Fairness

Key attributes for a competitive fiscal environment

* Turkish tax law is relatively complex and extensive, meaning that without « Taxes targeted at specific industries (e.g. the banking and insurance
appropriate advice taxpayers may be disadvantaged transaction tax) can discourage the development of those industries
Ease of use & openness » However, opportunities to make targeted tax rule changes to enable the
« Turkey’s compliance burden is relatively high for corporations. The corporate development of particular financial markets should be considered
tax Iegislation does not distinguish between small and large companies for « Turkey should consider implementing strategies that would lead to
compliance matters improvements in the consistency of the application of the tax law, which
» There is increasing complexity and change in many areas of law although Turkey has suffered from (albeit for different reasons)
ironically the changes were intended to ease compliance « Turkey has been perceived to suffer because of too many changes to the tax
International norms law and therefore changes should be kept to a minimum

» Turkey has a relatively extensive network of double taxation treaties
» Turkey adheres to all OECD guidelines on issues such as transfer pricing
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Availability of Professional Services

Professional services are improving constantly in Turkey

Overview

» The professional services serving the financial services industry are improving
constantly in Turkey. IT services are already world class, accountancy
services are improving rapidly due to IAS harmonization efforts

» There is under-provision of international quality legal services, however there
is considerable improvement in this area as the tendency of high quality
college graduates to enter the legal profession increases

» The ‘big 4’ accountancy firms are all present in Turkey and employ a total of
approximately 2,000 people

» The lack of availability of a sufficient number of suitably qualified lawyers to
serve the financial services industry is a major issue in Turkey

» Only 3 of the top 100 global law firms are present in Turkey, employing 34
people

» There are around 58,000 legal professionals in Turkey overall, of which:
21,500 are in Istanbul

18,000 are active

— 500 are able to serve internationally

Only 50-100 are able to serve within IFJ framework

» There are 155 law offices in Turkey, of which 55 offices are located in Istanbul

» There are around 65,000 accountants in Turkey of which more than one thirds
are located in Istanbul

» Due to efforts to harmonize local GAAP with |IAS, the quality of accountants is
improving rapidly

+ ACCA and TURMOB (The Union of Chambers of Certified Public Accountants
of Turkey) at Turkey signed a partnership agreement in 2004 which enables
TURMOB members resident in Turkey to follow the ACCA Professional
Scheme qualification and achieve ACCA membership

Consultants

» The IT consulting market is growing, especially in serving the finance services
industry, driven by high competition in retail banking

Global firms are active in most competencies including supply chain
management, CRM, ERP and performance management

* There are an estimated 3000-3500 IT consultants

Business consulting market has mostly been dominated by the big 4 and
international consulting companies

Source: EIU Country Profile 2008, Big4 websites, Deloitte research
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Cost of Doing Business

Istanbul is a relatively low cost city to do business in

Average gross compensation, 2008 » The government encourages investment with higher incentives for
Position Annual salary ($) underdeveloped regions. Incentives are available for both Turkish and foreign
Chief Executive 445,000 investors
Head of Marketing 230,000 + Loans can be allocated in order to guide and encourage regional
Head of Human Resources 215,000 development, research and development (R&D), environmental protection,
Head of Finance 220,000 and investments in priority technology areas
Purchasing Manager 185,000

« Government incentives tend to ease setting-up, getting credit and trading

Chief Accountant 150,000 X X K X
FYp— 50000 across borders for international businesses but the procedures are still
Executive Secretary 65.000 discouraging for investors and need further input

Computer-operations specialist 59,000 * A consequence of the 2001 crisis is the the labour law which has been
Clerical 23,000 restructured to further protect the labour rights

Estimated average gross annual salaries for key positions (excluding jobs in banking and accounting)

Total office occupancy costs $'000 per sq.

metre per annum « Office costs

c 2nd have increased
3 2% xxth = global rank radically in the
& 20| 6th last 2-3 years
—
° 9th and the
o 15 12th m2/month cost
‘aE‘: 10 17th in Maslak-Levent
o >50th o region is now
2 05 $30
@
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g 00 : : ‘ ‘ ‘ ‘ ‘
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Source: CBRE 2008, EIU Country Commerce 2008
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Legal Environment

Turkey’s judicial system is slow and bureaucratic, and lacks financial expertise

Overview of the Legal System

» Turkey has a civil law system that has its origins in the modernization of the
legal system in the 1920s, which drew heavily on continental approaches: it
was based on Swiss civil law and civil procedure; German commercial law,
maritime law, and criminal procedure; Italian criminal law; and French
administrative law

The Turkish legal system has changed significantly in the last 5 years, as
Turkey has pushed through reforms in pursuit of membership of the EU

Turkey is also a member of the European Court of Human Rights

Turkey’s legal system has greater experience with market mechanisms than
legal systems in neighbouring formerly communist countries in eastern
Europe and the CIS

Turkey scored 4.8/7 on property rights and 4.1/7 on strength of institutions in
the WEF Global Competitiveness index

The Judicial System

+ A large backlog of cases and general inefficiency of the justice system is a
key issue facing the Turkish

— Trials last for long periods and are subject to repeated adjournments

— “... the bankruptcy timeline is 2-10 years” (Business Association in
Turkey)

— Only 11% of firms surveyed said ‘courts were quick’

» However, aside from the time cost of prolonged legal proceedings, courts are
not perceived to be expensive, with the cost of enforcing a contract at 5% of
income per capita, lower than the CIS and EU8

» The system has also been criticized for the lack of independence of judges,
and certainly of treatment in law

+ Specialised courts exist, but their scope is limited

Training, Education and FS Skills

As in many Civil Law jurisdictions, judges are not appointed, or elected from
among the best and most experienced lawyers. Instead, students choose to
train for a judicial career early in the legal education process. This limits the
scope for inducting advanced financial skills into the judicial system

Specialist FS skills are lacking across the entire spectrum of the legal system,
including judges, lawyers and expert withnesses

+ “Of 18.500 active lawyers in the Istanbul...only 50-100 are adequate
for an IFJ” (Partner, leading Turkish law firm)

» This is reflected in the legal profession, with only 3 of the top 100
global law firms present in Turkey (with 34 lawyers)

*  “The lack of skilled judges and specialized courts causes serious
issues in the legal system” (CEO, Asset Manager)

Salaries for judges are very low, exacerbating corruption issues, and limiting
the ability to attract talented and skilled people

— “Specialized courts must be established and special privileges must be
given to the proceeding judges. The only problem is the remuneration
package differences that is difficult to be accepted by conventional
courts judges” (Executive, Turkish bank)

There have been some recent improvements: the Justice Academy was
established in 2003 to train candidate judges and prosecutors, and provide
continuing training of serving judges and prosecutors. However, specialist
training in financial skills is still needed

There is also a lack of alternative bodies for arbitration, and pre-arbitration
mechanisms such as mediation or conciliation are rare. However, there is
growing awareness of the need to provide arbitration

The International Arbitration Law has recently been enacted, and the Istanbul
Chamber of Commerce has studied the feasibility of an international
arbitration centre in Istanbul

Source: World Bank Legal systems in transition economies, World Bank BEEPS2, search of public legal sources
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Regulatory Philosophy and Structure

Three bodies regulate conduct of business and prudential issues

Regulatory Philosophy Regulatory Structure (cont’d.)

» The Banking Regulation and Supervision Agency (BRSA) mission statement: CMB organisational Executive Board
to safeguard the rights and benefits of depositors and to create the proper chart
environment, in which, banks and financial institutions can operate with Chairman
market discipline, in a healthy, efficient and globally competitive manner, thus,

contributing to the achievement of long-run economic growth and stability of | |
Turkey

]
| LegalCons.Department | Secretarial Bureau for
the Board

 Capital Markets Board (CMB) mission statement: To make innovative
regulations, and perform supervision with the aim of ensuring fairness, |
efficiency and transparency in Turkish capital markets, and improving their Secretarial Bureau |
international competitiveness (YKB) |

|
Key Regulatory Bodies | Media Office |

Consultants |

» BRSA: oversees banking, leasing, factoring, consumer finance, financial | Enforcement Vice Chairman |
holding companies & asset management |
» CMB: regulates and supervises the securities market & asset management | Departments |

Undersecretariat of the Treasury: regulates the insurance sector, bureaux de
change, money lenders and supervising the incentives for domestic and

foreign direct investments BRSA organisational

. . . L chart
* MASAK: Financial Crimes Investigation Board [‘Banking Regulation and Supervisory Board |
\
‘ Banking Regulation and Supervision Agency‘
H H H H H g ‘ Department of Legal Affairs ‘
Key implications for international competitiveness ‘ \ ‘
* Regulation is split between three core organisations, one of Vice Chairman ‘ ‘ Vice Chairman ‘ ‘ Vice Chairman ‘
which is managed by a government department \ - \ :
*Department of Strategy Deve_ lopment
+ Regulatory bodies lack independent arbitration bodies and Depariment of isk Mansgement Depariment of Enforcement 3 O gt
«Department of Foreign Relations
performance assessors -Degartment of Suppgort Services

* There is some overlap between the regulators

Source: BRSA Annual Reports; CMB Annual Report; Turkish Treasury; Deloitte analysis
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Development of Regulatory Environment

EU accession plans drive much of Turkey’s regulatory developments

Historical Current / ongoing Planned / proposed

(last five years)

» 2005: New Banking Act issued; New ML legislation » A new mortgage law entered into force in * BRSA has 13 key initiatives under the ninth
introduced; Domestically listed companies required to February 2007 Development Plan (2007-13) relating to:
® report accounts compatible with IFRS « In April 2008, BRSA issued a consultation — An effective and active supervision system
@ » 2006: Authority of regulation and supervision of leasing,  paper on the standards concerning the — An elastic regulatory framework:
(o)) factoring and finance companies transferred from the implementations required to be fulfilled by _ A sufficient and effective corporate
g c Turkish Treasury to the BRSA; Act on Bank Cards and banks with a view to control and management p
o _‘cu Credit Cards put into force; A stand-alone terrorist monitoring the loan risk to which the banks g . ”
S O financing offence introduced are exposed due to their activities - an?wfgélstrﬁglr?(é ?Cthe and competitive
Y — » 2007: A new insurance law was adopted; Two . .
= accounting standards on the presentation of financial - L?:nirﬁgﬁ?:rent’ fair and encouraging
(e) instruments and recognition and measurement of
‘o E financial instruments, which correspond to the » BRSA postponed the implementation of
S © International Accounting Standards 32 and 39 were Basel Il due to the global financial crisis.
= adopted
c

The Banking Act 2005 was issued to bring further competitive force to the financial system, minimizing the risks that may arise, reducing the costs of
operation and intermediation to achieve integration with other regulations and implementations of financial markets, a more active and more transparent
financial system by providing a more active course of the markets

New regulatory legislation is designed to comply with various international requirements (e.g. OECD, EU). This is largely driven by Turkey’s EU
accession road map

As the foreseen changes are delayed, uncertainty amongst market participants increases

o
c
o

=
©

2

o

E

—

e
o
©
o

£

Source: BRSA Annual Report; CMB Annual Report; EIU County Profile and Country Finance; Deloitte Experts
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Key Aspects of Regulatory Environment (1/3)

Turkey is focused on international harmonisation but faces ML and CFT issues

International Compliance (AML/CFT) International Standards

* MASAK is the focal point for Turkish AML/CFT efforts which FATF describes
as ‘generally effective in its functions’

* Supervision is conducted by the FIU, the Banking Regulation and Supervision
Agency, the Capital Markets Board and the Undersecretariat of Treasury. The
AML/CFT system is overseen by a multi-agency Coordination Board for
Combating Financial Crime

* FATF views Turkey’s legal requirements to combat ML and CFT as generally
comprehensive and notes that recent legislative changes have strengthened
the system

Ratings of compliance with FATF Recommendations (2007)

Nine special recommendations I
International co-operation [ ]
Institutional and other measures [ ]

Preventative measures I I

Legal systems [ |

Compliant Largely compliant = Partially i = N i = Not

Key implications for international competitiveness
+ Does not perform well against FATF’s recommendations,
particularly in terms of preventative measures

* However, recent legislative changes are improving the
system and MASAK is considered ‘generally effective’

» The Treasury claims that as of March 2007, 97% of European standards were
being accepted as national standards

» Turkish Accounting Standards board adopted two accounting standards on
the presentation of financial instruments and recognition and measurement of
financial instruments, which correspond to the International Accounting
Standards 32 and 39. As of 2007 all companies listed on the Istanbul Stock
Exchange are required to follow IFRS

From 2007 onward a new solvency regime was adopted for insurance,
reinsurance, and occupational pension companies. It was designed to
resemble the EU Solvency-| framework that is currently in force, but was also
inspired by the ongoing Solvency-Il study

The BRSA has signed Memoranda of Understandings with regulators in 18
countries

Turkey views Basel Il as providing a significant opportunity for financial
stability. The BRSA announced a road map for its implementation in 2005.
Implementation was planned for 2009, However it has been postponed
indefinitely due to the global financial crisis.

Key implications for international competitiveness

» Turkey is keen to meet EU and OECD standards

* However, there is some concern that regulatory changes
have yet to encourage cultural changes within the financial
services industry

Source: BRSA Strategic Plan 2006-2008; BRSA Annual Reports; Turkey: Financial System Stability Assessment, IMF; Deloitte experts
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Key Aspects of Regulatory Environment (2/3)

Turkey has yet to embed its approach to regulation and prove its efficacy

Responsiveness to Market and Ease of Entry Quality of Regulation and Consistency of Approach

» The BRSA is responsible for approving applications to establish new banks » The IMF praised the introduction of a full supervisory cycle “in line with
with the approval of 5 out of 7 board members required. Banks resident in international best practices” but noted that challenges remained in its
Turkey seek permission from the BRSA for mergers and liquidations and implementation. It also argued that the integration between on-site
before establishing partnerships with individuals or corporations based outside supervision and the enforcement functions is not transparent, and this might
the country lead to warranted supervisory actions being delayed or not undertaken

The EIU notes that Turkey has generally presented a difficult operating
environment for foreign companies, with many continuing to use funds
supplied by parent companies and generated from their own cash flows. Regulatory Quality - 2007
However, it argues that the regulatory environment has improved steadily, and

x

that the economy has become less vulnerable to domestic and external T HICHIES

shocks = f e
* Total foreign ownership of banks in Turkey is around 19,8%. When the shares E 0 _ﬂ__'___,_...»-:.-—...—.,.,-

owned by foreign investors is added (17,5% of exchange shares), the total g 1 __,_,_,.,.-o"'""“""" '

foreign ownership increases to 37,4% 2 2 Turkey
» The Investment Support and Promotion Agency of Turkey and the Investment 3 26T 3 207 Countries

Portal of Turkey were established in 2006 2

Source: "Governance Matters VII: Governance Indicators for 1996-2007 " by Daniel Kaufmann,
Aart Kraay and Massimo Mastruzzi, http://www.govindicators.org

Key implications for international competitiveness Key implications for international competitiveness
» The Banking crisis of 2001 encouraged a relatively strict » Turkey is aiming to develop a strong regulatory environment
approach to authorisation but has not yet been able to embed this approach

« While there is a high level of foreign ownership of banks successfully

operating in Turkey, there is some evidence that Turkey is
not an easy environment to establish a new financial
services business

Source: BRSA Annual Reports; Turkey: Financial System Stability Assessment, IMF, EIU; Deloitte experts
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Appendix: Istanbul — Regulation

Key Aspects of Regulatory Environment (3/3)

Regulators do not have sufficient independence or autonomy

Quality and Availability of Regulatory Staff Independence / Legal Position of Regulator

» At year-end 2008, BRSA and the CMB conjointly employed more than 1,000
people

* Members of the BRSB must have at least ten years of experience after
completing higher education. Minimum one of the members must be a
graduate of law faculty and one must have worked as vice chairman or main
service unit manager in the BRSA

» The CMB reports that by year-end 2007 there were 98 Independent Audit
Companies operating in Turkey. Credit Rating Firms remained steady at 4 and
Corporate Governance Rating firms rose at 1

» The Turkish regulators follow the civil service qualifications and pay scales.
Staff sometimes have little direct commercial experience

Key implications for international competitiveness

* Regulators are limited in attracting high quality staff by the
civil service pay scales

» The Banking Regulation and Supervision Agency is established as a public
legal entity with administrative and financial autonomy

» However, the IMF argues “in practice the BRSA lacks full operational
independence in regulatory and budgetary matters. Before issuing a
regulation, the BRSA must conduct consultations with the related Ministry and
the Undersecretariat of the State Planning Organization”

» The BRSB is appointed by the Cabinet. The term of office of the Board
Chairman and members is six years and they cannot be removed from office
before the expiry of their terms of office

» The CMB’s Executive Board consists of seven Members / Commissioners.
The Council of Ministers appoints two members from four nominations by the
Ministry of State responsible for the Economy. The other five members are
appointed from the nominations of the Ministry of Finance, the Ministry of
Industry and Commerce, the BRSB, the Association of Trade Chambers and
Exchanges, and the Association of Capital Markets Intermediary Institutions of
Turkey

Source: BRSA Strategic Plan 2006-2008; BRSA Annual reports; Turkey: Financial System Stability Assessment, IMF, November 2007; CMB Annual Report 2006; Deloitte experts

-173 -




Appendix: Istanbul — Regulation

International Market Confidence in Regulatory Environment

Turkey has yet to prove itself on the world stage

International Market Confidence

IMF

* “The BRSA has legal authority and capacity to identify unsafe and unsound
banking practices and request the adoption of corrective actions. In recent
years, there has also been improvements in implementations.

OECD

» “Since the crisis of 2001, an impressive package of fiscal consolidation and
institutional reform has created a strong foundation for economic growth. As a
result, GDP growth has been strong and stable, inflation has fallen, and the
public debt burden has been significantly reduced. Yet the current account
deficit is large, exchange rate movements have been volatile, and the recent
increase in inflation and rising levels of private sector external debt draw
attention to Turkey’s vulnerabilities and to the need for additional policies to
contain risks”

» Turkish banks seem to have a more conservative approach towards credit
granting with the effect of the global crisis. The extent of currency mismatches
in the private sector also suggests that the corporate sector may suffer
significant costs in response to exchange rate depreciation. These could have
potential repercussions on the banking system. Finally, despite significant
progress, the quality of financial supervision can be stepped up further. So the
effects of the global financial crisis can be minimized.

World Bank

» “There has been significant progress in recent years in improving the
environment and framework for financial reporting in Turkey and currently
further wide-scale reforms are in progress. In particular, a new draft
commercial code will modernize statutory regulation of company financial
reporting and will set a major challenge for the accounting and auditing
professions in Turkey through the requirement to apply Turkish Accounting
Standards based on IFRS and audits based in international Standards of
Auditing (ISA)”

 “International investors and credit rating agencies assess the overall
transparency and disclosure levels of Turkey’s top companies as
“unsatisfactory” and, in general, bankers do not feel they can “trust” the
financial statements presented by prospective borrowers due to rampant
“informality problems”

Risk assessment

Sovereign risk Currency Bankm.g Political risk Economlf:
risk sector risk structure risk
BB B BB BB BB

Key implications for international competitiveness
» Turkey has made impressive reforms following the 2001
banking crisis
* The regulators need more independence and have yet to
prove themselves

» Harmonisation with international standards is developing but
a trust deficit exists between the international community and
local institutions

Source: Turkey: Financial System Stability Assessment, IMF, November 2007; Policies to improve Turkey’s resilience to financial market shocks, OECD, 2006; Report on the Observance of
Standards and Codes (ROSC) Accounting and Auditing, World Bank, March 2007; Turkey: Country Risk Service, EIU, May 2008; Deloitte experts

- 174 -




Appendices

1) Data sources consulted

2) Detailed comparative study profiles
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Overview of Market Sizing Approach

Key Facts

m Of the total market size it is assumed that a certain % may be served by international markets. Of this, a certain % can be
assumed to be served by Istanbul companies as the IFC becomes more established. This is defined as a share of the markets
identified above (and varies with each scenario). This represents the potential value to the Istanbul IFC of each market

= Market size (in terms of revenues) has been calculated via a “top down” approach. Five markets have been defined and the
market size estimations for Turkey and the surrounding regions are done by using publicly available market information and data

= Market revenues have been forecasted to grow in each region so that penetration and mix of products reach current EU 15 levels
by 2025. An S-curve effect is assumed from current levels so that growth rates slow over time. The EU 15 financial markets have
been forecasted to grow based on publicly available forecasts.

= The IFC is estimated to drive incremental growth in Turkey’s domestic financial services (this varies with each scenario)

Turkey Middle East, EU 15. EU 12, Balkans and surrounding

Market
size

Commercial banking Investment banking Private banking Asset management

T
£3
o
Addressable market 9
O €
[
=1
o
C
©
Market share to Istanbul IFC ]
2
O ©
Qc
Ew
o
Commercial banking Investment banking Private banking Asset management o
©)
[

- Adjusted in scenarios
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Overview of Economic Impact Approach

Key Facts

® Direct economic impact is the impact on GDP and employment of the financial institutions themselves. Impact on GDP is
calculated as the “value add” of these firms (equal to the sum of profits and wages).

® |ndirect value is generated from industries serving financial services, e.g. professional services, suppliers of capital items, IT,
marketing, etc.

m Key ratios required to calculate value add and employment impacts (for example, profit margins, staff costs as a % of revenues, or
fees per employee) are consistent with international financial institutions. This is based

®= Upon the assumption that Turkish financial institutions or international institutions locating there will be structured as other global
institutions. We have adjusted for Turkey specific factors where necessary (for example for local wage rates and tax rates)

® Total value add includes an uplift to reflect the multiplier effect on income and employment

Market size of Istanbul IFC

Market size

Commercial banking

Investment banking Private banking Asset management
Value add margins and
fees per employee

Indirect economic impact

Direct economic impact

Multiplier

I

Total economic impact

Economic
impact
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Overview of Target Markets

» For modelling purposes we assume that the relevant financial services landscape can be split into five overall product
areas:

« Commercial banking — corporate and retail banking. Corporate banking includes trade finance, cash management,
lending, payment processing, treasury services (forex/dealing) and project finance, and retail banking includes retail
deposits, credit cards, mortgages and other consumer lending

* Investment banking — brokerage (trading of securities and derivatives) and M&A, issuance and advisory
» Private banking - wealth management, financial advice, investment management, wealth protection advice

+ Asset management - the actual management of funds and related activities (research, risk management etc),
assumed to relate to conventional asset management activities. It is not assumed that Istanbul will establish a
significant hedge fund industry in the short to medium term

* Insurance — Life and non-life insurance

» The following slides detail the market estimation methodology for each of the markets in turn. We have been able to
derive market size estimates based upon external data. The market share estimates are input as scenario
assumptions
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Market Assumptions: Commercial Banking

» The relevant market size for Istanbul IFC is defined as its own domestic commercial banking market, plus the share of
other regional activities that can be captured by banks in Istanbul.

» The market is sized using deposit money bank assets (which can be taken as reasonable proxy for commercial bank
assets as defined by the World Bank). Assets are converted to revenue based on margin witnessed in sample of
international commercial banks financial statements.

+ It is assumed that only wholesale activities could be internationally addressable as retail activities tend to be domestic
and proximity to the customer is key. Mercer global proportions are used to estimate that of total commercial banking,
80% relates to retail and 20% to wholesale, though we note that this will vary between countries. We assume that half
of wholesale business is likely to relates to businesses that are too small to take business abroad, therefore 10% of
total commercial banking markets are assumed to be internationally addressable.

* It is assumed that regions will grow to meet mature market penetration (taken as current EU15 assets as proportion of
GDP). EU15 growth in commercial banking is assumed to be in line with GDP growth.

 In terms of market share, it is assumed that Turkey retains 100% of its commercial banking activity. For other regions,
the domestic market is split between Istanbul IFC, the country’s own domestic banking sector, other regional centres,
and other global centres (e.g. London), treated as one. It is assumed that no EU15 business can be captured.

» Market share increases at a constant rate from IFC launch to reach the 2025 assumption.
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Market Assumptions: Investment Banking

» The relevant market size for the Istanbul IFC is identified as potential investment banking revenues and fee income
from brokerage (trading of securities and derivatives) and M&A, issuance and advisory.

» We have estimated investment banking brokerage revenues using a measure of the size of financial stock in each
country (stock market capitalisation + value of bonds issued). This was then used to scale brokerage revenues where
available. Data on global and European investment banking fees were found and it was assumed that any material
European fee revenue is earned in the EU15.

» Market size has estimated from the supply side, based on where the fee earning activity takes place rather than to
which region it relates. This is due to difficulties obtaining data on the latter. In reality, much of the activity in the UK and
other EU15 centres relates to international companies and deals.

» The growth of investment banking in Turkey, Middle East, EU12 and the Middle East has been assumed to be at a rate
to bring revenues as a proportion of GDP to the current EU15 level. EU15 growth has been assumed to continue as per
the 10 year global historic average of 10% (IFSL report).

« We assume that 50% of investment banking revenues could be potentially addressable (taken as an estimate of the
proportion of businesses large enough to take their business abroad).

* In terms of market share, we assume that the IFC will retain 100% of domestic Turkish investment banking activity.

» For the other regions, we assume that some market share can be captured by other financial centres, so that 50%
Investment banking activity will remain in the domestic economy by 2025 and the remainder will be split between global
centres, Turkey and other regional centres.

» As Istanbul IFC establishes itself, it is likely to be able to repatriate activity relating to Turkey and gain share in that
relating to surrounding regions which is currently being carried out in global centres.

» London is the key investment banking centre in the EU15, with a high proportion of its activity relating to international
markets. We have assumed that 50% of UK investment banking revenues relate to international activity, and that by
2025, 1% of this could relate to Turkey and surrounding countries, and could be potentially repatriated by 2025.
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Market Assumptions: Private Banking

» The relevant market size for the IFC is identified as the potential fee income from managing the assets of HNWI
individuals in Turkey and the surrounding regions

» The market is sized in terms of the potential pool of assets to be managed

» Data is sourced from the 2008 Cap Gemini and Merrill Lynch, World Wealth Report which quotes European and Middle
Eastern HNWI wealth. The European total is spread across Europe by GDP. Fee of 1% applied to this to calculate
private banking revenues.

+ We have assumed that HNWI wealth is internationally mobile, and therefore 100% is internationally addressable.

» Asset growth pa is estimated 5.3% in Europe and 17.5% in ME, based on Cap Gemini and Merrill Lynch annual growth
rates for 2006-2007.

» Based on the scenario, assumptions are made on the potential share of assets that can be advised on by private banks
in Istanbul in any year. We assume that currently only 10% Turkish wealth is managed in Turkey (due to low levels of
confidence in the currency), with the rest going to global private banking centres such as London, Switzerland, Cayman
or Jersey.

» As the IFC becomes more established and confidence increases, we assume that Istanbul can capture the private
banking activities for 50% of total Turkish HNWI wealth by 2025.

» For other regions, it is assumed that 75% of wealth in 2025 will be managed in global centres, with the Istanbul IFC
competing for the remainder against domestic private banks and other regional centres. We assume that no EU15
business can be captured.

» Market share increases at a constant rate from IFC launch to reach the 2025 assumption.
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Market Assumptions: Asset Management

» The relevant market size for the Istanbul IFC is identified as the potential revenue for asset management companies in
Istanbul from management of Turkish assets and those of the surrounding regions

+ ltis assumed that asset management relates to conventional asset management activities rather than hedge funds
which we do not expect to become a large market in Turkey in the short to medium term

* We have calculated the financial stock for all countries as a measure of the investable assets (equities and bonds) in
each country. Our data was sourced from the World Bank and BIS. Based on global ratio of Assets under management
to financial stock we calculate the amount of investable assets that can be assumed to be managed by asset managers
in each country.

+ These are converted to revenues using average fees of 0.6%, a conservative average rate based on the Mercer’'s Asset
Management Fees 2008 Survey results.

» Assets under management come from 3 high level sources: pension funds, insurance funds and mutual funds. It is
assumed that pension fund assets cannot be internationally managed due to regulatory restrictions (though this is likely
to vary by country).

» Therefore the proportion of pension funds to total AUM is applied to each country’s investable asset pool to determine
the internationally addressable market.

+ It is assumed that the regions grow to meet EU15 average financial stock as proportion of GDP by 2025, with EU15
growth continuing in line with the historical CAGR of 8.9% between 1996-2006 (sourced from McKinsey, “taking stock of
the world's capital markets”).

* In terms of market share, we assume that 50% of Turkey’s investable assets are currently domestically managed, with
the rest being managed by international funds. By 2025, we assume that Turkey will gain market share by competing as
an IFC with other regional centres and global centres. For the other regions, it is assumed that by 2025, Turkey will gain
market share by competing with domestic funds, other regional centres and global centres. It is assumed that no EU15
business can be captured. Market share increases at a constant rate from IFC launch to reach the 2025 assumption.
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Market Assumptions: Insurance

* The market is sized in terms of gross premium income. This ‘includes direct and reinsurance inward premiums received
in the year, net of cancellations but before deduction of commissions or reinsurance premiums ceded’ (as defined by
ARIG)

» We sourced gross premiums for each country from SwissRE World Insurance report.

 Itis assumed that insurance is internationally addressable only to the extent that risk is transferred to the reinsurance
industry (insurance companies must be licensed in a particular country to be able to serve that domestic market).
Globally, the percentage of reinsurance premiums to gross insurance premiums is 5%. This global average will be
dominated by larger markets. It has been increased to 7% for less developed insurance markets (which tend to buy
more reinsurance as they transfer greater levels of risk), and revised .

* We have assumed that insurance penetration (premiums/GDP) will converge towards the current EU15 average. The
EU15 markets are assumed to grow according to Deloitte Global outlook rates.

» Of the internationally addressable business, we assume that by 2025, 50% will go to global centres (such as London or
Switzerland), with the remainder being split between domestic economy, Turkey and other regional centres. It is
assumed that no EU15 business can be captured.
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Economic Impact Assumptions

» Value add has been calculated as profit plus wages for the financial services industry (direct impact) and its key
suppliers (indirect impact). A multiplier was then applied to this total.

+ Employment impact was calculated by obtaining indicative data on revenues per employee and applying these to
revenues of each type of product.

» Key ratios required to calculate value add include profit margins, and wages as proportion of revenue. These were
estimated from collating data from global institutions financial statements, often segregated by activity.

« Though this may not entirely reflect the current situation in Turkey (though it seems broadly consistent based upon our
comparisons with data provided by Deloitte Istanbul), we believe that as an IFC it will move towards these trends.

 Indirect value add was calculated from typical spend on related services of global banks, together with Turkey specific
data on average wages.

» A conservative multiplier of 1.2 is applied to value add and employment based upon a review of the literature on
financial service and other service industry multipliers.

« Tax revenues collected by the Government as a result of the IFC were also estimated, including corporation tax, social
security and income taxes and BITT.
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Disclaimer

THE ANALYSES PRESENTED IN THIS REPORT ARE BASED ON DELOITTE RESEARCH AND THE DATA
PROVIDED. DELOITTE DOES NOT ASSUME ANY RESPONSIBILITY FOR DATA ACCURACY. DELOITTE
EXPRESSLY DISCLAIMS ANY AND ALL LIABILITY BASED ON ANY ERRORS AND/OR
MISREPRESENTATIONS IN THE DATA PROVIDED BY PUBLIC RESOURCES. DELOITTE UNDER NO
CIRCUMSTANCE CAN BE HELD LIABLE FOR DECISIONS MADE BASED ON THIS REPORT.
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