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ISLAMIC FINANCE: WHERE WE ARE

> Islamic assets have expanded at a CAGR of 14.1% from USD150bIn in the mid-1990s to USD1.0tIn
in 2009

» The industry has demonstrated its competitiveness and resilience during the global financial crisis
period. Post crisis, apart from Muslim countries, Islamic finance is making headways into new
jurisdictions

» Efforts are being focused on the further development of Islamic financial markets, its infrastructure
and enhancing the legal, regulatory and supervisory framework

» As at end-2009, Islamic banking assets represented 82.1% of overall Islamic assets followed by
Sukuks (11.7%) and Islamic funds (5.5%)

» The IFSB expects the global Islamic finance assets to reach USD1.6tIn by 2012

Islamic Finance Assets Trend, USD bln (1990s-2012F) Breakdown of Islamic Assets (2009)
1,600 Islamic funds Takaful
1,200 5.5% \ S 0.7%
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\

Islamic banking
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I.I'I.Igﬁ."J.lg.ﬂ.ﬂl Ll.l.! @J’ 3 Source: GIFF Report 2010
Kuwait Finance House &= ' P



A GLOBAL INDUSTRY

m 1983: Iran introduces 1991: AAOIFI established
2010: First sukuk by 100% Islamic in Bahrain
Kuveyt Turk, Turkey banking system

2005: First Islamic property
fund was aunched by
Shamil Bank in China

1990s: First Islamic retail banking
product in UK

2010: First sukuk issue .
1983: Malaysia passes

comprehensive legislation

2004: First sukuk by sl

Saxony-Anhalt, Germany 2006: JBIC established

Shariah Advisory Group
2008: France makes tax & regulatory

changes to make way for Islamic finance
1977: Kuwait Finance House the first
Islamic bank in Kuwait

1985: Figh Council of OIC declares
Takaful as fully Islamic, paving
the way for Takaful to flourish

\

2006: Launch of DJ Islamic
Market China/ HK Titans Index

1975: IDB established to foster
economic development & social
progress of member countries

1963: First Islamic bank
established in Egypt

1984: Sudan launches Islamic banking
1989: Sudan banking system becomes
100% Islamic

1975: Dubai Islamic Bank established
under special law pioneering Islamic
banking in the region

1992/93: First Islamic trust
fund established in Brunei

2002: IFSB established in Malaysia.

The orgnisation enhances stability of the 2005: Singapore

industry by issuing standards Pre 1962 Islamic changes tax structure
L gﬁl.ll J.|g.|:|_|JI LU A financing to for Islamic products
i.iu.':n.rait Fim;nce Hous“e: @ rural areas in Indonesia Source: GIFF Report 2010



FACTORS FUELLING GROWTH OF ISLAMIC
FINANCE

Strong
economic
New distribution growth
channels

Effort to improve
other economic
sectors
Reduction of Growing demand
state-sponsored for Shariah-compliant
welfare benefits products

Growth of global

sukuk market Islamic Finance:
Demand Drivers

Abundant liquidity

Regulatory push
for Islamic finance
model

Growth of retakaful
capacity

Increasing level
of foreign direct
investment

Growth of halal
food industry

Encouraging Low penetration
demographics (VLS
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ISLAMIC BANKS TODAY...

1993, Arab Albanian 1985, AlBaraka Turkish 1991 Badr Bank, Russia 2010, Al-Hilal,
Islamic Bank, Albania Finance House, Turkey Kazakhstan 1979, Bahrain Islamic
Bank, Bahrain

‘1‘;}??, Kuwait Finance
House, Kuwait

2006, Cham 3

2009, Kuveyt Turk Participation Bank, Germany
Bank, Syria

* 1982, Qatar Islamic

2004, Islamic Bank of Britain, UK Bank, Qatar

1982, Faisal Private Bank, Switzerland

2001, Kauthar :
Bank, Azerbaijan 1975, Dubai lslamic Bank, UAE
2005, Lebanese Islamic Bank, Lebanon

1978, Jordan Islamic Bank, Jordan 1983, Isamic Banks of
Bangladesh, Bangladesh

2010, Azzitouna Bank, Tunisia
2002, Islamic Bank of

1995, Palestine Islamic Bank, Palestine Thailand, Thailand

1991, AlBaraka Bank, Algeria 1983, Bank Islam, Malaysia

1973, Al Amanah Islamic
Inv. Bank, Philippines

1988, Islamic Bank of Senegal, Senegal

1996, Arab Gambian

Islamic Bank, Gambia 1993, Islamic Bank of Brunei, Brunei

fi

20086, Islamic Bank of Asia, Singapore

1975, the Islamic
Davelopment
1983, Islamic Bank of Bank, Saudi Arabia
Guinea, Guinea
1997, Amana
1983, 1985, AlBaraka Investment, Sri Lanka

Bank, Mauritania

1995, Tadhaman
International Islamic
Bank, Yemen

1997, Niger Islamic Trade
and Investment Bank, Niger

1971, Nasir Social
Bank, Egypt

1991, Bank Muamalat, Indonesia

1989, AlBaraka,
1977, Faisal Islamic South Africa
Bank, Sudan
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GLOBAL ISLAMIC BANKING INDUSTRY

Islamic Banking: Saudi Arabia
Share of Global Islamic Banking Assets (2009) 60 L

50 1 CAGR (2005-2009): 17.1%
1! 15.9% of total banking assets
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Saudi Arabia
16%

USD780bin . lslamic Banking: Malaysia

80 4 i CAGR (2005-2009): 20.2% !
| 18.1% of total banking assets |
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o
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=]
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2% 3%
Islamic Banking: UAE
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i > Islamic  banks’ market shares are ! 28 11" CAGR (2005 2009): 29.1% :
! currently 10% in Malaysia and 43% in | < g0 |1 2AO%of total banking assets
o]
: the GCC. Iran has the largest market i 830
| share at 36% - = 204
. 107J I I
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. R 2002 2003 2004 2005 2006 2007 2008 2009 1Q10
I.I'I.Igﬂ [ J.lg.ﬂ.l." CLL) @J’ Source: GIFF Report 2010 7 W Total assets Total deposits Total financing
Kuwait Finance House &S



ISLAMIC BANKS RESILIENT DURING CRISIS

» In April 2010, the Islamic Finance and Global Financial Stability Report stated that only 1 Islamic financial
institution required government assistance to restructure as a result of the global financial crisis

» In contrast, 5 of the world’s top conventional banks received government assistance amounting to USD163blIn
or 26% of their combined equity

» As at end-2009, not a single Islamic bank required any rescue scheme from their respective governments
» The main factors that have contributed towards the resiliency of Islamic banks during the crisis include:

v' Domestic credit portfolios. Credit portfolios have been essentially domestic rather than foreign, with
limited pressure on asset quality

v" Retail banking focused. High consumer loyalty and deposit stability limit the profitability of massive
bank runs

v" High capitalisation and ample liquidity provide a relatively higher amount of confidence to counterparts

Breakdown of Shariah Compliant Assets Worldwide
2003 2009

lami _Islamic mutual [2AASASS
Islamic equity funds 3.5% Takaful

funds 2.5% | Takaful Islamic funds 7%
0 0 !
Sukuk \ / 0.1% 5.5% \ /O
Sukuk

7.0% ~_
11.7%

A\ E— \“!

Islamic banking
86.9%
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GLOBAL ISLAMIC BANKING

Islamic Banks Post-Crisis: To Remain Resilient

The board of directors
and senior management
to have in place high
standards of corporate
governance Corporate
governance

Resiliency of
Islamic banks

Investment

ortfolio Product
e development
Islamic banks to avoid ¥
concentrating too many
assets in specific

sectors
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Islamic banks to further

7 strengthen the risk

management systems

\\‘ Shariah supervisory

board to ensure that
new products are
Shariah-compliant

Source: GIFF Report 2010



GLOBAL SUKUK MARKET

Sukuk Issued by Selected Countries

Malaysia
UAE

Saudi Arabia
Bahrain
Indonesia
Pakistan
Qatar

Kuwait

Brunei

Sukuk Issued Quarterly (2008-2009)

USDmIn (2007-1H10)
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Sukuk Issued by Region (2008-2009)

__I

2008 2009
m Mena 1 Other

In 2009, global sukuk issuance rebounded
by 59% yoy USD24.55bln

Malaysia dominated with 54.2% of total new
issuances. The UAE and Saudi Arabia
trailed at 13.6% and 12.7% respectively

Sovereign papers led the way, at 53.8% of
new issues, followed by power & utilities at
11.2% and financial services at 9.7%

Expect 2010 sukuk issuance to come in at a
decent USD30bIn

Source: GIFF Report 2010



GLOBAL SUKUK MARKET 1H10

Global Sukuk Issued Quarterly Trend (2009-1H10)

14000 - Sukuk issued globally
12000 | rebounded to USD16.5bin in
1H10 vs. USD7.6bln in 1HO9
10000 +
=
£ 8000 -
)
v 6000 -
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4000 +
0 | —
1Q09  2Q09 3009 4009 1Q10  2Q10
m Mena 1 Other
Global Sukuk Issued by Sector (1H10)
Sowereigns
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Real estate
Financial senices
Transport 79.7% of sukuk issued in 1H10
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Agriculture
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Global Sukuk Issued Monthly (2009-1H10)
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Global Sukuk Issued by Country (1H10)

Qatar
8.4%

Spore

Gambia 0.2%

0.1%

Bahrain

21% 4

Saudi
14.1%

Malaysia

. 60.5%
Indonesia

14.1%
Source: GIFF Report 2010



GLOBAL ISLAMIC FUNDS

Islamic Funds AuM in USD bln (2004-1Q10) Number of Islamic Funds Launched by Asset Class (1Q10)
60 - 20 -
50 | 18 |
16 -
40 - L 14
g 30 - % 10 -
S 81
20 ] ‘6.
10 - 41
2 4
2004 2005 2006 2007 2008 2009 1Q10 Real Estate Commodiites Balanced Money Market
2007 = 2008 m 2009
) ) > As at end-2009, Islamic fund assets totaled
Number of Islamic Funds by Size (1Q10) USD52.3bln, almost the same level of
%0 . USD51.4bin posted in 2008
80 > Islamic funds industry is still at early stages of
"0 growth. Over 70% of Islamic fund size is
ggg <USD100mIn. Only less than 10% of Islamic
5,0 fund size is >USD500mIn
<30 > Post crisis, Islamic funds invest mainly in
20 commodities and money market
P l N I -
0 > At a conservative annual growth of 6% for 2009-

Less -5- 50-75 75 100 100 200 200- 300 300-50Q
than 25

2013, the value of global Islamic assets under

Fund size USDrin management may reach USD66blIn in 2013
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ISLAMIC PRIVATE EQUITY

» In 2009, private equity activity in MENA is almost at stand still due to very limited availability of new
investments in the region. The average fund size value in 2009 decreased to USD200mIn compared to
USDG6.4bln in the previous year

» Infrastructure fund is the favourite sector for investment due to the large demand for infrastructure financing
in the MENA region. Government bodies in the region allocate excess funds from oil revenue to be invested
into infrastructure development projects and funds

» Private equity investment promotes the key principle of Islamic investment i.e. investments into productive
economic activities

» Islamic private equity industry is expected to reach USD40blin by 2011. Even at USD40bin, Islamic private
equity commands a minute portion of the global Islamic assets

Breakdown of Private Equity Fundraising in MENA Breakdown of Funds Raised by Sector (2005-2009)
(2005-2009)
7000 - - 30 6000 4
6000 - | o5 5000 -
5000 1 208 _ 4000
= fe! €
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: 15 o 8 3000
93000 - 2 S
>
L 10 = 2000 1
2000 A 5
1000 - s < 1000 1
0 ‘ ‘ ‘ — — 0 0
2005 2006 2007 2008 2009 2005 2006 2007 2008 2009
. Total size of funds - N0 of funds closed m Balanced Fund | | Buyout Infrastructure
Energy & Pow er Venture Capital Other
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GLOBAL TAKAFUL

» Global gross Takaful contributions continue to post healthy growth, reaching USD5.3bin in 2008 and
estimated at USD6.9bln in 2009

» Takaful contributions by region — GCC 70.4% (Saudi 54.8%, UAE 10.2%) , South East Asia 21.5%
(Malaysia 16.7%, Indonesia 3.5%), Others 8.1% (Sudan 5.3%)

» Potential of the Takaful industry is enormous. Insurance penetration in most Islamic countries is low at
1.4% of GDP vs. global average 7.1%, UK 12.4%, US 9.4% and emerging markets 2.8%

» Strong fundamentals suggest global contributions could reach USD8.9bln by 2010

Global Gross Takaful Contributions (2004-2010F) Written Life & Non-Life Premiums as a % of GDP
(2008)

CAGR 2004-2009

| |
: Indian sub-continent 552% |
10,000 4 | Levant 31.4% | 18 - _ o
I 1 Low insurance penetration in
|
|
I |

9,000 | Africa 33.4%
most Islamic countries

8,000 | South East Asia 41.4%
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OPPORTUNITIES FOR ISLAMIC FINANCE: HIGH

MUSLIM POPULATION IN ASIA, MIDDLE EAST & EU

EU

Per capita GDP

growth (2003-2009):
9.4%
Muslim population:
35.9min

MENA
Per capita GDP growth
(2003-2009): -

" |
.. i > '
) 13.5% ?,éﬁ ;’“’ A
f : : .
f Muslim populati u‘ _ Russia
/ 431.3min ‘ T
A

‘ J = Per capita GDP
North America & s ! 1 ij ! growth (2003-2009):
P ita GDP i ln'- ‘ 32.4%

er Ct?]pIZE(I)OS 5009). N .‘f‘ 7 b ‘ + T Muslim population:
growth (2003-2009): 'j 4' _ . Nyl ¢ 25min
7.1% Asia Pacific K

Per capita GDP*growth ﬂk
(2003-2009):
9.1%

Muslim populatio
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5.1min iﬂ
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OPPORTUNITIES FOR ISLAMIC FINANCE: RISING

GLOBAL WEALTH

Global HNWIs Wealth by Region (2006-2013F)

>0 At 8.1% global CAG/R. - ’;5‘5‘;2'&;‘;““ rale Global HNWIs wealth is
40 - _ . rojected to grow at a
- - || La.ltln America  6.8% (p_‘,AJGR of 8.1%/0 for 2008-
230 ] Middie East _ 5.7%]  2013F, from USD32.8tIn
3 Africa — 41% in 08 to USD48.5tIn in
] North America  7.0% 2013
Europe 6.5% i o
10 4 B Ac pacific 12.8% Asia Pacific and the
. J - - ' Middle East seeing the

biggest increase in
wealth

2006 2007 2008 2013F

Composition of Investment Funds by Assets Classes

Shariah compliant

i 10 13 18 | — Shariah compliant investment funds

essentially target equities and money
market instruments

Conventional 20 6 10 —
mutual fund
| ‘ ‘ ‘ ‘ ‘ While conventional funds present a more
0 20 40 60 80 100 balanced and fixed income oriented
% of funds targetting asset asset allocation
H Equity M Fixed income Balanced Money market Other
i ' . @J’ 16 Source: Z Merill Lynch, Capgemini, EY, KFHR
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ISLAMIC FINANCE MARKETS

Market Depth

Business
motivation

Market
motivation

Competitor
matching

Explore
market
potential

Minimum
presence

Monitor
development

Wait and
see
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Malaysia,

UAE, Bahrain,
Saudi Arabia,
Kuwait, Qatar

N J
Turkey, Y

UK,
Pakistan Advanced Islamic
Brunei finance markets
Luxembourg,
Potential Islamic Hong Kong,
finance markets Egypt,
Singapore,
_/
Y
Emerging Islamic
finance markets
Explore Sporadic Market Market
market development development expansion
potential activities activities
18

N

Market
Reach

Source: GIFF Report 2010



REGULATORY INITIATIVES IN NEW MARKETS

The Thai cabinet approved in principle a draft ministerial regulation to allow;

Thailand E the issuance of Islamic bonds in Thailand .

The amendment will expand the boundary of securities transactions to allow;
brokering, trading and arranging the issuance of sukuk :

i  The government has recently formed a committee to study mechanisms of
! iIssuing sukuk including financial, legal and technical matters |

»  The government established a working group in 2009 to draw up a roadmap.
for an Islamic financial system -

»  Principles of Islamic finance were introduced in the Kazakh legislation to.
facilitate various Islamic financial transactions |

Kazakhstan

»  The Central Bank of Nigeria introduced the Law Governing the Operation of'
Islamic Banks in 2009, bringing the authorisation of Islamic flnanC|aI'

: institutions on par with the same provisions relating to conventional banks

African countries

1
»  Kenya authorised two Islamic banks following the introduction of an Islamic;
banking law |

»  The latest European country to emulate the UK in overhauling its tax laws toI
facilitate Islamic financial transactions :

France :
E- In July 10, the country passed new instructions to facilitate the introductioni

of sukuk, ljarah, Murabahah and Istisna products (previously only sukuk and!
Murabahah) I

{é‘} 19
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GROWTH AREA: ISLAMIC FINANCING FOR SMEs

Facts ="In emerging countries, banks have largely focused on the profitable corporate business

=Although SMEs account for up to 90% of some emerging countries business and
represent the lifeblood of local trade, Fls have generally ignored this sector due to the
following reasons:

v'Non-transparent information

v'SMEs being small and often undercapitalised, being perceived as high risk due to
inadequate collateral

v'Weak financials result in a weaker credit profile

v'SMEs are not considered profitable as there are higher cost to serve them owing to
transactions being small and numerous

Opportunities | =A CGAP (a unit under the World Bank) market survey of 125 institutions in 19 Muslim
countries, Islamic microfinance providers reach only 300,000 clients in Bangladesh and
80,000 clients in Indonesia

*Thus, SME market offers huge opportunity of growth given the still largely unserved
market. It will provide Islamic FIs with portfolio diversification, opportunities to cross sell
products and it becomes a source of stable income

Rationale »Also, Islamic finance stresses the importance of financing real, tangible economic
activity and this focus on real assets fits very well with the goals of microfinance

=|f the underlying asset has durable value and the business is viable, the current income of
the business owner is less of a concern

Mode of »Suitable instruments being ljarah and Murabaha to finance productive assets
financing
viigSll Ligoill ciy
L — = ) 20 )
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CHALLENGES MOVING FORWARD

v Slow global economic growth and still weak financial performance in 2010 are
expected to adversely affect Islamic finance development as banks and other
organisations reaccess risk

v In the GCC, although liquidity is slowly returning, expect financing growth to
remain lacklustre on the back of a challenging operating environment and
concerns over banks’ asset quality

Short-Term

v' The Islamic finance industry is growing at a much faster rate than it is developing
and acquiring new talent. The shortage of human capital could turn out to be the
main impediment to growth if not addressed immediately

=
2 v' Enhance product development to address short-term liquidity needs/ management
ém of Islamic financial institutions
(@]
Q_ZSI v To gain wider acceptance in the global Islamic financial market and among Shariah
= experts, sukuk issues need to improve their features, which include introducing
2 sukuk based on both receivables and assets, or enhancing pricing mechanisms
©
(]
= v’ Strengthening Islamic bank’s risk management systems, managing investment
portfolios diligently and reducing NPLs are key to the success of Islamic banking
industry
vigSll Jugaill ciu 1
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LIQUIDITY RISK BEING MOST CRITICAL FOR

ISLAMIC BANKS

Shariah-compliant
money & intrabank
markets

Secondary markets

Liquidity management
avenues being
conventional

Characteristics of
Islamic instruments

High level of

idle cash

=)
Kuwait Finance House l-\.—‘}

-

Limited availability of Shariah-compatible money and intrabank marketsi
has restricted Islamic banks’ options to manage liquidity positions;

Financial instruments that can be traded on secondary markets are'
limited |

Where instruments are available, the number of market participants |s.
limited |

The interbank market, secondary market for debt instruments and'
discount windows from the lender of last resort are all considered as.
based on riba |
Certain characteristics of some Islamic instruments give rise 'tb'ﬁc}a[d.t'j
risks for Islamic banks -

E.g. inability to trade Al Salam contracts, which can be traded only ati

In the absence of liquid short-term instruments, Islamic banks maintain
a high level of idle cash !

22
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PRODUCT DEVELOPMENT

Conventional Characteristics Shariah-compliant alternative
instrument

Equity Equity holders are the owners of the company Accepted
and responsible for conducting its affairs

Bonds A term obligation to make a series of fixed Accepted (asset-backed)
payments

Acceptances A written promise to pay a given sum at a pre- Developed, but not negotiable
specified date

Commercial Paper A short-term debt security that can be easily Developed, but not negotiable
traded

Securitised loans Pools of mortgages or other types of loans that  Accepted (asset-backed)

are publicly traded

Index-linked securities A security where payment is linked to an Emerging
inflation index or a commodity price

Commodity futures Contracts for the future delivery of a commodity Accepted (Salam/ forward sale)

.
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CAPACITY BUILDING & TALENT DEVELOPMENT

Need to be highly qualified
and equipped with requisite
technical knowledge and
skills

Practitioners &
stakeholders

Through specialised training
& educational institutions

\

Research &
development

\

: Design and offer
Develop best practices and capacity building

standards, harmonise of modules in k ;
Shariah practices, review odules €y areas
standards to faciliate policy

development and _ Collaboration &
implementation \ Best practices exchange of
knowledge
Across multiple
jurisdictions
viigSll Jugoill cuy P
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STRENGTHENING ISLAMIC FINANCIAL

INFRASTRUCTURE

v Critical to build robust
components of the financial
infrastructure and strengthen Prudential
key institutions to ensure the standards
stability and dynamism of
Islamic financial system

v IFSB has identified 8 building
blocks aimed at further

strengthening the Islamic financial Eight
infrastructure Building
v/ Challenges include human capital Blocks

and enhance product
development, identifying the right
opportunities and delivery of
appropriate  returns  for  risk

involved Accounting,
v IFSB projects Islamic assets to agdltmg,
potentially reach USD1.6tin by disclosure
2012
uugﬁlu.n"g.nuluu 05
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KFH GLOBAL INVESTMENT RESEARCH

GCC Research e e @
3 SECTOR
Research

Country Report
KFH Research Ltd

EU Monitor

“Chinks In The Armour”

“Tempered Optimism

THANK YOU

“Contribution to Research in “Best Islamic Research Company” “Best Islamic Finance Research House”
Islamic Finance 2009” Islamic Finance News Awards Poll 2008 The Asset Triple A Islamic Finance Awards
International Islamic Finance Forum January 2009 2009
April 2009
"Best Research in Islamic Finance” “New Provider for Islamic Finance Research” “Best Islamic Research Company”
Master of Islamic Funds Award 5th KLIFF Islamic Finance Awards Islamic Finance News Awards Poll 2009
November 2007 November 2008 January 2010
“Qutstanding Contribution to Islamic Finance” “Best Islamic Finance Research House”
Failaka-Amanie Symposium, Dubai The Asset Triple A Islamic Finance Awards
April 2010 2010
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