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IMPORTANT NOTICE

THIS OFFERING IS AVAILABLE ONLY TO INVESTORS WHO ARE PURCHASING IN OFFSHORE
TRANSACTIONS AND ARE NOT U.S. PERSONS (EACH AS DEFINED IN REGULATION S UNDER
THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)).

IMPORTANT: You must read the following before continuing. The following applies to the attached Prospectus (the “Prospectus™),
and you are therefore advised to read this carefully before reading, accessing or making any other use of the Prospectus. In accessing the
Prospectus, you agree to be bound by the following terms and conditions, including any modifications to them any time you receive any
information from (or on behalf of) the issuer as a result of such access.

NOTHING IN THIS ELECTRONIC TRANSMISSION CONSTITUTES AN OFFER OF SECURITIES FOR SALE IN THE UNITED
STATES OF AMERICA (WITH ITS TERRITORIES AND POSSESSIONS, ANY STATE OF THE UNITED STATES AND THE
DISTRICT OF COLUMBIA, COLLECTIVELY THE “UNITED STATES”) OR ANY OTHER JURISDICTION TO THE EXTENT
THAT IT IS UNLAWFUL TO DO SO. THE SECURITIES DESCRIBED HEREIN HAVE NOT BEEN, AND WILL NOT BE,
REGISTERED UNDER THE SECURITIES ACT OR THE SECURITIES LAWS OF ANY STATE OF THE UNITED STATES OR
ANY OTHER UNITED STATES JURISDICTION AND SUCH SECURITIES MAY NOT BE OFFERED OR SOLD WITHIN THE
UNITED STATES OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, U.S. PERSONS (AS DEFINED IN REGULATION S
UNDER THE SECURITIES ACT (“REGULATION S7)).

THE FOLLOWING PROSPECTUS MAY NOT BE FORWARDED OR DISTRIBUTED TO ANY OTHER PERSON AND MAY NOT
BE REPRODUCED IN ANY MANNER WHATSOEVER. ANY FORWARDING, DISTRIBUTION OR REPRODUCTION OF THE
PROSPECTUS IN WHOLE OR IN PART IS UNAUTHORISED. FAILURE TO COMPLY WITH THIS DIRECTIVE MAY RESULT
IN A VIOLATION OF THE SECURITIES ACT OR THE APPLICABLE LAWS OF OTHER JURISDICTIONS. IF YOU HAVE
GAINED ACCESS TO THIS TRANSMISSION CONTRARY TO ANY OF THE FOREGOING RESTRICTIONS, THEN YOU ARE
NOT AUTHORISED AND WILL NOT BE ABLE TO PURCHASE ANY OF THE SECURITIES DESCRIBED THEREIN.

Confirmation of your Representation: In order to be eligible to view the Prospectus or make an investment decision with respect to the
securities described therein, prospective investors must be purchasing in offshore transactions, not be U.S. persons (each as defined in
Regulation S). The Prospectus is being sent at your request and by accepting this electronic distribution and accessing the Prospectus, you
will be deemed to have represented to the issuer that: (a) you and any customers you represent in connection herewith are purchasing in
offshore transactions and not U.S. persons and, if applicable, that the electronic mail address to which this electronic transmission has
been delivered is not located in the United States, (b) you consent to delivery of the Prospectus by electronic transmission and (c) you
have understood and agree to the terms set out herein.

You are reminded that the Prospectus has been delivered to you on the basis that you are a person into whose possession the Prospectus
may be lawfully delivered in accordance with the laws of the jurisdiction in which you are located and you may not, nor are you
authorised to, deliver or disclose the contents of the Prospectus to any other person.

The materials relating to the offering do not constitute, and may not be used in connection with, an offer or solicitation in any place to the
extent that offers or solicitations are not permitted by law. If a jurisdiction requires that the offering be made by a licensed broker or
dealer and an underwriter or any affiliate of an underwriter is a licensed broker or dealer in that jurisdiction, then the offering will be
deemed to be made by such underwriter or such affiliate on behalf of the issuer in such jurisdiction.

The Prospectus has been provided to you in an electronic form. You are reminded that documents transmitted via this medium may be
altered or changed during the process of electronic transmission and, consequently, none of Citigroup Global Markets Limited, HSBC
Bank plc, J.P. Morgan Securities plc, Société Générale and Standard Chartered Bank, as joint lead managers (the “Joint Lead
Managers™), the issuer or any person who controls any of them, nor any director, officer, employee, counsel nor agent of any of them or
any affiliate of any such person, accepts any liability or responsibility whatsoever in respect of any difference between the Prospectus
distributed to you in electronic format and the hard copy version available to you on request from any of the Joint Lead Managers.

You are responsible for protecting against viruses and other destructive items. Your use of this electronic transmission is at your own risk
and it is your responsibility to take precautions to ensure that it is free from viruses and other items of a destructive nature.

The Prospectus is being distributed only to and directed only at: (a) persons who are outside the United Kingdom, (b) persons in the
United Kingdom who have professional experience in matters relating to investments falling within Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or (c) those persons in the United Kingdom to whom it
may otherwise lawfully be distributed (all such persons together being referred to as “relevant persons™). In the United Kingdom, the
Prospectus is directed only at relevant persons and must not be acted upon or relied upon by persons who are not relevant persons. In the
United Kingdom, any investment or investment activity to which the Prospectus relates is available only to relevant persons and will be
engaged in only with relevant persons.

The Prospectus is being distributed only to and directed at real persons and legal entities domiciled outside of Turkey.



PROSPECTUS
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TURKIYE SINAI KALKINMA BANKASI A.S.

U.S.$300,000,000 Fixed Rate Resettable Tier 2 Sustainable Notes due 2027

Issue price: 100 per cent.

Tiirkiye Sinai Kalkinma Bankas1 A.S., a banking institution organised as a public joint stock company under the laws of Turkey and registered with the istanbul Trade Registry under
number 42527 (the “Bank* or the “Issuer”), is issuing U.S.$300,000,000 Fixed Rate Resettable Tier 2 Sustainable Notes due 2027 (the “Notes™). The Notes have not been and will
not be registered under the United States Securities Act of 1933, as amended (the “Securities Act”), or any U.S. State securities laws and are being offered for sale only in offshore
transactions to non-U.S. persons in reliance upon Regulation S under the Securities Act (“Regulation S™). For a description of certain restrictions on the sale and transfer of
investments in the Notes, see “Subscription and Sale” herein.

INVESTING IN THE NOTES INVOLVES CERTAIN RISKS. FOR A DISCUSSION OF THESE RISKS, SEE “RISK FACTORS”.

The Notes will bear interest from (and including) 28 March 2017 (the “Issue Date”) to (but excluding) 29 March 2022 (the “Issuer Call Date™) at a fixed rate of 7.625 per cent. per
annum. From (and including) the Issuer Call Date to (but excluding) 29 March 2027 (the “Maturity Date™) the Notes will bear interest at a fixed rate equal to the Reset Interest Rate
(as defined herein). Interest will be payable semi-annually in arrear on 29 March and 29 September in each year (each an “Interest Payment Date™) up to (and including) the Maturity
Date, except that there will be a long first coupon in respect of the first interest period from, and including, the Issue Date to, but excluding, 29 September 2017, and provided further
that if any such date is not a Payment Business Day (as defined in Condition 7), then such payment will be made on the next Payment Business Day but without any further interest or
other payment being made in respect of such delay. Subject to having obtained the prior approval of the Banking Regulatory and Supervisory Agency (the “BRSA”™) and as further
provided in Condition 8, the Issuer may redeem all but not some only of the Notes: (a) on the Issuer Call Date, (b) at any time for certain tax reasons or (c) upon the occurrence of a
Capital Disqualification Event, in each case at their then Prevailing Principal Amount (as defined in Condition 5) together with interest accrued but unpaid to (but excluding) the date
of redemption. The Notes are otherwise scheduled to be repaid on the Maturity Date. For a more detailed description of the Notes, see “Conditions of the Notes™ herein.

The Notes are subject to loss absorption upon the occurrence of a Non-Viability Event (as defined in Condition 6.2), in which case an investor in the Notes might lose some or all of
its investment in the Notes. See Condition 6.

This Prospectus (this “Prospectus™) has been approved by the Central Bank of Ireland, as competent authority under Directive 2003/71/EC as amended (“Prospectus Directive™)
(including the amendments made by Directive 2010/73/EU). The Central Bank of Ireland only approves this Prospectus as meeting the requirements imposed under Irish and
European Union (“EU”) law pursuant to the Prospectus Directive. Such approval relates only to Notes that are to be admitted to trading on the regulated market (the “Main Securities
Market*) of the Irish Stock Exchange plc (the “Irish Stock Exchange™) or on another regulated market for the purposes of Directive 2004/39/EC of the European Parliament and of
the Council on markets in financial instruments (“MiFID”) and/or that are to be offered to the public in any member state of the European Economic Area (a “Member State™).
Application has been made to the Irish Stock Exchange for the Notes to be admitted to the official list (the “Official List”) and trading on the Main Securities Market; however, no
assurance can be given that such application will be accepted. References in this Prospectus to the Notes being “listed” (and all related references) shall mean that the Notes have been
admitted to the Official List and have been admitted to trading on the Main Securities Market.

Application has been made to the Capital Markets Board of Turkey (the “CMB”), in its capacity as competent authority under Law No. 6362 (the “Capital Markets Law”) of the
Republic of Turkey (“Turkey”) relating to capital markets, for its approval of the issuance and sale of the Notes by the Bank outside of Turkey. The Notes cannot be sold before the
necessary approvals and an approved issuance certificate (ihrag belgesi) are obtained from the CMB. The CMB approval approving the issuance certificate (ihrag belgesi) based upon
which the offering of the Notes will be conducted was obtained on 31 January 2017, and the written approval of the CMB relating to the Notes is expected to be obtained from the
CMB on or before the Issue Date.

Under current Turkish tax law, withholding tax at the rate of 0 per cent. applies to interest on the Notes. See “Taxation Certain Turkish Tax Considerations™.

The Notes are expected to be rated at issuance “B1” by Moody’s Investors Service Limited (“Moody’s™) and “BB-" by Fitch Ratings Ltd. (“Fitch and, together with Moody’s, the
“Rating Agencies”). The Bank has also been rated by the Rating Agencies, as set out on page 122 of this Prospectus. Each of the Rating Agencies is established in the EU and is
registered under Regulation (EU) No 1060/2009, as amended (the “CRA Regulation™). As such, each of the Rating Agencies is included in the list of credit rating agencies published
by the European Securities and Markets Authority on its website (at http://www.esma.europa.eu/page/List-registered-and-certified-CRASs) in accordance with the CRA Regulation. A
security rating is not a recommendation to buy, sell or hold securities and may be subject to suspension, revision, reduction or withdrawal at any time by the assigning rating agency.

The Notes are being offered in reliance upon Regulation S by each of Citigroup Global Markets Limited, HSBC Bank plc, J.P. Morgan Securities plc, Société Générale and Standard
Chartered Bank (each a “Joint Lead Manager” and, collectively, the “Joint Lead Managers”), subject to their acceptance and right to reject orders in whole or in part. It is expected
that delivery of the Notes will be made in book-entry form only through the facilities of Euroclear Bank SA/NV (“Euroclear”) and/or Clearstream Banking, S.A. (“Clearstream,
Luxembourg™), against payment therefor in immediately available funds on the Issue Date.

Global Coordinators
Citigroup Standard Chartered Bank
Joint Lead Managers

Citigroup HSBC J.P. Morgan Société Générale Standard Chartered
Corporate & Investment Banking Bank

The date of this Prospectus is 24 March 2017.



This Prospectus constitutes a prospectus for the purposes of the Prospectus Directive.

This Prospectus is to be read in conjunction with the financial statements that form part of and are
included herein (or are incorporated by reference herein). See “Documents Incorporated by
Reference.”

The Bank, having made all reasonable enquiries, confirms that: (a) this Prospectus (including the information
incorporated herein by reference) contains all information that in its view is material in the context of the
issuance and offering of the Notes (or beneficial interests therein), (b) the information contained in, or
incorporated by reference into, this Prospectus is true and accurate in all material respects and is not
misleading, (c) any opinions, predictions or intentions expressed in this Prospectus (or any of the documents
incorporated herein by reference) on the part of the Bank are honestly held or made by the Bank and are not
misleading in any material respects, and there are no other facts the omission of which would make this
Prospectus or any of such information or the expression of any such opinions, predictions or intentions
misleading in any material respect, and (d) all reasonable enquiries have been made by the Bank to ascertain
such facts and to verify the accuracy of all such information and statements.

This Prospectus does not constitute an offer of, or an invitation by or on behalf of the Bank or the Joint Lead
Managers to subscribe for or purchase, any Notes (or beneficial interests therein). This Prospectus is intended
only to provide information to assist potential investors in deciding whether or not to subscribe for or
purchase Notes (or beneficial interests therein) in accordance with the terms and conditions specified by the
Joint Lead Managers. The Notes (and beneficial interests therein) may not be offered or sold, directly or
indirectly, and this Prospectus may not be circulated, in any jurisdiction except in accordance with legal
requirements applicable to such jurisdiction.

Neither this Prospectus nor any other information supplied in connection with the Notes: (a) is intended to
provide the basis of any credit or other evaluation or (b) should be considered as a recommendation by the
Bank or any of the Joint Lead Managers that any recipient of this Prospectus or any other information
supplied in connection with the Notes should invest in the Notes. Each investor contemplating investing in the
Notes should: (i) determine for itself the relevance of the information contained in, or incorporated into, this
Prospectus, (ii) make its own independent investigation of the financial condition and affairs, and its own
appraisal of the creditworthiness, of the Bank and (iii) make its own determination of the suitability of any
such investment in light of its own circumstances, with particular reference to its own investment objectives
and experience, in each case based upon such investigation as it deems necessary.

Neither the delivery of this Prospectus nor the offering, sale or delivery of the Notes (or beneficial interests
therein) shall in any circumstances imply that the information contained herein concerning the Bank is correct
at any time subsequent to the date hereof (or, if such information is stated to be as of an earlier date,
subsequent to such earlier date) or that any other information supplied in connection with the Notes is correct
as of any time subsequent to the date indicated in the document containing the same.

The distribution of this Prospectus and the offer or sale of the Notes (or beneficial interests therein) may be
restricted by law in certain jurisdictions. The Bank and the Joint Lead Managers do not represent that this
Prospectus may be lawfully distributed, or that the Notes (or beneficial interests therein) may be lawfully
offered, in compliance with any applicable registration or other requirements in any such jurisdiction, or
pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such
distribution or offering. In particular, no action has been taken by the Bank that is intended to permit a public
offering of the Notes or distribution of this Prospectus in any jurisdiction where action for that purpose is
required. Accordingly: (a) no Notes (or beneficial interests therein) may be offered or sold, directly or
indirectly, and (b) neither: (i) this Prospectus nor (ii) any advertisement or other offering material, may be
distributed or published in any jurisdiction except under circumstances that will result in compliance with all



applicable laws and regulations. Persons into whose possession this Prospectus or any Notes (or beneficial
interests therein) come must inform themselves about, and observe, any such restrictions on the distribution of
this Prospectus, any advertisement or other offering material and the offering and sale of Notes (or beneficial
interests therein). In particular, there are restrictions on the distribution of this Prospectus and the offer or sale
of Notes in the United States, Turkey and the United Kingdom. For a description of certain restrictions on
offers, sales and deliveries of the Notes (or beneficial interests therein) and on the distribution of this
Prospectus and other offering material relating to the Notes, see “Subscription and Sale.”

No person has been authorised by the Bank to give any information or make any representation not contained
in or consistent with this Prospectus or any other information supplied in connection with the Notes and, if
given or made, such information or representation must not be relied upon as having been authorised by the
Bank or any of the Joint Lead Managers.

In making an investment decision, investors must rely upon their own examination of the Bank and the terms
of the Notes, including the merits and risks involved. The Notes have not been approved or disapproved by
the United States Securities and Exchange Commission (the “SEC”) or any other securities commission or
other regulatory authority in the United States and, other than the approvals of the BRSA, CMB and the
Central Bank of Ireland described herein, have not been approved or disapproved by any other securities
commission or other regulatory authority in Turkey or any other jurisdiction, nor have the foregoing
authorities (other than the Central Bank of Ireland to the extent described herein) approved this Prospectus or
confirmed the accuracy or determined the adequacy of the information contained in this Prospectus. Any
representation to the contrary might be unlawful.

No representation or warranty, express or implied, is made by the Joint Lead Managers as to the accuracy or
completeness of the information set forth in this Prospectus, and nothing contained in this Prospectus is, or
should be relied upon as, a promise or representation, whether as to the past or the future, by the Joint Lead
Managers. None of the Joint Lead Managers assumes any responsibility for the accuracy or completeness of
the information set forth in this Prospectus. Each person contemplating making an investment in the Notes
must make its own investigation and analysis of the creditworthiness of the Bank and its own determination
of the suitability of any such investment in light of its own circumstances, with particular reference to its own
investment objectives and experience, and any other factors that may be relevant to it in connection with such
investment. The Notes may not be suitable investments for all investors. In particular, each potential investor
should:

. have sufficient knowledge and experience to make a meaningful evaluation of the Notes, the merits
and risks of investing in the Notes and the information contained in this Prospectus or any applicable
supplement,

° have access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its

particular circumstances, an investment in the Notes and the impact such investment will have on its
overall investment portfolio,

° have sufficient financial resources and liquidity to bear all of the risks of an investment in the Notes,
including where the currency for principal and interest payments is different from the potential
investor’s currency,

° understand thoroughly the terms of the Notes and be familiar with the behaviour of financial markets
in which they participate, and

° be able to evaluate (either alone or with the help of a financial adviser) possible scenarios for
economic, interest rate and other factors that may affect its investment and its ability to bear the
applicable risks.



None of the Bank, the Joint Lead Managers or any of their respective counsel or other representatives is
making any representation to any offeree or purchaser of the Notes (or beneficial interests therein) regarding
the legality of any investment by such offeree or purchaser under applicable legal investment or similar laws.

Each investor should consult with its own advisers as to the legal, tax, business, financial and related aspects
of an investment in the Notes.



GENERAL INFORMATION

In this Prospectus “Bank* means Tiirkiye Sinai Kalkinma Bankas1 A.S. on a stand-alone basis and “Group”
means the Bank and its consolidated subsidiaries (and, with respect to accounting information, other
consolidated entities).

The Bank has obtained the approval of the CMB (dated 31 January 2017 No. 29833736-105.03.01-E.1202
(the “CMB Approval”) and the approval of the Banking Regulatory and Supervisory Agency (the “BRSA*
and the “BRSA Approval”, respectively and together with the CMB Approval, the “Approvals™) (dated 20
December 2016 and numbered 32521522-101.01[10]-E.20811) required for the issuance of the Notes. In
addition, the CMB introduced an amendment to the Capital Markets Law and Communiqué VII-128.8 on
Debt Instruments (the “Communiqué on Debt Instruments™) on 18 February 2017 pursuant to which an issuer
is required, using an electronic application platform, to apply to the CMB before the issue date to obtain the
CMB’s approval in respect of each tranche of notes to be issued. However, since the electronic application
platform is yet to be established by the CMB as of the date of this Prospectus, a written approval from the
CMB relating to the approval of the issue of the Notes is expected to be obtained on or before the Issue Date.
Pursuant to the Approvals, the offer, sale and issue of the Notes has been authorised and approved in
accordance with Decree 32 on the Protection of the Value of the Turkish Currency (as amended from time to
time, “Decree 32”), the Banking Law No. 5411 (the “Banking Law”) and its related legislation, the
Communiqué on Debt Instruments and its related legislation.

The Issuer has obtained a letter dated 10 March 2017 and numbered 32521522-101.01[10]-E.4120 from the
BRSA (the “BRSA Tier II Approval”) approving the treatment of the Notes as Tier II capital of the Issuer for
so long as the Notes comply with the requirements of the Regulation on Equities of Banks as published in the
Official Gazette dated 5 September 2013 and numbered 28756 (as amended from time to time) (the “Equity
Regulation”). The BRSA Tier II Approval is conditional upon the compliance of the Notes with the
requirements of the Equity Regulation. For a description of other regulatory requirements in relation to Tier II
capital requirements, see “Turkish Regulatory Environment — Capital Adequacy”.

In addition, the Notes (or beneficial interests therein) may only be offered or sold outside of Turkey in
accordance with the Approvals. Under the CMB Approval, the CMB has authorised the offering, sale and
issue of the Notes on the condition that no transaction that qualifies as a sale or offering of Notes (or
beneficial interests therein) in Turkey may be engaged in. Notwithstanding the foregoing, pursuant to the
BRSA decision dated 6 May 2010 No. 3665, the BRSA decision dated 30 September 2010 No. 3875 and in
accordance with Decree 32, residents of Turkey may purchase or sell Notes (or beneficial interests therein)
denominated in a currency other than Turkish Lira in offshore transactions on an unsolicited (reverse inquiry)
basis in the secondary markets only. Further, pursuant to Article 15(d)(ii) of Decree 32, Turkish residents may
purchase or sell Notes (or beneficial interests therein) offshore on an unsolicited (reverse inquiry) basis;
provided that such purchase or sale is made through licensed banks or licensed brokerage institutions
authorised pursuant to BRSA and/or CMB regulations and the purchase price is transferred through licensed
banks authorised under BRSA regulations. As such, Turkish residents should use licensed banks or licensed
brokerage institutions when purchasing Notes (or beneficial interests therein) and should transfer the purchase
price through licensed banks authorised under BRSA regulations. Monies paid for any purchase of Notes are
not protected by the insurance coverage provided by the Savings Deposit Insurance Fund (the “SDIF”).

The Bank is required to notify the Central Registry Agency (Merkezi Kayit Kurulusu) (the “CRA”) within
three Turkish business days from the Issue Date of the amount, issue date, ISIN code, interest commencement
date, maturity date, interest rate, name of the custodian and currency of the Notes, as well as the country of
issuance.



The Notes will on the Issue Date be represented by beneficial interests in a permanent global certificate in
fully registered form without interest coupons (the “Global Certificate”). The Global Certificate will be
deposited on or about the Issue Date with a common depositary (the “Common Depositary”) for Euroclear
and Clearstream, Luxembourg, and will be registered in the name of a nominee of the Common Depositary.
Except as described in this Prospectus, beneficial interests in the Global Certificate will be represented
through accounts of financial institutions acting on behalf of beneficial owners as direct and indirect
accountholders in Euroclear and Clearstream, Luxembourg. Except as described in this Prospectus, owners of
beneficial interests in the Global Certificate will not be entitled to have the Notes registered in their names,
will not receive or be entitled to receive physical delivery of the Notes in definitive form and will not be
considered holders of the Notes under the Notes and the agency agreement relating to the Notes to be dated
the Issue Date (the “Agency Agreement”).

An application has been made to the Irish Stock Exchange for the Notes to be admitted to the Official List and
trading on the Main Securities Market; however, no assurance can be given that such application will be
accepted.

In connection with the issue of the Notes, Citigroup Global Markets Limited (the “Stabilisation Manager”) (or
persons acting on behalf of the Stabilisation Manager) may over-allot Notes or effect transactions with a view
to supporting the market price of the Notes at a level higher than that which might otherwise prevail;
however, stabilisation may not necessarily occur. Any stabilisation action may begin on or after the date on
which adequate public disclosure of the terms of the offer of the Notes is made and, if begun, may cease at
any time, but it must end no later than the earlier of 30 days after the Issue Date and 60 days after the date of
the allotment of the Notes. Any stabilisation action or over-allotment must be conducted by the Stabilisation
Manager (or persons acting on behalf of the Stabilisation Manager) in accordance with all applicable laws and
rules. Notwithstanding anything herein to the contrary, the Bank may not (whether through over-allotment or
otherwise) issue more Notes than have been authorised by the CMB.

This Prospectus does not constitute an offer to sell or the solicitation of an offer to buy the Notes (or any
beneficial interest therein) in any jurisdiction to the extent that such offer or solicitation is unlawful. In
particular, there are restrictions on the distribution of this Prospectus and the offer and sale of the Notes (and
beneficial interests therein) in the United States, Turkey, the United Kingdom and other jurisdictions.

INFORMATION CONTAINED IN THIS PROSPECTUS

The Bank accepts responsibility for the information contained in this Prospectus. To the best of the knowledge
and belief of the Bank (which has taken all reasonable care to ensure that such is the case), the information
contained in this Prospectus is in accordance with the facts and contains no omission likely to affect the
import of such information.

To the fullest extent permitted by law, none of the Joint Lead Managers accept any responsibility for the
information contained in, or incorporated by reference into, this Prospectus or any other information provided
by the Bank in connection with the Notes or for any statement made, or purported to be made, by a Joint Lead
Manager or on its behalf in connection with the Notes. Each Joint Lead Manager accordingly disclaims all
and any liability that it might otherwise have (whether in tort, contract or otherwise) in respect of the accuracy
or completeness of any such information or statements.

All of the information contained in this Prospectus concerning the Turkish market and the Bank’s competitors
has been obtained (and extracted without material adjustment) from publicly available information. Where
third-party information has been used in this Prospectus, the source of such information has been identified.
The Issuer confirms that all such information has been accurately reproduced and, as far as the Bank is aware
and able to ascertain from the information published by such third-party sources, no facts have been omitted



that would render the reproduction of this information inaccurate or misleading. Without prejudice to the
generality of the foregoing statement, third-party information in this Prospectus, while believed to be reliable,
has not been independently verified by the Bank or any other party.

The language of this Prospectus is English. Certain legislative references and technical terms have been cited
in their original language in order that the correct technical meaning may be ascribed to them under
applicable law. In particular, but without limitation, the titles of Turkish legislation and the names of Turkish
institutions referenced herein have been translated from Turkish into English. The translation of these titles
and names are direct and accurate.

All data relating to the Turkish banking sector in this Prospectus have been obtained from the BRSA’s
website at www.bddk.org.tr, the Banks Association of Turkey’s website at www.tbb.org.tr or the website of
the Interbank Card Centre (Bankalararas: Kart Merkezi), and all data relating to the Turkish economy,
including statistical data, has been obtained from the website of the Turkish Statistical Institute (7trkiye
Istatistik Kurumu) (“TurkStat”) at www.turkstat.gov.tr, the website of the Central Bank of Turkey (Tiirkiye
Cumhuriyet Merkez Bankast) (the “Central Bank™) at www.tcmb.gov.tr, the Turkish Treasury’s website at
www.hazine.gov.tr or the European Banking Federation’s website at https://www.ebf-fbe.eu/. Such data has
been extracted from such websites without material adjustment, but may not appear in the exact same form on
such websites or elsewhere. Such websites do not, and should not be deemed to constitute a part of, or be
incorporated into, this Prospectus.

CAUTION STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Prospectus contains statements that may be considered to be “forward-looking statements”. Forward-
looking statements include statements concerning the Bank’s plans, objectives, goals, strategies, future
operations and performance and the assumptions underlying these forward-looking statements. When used in
this Prospectus, the words “anticipates”, “estimates”, “expects”, “believes”, “intends”, “plans”, “aims”,
“may”, “will”, “should” and any similar expression generally identify forward-looking statements. Forward-
looking statements appear in a number of places throughout this Prospectus, including (without limitation)
under “Risk Factors”, “Use of Proceeds”, “Operating and Financial Review” and “Business of the Group” and

include, but are not limited to, statements regarding:

° strategy and objectives,

° trends affecting the Group’s results of operations and financial condition,
° asset portfolios,

° loan loss reserves,

° capital spending,

° legal proceedings, and

° the Group’s potential exposure to market risk and other risk factors.

Forward-looking statements involve risks, uncertainties and assumptions. Actual results may differ materially
from those expressed in these forward-looking statements.

The Bank has identified certain of the material risks inherent in these forward-looking statements and these
are set out under “Risk Factors”.

The Bank has based these forward-looking statements on the current view of its management with respect to
future events and financial performance. Although the Bank’s management believes that the expectations,



estimates and projections reflected in such forward-looking statements are reasonable as of the date of this
Prospectus, if one or more risks or uncertainties materialise, including those identified by the Bank in this
Prospectus, or if any of the Bank’s underlying assumptions prove to be incomplete or incorrect, then the
Bank’s actual results of operations may vary from those expected, estimated or projected and those variations
may be material.

There may be other risks, including some risks of which the Bank is unaware, that could adversely affect the
Group’s results or the accuracy of forward-looking statements in this Prospectus. Therefore, potential
investors should not consider the factors discussed under “Risk Factors” to be a complete set of all potential
risks or uncertainties of investing in the Notes.

Potential investors should not place undue reliance upon any forward-looking statements. Without prejudice
to any requirements under applicable laws and regulations, the Bank expressly disclaims any obligation or
undertaking to disseminate after the date of this Prospectus any updates or revisions to any forward-looking
statements contained herein to reflect any change in expectations thereof or any change in events, conditions
or circumstances upon which any such forward-looking statement is based.

PRESENTATION OF FINANCIAL INFORMATION

The Bank maintains its books and prepares its statutory financial statements in Turkish Lira in accordance
with the Banking Regulation and Supervision Agency’s (the “BRSA”) “Accounting and Reporting
Legislation” which includes the “Regulation on Accounting Applications for Banks and Safeguarding of
Documents” published in the Official Gazette No. 26333 dated 1 November 2006, other regulations on
accounting records of Banks published by the Banking Regulation and Supervision Board, circulars and
interpretations published by the BRSA and certain other requirements of the Turkish Accounting Standards
for matters not regulated by the aforementioned legislation (together, the “BRSA Principles”).

The Group’s consolidated and the Bank’s unconsolidated annual statutory financial statements as of and for
the years ended 31 December 2014, 2015 and 2016 (together, the “BRSA Financial Statements”) have been
prepared and presented in accordance with BRSA Principles. It is important to note that the consolidated
BRSA Financial Statements are prepared with inclusion of only financial subsidiaries whereas other equity
participations are included as noted in the following paragraph. When referenced with respect to a particular
financial period, BRSA Financial Statements shall be understood to refer to that particular financial period
only.

The BRSA Financial Statements are prepared on a historical cost basis except for: (a) financial assets at fair
value through profit or loss (including financial liabilities held for trading), financial assets available-for-sale,
derivative financial instruments and equity participations quoted on the stock exchanges, which are presented
on a fair value basis if reliable measures are available, and (b) loans, investments categorised as held-to-
maturity and other financial assets, which are presented at amortised cost.

The BRSA Financial Statements as of and for the year ended 31 December 2014 have been audited by Akis
Bagimsiz Denetim ve Serbest Muhasebeci Mali Miisavirlik A.S. (the Turkish member firm of KPMG
International Cooperative, a Swiss entity) (“KPMG”) in accordance with the “Regulation on Authorisation
and Activities of Institutions to Perform Independent Audit at Banks” as published in the Official Gazette No.
26333 on 1 November 2006 and the “Standards on Auditing” which are a component of the Turkish Auditing
Standards published by the Public Oversight Accounting and Auditing Standards Authority (“POA”). The
BRSA Financial Statements as of and for the years ended 31 December 2015 and 2016 have been audited by
KPMG in accordance with the “Regulation on Independent Audit of Banks” as published in the Official
Gazette No. 29314 on 2 April 2015 by the BRSA and the “Independent Standards on Auditing” which are a
component of the Turkish Accounting Standards published by the POA. See KPMG’s reports included within



the BRSA Financial Statements incorporated by reference into this Prospectus. According to BRSA
regulations, the Bank is required to rotate its external auditors. As a result, KPMG was appointed as the
Bank’s external auditor as of 1 January 2010 through 31 December 2016. On 23 March 2017, Ernst & Young
Turkey was appointed as the Bank’s external auditor for 2017 onward.

Unless otherwise indicated, the financial information presented herein is based upon the BRSA Financial
Statements and has been extracted from the BRSA Financial Statements without material adjustment. The
BRSA Financial Statements, all of which are in English, were prepared as convenience translations of the
Turkish language BRSA Financial Statements (which translations the Bank confirms were direct and
accurate). The English language BRSA Financial Statements were not prepared for the purpose of their
inclusion in this Prospectus.

While neither the Bank nor the Group is required by law to prepare its accounts under any accounting
standards other than BRSA Principles, including under International Financial Reporting Standards (“IFRS”),
the Bank’s management has elected to publish for the Group audited annual consolidated and unaudited semi-
annual consolidated financial statements that have been prepared in accordance with IFRS, with the most
recent such financial statements being the Group’s unaudited IFRS financial statements for the six months
ended 30 June 2016. IFRS financial statements are not used for any regulatory purposes and the Bank’s
management uses the BRSA financial statements and related BRSA Principles for the management of the
Bank and communications with investors. The Issuer’s IFRS financial statements do not constitute a part of,
and are not incorporated by reference into, this Prospectus.

Certain figures included in, or incorporated by reference into, this Prospectus have been subject to rounding
adjustments (e.g., certain U.S. Dollar amounts have been rounded to the nearest million). Accordingly, figures
shown for the same category presented in different tables may vary slightly and figures shown as totals in
certain tables may not be an arithmetic aggregation of the figures that precede them.

Unless otherwise indicated, the sources for statements and data concerning the Bank and its business are
based upon best estimates and assumptions of the Bank’s management. The Bank’s management believes that
these assumptions are reasonable and that its estimates have been prepared with due care. The data concerning
the Bank included herein, whether based upon external sources or based upon the Bank’s internal research,
constitute the best current estimates of the information described.

The contents of any website referenced herein do not form part of (and are not incorporated into) this
Prospectus.

PRESENTATION OF NON-GAAP MEASURES OR ALTERNATIVE PERFORMANCE
MEASURES

To supplement the Group’s consolidated financial statements presented in accordance with BRSA Principles,
the Group uses certain ratios and measures included in this Prospectus that would be considered non-GAAP
financial measures as these measures are not defined under IFRS or BRSA Principles and/or Alternative
Performance Measures (“APMs”) as defined in the European Securities and Markets Authority Guidelines
(“ESMA Guidelines”). For the Group, these measures include (without limitation):

° net interest margin: for a particular period, this is: (a) the Bank-only net interest income (excluding
interest from the Central Bank on reserves held thereat) for such period (and, when calculating for the
interim period, the figure is annualised by multiplying the Bank-only net interest income for the
indicated period of such year by 12 and divided by the number of months in such period) divided by
(b) the Bank-only quarterly average interest earning assets (excluding reserves held at the Central
Bank). The “quarterly average” interest earning assets for a period are calculated by averaging the



amount of interest earning assets as of the balance sheet date immediately prior to the commencement
of such period (e.g., for any year, 31 December of the previous year) and each intervening quarter-end
date (i.e., 31 March, 30 June, 30 September and 31 December, as applicable);

° cost-to-income ratio: for a particular period, this is: (a) the “cost” (calculated as total operating
expenses) for such period divided by (b) the "income" (calculated as total operating income) for such
period;

° free capital ratio: as of a particular date, this is: (a) the Group's total shareholders' equity as of such

date minus the Group’s fixed assets, investment property, investments in equity participations (i.e., the
sum of investment in associates (net), investment in subsidiaries (net) and jointly controlled entities
(joint ventures) (net)) and non-performing loans net of specific provisions as of such date as a
percentage of (b) the Group’s total assets as of such date;

o non-performing loans to total cash loans: as of a particular date, this is: (a) non-performing loans as of
such date divided by (b) the aggregate amount of loans and receivables (performing), as of such date;

° compound annual growth rate (“CAGR”): CAGR is calculated by dividing the ending value by the
initial value, raising the result to the power of one divided by the period length and subtracting one
from the subsequent result.

° cost to average total assets: for a particular period, this is: (a) the “cost” (calculated as total operating
expenses) for such period as a percentage of (b) the average total assets (determined on a quarterly
basis);

° average interest earning assets: for a particular period, this is: the sum of the quarterly averages of

loans and receivables (performing), total securities portfolio, banks and money market placements
calculated by averaging the amount of interest earning assets as the balance sheet date immediately
prior to the commencement of such period (i.e., for 31 December of the previous year) and each
intervening quarter-end date (i.e., 31 March, 30 June, 30 September and 31 December, as applicable);

° return on average total assets: for a particular period, this is: (a) the net income for such period (and,
when calculating for the interim period, the figure is annualised by multiplying the net income for the
indicated period of such year by 12 and divided by the number of months in such period) as a
percentage of (b) average total assets (determined on a quarterly basis);

° return on average shareholders’ equity excluding minority interest: for a particular period, this is: (a)
the net income (when calculated for the Group, excluding minority interest) for such period (and when
calculating for the interim period, the figure is annualised by multiplying the net income for the
indicated period of such year by 12 and divided by the number of months in such period) as a
percentage of (b) the average shareholders' equity (when calculated for the Group, non-controlling
interest); and

° average shareholders’ equity: for a particular period, unless stated otherwise, this is calculated by
averaging the amount of shareholders' equity (when calculated for the Group excluding non-
controlling interest) as of the balance sheet date immediately prior to the commencement of such
period (e.g., for any year, 31 December of the previous year) and each intervening quarter-end date
(i.e., 31 March, 30 June, 30 September and 31 December, as applicable) or year-end date, as
applicable.

A body of generally accepted accounting principles such as IFRS or BRSA Principles is commonly referred to
as “GAAP.” A non-GAAP financial measure is defined as one that measures historical or future financial
performance, financial position or cash flows but that excludes or includes amounts that would not be so
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adjusted in the most comparable GAAP measures. These non-GAAP financial measures and APMs contained
herein are not a substitute for GAAP measures, for which management has responsibility.

The APMs contained herein relate to past (and not future) reporting periods. Reconciliations contained herein
are made to the BRSA Financial Statements and the notes thereto as at, and for the time period ending on, the
date as of which the relevant APM is provided.

Refer to the “Overview The Group”, “Summary Financial and Other Information”, “Operating and Financial
Review” and “Business of the Group” sections of this Prospectus for an additional discussion of the specific
adjustments applied in reconciliation to the directly comparable GAAP measures.

The non-GAAP measures and APMs included in this Prospectus are not in accordance with or an alternative
to measures prepared in accordance with BRSA Principles and may be different from similarly titled measures
reported by other companies. The Bank’s management believes that this information, along with comparable
measures under BRSA Principles, is useful to investors because it provides a basis for measuring the organic
operating performance in the years presented. These measures are used in internal management of the Group,
along with the most directly comparable financial measures under BRSA Principles, in evaluating the Group’s
operating performance. Non-GAAP financial measures and APMs should not be considered in isolation from,
or as a substitute for, financial information presented in compliance with BRSA Principles. Non-GAAP
financial measures and APMs as reported by the Group may not be comparable to similarly titled amounts
reported by other companies.

The Bank’s management believes that these non-GAAP measures and APMs, when considered in conjunction
with measures under BRSA Principles, enhance investors’ and management’s overall understanding of the
Group’s financial performance. In addition, because the Group has historically reported certain non-GAAP
results to investors, the Bank’s management believes that the inclusion of non-GAAP measures and APMs
provides consistency in the Group’s financial reporting and thus improves investors’ ability to assess the
Group’s trends and performance over multiple periods.

CURRENCY PRESENTATION AND EXCHANGE RATE INFORMATION

Unless otherwise indicated, references to “Turkish Lira® or “TL* are references to the Turkish currency,
references to “U.S.$7, “$”, “USD”, “U.S. Dollars” or “Dollars” are to United States Dollars and references to
“Euro® or “€“ are to the currency introduced at the start of the third stage of European economic and
monetary union pursuant to the Treaty on the Functioning of the European Union, as amended.

No representation is made that the Turkish Lira or Dollar amounts in this Prospectus could have been or could
be converted into Dollars or Turkish Lira, as the case may be, at any particular rate or at all. For a discussion
of the effects on the Group of fluctuating exchange rates, see “Risk Factors — Risks Related to the Group’s
Business — Foreign Exchange and Currency Risk” and “Operating and Financial Review”.
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OVERVIEW

The Notes

The following overview of the Notes sets out certain information relating to the offering of the Notes,
including the principal provisions of the terms and conditions thereof. The following information is indicative
only, does not purport to be complete and is qualified in its entirety by the more detailed information
appearing elsewhere in this Prospectus. See, in particular, “Conditions of the Notes .

Issue U.S.$300,000,000 principal amount of Fixed Rate Resettable
Tier 2 Sustainable Notes due 2027. The Notes are issued in
compliance with Article 8 of the Equity Regulation and the
BRSA Tier II Approval and subject to the CMB’s approval in
accordance with the Communiqué on Debt Instruments and
Article 15(b) of Decree 32.

Interest and Interest Payment Dates The Notes will bear interest from (and including) the Issue Date
(28 March 2017) to (but excluding) the Issuer Call Date (29
March 2022) at the rate of 7.625 per cent. per annum. From
(and including) the Issuer Call Date to (but excluding) the
Maturity Date (29 March 2027), the Notes will bear interest at a
fixed rate equal to the Reset Interest Rate. Interest will be
payable semi-annually in arrear on each Interest Payment Date
(29 March and 29 September in each year), except that there
will be a long first coupon in respect of the first interest period
from, and including, the Issue Date to, but excluding, 29
September 2017, and provided further that, as described in
Condition 7.4, if any such date is not a Payment Business Day
(as defined in Condition 7.4), then such payment will be made
on the next Payment Business Day but without any further
interest or other payment being made in respect of such delay.

Reset Interest Rate Means the rate per annum equal to the aggregate of: (a) the
Reset Margin (5.544 per cent. per annum) and (b) the 5 Year
Mid-Swap Rate (as defined in Condition 5.5), as determined by
the Fiscal Agent on the third Business Day immediately
preceding the Issuer Call Date (i.e., the Reset Determination
Date).

Maturity Date Unless previously redeemed or purchased and cancelled as
provided in the Conditions, the Notes will be redeemed by the
Bank at their Prevailing Principal Amount on the Maturity Date
(29 March 2027).

Use of Proceeds The net proceeds of the offering of the Notes will be used
exclusively to finance and/or refinance Eligible Projects
meeting the Eligibility Criteria, see “Use of Proceeds”.

Regulatory Treatment Application was made by the Bank to the BRSA for
confirmation that the full principal amount of the Notes will
qualify for initial treatment as “Tier II” capital (as provided
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Status

Non-Viability/Write-Down of the
Notes

No Set-off or Counterclaim

No Link to Derivative Transactions,
Guarantees or Security

Certain Covenants

Taxation; Payment of Additional
Amounts

under Article 8 of the Equity Regulation), which approval (i.e.,
the BRSA Tier II Approval) was received on 10 March 2017.
See “Turkish Regulatory Environment — Capital Adequacy —
Tier II Rules under Turkish Law — New Tier II Rules”.

The Notes will constitute direct, unsecured and subordinated
obligations of the Issuer and claims for payment by the Issuer
in respect of Notes (including claims for any damages awarded
for breach of obligations in respect thereof) shall, in the case of
a Subordination Event and for so long as that Subordination
Event subsists, rank: (a) subordinate in right of payment to the
payment of all Senior Obligations; (b) pari passu without any
preference among themselves and with all Parity Obligations;
and (c) in priority to all payments in respect of Junior
Obligations.

By virtue of the subordination of the Notes set out in Condition
3, no amount will, in the case of a Subordination Event and for
so long as that Subordination Event subsists, be paid under the
Notes (including claims for any damages awarded for breach of
obligations in respect thereof) until all payment obligations in
respect of Senior Obligations have been satisfied. See
“Conditions of the Notes - Condition 3.1”.

If a Non-Viability Event occurs at any time, the Issuer shall: (a)
pro rata with the other Notes and all other Parity Loss-
Absorbing Instruments and (b) in conjunction with, and such
that no Write-Down shall take place without there also being,
the maximum possible reduction in the principal amount of
and/or corresponding conversion into equity being made in
respect of all Junior Loss-Absorbing Instruments and other
absorption to the maximum extent allowed by law (within the
framework of Article 71 of the Banking Law and/or otherwise
under Turkish law and regulations) of the relevant losses by all
other Junior Obligations, reduce the then Prevailing Principal
Amount of each outstanding Note by the relevant Write-Down
Amount in the manner described in Condition 6. Please refer to
Condition 6 for further information on such potential Write-
Downs, including for the definitions of various terms used in
this paragraph.

See “Conditions of the Notes - Condition 3.2”.

See “Conditions of the Notes - Condition 3.3”.

The Bank will agree to certain covenants, including covenants
limiting transactions with affiliates. See “Conditions of the
Notes Condition 4”.

All payments in respect of the Notes by or on behalf of the
Bank will be made without withholding or deduction for, or on
account of, any present or future taxes, duties, assessments or
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Issuer Call

Optional Redemption for Capital
Disqualification Event

Optional Redemption for Tax Reasons

Events of Default

Form and Denominations

Governing Law

governmental charges of whatever nature (“Taxes”) imposed or
levied by or on behalf of any Relevant Jurisdiction (as defined
in Condition 9), unless the withholding or deduction of the
Taxes is required by law. In that event, the Bank will (subject to
certain exceptions set out in Condition 9) pay such additional
amounts as shall be necessary in order that the net amounts
received by the Noteholders after such withholding or
deduction will equal the respective amounts that would have
been receivable in respect of the Notes in the absence of the
withholding or deduction. See “Taxation Certain Turkish Tax
Considerations”.

All payments in respect of the Notes will be made subject to
any withholding or deduction required pursuant to FATCA, as
provided in Condition 7.2 and, in accordance with Condition
9.1, no additional amount will be payable by the Bank in
respect of any such withholding or deduction.

See “Conditions of the Notes - Condition 9”.

The Bank may, subject to Condition 8.8, having given not less
than 30 nor more than 60 days’ notice to the Noteholders
(which notice will be irrevocable and will specify the date fixed
for redemption), redeem all but not some only, of the Notes
then outstanding on the Issuer Call Date (29 March 2022) at
their then Prevailing Principal Amount together with interest
accrued and unpaid to (but excluding) the Issuer Call Date. See
“Conditions of the Notes - Condition 8.3” for further
information.

See “Conditions of the Notes - Condition 8.4”.

See “Conditions of the Notes - Condition 8.2”.

Upon the occurrence of certain events, the holder of any Note
may exercise certain limited remedies. See “Conditions of the
Notes - Condition 11” for further information.

Notes will be represented by beneficial interests in the Global
Certificate in registered form, without interest coupons
attached, which will be deposited with the Common Depositary,
and registered in the name of a nominee of the Common
Depositary. Except in limited circumstances, certificates for the
Notes will not be issued to investors in exchange for beneficial
interests in the Global Certificate.

Notes will be issued in denominations of U.S.$200,000 and
integral multiples of U.S.$1,000 in excess thereof.

The Notes, the Agency Agreement and the Deed of Covenant,
and any non-contractual obligations arising out of or in
connection with the Notes, the Agency Agreement and the Deed
of Covenant, will be governed by, and construed in accordance
with, English law, except for the provisions of Condition 3
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Listing

Turkish Selling Restrictions

Other Selling Restrictions

Risk Factors

Issue Price
Yield
Security Codes

Representation of Noteholders
Expected Ratings

Fiscal Agent, Paying Agent and
Transfer Agent

Registrar

(including as referred to in Condition 6.1), which will be
governed by, and construed in accordance with, Turkish law.

Application has been made by the Bank to the Irish Stock
Exchange for the Notes to be admitted to the Official List and
trading on the Main Securities Market; however, no assurance
can be given that such application will be accepted.

The offer and sale of the Notes (or beneficial interests therein)
are subject to restrictions in Turkey in accordance with
applicable CMB and BRSA laws and regulations. See
“Subscription and Sale Turkey”.

The Notes have not been and will not be registered under the
Securities Act or any U.S. State securities laws and the Notes
(or beneficial interests therein) may not be offered or sold
within the United States or to, or for the account or benefit of,
any U.S. person (as defined in Regulation S under the
Securities Act). The offer and sale of Notes (or beneficial
interests therein) is also subject to restrictions in the United
Kingdom. See “Subscription and Sale”.

There are certain factors that may affect the Bank’s ability to
fulfil its obligations under the Notes. These are set out under
“Risk Factors” and include risks related to the Group and its
business, the Group’s relationship with the Bank’s principal
shareholders, Turkey and the Turkish banking industry. In
addition, there are certain other factors that are material for the
purpose of assessing the risks associated with the Notes,
including certain market risks. See “Risk Factors™.

100 per cent. of the principal amount.
7.625 per cent. per annum.

ISIN: XS1584113184
Common Code: 158411318

There will be no trustee.
“B1” by Moody’s and “BB-" by Fitch.
Citibank, N.A., London Branch.

Citigroup Global Markets Deutschland AG.
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RISK FACTORS

An investment in the Notes involves certain risks. Potential investors should carefully read this entire
Prospectus and in particular should consider all the risks inherent in making such an investment, including
the risk factors set forth below, before making a decision to invest. These risk factors, individually or together,
could have a material adverse effect on the Group’s business, operations and/or financial condition, which in
turn could have a material adverse effect on the Bank’s ability to make payments under the Notes. In addition,
the value of the Notes could decline due to any of these risks, and prospective investors might lose some or all
of their investment.

Prospective investors should note that the risks described below are not the only risks the Group faces. These
are only the risks that the Bank considers to be material to investors in the Notes. In addition, the following
describes certain general risks applicable to an investment in Turkey and the Turkish banking industry and,
specifically, risks associated with an investment in the Notes. There may be additional risks that the Bank
does not consider to be material to investors in the Notes, and risks of which it is currently not aware, and
any of these risks could have similar effects to those described in this section.

This Prospectus contains forward-looking statements that involve risks and uncertainties. The Group'’s actual
results could differ materially from those anticipated in such forward-looking statements as a result of certain
factors, including the risks described below and elsewhere in this Prospectus. See “Cautionary Statement
Regarding Forward-Looking Statements”.

Terms used but not defined in this section shall have the meanings given in the Conditions.

Risks Related to the Group’s Business

Counterparty Credit Risk — The Group is subject to credit risk in relation to its borrowers and other
counterparties

The Group is subject to inherent risks concerning the credit quality of borrowers and other counterparties,
which has affected and is expected to continue to affect the value of the Group’s assets, particularly if
economic conditions in Turkey deteriorate. In addition, changes in the credit quality of the Group’s customers
and counterparties arising from systemic risks in the Turkish and global financial systems can negatively
affect the value of the Group’s assets. Such risks could also result in increased unemployment, reduced
corporate liquidity and profitability, increased corporate insolvencies and the inability of borrowers to service
their debt, all of which negatively affect the Turkish banking sector, including the Group. The Group’s
exposure to credit risk could lead to a material adverse effect on the Group’s business, financial condition
and/or results of operations.

Although the Group has put in place policies and procedures to monitor and assess credit risk, taking into
account the payment ability and cash generating ability of the borrower in extending credit, the Group might
not correctly assess the creditworthiness of its credit applicants. As the Bank does not offer certain services
(such as cash management, credit cards and point-of-sale machines), the Group’s access to information
regarding its borrowers and potential borrowers is limited compared to its commercial bank competitors, who
are able to monitor the operating activities of their customers on a daily basis. In order to access information,
the Bank gathers information from its intelligence department and its loan monitoring department, monitors
information made available by the Central Bank and benefits from the experience of its management. As a
result of such limited access, the Bank’s ability to establish a potential borrower’s creditworthiness might be
impaired.
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In addition, as the Group’s loan portfolio has grown substantially in recent years, particularly since the
instability caused by the global financial crisis has decreased, the Group has extended credit both to new
customers, many of whom may have more limited credit histories, and existing customers. Although such new
loans are subject to the Group’s credit review and monitoring practices, they might be subject to higher credit
risks compared to borrowers with whom the Group has greater experience. In addition, the Group has also
experienced asset quality pressure from the challenging operating environment and volatility in exchange
rates. Furthermore, the Group’s exposures to certain borrowers (particularly for loans for energy projects) are
large and the Group is likely to continue making such large loans where such an investment is determined by
the Group to be a credit-worthy transaction. The Group is aiming to continue to diversify its loan portfolio
and expects to focus on infrastructure, renewable energy, energy and resource efficiency investments, as well
as loans to SMEs and mid caps (defined as companies with a market capitalisation between U.S.$2 billion and
U.S.$10 billion), including financing to promote healthcare, education services and the empowerment of
women. Uncertainty regarding counterparties active in these sectors and the sectors themselves due to the
Group’s lack of expertise in these sectors (as compared to the Group’s expertise in the energy sector) could
result in the Group’s lending to uncreditworthy counterparties. See “Risk Management — Credit Risk”.

The ratio of non-performing loans to total cash loans in the Turkish banking sector was 2.9 per cent. as of 31
December 2014, 3.1 per cent. as of 31 December 2015 and 3.2 per cent. as of 31 December 2016 (with
respect to the Group, 0.2 per cent., 0.4 per cent. and 0.3 per cent., respectively), with the Turkish banking
sector’s statistics being as reported in the BRSA’s monthly statistical bulletin. Although the Group’s non-
performing loan ratio has been low in recent financial periods, this ratio might increase in future financial
periods, especially as the Group begins lending to sectors in which it has less experience. For information on
the Group’s non-performing loans, see “Operating and Financial Review”.

Reliance upon Government Guarantee — The Bank obtains significant funding through loans
guaranteed by the Turkish government, any change in the practices or creditworthiness of which
could materially negatively impact the Bank and its funding from development financial institutions
(“DFIs”)

A significant portion of the Group’s obligations are guaranteed by the Turkish Treasury (69.9 per cent. of its
long-term loans including issuances of debt securities and 87.0 per cent. excluding issuances of debt
securities) as of 31 December 2016, including all of its loans from the World Bank, which can only lend to
companies that are beneficiaries of a sovereign guarantee. The Turkish government publishes an annual
aggregate limit for government guarantees (U.S.$4 billion for 2017) and allocates such amount among the
Bank and the state banks (such as Tiirkiye Vakiflar Bankasi T.A.O. (“Vakifbank”), Tiirkiye Halk Bankas1 A.S.
(“Halkbank”) and T.C. Ziraat Bankas1 A.S. (“Ziraat”)) and state-owned public enterprises that can benefit
from World Bank and other similar guaranteed financing. As a result of providing this support, the Turkish
Treasury appoints a representative to the Bank’s Board of Directors. Should the Turkish government cease to
provide such guarantees, or become less creditworthy, then the Bank’s ability to raise funding from the World
Bank and other creditors that require such a guarantee could be significantly negatively affected.

See also “Risks Related to the Notes — Risks Relating to the Structure of the Notes — Subordination” for a
description of the priority that claims of the Turkish Treasury would have over claims under the Notes in case
of the bankruptcy of the Bank.

Reliance upon DFIs — The Group relies to a significant extent on DFIs for financing, which exposes
the Group to significant risk should such funding cease to be available

As a result of the long-standing relationships that the Bank has sustained since its establishment, the Bank’s
primary source of funding comes from DFIs. As of 31 December 2016, 72.9 per cent. (77.1 per cent. as of
31 December 2015) of the Group’s foreign currency-denominated borrowing and 72.4 per cent. (75.8 per
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cent. as of 31 December 2015) of the Group’s total borrowing was sourced from DFIs and the remaining
amount was sourced from syndicated loans, bilateral loans, issuances of debt securities and money market as
well as repurchase (“repo”) transactions. To date, the Bank has been successful in extending, at a relatively
low cost, the maturity profile of its funding base, even during times of volatility in international markets,
although this might not continue in the future. Should the Group’s relationship with the World Bank and/or
one or more of its other DFI partners deteriorate or be reduced or discontinued for any reason, then this could
have a material adverse effect on the Group’s business, financial condition and/or results of operations.

Control by Isbank — The Bank is controlled by Isbank, whose interests might not be aligned with the
interests of the investors in the Notes

Tiirkiye Is Bankas1 A.S. (“Isbank” and, together with its subsidiaries, “Isbank Group”) held a 50.65 per cent.
interest in the Bank’s common shares (with 41.17 per cent. of shares held directly by Isbank and 5.80 per
cent., 1.90 per cent., 0.89 per cent. and 0.89 per cent., respectively, of shares being held by its subsidiaries
Camis Yatirim, Milli Reasiirans Tiirk A.S. (“Milli Reasiirans”), Anadolu Anonim Tiirk Sigorta Sirketi
(“Anadolu Sigorta”) and Anadolu Hayat Emeklilik A.S. (“Anadolu Hayat Emeklilik”)) as of 31 December
2016. As a result, Isbank has the voting power to influence the Bank’s strategy and business significantly,
including through its power to elect a majority of the Bank’s Board of Directors and to determine the outcome
of almost all matters to be decided by a vote of the Bank’s shareholders. The interests of isbank might differ
from those of the investors in the Notes and Isbank might cause the Bank to take or refrain from taking certain
actions (e.g., declaring dividends or entering into corporate transactions) that might adversely affect the
Noteholders’ investment in the Notes. See “Ownership”.

In addition, if Isbank were to sell (and/or cause any of its subsidiaries to sell) some or all of its shares in the
Bank (whether in a secondary offering or a block sale to a strategic buyer), then the Bank might become
controlled by a new party with different interests than Isbank. As the Conditions do not include an Event of
Default or put option relating to a change in control of the Bank, investors in the Notes will not be entitled to
have their Notes repaid as a result of any such change in control.

Competition in the Turkish Banking Sector — The Group faces intense competition in the Turkish
banking sector

The Turkish banking sector is highly competitive and dominated by a small number of banks. As of 31
December 2016, there were 52 banks (including domestic and foreign banks, including participation banks,
but excluding the Central Bank) licensed to operate in Turkey, with the top five banks (one of which is a state-
controlled bank and none of which are participation banks) holding, in aggregate, approximately 53,2 per
cent. of the Turkish banking sector’s total loan portfolio and approximately 54.1 per cent. of the Turkish
banking sector’s total assets, according to the BRSA. The Bank offers pricing comparable to that of its
competitors on financings but offers limited products compared to its commercial bank competitors. As a
result, the Group could lose customers, be forced to reduce its margins or be forced to look for more
expensive funding sources, among other things. This, in turn, could negatively affect the Group’s profitability.

In addition to competition from private banks, the Group faces competition from state-controlled financial
institutions, such as Ziraat, Vakifbank and Halkbank. Such government-controlled financial institutions
historically focused on government and government-related projects but are increasingly focusing on the
private sector, leading to increased competition and pressure on margins. In particular, such government-
controlled institutions might have access to low cost deposits (on which such institutions pay low or no
interest) through “State Economic Enterprises” owned or administered by the Turkish government, which
could result in a lower cost of funds that cannot be duplicated by private sector banks such as the Bank. Such
actions by government-controlled financial institutions, in addition to ongoing competitive pressures from
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private financial institutions may cause net interest margins to decline across the Turkish banking market and
such downward pressure is expected to continue in at least the short term.

Foreign financial institutions have shown a strong interest in competing in the banking sector in Turkey.
HSBC Bank plc, UniCredito Italiano, Industrial and Commercial Bank of China, Qatar National Bank,
Commercial Bank of Qatar, BBVA, BNP Paribas, Citigroup, ING, Sberbank, Bank Hapoalim, Bank Audi sal,
Burgan Bank, Bank of Tokyo-Mitsubishi UFJ and Intesa SanPaolo S.p.A. are among the many non-Turkish
financial institutions that have purchased or made investments in Turkish banks or opened their own Turkish
offices; however, some of such institutions have (or might) put some or all of their investments in Turkish
banks up for sale as a result of their own financial circumstances. The Bank’s management believes that
further entries into the sector by foreign competitors, either directly or in collaboration with existing Turkish
banks, could increase competition in the market. Similarly, the expansion of foreign banks’ presence in
Turkey, in addition to direct investment, might lead to further competitive pressures.

While the Bank emphasises diversification of its borrowings and adapts its lending strategy in line with the
competitive environment in order to make the Bank more efficient in loan allocation and enhance its ability to
market different products in a competitive manner, the Group might not be able to offset domestic and foreign
competitive pressures in certain sectors.

In addition, Turkish banks traditionally have tended to hold a significant proportion of their assets in Turkish
government securities. From 2008 to mid-2013, interest rates in Turkey declined substantially from 25.0 per
cent. to 5.0 per cent., which made holding government bonds a less profitable strategy, resulting in banks
shifting funds towards loans to customers and other higher-yielding assets. While interest rates increased
significantly from May 2014 due to the Central Bank’s actions described elsewhere herein, the Bank’s
management expects that its competitors’ increasing focus on loans to customers may continue. Interest rates
decreased during the second half of 2014, and the banking sector continued its shift from purchasing
securities to extending loans, with the share of the securities portfolio in the banking sector balance sheet
declining from 31.5 per cent. at the end of 2009 to 14.0 per cent. at the end of 2015. Interest rates began to
rise in 2015, from 6.5 per cent. in January 2015 to 11.90 per cent. in September 2015. At the start of 2016, the
compound interest rate of benchmark paper was at 10.86 per cent. and decreased to 8.44 per cent as of the
first half of July 2016. However, interest rates increased again from October 2016, up to 11.38 per cent. as of
December 2016, as the Central Bank tightened its monetary policy. Increased competition for customers
might reduce the margins the Group can achieve on its products, which in turn could have a material adverse
effect on the Group’s business, financial condition and/or results of operations.

Pressure on Profitability — The Group’s profitability and profitability growth in recent years might not
be sustainable as a result of regulatory, competitive and other factors impacting the Turkish banking
sector

In 2016, the Bank’s return on average total assets was 2.2 per cent. (compared to 1.5 per cent. for the sector
according to the BRSA) and the return on its average equity was 17.4 per cent. (compared to 13.3 per cent. for
the sector according to the BRSA) (2.2 per cent. and 17.0 per cent., respectively, for the Bank and 1.2 per
cent. and 10.7 per cent., respectively, for the sector for the year ended 31 December 2015). The Group’s
profitability might be negatively affected as a result of a number of factors that are generally impacting the
Turkish banking sector, including a slowdown of economic growth in Turkey from the high levels of recent
years and volatility in interest rates (see “— Reduction in Earnings on Investment Portfolio” and “— Interest
Rate Risk” below), increased competition (particularly as it impacts net interest margins (see “— Competition
in the Turkish Banking Sector” above) and Central Bank and governmental actions that seek to limit the
growth of Turkish banks and/or the Turkish economy through various conventional and unconventional policy
measures, including increased reserve requirements, increased general provisioning requirements and higher
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risk-weighting for general purpose loans (see “— Banking Regulatory Matters” in this section below and
“Political, Economic and Legal Risks Related to Turkey — High Current Account Deficit”).

Fee Income Volatility — The Group’s fee income can be volatile

For the year ended 31 December 2016, the Group’s fee income (which excludes fee income generated from
cash loans, which is booked under interest income) represented a 3.3 per cent. share in its total operating
income (4.3 per cent. and 4.5 per cent. for the years ended 31 December 2015 and 2014, respectively). The
Group’s total fee income includes (among other items) commissions from brokerage services, corporate
finance and non-cash loans. Commissions from investment banking, which includes brokerage services and
corporate finance, constituted 64.1 per cent. of total fee income for the year ended 31 December 2016 (56.5
per cent. for the year ended 31 December 2015). Non-cash loans, which include letters of guarantee, letters of
credit and export credit agency transactions, constituted 29.3 per cent. of total fee income for the year ended
31 December 2016 (33.4 per cent. for the year ended 31 December 2015).

As the Group’s investment banking and other market-based activities are significantly affected by trends and
market conditions, an unfavourable market environment might have an adverse effect on the Bank’s fee
income. Similarly, a significant portion of the Group’s fee income is derived directly or indirectly from its
lending operations, and thus a decline in its lending (whether due to market conditions or otherwise) might
have an adverse effect on the Group’s business, financial condition and/or results of operations.

Interest Rate Risk — The Group might be negatively affected by volatility in interest rates

The Group’s results of operations depend heavily upon the level of its net interest income, which is the
difference between interest income from interest earning assets and interest expense on interest-bearing
liabilities. Net interest income contributed 79.9 per cent., 86.1 per cent. and 100.6 per cent. of the Group’s
operating income for the years ended 31 December 2014, 2015 and 2016, respectively, and net interest margin
as measured on a Bank-only basis was 4.2 per cent., 3.7 per cent. and 3.5 per cent., respectively, over the
same periods. Interest rates are highly sensitive to many factors beyond the Group’s control, including
monetary policies pursued by the Central Bank and domestic and international economic and political
conditions. Income from financial operations is particularly vulnerable to interest rate volatility. As of 31
December 2016, 93.6 per cent. of the Group’s securities portfolio consisted of Turkish government debt
securities, which accounted for 16.8 per cent. of the Group’s total assets (91.7 per cent. and 16.5 per cent.,
respectively, as of 31 December 2015), approximately 49.3 per cent. of which consists of fixed rate securities.
As a result, a large portion of the Group’s total assets is exposed to interest rate risk. Changes in market
interest rates could affect the spread between interest rates charged on interest earning assets and interest rates
paid on interest-bearing liabilities and thereby affect the Group’s results of operations. For instance, a
significant decline in average interest rates charged on loans to customers might result in a decline in net
interest margins as the Bank’s loan portfolio has a significantly lower duration than its funding (i.e. it re-
prices more quickly), which could have a material adverse effect on the Group’s business, financial condition
and/or results of operations. For more information on recent trends in Turkish interest rates, see “Operating
and Financial Review — Significant Factors Affecting the Group’s Financial Condition and Results of

Operations — Interest Rates”.

Although the Group uses various instruments and measures to manage exposures to interest rate risk (see
“Risk Management — Interest Rate Risk”), these instruments and measures might not protect the Group from
the risks of changing interest rates.

Concentration Risk — A significant percentage of the Group’s loan portfolio consists of project
finance loans and energy loans

While in recent years, as a result of improvements in the Turkish economy, the percentage of smaller loans in
the Group’s loan portfolio has been increasing, significant concentrations still exist. As of 31 December 2016,
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55 per cent. of the Bank’s loan portfolio consisted of project finance loans (53 per cent. and 55 per cent.,
respectively, as of 31 December 2014 and 2015). With respect to the sectoral breakdown of the loan book, 44
per cent. were for energy-related projects (e.g., electricity production and electricity and gas distribution
projects), 14 per cent. for the finance sector, 14 per cent. for each of the non-residential real estate, metal and
machinery and tourism sectors, 5 per cent. for the logistics sector, 5 per cent. for the chemistry and plastics
sector, 4 per cent. for constructions projects, 2 per cent. for the automotive industry and 12 per cent. for
various other sectors, in each case as of 31 December 2016.

In addition to these sectoral concentrations, the share of the Bank’s receivables from the top 10 borrower
groups in the Bank’s overall cash loan portfolio was approximately 20.1 per cent. as of 31 December 2016
(22.8 per cent. and 21.3 per cent., respectively, as of 31 December 2014 and 2015) while the top 20
constituted 32.9 per cent. of the Bank’s loan portfolio as of the same date (36.9 per cent. and 35 per cent.,
respectively, as of 31 December 2014 and 2015). Furthermore, all of the Group’s operations and essentially
all of its assets are in Turkey. As a result, the Group’s business and results of operations are affected by
general economic conditions in Turkey. See “— Political, Economic and Legal Risks Related to Turkey”.

A material change in the economic conditions of any of these customers or sectors, including declining
production volumes in the energy sector, could have a material adverse effect on the Group’s business,
financial condition and/or results of operations.

Liquidity Risk — The Group is subject to liquidity and financing risk

Liquidity risk comprises uncertainties in relation to the Group’s ability, under adverse conditions, to access
funding necessary to cover obligations to customers, meet the maturity of liabilities and satisfy capital
requirements. It includes the risk of lack of access to funding (other than from the reserves held with the
Central Bank and limits granted to the Bank by the Central Bank both in Turkish Lira and foreign currency),
the risk of unexpected increases in the cost of financing and the risk of not being able to structure the maturity
dates of the Group’s liabilities reasonably in line with its assets, as well as the risk of not being able to meet
payment obligations on time at a reasonable price due to liquidity pressures. The Group’s inability to meet its
net funding requirements due to inadequate liquidity could materially adversely affect its business, financial
conditions and/or results of operations.

The Group, which is not legally empowered to receive deposits, relies primarily upon funds obtained from
DFIs, which accounted for almost 68 per cent. of the Bank’s borrowings as of 31 December 2016. The Bank
also secures funds from other financial institutions in the form of syndicated loans, bilateral loans, short-term
money markets and repo transactions. The Bank has also accessed the international debt capital markets by
issuing eurobonds. An inability on the Group’s part to access funds or to access the markets from which it
raises funds may put the Group’s positions in liquid assets at risk and lead the Group to be unable to finance
its operations and growth plans adequately. The Group might be unable to secure funding through sources
such as its current loan facilities if conditions in these markets, or its creditworthiness, were to deteriorate.

A rising interest rate environment could compound the risk of the Group not being able to access funds at
favourable rates or at all. As central banks unwind the expansive liquidity provided during the recent global
crisis, competition among banks and other borrowers for the reduced global liquidity might result in increased
costs of funding. This and other factors could lead creditors to form a negative view of the Group’s liquidity,
which could result in lower credit ratings, higher borrowing costs and/or less access to funds. In addition, the
Group’s ability to raise or access funds might be impaired by factors that are not specific to its operations,
such as general market conditions, disruptions of the financial markets or negative views about the prospects
of the sectors to which the Group lends. While the Group aims to maintain at any given time an adequate level
of liquidity reserves, and as of 31 December 2016 operated with a positive maturity mismatch (i.e., the
average maturity of its receivables was less than the average maturity of its funding), future strains on
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liquidity caused by any of these factors or otherwise (including as a result of the requirement to repay any
indebtedness, whether on a scheduled basis or as a result of an acceleration due to a default, change of control
or other event) could adversely affect the Group’s business, financial condition and/or results of operations.
For example, in case of a liquidity crisis, wholesale funding would likely become more difficult to obtain,
which may adversely affect borrowing using certain capital market instruments (such as eurobonds). See also
“— Reliance upon DFIs” above.

Similarly, if the credit rating of Turkey and/or members of the Group is downgraded or put on negative watch,
then the Group may experience higher levels of cost of funding and difficulty accessing certain sources of
international or wholesale funding. As of the date of this Prospectus, the rating of Turkey’s foreign currency-
denominated long-term debt is “Bal (negative outlook)” from Moody’s and “BB+ (stable outlook)” from
Fitch. See also “— Reliance on Government Guarantee” above. Following the change in outlook of Turkey’s
rating to “negative” from “stable” on 17 March 2017, Moody’s affirmed the Bank’s foreign-currency long-
term debt rating of “Bal” but downgraded its outlook to “negative” from “stable” on 20 March 2017.

The Group might not be able to obtain additional funding on commercially reasonable terms as and when
required, or at all. The Group’s inability to refinance could result in its failure to service its debt, fulfil loan
commitments or meet other on- or off-balance sheet payment obligations on specific dates, which could have
a material adverse effect on the Group’s business, financial condition and/or results of operations. For further
information on the Group’s liquidity risk management policy, see “Risk Management — Liquidity Risk”.

Foreign Exchange and Currency Risk — The Group is exposed to foreign exchange and currency
risks

A significant portion of the Group’s assets and liabilities are denominated in foreign currencies, particularly
U.S. Dollars and Euro. For example, the Group had extended loans denominated in currencies other than
Turkish Lira totalling the equivalent of TL 9,786 million, TL 12,564 million and TL 16,039 million as of 31
December 2014, 2015 and 2016, respectively, representing 90 per cent., 92 per cent. and 93 per cent.,
respectively, of the Group’s total loans at such dates. In preparing its BRSA Financial Statements, transactions
in currencies other than Turkish Lira are recorded at the rates of exchange prevailing on the dates of the
transactions. At each balance sheet date, monetary items denominated in foreign currencies are retranslated at
the rates prevailing on the balance sheet date. Non-monetary items carried at fair value that are denominated
in foreign currencies are retranslated at the rates prevailing on the date when the fair value was determined.
Non-monetary items that are measured in terms of historical cost in a foreign currency are not retranslated. As
a result, and notwithstanding that the Group’s balance sheet is significantly balanced from a currency
perspective, the Group’s reported income is affected by changes in the value of the Turkish Lira with respect
to foreign currencies. The overall effect of exchange rate movements on the Group’s results of operations
depends upon the rate of depreciation or appreciation of the Turkish Lira against its principal trading and
financing currencies.

In addition, while the Bank’s assets and liabilities are largely in the same currencies (71.1 per cent. and 79.8
per cent. of the Group’s total assets and liabilities, respectively, being denominated in foreign currencies as of
31 December 2016) the depreciation or appreciation of the Turkish Lira against foreign currencies might
negatively affect the Group’s net interest income.

Market Risk — The Group is exposed to market risk

The Group is subject to risks that arise from open positions in interest rate, currency and equity products, all
of which are exposed to general and specific market movements. The Group seeks to manage its market risk
exposure through a range of measures (see “Risk Management — Market Risk” for further information). Such
measures might not be successful in mitigating all market risk and the Group’s exposure to market risks could
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lead to a material adverse effect on the Group’s business, financial condition and/or results of operations. A
number of these risks are described in greater detail below.

Loan Growth — The rapid growth of the Group’s loan portfolio subjects it to the risk that it might not
be able to maintain asset quality

The significant and rapid increase in the Group’s loan portfolio (including a significant portion of unseasoned
loans) over recent years has increased the Group’s credit exposure and requires continued monitoring by the
Group’s management of its lending policies, credit quality and adequacy of provisioning levels through the
Group’s risk management structure. The Group intends to increase its loan portfolio further, particularly with
medium-sized companies, and also to diversify its loan portfolio into areas in which it currently has less or no
significant exposure. Any such increase or diversification could further increase the credit risk faced by the
Group. Negative developments in the Turkish economy could affect medium-sized borrowers more than large
companies, resulting in higher levels of non-performing loans (“NPLs”) and, as a result, higher levels of
provisioning. Any failure by the Group to manage the growth of its loan portfolio or the credit quality of its
creditors within prudent risk parameters or to monitor and regulate the adequacy of its provisioning levels
could have a material adverse effect on the Group’s business, financial condition and/or results of operations.

Capital Adequacy — The Group might not be able to meet minimum capital adequacy requirements
and/or might have difficulty raising capital on acceptable terms, if at all

By law, each of the Bank and the Group is required to maintain certain capital levels and capital ratios in
connection with its business. Such capital ratios depend in part upon the level of risk-weighted assets. The
Bank’s management expects that (as evidenced by the growth in cash loans over recent years) improving
economic conditions will result in increased lending (in absolute terms) and, as a result, there will be a
continuing increase in the Group’s risk- weighted assets. The increase in lending might adversely affect the
Group’s capital adequacy ratios, which also might be affected by potential changes in law as to the manner in
which capital ratios are calculated. The Bank calculates its capital adequacy ratios according to the 2016
Capital Adequacy Regulation (as defined below), which allows the Bank to use ratings of eligible external
credit assessment institutions (namely Fitch, Standard & Poor's, Moody's, Japan Credit Rating Agency, Ltd.,
DBRS Ratings Ltd. and, as of 12 January 2017, International Islamic Rating Agency) when calculating its
risk-weighted assets for capital adequacy purposes. A downward change in the ratings of either Turkey or the
Bank published by these rating agencies may negatively impact the Bank’s applicable capital adequacy ratios.

Additionally, it is possible that the Bank’s and/or the Group’s capital levels could decline due to, among other
things, credit losses, increased credit reserves or currency fluctuations (see “Foreign Exchange and Currency
Risk — The Group is exposed to foreign exchange and currency risks” and “Operating and Financial Review —
Segmental Analysis — Assets — Sector of Loans — Currency of loans”). In addition, the Group might need to
raise additional capital in the future to ensure that it has sufficient capital to support future growth in its assets
in order to remain competitive in the Turkish banking environment, particularly in line with the Group’s
growth strategy. Should the Group desire or be required to raise additional capital, that capital might not be
available at all or at a price that the Group considers to be reasonable. If any or all of these risks materialise,
then this could have a material adverse effect on the Group’s business, financial condition and/or results of
operations.

Turkish banks’ capital adequacy requirements will be further affected by Basel III which is a comprehensive
set of reform measures in banking prudential regulation developed by the Basel Committee on Banking
Supervision (the “Basel Committee™), to strengthen the regulation, supervision and risk management of the
banking sector, which are being phased in through 2019. Basel III includes requirements regarding regulatory
capital, liquidity, leverage ratio and counterparty credit risk measurements. In 2013, the BRSA announced its
intention to adopt the Basel III requirements and, as published in the Official Gazette dated 5 September 2013
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and numbered 28756, adopted the Regulation on the Equities of Banks (the “2013 Equity Regulation) and
amendments to the Regulation on the Measurement and Evaluation of the Capital Adequacy of Banks (the
“2012 Capital Adequacy Regulation”), both of which entered into effect on 1 January 2014. The 2013 Equity
Regulation introduced core Tier I capital and additional Tier I capital as components of Tier I capital, whereas
the amendments to the 2012 Capital Adequacy Regulation: (a) introduced a minimum core capital adequacy
standard ratio (4.5 per cent.) and a minimum Tier I capital adequacy standard ratio (6.0 per cent.) to be
calculated on a consolidated and non-consolidated basis (which are in addition to the previously existing
requirement for a minimum total capital adequacy ratio of 8.0 per cent.) and (b) changed the risk weights of
certain items that are categorised under “other assets”. The 2013 Equity Regulation also introduced new Tier
II rules and determined new criteria for debt instruments to be included in a bank’s Tier II capital.

In 2013, the BRSA published the Regulation on the Capital Conservation and Countercyclical Capital Buffer,
which entered into effect on 1 January 2014 and regulates the procedures and principles regarding the
calculation of additional core capital amount. In this context, the BRSA further published: (a) its decision
dated 18 December 2015 No. 6602 regarding the procedures for and principles on calculation, application and
announcement of a countercyclical capital buffer and (b) its decision dated 24 December 2015 No. 6619
regarding the determination of such countercyclical capital buffer. Pursuant to these decisions, the
countercyclical capital buffer for Turkish banks’ exposures in Turkey was initially set at 0 per cent. of a
bank’s risk weighted assets in Turkey (effective as of 1 January 2016); however, such ratio might fluctuate
between 0 per cent. and 2.5 per cent. as announced from time to time by the BRSA. Any increase to the
countercyclical capital buffer ratio is to be effective one year after the relevant public announcement, whereas
any reduction is to be effective as of the date of the relevant public announcement.

The Regulation on the Measurement and Evaluation of Leverage Levels of Banks, through which regulation
the BRSA seeks to constrain leverage in the banking system and ensure maintenance of adequate equity on a
consolidated and non- consolidated basis against leverage risks (including measurement error in the risk-
based capital measurement approach), was published in the Official Gazette dated 5 November 2013 and
numbered 28812 and entered into effect on 1 January 2014 with the exception of certain provisions that
entered into effect on 1 January 2015.

Furthermore, in order to ensure that a bank maintains an adequate level of unencumbered, high-quality liquid
assets that can be converted into cash to meet its liquidity needs for a 30 calendar day period, the BRSA has
published the Regulation on Calculation of Liquidity Coverage Ratios of Banks in the Official Gazette dated
21 March 2014 and numbered 28948 (the “Regulation on Liquidity Coverage Ratios”). The BRSA is
currently implementing transitional liquidity coverage ratios for deposit banks under Basel III. Development
and investment banks will follow a 0 per cent. legal liquidity coverage ratio requirement for 2016, though the
BRSA may increase the ratio from 2017 onward.

If other capital adequacy-related revisions are adopted and the Bank and/or the Group is unable to maintain its
capital adequacy ratios above the minimum levels required by the BRSA (whether due to its inability to
obtain additional capital on acceptable economic terms, if at all, sell assets (including subsidiaries) at
commercially reasonable prices, or at all, or for any other reason), then this could have a material adverse
effect on the Group’s business, financial condition and/or results of operations. See “Turkish Regulatory
Environment” below for a further discussion on Basel III.

The BRSA published a Regulation on the Measurement and Evaluation of the Capital Adequacy of Banks in
the Official Gazette dated 23 October 2015 and numbered 29511 (the “2016 Capital Adequacy Regulation”),
which entered into force on 31 March 2016 and replaced the 2012 Capital Adequacy Regulation. The 2016
Capital Adequacy Regulation sustains the capital adequacy ratios introduced by the former regulation, but
changes the risk weights of certain items. See “Turkish Regulatory Environment — Capital Adequacy”. The
BRSA also amended certain regulations and communiqués as published in the Official Gazette dated 23
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October 2015 No. 29511 and 20 January 2016 No. 29599 (which also entered into force on 31 March 2016) in
accordance with the Basel Committee’s Regulatory Consistency Assessment Programme (“RCAP”), which is
conducted by the Bank for International Settlements (“BIS”) and reviews Turkey’s compliance level with
Basel regulations. These new amendments include revisions to the 2013 Equity Regulation and the 2016
Capital Adequacy Regulation.

On 23 February 2016, the BRSA issued a domestic systemically important banks (“D-SIBs”) regulation (the
“D-SIBs Regulation™), which sets forth additional capital requirements for those banks classified as D-SIBs.
See “Turkish Regulatory Environment — Capital Adequacy”.

Insufficient Collateral — The value of collateral securing the Group’s loans and advances might not
be sufficient

The Group might have difficulty realising on collateral or enforcing guarantees or other third-party credit
support arrangements when its debtors default. In addition, the time and costs associated with enforcing
security might make it uneconomical for the Group to pursue such proceedings, adversely affecting the
Group’s ability to recover its loan losses, although a significant portion of the Group’s loans are
collateralised.

Deterioration in economic conditions in Turkey or a decline in the value of certain markets might reduce the
value of collateral securing the Group’s loans and advances, increasing the risk that the Group would not be
able to recover the full amount of any such loans and advances in a default. In accordance with the Group’s
credit policies, if any collateral shortfall is identified during credit reviews, then borrowers are required to
provide additional collateral sufficient to cover any shortfall; however, a borrower might not be willing or
able to post additional collateral. If the Group seeks to realise on any such collateral, it might be difficult to
find a buyer and/or the collateral might be sold for significantly less than its appraised or actual value.

The Group also undertakes certain types of lending without tangible collateral, relying only upon guarantees,
which might not be sufficient to cover the outstanding amount following a default. As a result of the above,
the Group might not be able to realise adequate proceeds from collateral disposals to cover loan losses, which
could have a material adverse effect on the Group’s business, financial condition and/or results of operations.

Reduction in Earnings on Investment Portfolio — The Group might be unable to sustain the level of
earnings on its securities portfolio obtained during recent years

The Group has historically generated a significant portion of interest income from its securities portfolio, with
interest income derived from the Group’s securities portfolio in 2014, 2015 and 2016 accounting for 35 per
cent., 29 per cent. and 25 per cent., respectively, of its total interest income (and 30 per cent., 26.6 per cent.
and 25 per cent., respectively, of its gross operating income before deducting interest expense and fee and
commission expense). The consumer price index (“CPI”) linked securities in the Bank’s investment portfolio
have been providing high real yields compared to other government securities, which also have been
generating high nominal yields in an inflationary environment, but their impact on the Bank’s earnings will
vary as inflation rates change.

While the contribution of income from the Group’s securities portfolio has been significant over recent years,
such income might not be as large in coming years. In addition, the continuation of the recent trend towards
lower interest rates or decreases in CPI levels might result in lower nominal earnings on the Group’s holdings
of securities. As such, high levels of earnings from the Group’s securities portfolio might not be sustainable in
future periods. If the Group is unable to sustain its high levels of earnings from its securities portfolio, then
this could have a material adverse effect on its business, financial condition and/or results of operations. In
addition, as the Group’s investment portfolio is heavily concentrated in Turkish government securities, see
also “Political, Economic and Legal Risks Related to Turkey — Government Default” below.

26



Correlation of Finance Risks — The occurrence of a risk borne by the Group could exacerbate other
risks that the Group faces

The exposure of the Group’s business to a market downturn in Turkey or any other risks could exacerbate or
trigger other risks that the Group faces. For example, if the Group incurs substantial borrower default due to a
market downturn in Turkey, then its need for liquidity could rise sharply while the availability of such
liquidity in the market could be impaired. In addition, in conjunction with a market downturn, the Group’s
customers could incur substantial losses of their own, thereby weakening their financial condition and
increasing the credit risk of the Group’s exposure to such customers. If this or any other combination of risks
occurs, then this could have a material adverse effect on the Group’s business, financial condition and/or
results of operations.

Banking Regulatory Matters — The activities of the Group are highly regulated and changes to
applicable laws or regulations, the interpretation or enforcement of such laws or regulations or the
Sfailure to comply with such laws or regulations could have an adverse impact on the Group’s business

The Group is subject to a number of banking, competition, antitrust and other laws and regulations designed
to maintain the safety and financial soundness of banks, ensure their compliance with economic and other
obligations and limit their exposure to risk. Turkish banks’ capital adequacy requirements will be further
affected by Basel III, which includes requirements regarding regulatory capital, liquidity, leverage ratio and
counterparty credit risk measurements, which are being phased in through 2019. See “- Capital Adequacy”
above and “Turkish Regulatory Environment — Capital Adequacy”.

As a result of the recent global financial crisis, policy makers in Turkey, the EU and other jurisdictions in
which the Group operates have enacted or proposed various new laws and regulations, and there is still
uncertainty as to what impact these changes might have. In addition, the Turkish government (including the
BRSA or the Central Bank) has introduced (and might introduce in the future) new laws and regulations that
increase reserves, increase provision requirements for loans or otherwise negatively affect the Group’s
business and/or profitability. The Group might not be able to pass on any increased costs associated with such
regulatory changes to its customers, particularly given the high level of competition in the Turkish banking
sector (see “Turkish Banking Sector — Competition”). Accordingly, the Group might not be able to sustain its
level of profitability in light of these regulatory changes and the Group’s profitability might be materially
adversely impacted until (if ever) such changes could be incorporated into the Group’s pricing.

Such measures could also limit or reduce growth of the Turkish economy and consequently the demand for
the Group’s products and services or its growth plans. As a consequence of certain of these changes, the
Group might be required to increase its capital reserves and might need to access more expensive sources of
financing (including equity) to meet its funding requirements. Furthermore, development and investment
banks (such as the Bank) are exempt from banking and insurance transaction tax for investment loans,
according to the Turkish Expenditure Taxes Law (Law No. 6802). Any regulatory change that abolishes such
exemption could have an adverse effect on the Group’s loan volume, profitability and/or access to funds. Any
failure by the Group to adopt adequate responses to these or future changes in the regulatory framework could
have an adverse effect on the Group’s business, financial condition and/or results of operations. Finally, non-
compliance with regulatory requirements or laws could expose the Group to potential liabilities and fines
and/or damage its reputation.

Related Party Transactions — The Bank is exposed to risks related to doing business with related
parties

The Banking Law places limits on a Turkish bank’s exposure to related parties. Although development and
investment banks (such as the Bank) are exempt from BRSA’s requirements for exposures to related parties,
the Group enters into banking transactions with its affiliates within the framework of the Banking Law and
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tax regulations. Although the Bank’s management believes that these transactions are on an arm’s length basis
and in line with the Banking Law and tax regulations, the interests of the Group might not at all times be
aligned with the interests of the Noteholders. For further information on the Group’s transactions with its
affiliates, see “Business of the Group — Subsidiaries and Other Affiliates”.

Measures to Prevent Money Laundering and/or Terrorist Financing — Third parties might use the
Group as a conduit for illegal or terrorist activities without the Group’s knowledge

Although the Group does not accept deposits, has adopted various policies and procedures, has put in place
systems, including internal control, “know your customer” rules and transaction monitoring, aimed at
preventing money laundering and terrorist financing, and seeks to adhere to all requirements under Turkish
legislation and international standards aimed at preventing the Group being used as a vehicle for money
laundering or terrorist financing, these policies and procedures might not be completely effective. Similar to
other financial institutions, if the Group fails to comply with timely reporting requirements or other anti-
money laundering or anti-terrorist financing regulations and/or is associated with money laundering and/or
terrorist financing, its business, results of operations and/or financial condition could be adversely affected. In
addition, involvement in such activities might carry criminal or regulatory fines and sanctions and could
severely harm the Group’s reputation.

Risk Management Strategies — The Group’s risk management strategies and internal controls might
leave it exposed to unidentified or unanticipated risks

The Group’s risk management strategies and internal controls might leave it exposed to unidentified or
unanticipated risks. The Group’s risk management and internal control policies and procedures might not
adequately control, or protect the Group against, all credit, liquidity, market and other risks. In addition,
certain risks might not be accurately quantified by the Group’s risk management systems. Some of the
Group’s methods of managing risk are based upon the use of historical market data, which, as evidenced by
events caused by the global financial crisis, might not always accurately predict future risk exposures, which
could be significantly greater than historical measures indicate.

Any material deficiency in the Group’s risk management or other internal control policies or procedures
might expose it to significant credit, liquidity, market or operational risk, which may in turn have a material
adverse effect on the Group’s business, results of operations and/or financial condition. Notwithstanding
anything in this risk factor, this risk factor should not be taken as implying that the Bank will be unable to
comply with its obligations as a company with securities admitted to the Official List.

Turkish Disclosure Standards — Turkish disclosure standards might differ in certain significant
respects from those in certain other countries, leading to a lesser amount of information being
available

Historically, the reporting, accounting and financial practices applied by Turkish banks have differed in
certain respects from those applicable to similar banks in the European Union or in other similar economies.
There is less publicly available information on businesses in Turkey than is regularly published by similar
businesses in the EU or in other similar markets and any information that is published might only be
presented in Turkish. The BRSA rules require Turkish banks to publish their financial reports on their
websites and their annual financial reports in the official gazette in Turkey. Annual financial reports comprise
audited financial statements and activity reports, and quarterly financial reports comprise reviewed financial
statements, interim management reports and corporate governance compliance reports. In recent years, many
Turkish banks (including the Bank) have also prepared financial statements using IFRS for certain reporting
periods, with their financial statements being available first under BRSA Principles and only subsequently
made available in IFRS financial statements. Most Turkish banks, including the Bank, have English versions
of their financial statements available on their websites. In addition, banks that are listed on the Borsa Istanbul
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(“BIST”), such as the Bank, are also required to publish their financial statements on a quarterly basis and to
disclose any significant development that is likely to have an impact on investors’ decisions and/or that would
be likely to have a significant effect on the price of the issuer’s securities (both through the Turkish
government’s Public Disclosure Platform’s website and the bank’s own website). Nonetheless, investors
might not have access to the same depth of disclosure relating to the Bank as they would for investments in
banks in the European Union and other more-developed markets.

The Group maintains its accounting systems and prepares its accounts in accordance with the relevant
legislation and publishes quarterly financial results in accordance with the BRSA Principles. With respect to
IFRS, the Bank only publishes annual and semi-annual consolidated financial statements for the Group. There
are differences between the BRSA Financial Statements and IFRS financial statements. The Group’s and the
Bank’s IFRS financial statements are not incorporated by reference into and do not form a part of this
Prospectus. A summary of the most material of such differences as they apply to the Group has been included
elsewhere in this Prospectus, including the differences described above and other potential differences that
may materially affect the Group’s results of operations and financial position (see Appendix 1 — “Overview of
Significant Differences between IFRS and BRSA Accounting Principles™). Potential investors should rely upon
their own examination of the Group, the terms of the Notes and the financial and other information contained
in this Prospectus.

Operational Risk — The Group might be unable to monitor and prevent losses arising from fraud
and/or operational errors or disruptions

Similar to other financial institutions, the Group is susceptible to, among other things, fraud by employees or
outsiders, unauthorised transactions by employees, lack or loss of skilled information technology (“IT”)
employees and other operational errors (including clerical or record keeping errors and errors resulting from
faulty computer or telecommunications systems). The Group is also subject to service interruptions from time
to time for third party services such as telecommunications, and service interruptions due to natural disasters,
which are beyond the Group’s control. Such interruptions may result in interruption to services to the Group’s
offices and/or impact customer service. Errors may be repeated or compounded before they are discovered
and rectified. In addition, a number of banking transactions are not fully automated, which may further
increase the risk that human error or employee tampering will result in losses that may be difficult for any
bank to detect quickly or at all. While the Group maintains a system of controls designed to monitor and
control operational risk, the Group might suffer losses from such risks. Losses from the failure of the Group’s
system of internal controls to discover and rectify such matters could have a material adverse effect on the
Group’s business, financial condition and/or results of operations. Notwithstanding anything in this risk
factor, this risk factor should not be taken as implying that the Bank will be unable to comply with its
obligations as a company with securities admitted to the Official List.

Dependence upon Information Technology Systems — The Group’s operations could be adversely
affected by interruptions to, or the improper functioning of, its information technology systems

The Group’s business services and functions rely upon the proper delivery of the IT services or applications to
support their operations. These IT services or applications run on IT systems that have been developed either
in-house or by third-party providers. While the Group has implemented and has future plans for various
projects to ensure the proper functioning of its IT systems, any significant inadequacy, disruption, breach,
failure, performance issues or interruption of the Group’s IT systems or any other systems in its network,
operations or elsewhere, inadequate selection of new technology, delays caused by the implementation of new
technology or incomplete integration of new technology into the existing IT systems could result in
unforeseen expense and difficulties in conducting the Group’s operations, which might have a material
adverse effect on the Group’s business, financial condition and/or results of operations.
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In addition, the Group uses a third party, Turkcell Superonline, to provide data storage services for the
Group’s critical systems at its data centre on the Asian side of Istanbul, and the Group’s IT applications
depend upon the proper functioning of this data centre. The Group also uses Turkcell Superonline to provide
disaster recovery solutions for the Group’s IT infrastructure; however, these recovery systems might not be
adequate to ensure connectivity with the Bank’s offices and protect the Group’s IT systems and operations in
the event of a disaster, natural or otherwise. For further information on the Group’s IT system, see “Business
of the Group — Information Technology”.

Human Resources — The Group’s continued success depends upon retaining key members of its
senior management and its ability to recruit, train and motivate qualified staff

The Group is dependent upon its senior management to implement its strategy and operate its day-to-day
business. In addition, corporate and other relationships of members of senior management are important to the
conduct of the Group’s business. In a rapidly emerging and developing market such as Turkey, demand for
highly trained and skilled staff is very high and requires the Group to continually re-assess its compensation
and employment policies. If members of the Group’s senior management were to leave, particularly if they
were to join competitors, then those employees’ relationships that have benefited the Group might not
continue with the Group. In addition, the Group’s continuing success depends, in part, upon its ability to
attract, retain and motivate qualified and experienced banking and management personnel. The Group’s
failure to recruit and retain necessary personnel or manage its personnel successfully could have a material
adverse effect on the Group’s business, financial condition and/or results of operations.

Turkish Banking Sector — The Turkish banking sector has experienced significant volatility in the
past and might experience significant volatility in the future

The significant volatility in the Turkish currency and foreign exchange markets experienced in 1994, 1998
and 2001, combined with the short foreign exchange positions held by many Turkish banks at those times,
affected the profitability and liquidity of certain Turkish banks. In 2001, this resulted in the collapse of several
financial institutions. Following this crisis, the government made structural changes to the Turkish banking
system to strengthen the private (i.e. non-governmental) banking sector and allow it to compete more
effectively against the state-controlled banks. Notwithstanding such changes, the Turkish banking sector
remains subject to volatility.

If the general macro-economic conditions in Turkey, and the Turkish banking sector in particular, were to
suffer another period of volatility, there can be no assurance that this would not result in further bank failures,
reduced liquidity and weaker public confidence in the Turkish banking system, which could have a material
adverse effect on the Group’s business, financial condition and/or results of operations.

Dependence upon Banking and Other Licenses — Group members might be unable to maintain or
secure the necessary licenses for carrying on their business

All banks established in Turkey require licensing by the BRSA. Each of the Bank and, to the extent
applicable, each of its subsidiaries has a current Turkish and/or other applicable license for all of its banking
and other operations. The Bank’s management believes that the Bank and each of its subsidiaries is currently
in compliance with its existing material license and reporting obligations; nevertheless, if it is incorrect, or if
any member of the Group were to suffer a future loss of a license, breach the terms of a license or fail to
obtain any further required licenses, then this could have a material adverse effect on the Group’s business,
financial condition and/or results of operations.
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Political, Economic and Legal Risks Related to Turkey

Global Financial Crisis and Eurozone Crisis — The Group has been, and will likely continue to be,
subject to risks arising from the recent global financial crisis and eurozone crisis

Starting in mid-2007, the global financial crisis significantly affected global economic conditions. The crisis
resulted in significant declines in the value of a broad range of real and financial assets, increased volatility in
financial markets and reduced availability of funding. Internationally, many financial institutions sought to
raise additional capital and a number failed or merged with larger institutions. As a result of concern about the
stability of the financial markets generally and the strength of counterparties in particular, many lenders and
institutional investors reduced lending and, in some cases, ceased providing funding to borrowers, including
other financial institutions, which significantly reduced liquidity and the availability of credit in the global
financial system. Some of these conditions persist.

The global financial crisis and related economic slowdown also significantly impacted the Turkish economy
and the principal external markets for Turkish goods and services. During the global financial crisis, Turkey
suffered reduced domestic consumption and investment and a sharp decline in exports, which led to an
increase in unemployment. Turkey’s GDP contracted by 7.0 per cent. in the fourth quarter of 2008 and
declined 4.8 per cent. in 2009. Following the implementation of fiscal and monetary measures during 2009,
the Turkish economy began to recover in the fourth quarter of 2009, resulting in Turkey’s real GDP growing
by 8.5 per cent. in 2010, 11.1 per cent. in 2011, 4.81 per cent. in 2012, 8.5 per cent. in 2013, 5.2 per cent. in
2014, 6.1 per cent. in 2015 and 2.2 per cent. year-on-year in the nine months ended 30 September 2016 and
its unemployment rate decreasing from 14.8 per cent. in February 2009 to 12.1 per cent. in November 2016
(source: TurkStat). There can be no assurance that the unemployment rate will, in fact, continue to improve,
or even that it will not increase in the future. Continuing high levels of unemployment might affect the
Group’s retail customers and business confidence, which could impair its business strategies and have a
material adverse effect on its business, financial condition and/or results of operations.

Concerns about a sovereign debt crisis in certain European countries, including Cyprus, Greece, Ireland, Italy,
Portugal and Spain, also undermined investor confidence in recent years and resulted in a general
deterioration of the financial markets. Although there have been indications of economic recovery in the
eurozone, the recovery might not continue and, in fact, recent economic performance in Europe has been very
weak. Since the implementation of negative interest rates by the European Central Bank in June 2014, an
increasing number of central banks in Europe have taken their policy rates below zero. In January 2016, the
Bank of Japan also adopted negative interest rates. There is uncertainty in the markets as to the possible
impact of these policies. Any deterioration in the condition of the global or Turkish economies, or continued
uncertainty around the potential for such deterioration, could have a material adverse effect on the Group’s
business and customers in a number of ways, including, among others, the income, wealth, employment,
liquidity, business prospects and/or financial condition of the Group’s customers, which, in turn, could further
reduce the Group’s asset quality and/or demand for the Group’s products and services and negatively impact
the Group’s growth plans. The Group’s business, financial condition and/or results of operations might also
continue to be adversely affected by conditions in the global and Turkish financial markets as long as they
remain volatile and subject to disruption and uncertainty.

High Current Account Deficit — Turkey’s high current account deficit may result in governmental
efforts to decrease economic activity

In recent years, Turkey has had a significant current account deficit, which could leave its economy
susceptible to declines in capital inflows and vulnerable to macroeconomic shocks. According to the Central
Bank, Turkey’s current account deficit increased significantly to U.S.$75.0 billion in 2011 from U.S.$45.3
billion in 2010, before decreasing to U.S.$48.5 billion in 2012. The decline in the current account deficit in
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2012 was largely the result of coordinated measures initiated by the Central Bank, the BRSA and the Turkish
Ministry of Finance to lengthen the maturity of deposits, reduce short-term capital inflows and curb domestic
demand. The main aim of these measures was to slow growth in the current account deficit by controlling the
rate of loan growth. Unless there is a decline in credit growth, the BRSA and the Central Bank have stated
that bank-specific actions might be implemented.

The decline in the current account deficit experienced in 2012 came to an end in early 2013, with the current
account deficit increasing to U.S.$64.7 billion in 2013 due principally to a recovery in domestic demand. To
combat this increase, a package of macro-prudential measures issued by the BRSA to limit domestic demand,
the Central Bank’s tight monetary policy and increases in taxes, combined with the depreciation of the
Turkish Lira and lower oil prices, contributed to a decrease in the 12-month current account deficit to
U.S.$46.5 billion as of 31 December 2014, a further decrease to U.S.$32.1 billion as of 31 December 2015
and a U.S.$487 million increase to U.S.$32.6 billion as of 31 December 2016.

If the value of the Turkish Lira relative to the U.S. Dollar and other relevant trading currencies changes, then
the cost of importing oil and other goods and services and the value of exports might both change in a
corresponding fashion, resulting in potential increases or decreases in the current account deficit. As an
increase in the current account deficit might erode financial stability in Turkey, the Central Bank closely
monitors the U.S. Federal Reserve’s actions and takes (and has taken) certain actions to maintain price and
financial stability. For example, through a series of interest rate decreases beginning in May 2014, the
overnight borrowing rate was reduced from 8.0 per cent. to 7.25 per cent., the one week repo rate was reduced
from 10.0 per cent. to 7.75 per cent. and the overnight lending rate was reduced from 12.0 per cent. to 10.75
per cent. On 25 February 2015, the Central Bank further reduced the one-week repo rate to 7.50 per cent. On
18 August 2015, the Central Bank introduced a “roadmap to normalisation”, referring to the U.S. Federal
Reserve’s expected intention at the time to increase interest rates in the near future. The roadmap proposes
simplification steps for Turkish Lira liquidity to remain “tight” (a more orthodox and simple monetary
framework in which the weekly repo rate will serve as the only possible policy rate), foreign exchange
liquidity to remain “balanced” and financial sector policies to be “supportive” of a tighter monetary policy,
taking the U.S. Federal Reserve’s normalisation period as the base case. The Central Bank cut the marginal
funding rate by 25 basis points to 10.50 per cent. on 24 March 2016, noting its intention to maintain a tight
liquidity stance. This decision was announced as an incremental step towards the simplification of monetary
policy and no indication of future cuts was given in the press release following the decision. However, as the
U.S. Federal Reserve increased the general funds rate by 0.25 per cent. in December 2015 and opted to keep
the policy rate unchanged following its meeting in March 2016, and as expectations of the U.S. Federal
Reserve increasing rates in the remainder of 2016 diminish, the Central Bank has indicated that it may,
depending on global economic conditions, cut the marginal funding rate further while keeping the average
market funding cost above the policy rate by implementing a tight liquidity policy. On 25 November 2016,
the Central Bank: (a) increased the upper limit of its interest rate corridor (lending rate) by 25 basis points to
8.50 per cent., (b) increased its one-week repo rate (policy rate) from 7.50 per cent. to 8.00 per cent. and (c)
held its overnight borrowing rate unchanged at 7.25 per cent. On 25 January 2017, the Central Bank increased
the upper limit of its interest rate corridor (lending rate) from 8.50 per cent. to 9.25 per cent. but held its one-
week repo rate and its overnight borrowing rate unchanged at 8.00 per cent. and 7.25 per cent., respectively.
The Central Bank also launched the Foreign Exchange Deposits against Turkish Lira Deposits Market in
order to increase the Central Bank’s flexibility and diversity in managing the Turkish Lira and foreign
exchange liquidity. The Central Bank is expected to implement additional monetary tightening policies in the
near future for price stability, if needed. Implementation of these policies by the Central Bank and similar or
other actions that it might take in the future are subject to a number of uncertainties and might not be
successful in reducing the current account deficit. See “Turkish Regulatory Environment”.
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The Central Bank has continued to utilise its monetary tools frequently to try to maintain economic growth
without unduly increasing the current account deficit, including through changes in reserve option
mechanisms, altering the maturity of funding it provides to banks and limiting the growth of consumer loans
through increased provisioning requirements. Such actions by the Central Bank and similar or other actions
that it might take in the future might not be successful in fostering economic growth while maintaining an
acceptable current account deficit. See “Turkish Regulatory Environment”. These actions could have a
material adverse effect on the Group’s business, financial condition and/or results of operations.

Although Turkey’s economic growth dynamics depend to some extent upon domestic demand, Turkey is also
dependent upon foreign trade. A significant decline in the economic growth of any of Turkey’s major trading
partners, such as the EU, could have an adverse impact on Turkey’s balance of trade and adversely affect
Turkey’s economic growth. In 2015, exports to the EU decreased by 7 per cent. in U.S. Dollar terms due to
the decline in the euro against the U.S. Dollar. While diversification in the export markets towards other
regional countries may partially offset the negative impacts of external demand-related risks on domestic
economic activity, the EU remains Turkey’s largest export market. Further, the conflict in Iraq and uncertainty
surrounding long-term relations with Russia render any potential growth of Turkey’s exports to these markets
unpredictable. Therefore, a decline in demand for imports from the EU and Russia could have a material
adverse effect on Turkish exports and Turkey’s economic growth and result in an increase in Turkey’s current
account deficit. To a lesser extent Turkey also exports to markets in the Middle East, and the continuing
political turmoil in certain of those markets could lead to a decline in demand for such imports, with a similar
negative effect on Turkish economic growth and Turkey’s current account deficit as described immediately
above.

Turkey is an energy-dependent country and recorded U.S.$48.7 billion of net energy imports in 2014,
U.S.$33.7 billion in 2015 and U.S.$23.9 billion in 2016. As Turkey’s 12-month current account deficit
reached U.S.$46.5 billion in 2014, U.S.$32.1 billion in 2015 and U.S.$32.6 billion in 2016, energy imports
represented approximately 73 per cent. of the country’s current account deficit over those periods. As a result,
any geopolitical development concerning energy security could have a material impact on Turkey’s current
account balance. For instance, the efforts in northern Iraq to export its oil reserves via Turkish territory might
improve Turkey’s energy bill; however, in order to export its oil reserves, the regional government in northern
Iraq will need to reach an agreement with Iraq’s central government. Turkey might also be able to diversify its
energy suppliers and lower its energy cost as a result of the interim arrangement between the P5+1 countries
and Iran. Nonetheless, both of these approaches are subject to significant political and other risks and might
not result in reduced energy costs to Turkey — in fact, increased tensions with Iran could result in an increase
in global energy prices and thus have a negative impact on Turkey’s current account deficit.

If the current account deficit widens more than anticipated, financial stability in Turkey might deteriorate.
Financing the high current account deficit might be difficult in the event of a global liquidity crisis and/or
declining interest or confidence of foreign investors in Turkey, and a failure to reduce the current account
deficit could have a negative impact on Turkey’s sovereign credit ratings. Any such difficulties might lead the
Turkish government to seek to raise additional revenue to finance the current account deficit or to seek to
stabilise the Turkish financial system, and any such measures might adversely affect the Group’s business,
financial condition and/or results of operations.

Political Developments — Political developments in Turkey might negatively affect the Group’s
business, financial condition and/or results of operations

Negative changes in the government and political environment, including the failure of the government to
devise or implement appropriate economic programmes, may adversely affect the stability of the Turkish
economy and, in turn, the Group’s business, financial condition and/or results of operations. Turkey has been
a parliamentary democracy since 1923. Unstable coalition governments have been common, and in the more
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than 90 years since its formation Turkey has had numerous short-lived governments, with political
disagreements frequently resulting in early elections. Furthermore, though its role has diminished in recent
years, the Turkish military establishment has historically played a significant role in Turkish government and
politics, intervening in the political process.

Beginning in 2013, Turkish politics have been particularly volatile. Protests starting in May 2013 in Istanbul,
and spreading to Ankara and other major cities in Turkey, against plans to replace Gezi Park, an urban park in
Istanbul’s central Taksim Square, with a commercial development, and resulting confrontations among
protestors and security forces, contributed to a significant increase in the volatility of Turkish financial
markets. Later in 2013, Turkish politics entered a second phase of uncertainty commencing with a series of
arrests of prominent businessmen and family members of some cabinet ministers (who then resigned) on
suspicions of corruption. While the causes of these events are uncertain, there is speculation that it reflects a
division among important elements of the Turkish government, police and judiciary. The government’s
responses to these events have included the removal of certain prosecutors and police from their offices and
proposals to change the manner in which the police and judicial authorities are supervised by the national
government, which has led to concerns about the separation of powers.

These events, which coincided with the U.S. Federal Reserve’s decision to reduce monthly asset purchases,
contributed to significant declines in the value of the Turkish stock market and the Turkish Lira. While these
circumstances have receded and the Bank’s management does not believe that these events have had a
material long-term negative impact on Turkey’s economy or the Group’s business, financial condition or
results of operation, it is possible that these or other political circumstances could have such an impact and/or
a negative impact on investors’ perception of Turkey, the strength of the Turkish economy and/or the price of
an investment in the Notes.

Elections were held in Turkey on 7 June 2015 resulting in no party receiving a majority of the members of
parliament. The parties with seats in parliament could not form a coalition within the period provided in the
Turkish Constitution; therefore, early elections were held on 1 November 2015. In this election, the Justice
and Development Party (“AKP”) received approximately 49 per cent. of the vote and a significant majority of
the members of parliament, thus enabling it to form a single-party government. Notwithstanding this, social
and political conditions remain challenging, including with increased tension resulting from Turkey’s conflict
with the People’s Congress of Kurdistan (formerly known as the PKK) (an organisation that is listed as a
terrorist organisation by states and organisations including Turkey, the EU and the United States). The events
surrounding any future elections and/or the results of such elections could contribute to the volatility of
Turkish financial markets and/or have an adverse effect on investors’ perception of Turkey, including
Turkey’s ability to adopt macroeconomic reforms, support economic growth and manage domestic social
conditions, which could in turn have a material adverse effect on the Group’s business, financial condition
and/or results of operations.

On 15 July 2016, the Turkish government was subject to an attempted coup by a group within the Turkish
army. The Turkish government and the Turkish security forces (including the Turkish army) took control of
the situation in a short period of time and the ruling government remained in control. Following the coup
attempt, there have been arrests of numerous individuals, including senior members of the military, police and
judiciary, as well as suspension, dismissal, travel bans and legal proceedings against police officers, public
employees and the business community. As of the date of this Prospectus, investigations with respect to the
attempted coup are on-going. There might be further arrests and actions taken by the government in relation
to these investigations, including changes in policies and laws.

On 20 July 2016, the government declared a three-month state of emergency in the country, entitling the
government to exercise additional powers and on 11 October 2016, the Grand National Assembly of Turkey
ratified the Council of Ministers Decree dated 5 October 2016 to extend the state of emergency for an
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additional three months. On 4 January 2017, this was extended for a further three-month period commencing
from 19 January 2017. Under Article 120 of the Turkish Constitution, in the event of serious indications of
widespread acts of violence aimed at the destruction of the free democratic order, a state of emergency may
be declared in one or more regions of, or throughout, the country for a period not exceeding six months.

Although the Bank’s operations have not been materially affected by the attempted coup, the impact on
political and social circumstances following the attempted coup and its aftermath (including rating
downgrades of Turkey and the Bank) might have a negative impact on the Turkish economy and institutions
and could have a material adverse effect on the Group’s business, financial condition and/or results of
operations.

On 21 January 2017, the Turkish Parliament approved a bill that would, if approved in a referendum
scheduled to be held on 16 April 2017, amend certain articles of the Turkish Constitution to expand the
powers of the president. Should the majority vote to approve the package of the constitutional amendments,
then: (a) the current parliamentary system will be transformed into a presidential one, (b) the president will be
entitled to be the head of a political party and to appoint the cabinet, (c) the office of the prime minister will
be abolished and (d) the parliament’s right to interpellate (i.e., the right to submit questions requesting
explanation regarding an act or a policy) the cabinet members will be annulled. It is unclear what impact the
constitutional amendments would have on Turkish government institutions should they be approved.

Turkish Economy — The Turkish economy is subject to macro-economic risks

All of the Group’s operations and essentially all of its assets are in Turkey. As a result, the Group’s business
and results of operations are affected by general economic conditions in Turkey. Since the early 1980s, the
Turkish economy has undergone a transformation from a highly protected and regulated system to a free
market system. Although the Turkish economy has responded positively to this transformation, it has
experienced severe macro-economic imbalances, including significant current account deficits, and a
considerable level of unemployment. While the Turkish economy has been significantly stabilised due, in
part, to support from the International Monetary Fund (the last stand-by agreement with which terminated in
2008), Turkey might experience a further significant economic crisis in the future, which could have a
material adverse effect on the Group’s business, financial condition and/or results of operations.

Turkey’s GDP grew by 8.4 per cent. in 2005, 6.9 per cent. in 2006, 4.7 per cent. in 2007 and 0.7 per cent. in
2008. Following these gains, Turkey’s GDP contracted by 7.0 per cent. in the fourth quarter of 2008 and 4.8
per cent. in 2009, before growing in 2010 (8.5 per cent.), 2011 (11.1 per cent.), 2012 (4.8 per cent.), 2013 (8.5
per cent.), 2014 (5.2 per cent.), 2015 (6.1 per cent.) and 2016 (2.2 per cent. year-on-year in the nine months
ended 30 September 2016). The ratio of net public debt to GDP decreased from 40.1 per cent. in 2005 to 10.9
per cent. in 2013 and then to 7.1 per cent. over the first nine months of 2015. In October 2013, the
government announced a three-year medium-term economic programme from 2014 to 2016. Under this
programme, the government set growth targets of 4.0 per cent. for 2014 and 5.0 per cent. for each of 2015 and
2016, as well as a gradual decrease in the net public debt to GDP ratio, according to the Ministry of
Development. In the absence of structural reforms, however, it is likely that GDP growth will remain around
3-3.5 per cent. There is no guarantee that the government will continue to successfully implement its current
and proposed economic and fiscal policies and should Turkey’s economy continue to experience macro-
economic imbalances, it could have a material adverse impact on the Group’s business, financial condition
and/or results of operations.

Inflation Risk — Turkey’s economy has been subject to significant inflationary pressures in the past
and might become subject to significant inflationary pressures in the future

The Turkish economy has experienced significant inflationary pressures in the past with year-over-year
consumer price inflation rates as high as 69.7 per cent. in the early 2000s; however, weak domestic demand
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and declining energy prices in 2009 caused the domestic year-over-year consumer price index to decrease to
6.5 per cent. at the end of 2009, the lowest level in many years. Consumer price inflation was 10.5 per cent.,
6.2 per cent., 7.4 per cent., 8.2 per cent., 8.8 per cent. and 8.5 per cent. in 2011, 2012, 2013, 2014, 2015 and
2016, respectively, with producer price inflation during those years of 13.3 per cent., 2.5 per cent., 7.0 per
cent., 6.4 per cent., 5.7 per cent. and 9.9 per cent., respectively. The annual consumer price inflation reached
9.2 per cent. per cent. as of January 2017, which was principally due to an increase in the prices of core goods
driven by the pass through to consumers of exchange rates and increases in taxes and an increase in food
prices caused by adverse weather conditions. The volatility of global prices of major commodities such as oil,
cotton, corn and wheat might increase supply-side inflation pressures throughout the world. These inflationary
pressures and any further depreciation of the Turkish Lira, may result in Turkish inflation exceeding the
Central Bank’s inflation target significantly, which may cause the Central Bank to modify its monetary policy.
Inflation-related measures that may be taken by the Turkish government in response to increases in inflation
could have an adverse effect on the Turkish economy. If the level of inflation in Turkey were to fluctuate or
increase significantly, then this could have a material adverse effect on the Group’s business, financial
condition and/or results of operations.

Terrorism and Conflicts — Turkey and its economy are subject to internal and external unrest and the
threat of terrorism

Turkey is located in a region that has been subject to ongoing political and security concerns. Political
uncertainty within Turkey and in certain neighbouring countries, such as Iran, Iraq, Georgia, Armenia and
Syria, has historically been one of the potential risks associated with an investment in Turkish securities.
Regional instability has also resulted in an influx of displaced persons in Turkey, and thus the displaced
person population has increased and is expected to increase. In recent years, political instability has at times
increased markedly in a number of countries in the Middle East, North Africa and Eastern Europe, such as
Ukraine, Syria, Iraq, Libya, Tunisia, Egypt, Jordan, Bahrain and Yemen. Unrest in those countries might have
political implications in Turkey or otherwise have a negative impact on the Turkish economy, including
through both financial markets and the real economy.

The ongoing conflict in Syria has been the subject of significant international attention and its impact and
resolution are difficult to predict. In early October 2012, Turkish territory was hit by shells launched from
Syria, some of which killed Turkish civilians. On 4 October 2012, the Turkish Parliament authorised the
government for one year to deploy military forces abroad should such action be considered appropriate by the
government, which authorisation was extended for a further year on each of 3 October 2013 and 2 October
2014. Given Turkey’s close proximity to the conflict zone, Turkey continues to deploy troops near the Syrian
border. On 24 November 2015, Turkey shot down a Russian military aircraft near Turkey’s border with Syria
claiming a violation of its airspace, leading to Russia implementing certain sanctions with regard to Turkey.
While relations between Turkey and Russia have recently improved, the long-term impact of this, including
on other geopolitical circumstances, remains uncertain. Any further escalation of political instability or
international military intervention in Syria and/or a more aggressive stance by the Syrian government’s allies,
Russia, Iran, and China against Turkey and supporters of the Syrian opposition forces may act as a
destabilising factor for Turkey.

Furthermore, elevated levels of conflict involving the Islamic State of Iraq and the Levant (“ISIL”, also
known as the Islamic State of Iraq and Syria, or “ISIS”), which has seized control of areas in Syria and Iraq,
have caused further instability in the region. In August and September 2014, a U.S.-led coalition began an
anti-ISIL aerial campaign in northern Iraq and Syria. Developments in Iraq also raise concerns as Iraq is one
of Turkey’s largest export markets, ranking third in 2016 according to TurkStat. On 24 August 2016, Turkey
began military operations in Syria in an effort to clear ISIL from the Turkish-Syrian border. These operations
might lead to retaliation attacks by terrorist groups and additional security risks in Turkey.
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The aforementioned conflicts have caused a significant displacement of people, leading to a high number of
refugees within Turkey’s borders. On 20 March 2016, Turkey entered into an agreement with the EU aimed at
controlling the flow of refugees into the EU.

In early 2014, political unrest and demonstrations in Ukraine led to a change in the national government.
While the United States and the EU recognised the new government, Russia claimed that the new government
was illegitimate and was violating the rights of ethnic Russians living in the Crimean peninsula and elsewhere
in Ukraine. Escalating military activities in Ukraine and on its borders, including Russia’s annexation of
Crimea have, combined with Ukraine’s precarious economic conditions, created significant uncertainty in
Ukraine and the global markets. Resolution of the political and economic situation in Ukraine will likely not
be achieved for some time, and the situation could even deteriorate into increased violence and/or economic
collapse. While not directly impacting Turkey’s territory, the disputes could materially negatively affect
Turkey’s economy, including through its impact on the global economy and the impact it might have on
Turkey’s access to Russian energy supplies.

Turkey has also experienced problems with domestic terrorist and ethnic separatist groups as well as other
political unrest within its territory. In particular, Turkey has been in conflict for many years with the People’s
Congress of Kurdistan, formerly known as the PKK (an organisation that is listed as a terrorist organisation
by various states and organisations including Turkey, the EU and the United States). Turkey has from time to
time been the subject of terrorist attacks, including bombings in recent years in its tourist and commercial
centres in Istanbul, Ankara and various coastal towns and (especially in the southeast of Turkey) attacks
against its armed forces. Several terrorist attacks carried out on Turkish soil in 2015 and 2016 have resulted in
numerous civilian, police and military casualties.

Such circumstances have had and could continue to have a material adverse effect on the Turkish economy
and/or the Group’s business, financial condition and/or results of operations.

Regional Risks — Recent developments in the Middle East and North Africa might create regional
volatility affecting the Turkish economy

As noted above, Turkey is located in a region that has been subject to ongoing political and security concerns.
Political and economic uncertainty within neighbouring countries, such as Armenia, Georgia, Iran, Iraq and
Syria, has been one of the risks associated with investment in Turkish securities. Since December 2010,
political instability has increased markedly in a number of countries in the Middle East and North Africa, such
as Libya, Tunisia, Egypt, Syria, Iraq, Jordan, Bahrain and Yemen. Unrest in those countries might affect
Turkey’s relationships with its neighbours, have political implications in Turkey or otherwise have a negative
impact on the Turkish economy, including through both financial markets and the real economy. For example,
the conflict in Iraq could impact Turkey’s exports and might increase oil prices and further negatively affect
Turkey’s current account deficit. Such impacts could occur (inter alia) through a lower flow of foreign direct
investment into Turkey, capital outflows and/or increased volatility in the Turkish financial markets. In
addition, certain sectors of the Turkish economy (such as construction, iron and steel) have operations in (or
are otherwise active in) the Middle East and North Africa and may experience negative effects of the
upheavals in the region. Any of such circumstances could adversely affect the Group’s business, financial
condition and/or results of operations.

Emerging Market Risks — The Group is subject to risks associated with doing business in an emerging
market

The Group only operates in Turkey and derives almost all of its revenue from activities in Turkey. As a result,
the Group’s business, results of operations and financial condition are significantly affected by the overall
level of economic activity and political stability in Turkey. Despite Turkey undergoing significant political
and economic reform in recent years that increased stability and led to economic growth, Turkey is still
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considered by international investors to be an emerging market. Emerging markets are subject to greater risks
than more developed markets and financial turmoil in any emerging market (or global markets generally)
could disproportionately disrupt business in other emerging markets as well as causing a decline in the price
of an investment in the Notes.

Investors’ interest in Turkey might be negatively affected by events in other emerging markets or the global
economy in general (for example, the recent global market crisis or monetary policies in the United States).
An increase in the perceived risks associated with investing in emerging economies could adversely affect the
Turkish economy, and the Notes might be subject to fluctuations in price that may not necessarily be related
to economic conditions in Turkey or the financial performance of the Group. In addition, because
international investors’ reactions to the events occurring in one emerging market country sometimes appear to
demonstrate a “contagion” effect in which an entire region or class of investment is disfavoured by
international investors, Turkey could be adversely affected by negative economic or financial developments in
other emerging market countries. While the impact of the recent global financial crisis on Turkey was
relatively limited, Turkey has been adversely affected by such contagion effects on a number of occasions in
the past, including following the financial crises in 1994 and 2000 to 2001. Similar developments can be
expected to affect the Turkish economy in the future, which could, in turn, have an adverse impact on prices
of investments in Turkish capital markets issuances such as the Notes.

Earthquakes — Turkey is located in a high-risk earthquake zone

Almost all of Turkey is classified by seismologists as being in a high-risk earthquake zone. On 17 August
1999, an earthquake measuring 7.4 on the Richter scale struck the area surrounding izmit. On 12 November
1999, another earthquake occurred in the city of Diizce, between Ankara and Istanbul, resulting in significant
financial costs to Turkey. More recently, on 8 March 2010, an earthquake measuring 6.0 on the Richter scale
struck the eastern province of Elazig, and in October 2011 an earthquake measuring 7.2 on the Richter scale
struck the eastern part of the country, causing significant property damage and loss of life. A significant
portion of Turkey’s population and most of its economic resources are located in a first-degree earthquake
risk zone (the zone with the highest level of risk of damage from earthquakes). A number of the properties and
business operations of the Group and its customers in Turkey are located in earthquake risk zones.

The Group maintains earthquake insurance but, as such insurance is not generally available in Turkey, does
not have the wider business interruption insurance or insurance for loss of profits. The occurrence of a severe
earthquake could adversely affect one or more of the Group’s facilities, thereby causing an interruption in,
and an adverse effect on, the Group’s business. In addition, a severe earthquake could harm the Turkish
economy in general and/or any of its customers, which could adversely affect the Group’s business, financial
condition and/or results of operations.

Exchange Rates — The value of the Turkish Lira fluctuates against other currencies

Exchange rates for the Turkish Lira have historically been, and continue to be, highly volatile. Since February
2001, the Central Bank has applied a floating exchange rate policy that has arguably resulted in increased
volatility in the value of the Turkish Lira. In 2012, the Turkish producer price index (“PPI”) increased by 6.2
per cent. while during the same year the Turkish Lira appreciated (in nominal terms) against the U.S. Dollar
by 6.5 per cent., according to the Central Bank. Also according to the Central Bank, the CPI-based real
effective exchange rate increased from 100.3 as of 31 December 2013 to 105.0 as of 31 December 2014,
indicating a 4.7 per cent. appreciation in real terms, then decreased to 97.6 as of 31 December 2015,
indicating a 7.0 per cent. real depreciation, and then increased slightly to 99.1 as of May 2016, indicating a
limited appreciation in the Turkish Lira in 2016.

In nominal terms, between 31 December 2014 and 31 December 2015, the Turkish Lira depreciated against
the U.S. Dollar by 25.4 per cent. In particular, the value of the Turkish Lira depreciated against major
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currencies in 2015 largely due to the increased risk perception in global markets regarding the market’s
expectation of the U.S. Federal Reserve’s increase of the U.S. federal funds rate and the uncertainty resulting
from the general elections in Turkey and other political events. Against these developments, the Central Bank
prepared a roadmap to react to a possible rate increase by the U.S. Federal Reserve. The roadmap, which has
as its base case a normalisation process by the U.S. Federal Reserve, proposes the implementation of tight
liquidity for the Turkish Lira, a balanced foreign exchange liquidity and financial sector policies that are
supportive of a tighter monetary policy. In December 2015, the U.S. Federal Reserve raised the U.S. federal
funds rate by 0.25 per cent. While the impact of any future rate increase is uncertain, this initial step towards
normalisation reduced some volatility, permitting the Turkish Lira and certain other emerging market
currencies to appreciate. In the first quarter of 2016, the Turkish Lira appreciated against the U.S. Dollar by
2.6 per cent. on a nominal basis. In this context, instead of responding to the U.S. Federal Reserve’s actions
by changing the interest rates and implementing the roadmap, the Central Bank tightened further the liquidity
of the Turkish Lira. Having declined to 7.6 per cent. in March 2015, the Central Bank’s average funding rate
increased to 9.0 per cent. in September 2015, before declining to 8.8 per cent as of the end of 2015. The
Central Bank’s average funding rate further increased to 9.1 per cent. in February 2016, but then subsequently
decreased to below 9.0 per cent in March 2016 due to the U.S. Federal Reserve’s dovish stance in its March
2016 meeting. Even though the Turkish Lira appreciated by 2.6 per cent. in the first quarter of 2016, due to
the uncertainty resulting from the domestic political developments, the Turkish Lira depreciated against the
U.S. Dollar in April and May 2016, resulting in a 1.7 per cent. decline on a nominal basis in the first five
months of 2016.

In nominal terms, the Turkish Lira depreciated against the U.S. Dollar by 20.6 per cent. between 30 December
2015 and 31 December 2016, which was in part due to geopolitical risks (see “— Terrorism and Conflicts), the
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uncertainty resulting from domestic developments (see “— Political Developments) and the pressure on
emerging market currencies. As a response to the depreciation of the Turkish Lira, the Central Bank has
adopted certain monetary policies. For instance, the Central Bank reduced the borrowing limit for Turkish
banks in the Interbank Money Market (Bankalararasi Para Piyasast) initially to TL 22 billion and
subsequently to TL 11 billion on 10 January 2017 and 13 January 2017, respectively. On 24 November 2016,
the Central Bank started to increase the upper limit of its interest rate corridor (lending rate). On 24
November 2016, the Central Bank increased such rate by 25 basis points and subsequently on 24 January
2017, the Central Bank increased further by 75 basis points to 9.25 per cent. On 24 November 2016, the
Central Bank also increased its one-week repo rate by 50 basis points to 8.00 per cent. from 7.50 per cent.,
while leaving its overnight borrowing rate unchanged at 7.25 per cent. The Central Bank also launched the
Foreign Exchange Deposits against Turkish Lira Deposits Market in order to increase the Central Bank’s
flexibility and diversity in managing the Turkish Lira and foreign exchange liquidity. The Central Bank is
expected to implement additional monetary tightening policies in the near future for price stability, if needed.

Any significant depreciation of the Turkish Lira against the U.S. Dollar or other major currencies, or any
actions taken by the Central Bank or Turkish government to protect the value of the Turkish Lira (such as
increased interest rates or capital controls) may adversely affect the financial condition of Turkey as a whole,
including its inflation rate, and may have a negative effect on the Group’s business, financial condition and/or
results of operations.

Potential Overdevelopment — Certain sectors of the Turkish economy might have been or become
overdeveloped, which might result in a negative impact on the Turkish economy

Certain sectors of the Turkish economy may have been (or may become) overdeveloped, including in
particular the construction of luxury residences, shopping centres, office buildings, hotels and other real
estate-related projects and various renewable energy-related projects. For example, significant growth in the
number of hotels is projected to occur over the coming years in anticipation of a continuing growth in
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international tourism, which might or might not in fact occur. Any such overdevelopment might lead to a
rapid decline in prices of these properties or the failure of some of these projects. Even if this does not occur,
the pace of development of such projects might decline in coming years as developers and project sponsors
seek to reduce their risk, which might negatively affect the growth of the Turkish economy. Should any of
such events occur, then this could have a material adverse effect on the Group’s business, financial condition
and/or results of operations.

Government Default — The Group has a significant portion of its assets invested in Turkish
government debt, making it highly dependent upon the continued credit quality of, and payment of its
debts by, the Turkish government

The Group has a significant exposure to Turkish governmental entities, which it is not required to account for
in its reserves. As of 31 December 2016, 93.6 per cent. of the Group’s total securities portfolio (16.8 per cent.
of its total assets and equal to 133 per cent. of its shareholders’ equity) was invested in securities issued by the
Turkish government (90.8 per cent., 16.5 per cent. and 127 per cent., respectively, as of 31 December 2015).
In addition to any direct losses that the Group might incur, a default, or the perception of increased risk of
default, by Turkish governmental entities in making payments on their debt or a downgrade in Turkey’s credit
rating would likely have a significant negative impact on the value of the government debt held by the Group
and the Turkish banking system generally and might have a material adverse effect on the Group’s business,
financial condition and/or results of operations.

Risks Related to the Notes
Risks Relating to the Structure of the Notes

Subordination — Claims of Noteholders under the Notes will be subordinated and unsecured

On any distribution of the assets of the Bank on its dissolution, winding-up or liquidation (as further described
in the definition of “Subordination Event™ in Condition 3.4), and for so long as such Subordination Event
continues, the Bank’s obligations under the Notes will rank subordinate in right of payment to the payment of
all Senior Obligations and no amount will be paid under the Notes until all such Senior Obligations have been
paid in full. Unless the Bank has assets remaining after making all such payments, no payments will be made
on the Notes. Consequently, although the Notes might pay a higher rate of interest than comparable notes that
are not subordinated, there is a real risk that an investor in the Notes will lose all or some of its investment
upon the occurrence of a Subordination Event.

Potential Permanent Write-Down — The Prevailing Principal Amount of the outstanding Notes might
be permanently Written-Down by an amount determined by the BRSA upon the occurrence of a Non-
Viability Event with respect to the Issuer

If a Non-Viability Event occurs at any time, then the Prevailing Principal Amount of each outstanding Note

will be Written-Down by the relevant amount specified by the BRSA in the manner described in Condition
6.1.

In conjunction with any determination of Non-Viability of the Issuer by the BRSA, the relevant losses of the
Issuer may be absorbed by shareholders of the Issuer upon the revocation of the Issuer’s operating licence
pursuant to Article 71 of the Banking Law and/or its liquidation in accordance with the provisions of the
Banking Law (No. 5411) and Turkish Commercial Code (No. 6102). However, the Write-Down of the Notes
under the Equity Regulation may take place before any such revocation and liquidation.

Condition 6.1 provides, among other things, that a Write-Down of the Notes shall only take place in
conjunction with any such transfer or liquidation, which is intended to ensure that while the Write-Down of
the Notes may take place before such transfer or liquidation, the intended respective rankings of the Issuer’s
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obligations (as described in Condition 3.1) are maintained and the relevant loss(es) are absorbed by Junior
Obligations (as defined in Condition 3.4) to the maximum extent possible. Where a Write-Down of the Notes
does take place before any such liquidation of the Issuer, Noteholders would only be able to claim and prove
in the liquidation of the Issuer in respect of the Prevailing Principal Amount of the Notes outstanding
following such Write-Down.

Notwithstanding the above, should the BRSA determine that the Notes are to be Written-Down before the
absorption of the relevant loss(es) by shareholders of the Issuer pursuant to Article 71 of the Banking Law or
any other Statutory Loss Absorption Measure (as defined in Condition 6.2), there can be no assurance that
such loss absorption will take place or that it will be taken into account by the BRSA in the determination of
the relevant Write-Down Amount.

Should such loss absorption not take place or not be so taken into account by the BRSA, subject as described
in “Limited Remedies* below, a Noteholder may institute proceedings against the Issuer to enforce the above
provisions of the Notes; however, to the extent any judgment was obtained in the United Kingdom on the
basis of English law as the governing law of the Notes (other than those provisions of the Conditions
governed by Turkish law), there is uncertainty as to the enforceability of any such judgment by Turkish
courts. In addition, there are certain circumstances in which the courts of Turkey might not enforce a
judgment obtained in the courts of another country, which are more fully described under the section entitled
“Enforcement of Judgments and Service of Process”. Therefore there can be no assurance that a Noteholder
would be able to enforce in Turkey any judgment obtained in the courts of another country in these
circumstances.

Any Write-Down of the Notes would be permanent and Noteholders will have no further claim against the
Issuer in respect of any amount of the Notes subject to any Write-Down. Consequently, there is a real risk that
an investor in the Notes will lose all or some of its investment upon the occurrence of a Non-Viability Event.
Therefore, the occurrence of any such event or any suggestion of such occurrence could materially adversely
affect the rights of Noteholders, the market value of the Notes and/or the ability of the Issuer to satisfy its
obligations under the Notes. See Condition 6 for further information on any such potential Write-Down of the
Notes, including for the definitions of various terms used in this risk factor.

No Limits on Senior Obligations or Parity Obligations — There will be no limitation relating to the
issuance of the Notes on the Bank’s incurrence of Senior Obligations or Parity Obligations

There will be no restriction in the documents relating to the issuance of the Notes on the amount of Senior
Obligations or Parity Obligations that the Bank may incur. The incurrence of any such obligations might
reduce the amount recoverable by the Noteholders on any dissolution, winding up or liquidation of the Bank
and might result in an investor in the Notes losing all or some of its investment.

Limited Remedies — Investors will have limited remedies under the Notes

A holder of a Note will only be able to accelerate payment of the Prevailing Principal Amount of that Note,
together with interest accrued and unpaid to the date of repayment, on the occurrence of a Subordination
Event or otherwise if any order is made by any competent court or the Government of Turkey, as the case may
be, or resolution is passed for the winding up, dissolution or liquidation of the Bank as described in Condition
11 and then claim or prove in the winding-up, dissolution or liquidation. Noteholders also may institute
proceedings against the Bank as described in Condition 11 to enforce any obligation, condition, undertaking
or provision binding on the Bank under the Notes (other than, without prejudice to the provisions above, any
obligation for the payment of any principal or interest in respect of the Notes) but will not have any other
right of acceleration under the Notes, whether in respect of any default in payment or otherwise, and the only
remedy of a Noteholder on any default in a payment on the Notes will be to institute proceedings for the Bank
to be declared bankrupt or insolvent or for there otherwise to be a Subordination Event, or for the Bank’s
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winding-up, dissolution or liquidation as described in Condition 11 and to claim or prove in the winding-up,
dissolution or liquidation.

No other remedy will be available to Noteholders against the Issuer, whether for the recovery of amounts
owing in respect of the Notes or otherwise in respect of any Event of Default or in respect of any breach by
the Bank of any of its obligations, covenants or undertakings under the Notes, and Noteholders will not be
able to take any further or other action to enforce, claim or prove for any payment by the Bank in respect of
the Notes.

Reset Interest Rate — The interest rate on the Notes will be reset on the Issuer Call Date, which could
affect interest payments on an investment in the Notes and the market price of any such investment
The Notes will initially bear interest at the Initial Interest Rate until (but excluding) the Issuer Call Date, at
which time the Rate of Interest will be reset to the Reset Interest Rate. The Reset Interest Rate could be less
than the Initial Interest Rate and thus could negatively affect the market value of the Notes. See Condition 5
for further information of such resetting of the Rate of Interest, including for the definitions of various terms
used in this paragraph.

Early Redemption — The Notes may be subject to early redemption at the option of the Issuer

The Bank will have the right to redeem the outstanding Notes at their then Prevailing Principal Amount
together with interest accrued and unpaid to (but excluding) the Issuer Call Date, subject to having obtained
the prior approval of the BRSA (if and to the extent then required by the BRSA or the Equity Regulation) in
accordance with Condition 8.3 of the Notes. As at the date of this Prospectus, any such prior approval of the
BRSA is subject, under Article 8(2)(d) of the Equity Regulation, to the conditions that, among other things:
(a) the Notes are replaced with an equivalent, or higher, quality of capital, and such replacement does not
restrict the Bank’s ability to continue its operations and (b) the Bank continues to satisfy its applicable capital
requirements following the exercise of the redemption option (see paragraph (e) of “Turkish Regulatory
Environment — Capital Adequacy”). This optional redemption feature is likely to limit the market price of
investments in the Notes because, in the period leading up to when the Bank may elect to so redeem the
Notes, the market price of investments in the Notes generally will not rise substantially above the price at
which they can be redeemed.

An investor might not be able to reinvest the redemption proceeds at an effective interest rate as high as the
interest rate on the Notes and might only be able to do so at a significantly lower rate. Potential investors
should consider reinvestment risk in light of other investments available at that time.

Redemption upon a Capital Disqualification Event — The Bank will have the right to redeem the Notes
upon the occurrence of a Capital Disqualification Event

If a Capital Disqualification Event (as defined in Condition 8.4) occurs at any time after the Issue Date, the
Bank will have the right to redeem the Notes at their then Prevailing Principal Amount together with interest
accrued and unpaid to (but excluding) the date of redemption. A Capital Disqualification Event includes any
changes in applicable law or regulation (including the Equity Regulation), or the application or official
interpretation thereof (which change in application or official interpretation is confirmed in writing by the
BRSA), that results in all or any part of the aggregate Prevailing Principal Amount of the outstanding Notes
not being eligible (or will result in it ceasing to be eligible) for inclusion as Tier II capital of the Issuer. Upon
such a redemption, the investors in the Notes might not be able to reinvest the amounts received at a rate that
will provide the same rate of return as their investment in the Notes. This redemption feature is also likely to
limit the market value of the Notes during any period in which the Bank may elect to redeem them, as the
market price during this period generally will not rise substantially above the price at which they can be
redeemed. This might similarly be true prior to any redemption period.
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Redemption for Taxation Reasons — The Bank will have the right to redeem the Notes upon the
occurrence of certain changes in tax law, including a change requiring it to pay increased
withholding taxes with respect to interest or other payments on the Notes or that result in it no longer
being entitled to claim a deduction in calculating its tax liability in respect of the payment of interest
or the value of such deduction being reduced

The withholding tax rate on interest payments in respect of bonds issued by Turkish legal entities outside of
Turkey varies depending upon the original maturity of such bonds as specified under Decree No. 2009/14592
dated 12 January 2009, which has been amended by Decree No. 2010/1182 dated 20 December 2010 and
Decree No. 2011/1854 dated 26 April 2011 (together, the “Tax Decrees”). Pursuant to the Tax Decrees, with
respect to bonds with a maturity of five years and more, the withholding tax rate on interest is 0 per cent.
Accordingly, the initial withholding tax rate on interest on the Notes will be 0 per cent.; however, in case of
early redemption, the redemption date might be considered to be the maturity date and higher withholding tax
rates might apply accordingly. The Issuer is also entitled to claim a deduction in calculating its tax liability
under Turkish tax law in respect of payments of interest on the Notes.

The Bank will have the right to redeem all, but not some only, of the Notes, subject to having obtained the
prior approval of the BRSA (if and to the extent then required by the BRSA or the Equity Regulation) (see
“Early Redemption” above for a description of the conditions for any such approval of the BRSA), at any
time at their then Prevailing Principal Amount together with interest accrued and unpaid to but excluding the
date of redemption if, as a result of any change in, or amendment to, the laws or regulations of a Relevant
Jurisdiction (as defined in Condition 9.2), or any change in the application or official interpretation of the
laws or regulations of a Relevant Jurisdiction, which change or amendment becomes effective after 24 March
2017, on the next Interest Payment Date, the Bank would: (a) be required to: (i) pay additional amounts as
provided or referred to in Condition 9 (Taxation) and (ii) make any withholding or deduction for, or on
account of, any Taxes imposed or levied by or on behalf of the Relevant Jurisdiction where such requirement
cannot be avoided by the Bank taking reasonable measures available to it, or (b) no longer be entitled to claim
a deduction in calculating its tax liability in a Relevant Jurisdiction in respect of the payment of interest to be
made on such Interest Payment Date, or the value of such deduction to the Bank, as compared to what it
would have been on 24 March 2017, is or would be reduced. Upon such a redemption, investors in the Notes
might not be able to reinvest the amounts received at a rate that will provide an equivalent rate of return as
their investment in the Notes.

This redemption feature is also likely to limit the market value of the Notes at any time when the Bank has the
right to redeem them as provided above, as the market price at such time will generally not rise substantially
above the price at which they can be redeemed. This might similarly be true in the period before such time
when any relevant change in law or regulation is yet to become effective.

The Notes may not be a suitable investment for all investors seeking exposure to sustainable assets

In connection with the offering, Sustainalytics has issued a secondary party opinion based on the Bank’s
Sustainable Bond Framework (the “Opinion”), which includes Eligibility Criteria (as set out in the section
entitled “Use of Proceeds”) for projects. The examples of Eligible Projects in the section entitled “Use of
Proceeds” are for illustrative purposes only and no assurance can be provided that disbursements for projects
with these specific characterisations will be made by the Issuer during the term of the Notes.

The Opinion is not incorporated into and does not form part of this Prospectus. There is currently no market
consensus on what precise attributes are required for a particular project to be defined as ‘green’ or
‘sustainable’, and therefore no assurance can be provided to investors that the projects will meet all investor
expectations regarding sustainability performance or continue to meet the Eligibility Criteria (as set out in the
section entitled “Use of Proceeds™). Although the underlying Eligible Projects have been selected based on
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their general alignment with the green project categories recognised by the Green Bond Principles 2016, and
will be developed in accordance with relevant guidelines and standards, there can be no guarantee that
adverse environmental and/or social impacts will not occur during the design, construction, commissioning
and/or operating of the projects. In addition, where any negative impacts are insufficiently mitigated, the
Eligible Projects may become controversial, and/or may be criticised by activist groups or other stakeholders.

The Issuer does not make any representation as to the suitability of the Opinion or the Notes to fulfil such
environmental and sustainability criteria. Prospective investors should have regard to the factors described in
the section entitled “Use of Proceeds” in this Prospectus. Each potential purchaser of Notes should determine
for itself the relevance of the information contained in this Prospectus regarding the use of proceeds and its
purchase of Notes should be based upon such investigation as it deems necessary.

The Opinion may not reflect the potential impact of all risks related to the structure, the market for sustainable
bonds, the additional risks discussed above or any other factors that may affect the value of the Notes. The
Opinion is not a recommendation to buy, sell or hold securities and is only current as of the date that the
Opinion was initially issued. In addition, although the Issuer has agreed to certain reporting requirements and
the use of proceeds from the issue of the Notes to finance or refinance certain Eligible Projects in connection
with the Opinion as described under the section entitled “Use of Proceeds”, it will not be an event of default
under the Conditions of the Notes if the Issuer fails to comply with such obligations. A withdrawal of the
Opinion or any failure by the Issuer to use the net proceeds from the Notes to fund Eligible Projects or to
meet or continue to meet the investment requirements of certain environmentally focussed investors with
respect to such Notes may affect the value of the Notes and/or may have consequences for certain investors
with portfolio mandates to invest in green assets.

Majority Decisions — Decisions of the holders of the required percentage of the Notes bind all
Noteholders

The conditions of the Notes will contain provisions for calling meetings of Noteholders to consider matters
affecting their interests generally. These provisions will permit investors in the Notes holding defined
percentages of the Notes to bind all Noteholders, including Noteholders who did not attend and vote at the
relevant meeting and Noteholders who voted in a manner contrary to the decision of the deciding group. As a
result, decisions might be taken by holders of such defined percentages of the Notes that are contrary to the
preferences of any particular Noteholder.

Transfer Restrictions — Transfers of interests in the Notes will be subject to certain restrictions and
interests in the Global Certificate can only be held through a clearing system

Although the Notes have been authorised by the CMB pursuant to Decree 32, the Capital Markets Law, the
Communiqué on Debt Instruments and other related legislation as debt securities to be offered outside of
Turkey and this Prospectus has been approved by the Central Bank of Ireland as described herein, the Notes
have not been and are not expected to be registered: (a) under the Securities Act or any applicable state’s or
other jurisdiction’s securities laws or (b) with the SEC or any other applicable state’s or other jurisdiction’s
regulatory authorities. The offering of the Notes (or beneficial interests therein) will be made pursuant to
exemptions from the registration requirements of the Securities Act and from other securities laws.
Accordingly, reoffers, resales, pledges and other transfers of interests in the Notes will be subject to certain
transfer restrictions. Each investor is advised to consult its legal advisers in connection with any such reoffer,
resale, pledge or other transfer. See “Subscription and Sale”.

Because transfers of interests in the Global Certificate can be effected only through book entries at
Clearstream, Luxembourg and/or Euroclear (as applicable) and their respective accountholders, the liquidity
of any secondary market for investments in the Global Certificate might be reduced to the extent that some
investors are unwilling to invest in notes held in book-entry form in the name of an accountholder in
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Clearstream, Luxembourg or Euroclear, as applicable. The ability to pledge interests in the Notes may be
limited due to the lack of a physical certificate. In the event of the insolvency of Clearstream, Luxembourg or
Euroclear or any of their respective accountholders in whose name interests in the Notes are recorded, the
ability of beneficial owners to obtain timely or ultimate payment of principal and interest on the Notes might
be impaired.

Further Issues — The Bank may issue further notes, which would dilute the Noteholders’ share of the
total issuance

As permitted by Condition 15, the Bank may from time to time without the consent of the Noteholders create
and issue further notes having terms and conditions that are the same as those of the Notes, or the same except
for the amount of the first payment of interest, issuance date and/or securities codes, which new notes may be
consolidated and form a single series with the outstanding Notes. To the extent that the Bank issues such
further notes, the existing Noteholders’ share of the total issuance (e.g., for voting) will be diluted.

Enforcement of Judgments — It might not be possible for investors to enforce foreign judgments
against the Bank or its management

The Bank is a public joint stock company organised under the laws of Turkey. All of the directors and officers
of the Bank reside inside Turkey and all or a substantial portion of the assets of such persons might be, and
substantially all of the assets of the Bank are, located in Turkey. As a result, it might not be possible for
investors in the Notes to effect service of process upon such persons outside Turkey or to enforce against
them in the courts of jurisdictions other than Turkey any judgments obtained in such courts that are predicated
upon the laws of such other jurisdictions.

In addition, under the International Private and Procedure Law of the Republic of Turkey (No. 5718), a
judgment of a court established in a country other than Turkey might not be enforced in Turkish courts in
certain circumstances. There is no treaty between the United Kingdom and Turkey providing for reciprocal
enforcement of judgments. While Turkish courts have rendered at least one judgment confirming de facto
reciprocity between Turkey and the United Kingdom with respect to the enforcement of judgments of their
respective courts, since de facto reciprocity is decided by the relevant court on a case-by-case basis, there is
uncertainty as to the enforceability of court judgments obtained in the United Kingdom by Turkish courts. The
same might apply for judgments obtained in other jurisdictions. For further information, see “Enforcement of
Judgments and Service of Process”.

Change in Law — The value of the Notes could be adversely affected by a change in English law or
administrative practice

The conditions of the Notes, other than Condition 3, are based upon English law in effect as at the date of this
Prospectus. No assurance can be given as to the impact of any possible judicial decision or change to English
law or administrative practice after the date of this Prospectus and any such change could materially adversely
impact the price of interests in the Notes.

Reliance upon Clearing System Procedures — Investors in the Notes will be subject to the rules of the
applicable clearing system and their ability to exercise rights relating to the Notes directly may be
limited

The Notes will be represented on issue by the Global Certificate, which will be delivered to a common
depositary for, and registered in the name of a common nominee of, Euroclear and Clearstream, Luxembourg.
Except in the circumstances described in the Agency Agreement (see “The Global Certificate”), investors will
not be entitled to receive Notes in definitive form. Euroclear and Clearstream, Luxembourg and their
respective accountholders will maintain records of the beneficial interests in the Global Certificate. While the
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Notes are represented by the Global Certificate, investors will be able to trade their beneficial interests therein
only through Euroclear and Clearstream, Luxembourg and their respective direct and indirect accountholders.

To the extent that the Notes are represented by the Global Certificate, the Bank will discharge its payment
obligation thereunder by making payments to or to the order of the common depositary for Euroclear and
Clearstream, Luxembourg for distribution to their accountholders. A holder of a beneficial interest in the
Global Certificate must rely upon the procedures of Euroclear and Clearstream, Luxembourg and its
accountholders to receive payments under the Notes. The Bank will have no responsibility or liability for the
records relating to, or payments made in respect of, beneficial interests in the Global Certificate. Holders of
beneficial interests in the Global Certificate will not have a direct right to vote in respect of the Notes so
represented. Instead, such holders will be permitted to act only to the extent that they are enabled by
Euroclear and Clearstream, Luxembourg to appoint appropriate proxies.

No Secondary Market — An active secondary market in respect of the Notes may never be established
or may be illiquid and this might adversely affect the price at which an investor could sell the Notes
The Notes will have no established trading market when issued and, although application has been made for
the Notes to be listed on the Official List and admitted to trading on the Main Securities Market, such
application might not be accepted and/or an active trading market might not develop or, if developed, it might
not be sustained. If a market does develop, it might not be very liquid and the Notes might trade at a discount
to their initial offering price depending upon prevailing interest rates, the market for similar securities, general
economic conditions and the Bank’s financial condition. Therefore, investors might not be able to sell their
Notes easily or at prices that will provide them with a yield comparable to similar investments that have a
developed secondary market. Illiquidity might have a severe adverse effect on the market value of the Notes.

Volatile Price— The market price of investments in the Notes might be subject to a high degree of
volatility

The market price of investments in the Notes could be subject to significant fluctuations in response to actual
or anticipated variations in the Bank’s operating results, adverse business developments, changes to the
regulatory environment in which the Group operates, changes in financial estimates by securities analysts and
the actual or expected sale by the Group of other debt securities, as well as other factors, including the trading
market for notes issued by the Republic of Turkey. In addition, in recent years the global financial markets
have experienced significant price and volume fluctuations that, if repeated in the future, could adversely
affect the market price of investments in the Notes without regard to the Bank’s financial condition or results
of operations.

The market price of investments in the Notes will also be influenced by economic and market conditions in
Turkey and, to varying degrees, economic and market conditions in emerging markets generally. Although
economic conditions differ in each country, the reaction of investors to developments in one country might
cause capital markets in other countries to fluctuate. Developments or economic conditions in other emerging
market countries have at times significantly affected the availability of credit to the Turkish economy and
resulted in considerable outflows of funds and declines in the amount of foreign investment in Turkey. Crises
in other emerging market countries might diminish investor interest in securities of Turkish issuers, including
the Bank’s, which could adversely affect the market price of investments in the Notes.

Exchange Rate Risks and Exchange Controls — Non-U.S. Dollar investors will be subject to exchange
rate risk and the Bank’s ability to make payments on the Notes in U.S. Dollars might be affected by
exchange controls

The Bank will pay principal and interest on the Notes in U.S. Dollars, which presents certain risks relating to
currency conversions if an investor’s financial activities are denominated principally in a currency (the
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“Investor’s Currency”) other than U.S. Dollars. These include the risk that exchange rates may significantly
change (including changes due to devaluation of the U.S. Dollar or revaluation of the Investor’s Currency)
and the risk that the Turkish government and/or authorities with jurisdiction over the Investor’s Currency
might impose or modify exchange controls. An appreciation in the value of the Investor’s Currency relative to
the U.S. Dollar would decrease: (a) the Investor’s Currency-equivalent yield on the Notes, (b) the Investor’s
Currency-equivalent value of the interest and principal payable on the Notes and (c) the Investor’s Currency-
equivalent market value of investments in the Notes.

Government and monetary authorities might impose exchange controls that could adversely affect an
applicable exchange rate and/or the ability to convert and/or transfer currency. If such controls are imposed,
particularly if it directly affects the Bank’s payments on the Notes, then any investor in the Notes might
receive less interest or principal than expected, or no interest or principal, and/or might receive payment in a
currency other than U.S. Dollars. An investor might also not be able to convert (at a reasonable exchange rate
or at all) amounts received in U.S. Dollars into the Investor’s Currency, which could materially adversely
affect the market value of interests in the Notes. There might also be tax consequences for investors of any

such currency changes.

Credit Ratings — Credit ratings assigned to the Bank or the Notes may not reflect all risks associated
with an investment in the Notes

In addition to the ratings on the Notes provided by Moody’s and Fitch, and the ratings on the Bank by
Moody’s and Fitch, one or more other independent credit rating agencies might assign credit ratings to the
Notes and/or the Bank. The ratings might not reflect the potential impact of all risks related to the structure,
market and other factors that might affect the value of the Notes. A rating is not a recommendation to buy, sell
or hold securities and may be subject to adjustment, revision, suspension or withdrawal at any time by the
assigning rating organisation.

In general, European-regulated investors are restricted under the CRA Regulation from using credit ratings for
regulatory purposes unless such ratings are issued by a credit rating agency established in the EU and
registered under the CRA Regulation (and such registration has not been withdrawn or suspended). Such
general restriction also applies in the case of credit ratings issued by non-EU credit rating agencies unless the
relevant credit ratings are endorsed by an EU-registered credit rating agency or the relevant non-EU rating
agency is certified in accordance with the CRA Regulation (and such endorsement action or certification, as
the case may be, has not been withdrawn or suspended). The list of registered and certified rating agencies
published by the European Securities and Markets Authority (“ESMA”) on its website in accordance with the
CRA Regulation is not conclusive evidence of the status of the relevant rating agency included in such list, as
there might be delays between certain supervisory measures being taken against a relevant rating agency and
the publication of the updated ESMA list. Certain information with respect to the credit rating agencies and
ratings of the Notes is set out on the cover of this Prospectus.
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DOCUMENTS INCORPORATED BY REFERENCE

The following documents which have previously been published or are published simultaneously with this
Prospectus and have been filed with the Central Bank of Ireland shall be incorporated in, and form part of,
this Prospectus:

(@)  the independent auditors’ audit reports and audited consolidated BRSA Financial Statements of the
Group for the years ended 31 December 2016, 2015 and 2014; and

(b)  the independent auditors’ audit reports and audited unconsolidated BRSA Financial Statements of the
Issuer for the years ended 31 December 2016, 2015 and 2014.

The BRSA Financial Statements incorporated by reference into this Prospectus, all of which are in English,
were prepared as convenience translations of the corresponding Turkish language BRSA Financial Statements
(which translations the Issuer confirms were direct and accurate).

Copies of documents incorporated by reference in this Prospectus are available on the Issuer’s website at the
following links:

(@)  the independent auditors’ audit reports and audited consolidated BRSA Financial Statements of the
Group for the years ended 31 December 2016
(http://www.tskb.com.tr/i/content/2966 1 2966 1 TSKB CONS EN 31122016.pdf), 2015
(http://www.tskb.com.tr/i/content/1609 1 TSKB CONS_ENG 31 12 2015.pdf) and 2014
(http://www.tskb.com.tr/i/content/1407 1 TSKB CONS ENG 31 12 2014.pdf); and

(b)  the independent auditors’ audit reports and audited unconsolidated BRSA Financial Statements of the
Issuer for the years ended 31 December 2016
(http://www.tskb.com.tr/i/content/2966 1 TSKB UNCONS EN %2031122016.pdf), 2015
(http://www.tskb.com.tr/i/content/1609 1 TSKB SOLO _ENG 31 12 2015.pdf) and 2014
(http://www.tskb.com.tr/i/content/1407 1 TSKB _SOLO_ENG 31 12 2014.pdf).

Any non-incorporated parts of a document referred to above are either irrelevant to an investor or covered
elsewhere in this Prospectus. Any documents themselves incorporated by reference in the documents
incorporated by reference in this Prospectus do not (and shall not be deemed to) form part of this Prospectus.

The contents of any website referenced in this Prospectus do not form part of (and are not incorporated into)
this Prospectus.
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ENFORCEMENT OF JUDGMENTS AND SERVICE OF PROCESS

The Bank is a public joint stock company under the Turkish Commercial Code (No. 6102). Substantially all
of the assets of the Bank are located in Turkey. As a result, it might not be possible for investors to effect
service of process upon the Bank outside Turkey or to enforce against it in the courts of jurisdictions other
than Turkey any judgments obtained in such courts that are predicated upon the laws of such other
jurisdictions. In order to enforce such judgments in Turkey, investors should initiate enforcement lawsuits
before the competent Turkish courts. In accordance with Articles 50 to 59 of Turkey’s International Private
and Procedure Law (Law No. 5718), the courts of Turkey will not enforce any judgment obtained in a court
established in a country other than Turkey unless:

(@)  there is in effect a treaty between such country and Turkey providing for reciprocal enforcement of
court judgments,

(b)  there is de facto enforcement in such country of judgments rendered by Turkish courts, or

(c)  there is a provision in the laws of such country that provides for the enforcement of judgments of
Turkish courts.

There is no treaty between Turkey and the United Kingdom providing for reciprocal enforcement of
judgments. Turkish courts have rendered at least one judgment confirming de facto reciprocity between
Turkey and the United Kingdom; however, since de facto reciprocity is decided by the relevant court on a
case-by-case basis, there is uncertainty as to the enforceability of court judgments obtained in the United
Kingdom by Turkish courts. Moreover, there is uncertainty as to the ability of an investor to bring an original
action in Turkey based upon any non-Turkish securities laws.

In addition, the courts of Turkey will not enforce any judgment obtained in a court established in a country
other than Turkey if:

(@)  the defendant was not duly summoned or represented or the defendant’s fundamental procedural rights

were not observed,

(b)  the judgment in question was rendered with respect to a matter within the exclusive jurisdiction of the
courts of Turkey,

(¢)  the judgment is incompatible with a judgment of a court in Turkey between the same parties and
relating to the same issues or, as the case may be, with an earlier foreign judgment on the same issue
and enforceable in Turkey,

(d)  the judgment is not of a civil nature,
(e)  the judgment is clearly against public policy rules of Turkey,

4] the judgment is not final and binding with no further recourse for appeal or similar revision process
under the laws of the country where the judgment has been rendered, or

(g)  the judgment was rendered by a foreign court that has deemed itself competent even though it has no
actual relationship with the parties or the subject matter at hand.

Process may be served on the Bank at Isbank’s London branch (with an address on the Issue Date of 8 Princes
Street London EC2R 8HL, England) in relation to any proceedings in England in connection with the Notes.
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USE OF PROCEEDS

The net proceeds of the issue of the Notes will be used exclusively to finance and/or refinance Eligible
Projects meeting the Eligibility Criteria (each as defined below).

Pending their application as described above, such net proceeds will be held in a sub-account which is tagged
within the Issuer’s accounting system for efficient monitoring. The Issuer will only permit transfers from this
account for the purposes of financing or refinancing Eligible Projects meeting the Eligibility Criteria.

Pending the full allocation of the net proceeds of the Notes to one or more Eligible Projects meeting the
Eligibility Criteria, the Issuer will invest the balance of net proceeds not yet allocated to such Eligible
Projects, at its own discretion, in cash, cash equivalent and/or other liquid marketable instruments in its
liquidity portfolio.

“Eligibility Criteria” means the following framework setting out the business activity criteria that a project
must meet one or more of in order to qualify as an Eligible Project:

1. Direct and Indirect Climate Change Mitigation

(a) Energy Efficiency: any reconstruction, expansion, renovation or refurbishment measure
implemented within the premises of a business entity or relocation of any production facility
and aimed at investing into fixed assets that are designed to decrease energy consumption for
every unit of service output of the business entity or using renewable or waste energy. Projects
will have the primary objective of improving the efficiency of energy use (or reducing specific
energy consumption) of the system directly affected by the project.

(b)  Resource Efficiency: any greenfield, reconstruction, expansion, renovation or refurbishment
investments aimed to increase resource efficiency, including but not limited to a reduction in:

0] water consumption;
(ii)  non-recoverable waste;
(iii)  raw material/auxiliary chemicals.
(c)  Wind Power Plants (onshore only):
(i) the development, construction and operation of wind farms;

(if)  operational production or manufacturing facilities wholly dedicated to wind energy
development;

(iif)  wholly dedicated transmission infrastructure for wind farms.
(d)  Solar Power (Photovoltaic):

Q) solar electricity generation facilities;

(i)  wholly dedicated transmission infrastructure for solar electricity generation facilities.
()  Hydro Power Plants:

(i) the development, construction and operation of hydro power plants;

(if)  operational production or manufacturing facilities wholly dedicated to hydro energy
development;

(iii)  wholly dedicated transmission infrastructure for hydro power plants.
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f Biomass, Waste to Energy, Biogas: technologies and projects for the conversion of organic
matter to energy.

(9)  Clean Transport Projects:
(i) the promotion of lower-carbon fuels;
(if)  electric or hydrogen technologies in existing vehicles, rail or boat fleets;

(iii)  the promotion of urban mass transit, non-motorised transport (e.g. pedestrian mobility)
and improvement of the general transport logistics to increase energy efficiency of
infrastructure and transport;

(iv)  ashift of freight and/or passenger transport from road to rail or waterways.

(h)  Indirect Mitigation: the manufacture and sale of finished products, which when in use are
intended to result in renewable energy generation, energy efficiency or greenhouse gas (GHG)
emission reductions.

(1 Specific project loans going towards specific products designed to improve renewable
energy generation, energy efficiency or GHG emission reduction.

2. Climate Change Adaptation

€)) Climate Change Adaptation Projects: adaptation-related projects that potentially contribute to
reducing the vulnerability to climate change identified in the project area.

3. Sustainable Infrastructure

@) Social Infrastructure (Health and Education): improving access to public services for the
wider population, and promoting inclusiveness.

(b)  Electricity Distribution Networks: projects aimed at retro-fitting transmission lines or
substations to reduce energy use and/or technical losses and to avoid electricity cuts. Projects
aimed at improving existing systems to facilitate the integration of renewable energy sources
into the grid or Scada System to improve effectiveness. If possible, project selection can also
incorporate geographical aspects and favour projects in areas where electricity losses are high
and a large number of customers/households would benefit from modernisation. If new
transmission systems are installed, these should facilitate the integration of renewable energy
sources into the grid or extensions to serve the additional population growth due to
urbanisation.

(¢)  Ports: the building or modernisation of ports to promote the modal shift of freight and/or
passenger transport from road to waterways and ensure the resilience of ports to climate change
risks (including, without limitation, by way of port integration, renovation and capacity
increases and infrastructure and superstructure investments into existing ports).

“Eligible Projects” means projects satisfying the Eligibility Criteria as described above.

The above examples of projects falling within the relevant Eligibility Criteria are for illustrative purposes
only and no assurance can be provided that disbursements for any such specific projects will be made by the
Issuer during the term of the Notes. The relevant Eligibility Criteria may be subject to change whether by the
addition, and/or removal, of criteria from the list of Eligible Criteria set out above. Any such change will be
made in accordance with the prevailing sustainability criteria as set out in the Bank’s Sustainable Bond
Framework at the time of such change.
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Allocation Report: The Issuer is expected to publish an annual report setting out the aggregate allocation of
the proceeds of the Notes to Eligible Projects. To the extent practicable, the report will include a breakdown
of the Eligible Projects by category and by geography without referring to client names. Allocation reporting
will be available to investors within one year from the date of the issue of the Notes and annually thereafter
until the proceeds have been fully allocated to Eligible Projects.

Impact Report: The Issuer is committed to publishing annual updates on the environmental and social
impacts of the projects funded with the proceeds of the Notes.

Sustainalytics has issued a second party opinion based on the Eligibility Criteria. The Bank also commits to
extend loans in accordance with the Eligibility Criteria as described in the Bank’s Sustainable Bond
Framework. The second party opinion is available on the Issuer’s website: www.tskb.com.tr.

Any information contained in or accessible through any website, including www.tskb.com.tr, does not form
part of this Prospectus, unless specifically stated.
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SUMMARY FINANCIAL AND OTHER INFORMATION

The following tables set forth, for the periods indicated, selected historical consolidated financial and other
information about the Group which have been extracted from the BRSA Financial Statements. Such financial
and other information should be read in conjunction with, and is qualified in its entirety by reference to, the
BRSA Financial Statements, “Operating and Financial Review” and other relevant information included
elsewhere in (or incorporated by reference into) this Prospectus. The BRSA Financial Statements are
presented in Turkish Lira and have been prepared in accordance with BRSA Principles described in more
detail in the accounting principles included in the notes to the BRSA Financial Statements incorporated by
reference into this Prospectus and in “Presentation of Financial Information”.

The BRSA Financial Statements as of and for the years ended 31 December 2014, 2015 and 2016 have been
audited by KPMG.

As of 31 December

2014 2015 2016
(TL thousands)

Balance Sheet Data:
Cash and balances with the Central Bank .............c...cooue 507,794 811,123 778,076
Financial assets at fair value through profit or loss (net) .. 95,417 209,571 387,037
BanKS. ..o 503,981 751,545 497,949
Money Market Placements............ccooeeeivenienienceneninninens 105,206 1,080,724 254,934
Financial Assets Available For Sale (Net)........c.cccvvvvvennnen. 3,517,617 2,972,162 3,068,412
10T S 10,866,989 13,633,129 17,336,045
Factoring Receivables ........ccocoviiieiiiiienicnieceeeee — — —
Held To Maturity Investments (Net) ........cccooverieiiniiennns — 872,602 1,375,729
Investments In Associates (Net) ......occceveereerienieerieninnnnns 263,300 293,543 324,477
Investments In Subsidiaries (Net) .......cocvvvviiieeiiieiiiennnn. 609 609 1,609
Entities Under Common Control (Joint Venture)(Net)...... 10 1,760 1,760
Lease Receivables (Net)......oovvivviiie e siee s — — 3,792
Derivative Financial Assets for Hedging Purposes........... — 4,093 272
Tangible ASSEts (INEt) ...coeerveereiiieiieiie e 26,454 207,027 231,328
Intangible ASSets (NE).....ccccvevereerrerinrireiieeeree e 2,173 2,056 3,098
Investment Property (Net)......cccccvvvvvreeinieinienieiieeeennns 224,090 241,293 231,323
TAX ASSELS 1.vevieieeieeie ittt sttt se e b 21,253 29,624 21,214
Assets Held—For—Sale And Discontinued Operations
(NEL) et — — —
OFhET @SSELS ...evveveeeeierie ettt sbe s 90,808 255,719 358,431
L] 1 BT 16,225,701 21,366,580 24,875,486
Derivative Financial Liabilities Held—for—Trading............ 63,576 174,950 320,797
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As of 31 December

2014 2015 2016
(TL thousands)
Funds Borrowed..........cooovviiiiiiinee 10,151,582 13,441,831 16,127,496
Money Market Balances ............ccoovvvinienienenieiinenens 2,272,713 2,350,540 1,256,234
Debt Securities Issued (NEt)......coooverieiiiiniiiieiieieiene 813,824 2,037,571 3,486,732
Funds.......ooooviiiiii 39,081 30,677 5,317
Miscellaneous Payables .........cccccovvieiiiinienienieceenens 96,591 129,298 193,612
Derivative Financial Liabilities for Hedging Purposes ..... — 5,799 51,433
PrOVISIONS....uvtiiiiieii ittt e e 210,296 217,860 279,033
Tax Habilities . ...covvoririiiriiiee e 37,722 48,426 11,779
Subordinated Loans........coovvviiiiiiiiiiiiiieciieiee e, 116,065 145,836 —
Total Liabilities..............ccccooeviniiiiice 13,801,450 18,582,788 21,732,433
Paid—in Capital..........ccoviiiiiiiiiii i 1,500,000 1,750,000 2,050,000
Capital ReSEIVES......oiviiiierieiinie e 124,100 147,322 132,324
Share Premitm.........coovvviieiiiincessesceeee e 413 428 428
Marketable Securities Value Increase Fund ............c.c....... 113,993 (27,755) (69,896)
Tangible Assets Revaluation Differences..........ccccccevueninnne 9,320 174,619 201,168
Other Capital RESErves.........ccvvvrvereniieeienieee e 374 30 624
Profit RESEIVES .vvviiieiiieiciee et cteeetee ettt 315,408 362,902 408,096
Profit OF LOSS....covviiiiiiiiiiiicii e 417,290 458,078 494,664
Non—Controlling Interests..........ccuevvrrverieriesieeneeneeseenee. 67,453 65,490 57,969
Total EQUItY ........c.oooviiiiiiiiie e 2,424,251 2,783,792 3,143,053
Total Liabilities and Equity .............c.coooovninicnininnnnn, 16,225,701 21,366,580 24,875,486
For the year ended 31 December
2014 2015 2016
(TL thousands)

Income Statement Data:
Interest INCOME........ccvvviiieieiiicirieee e 819,918 1,098,725 1,409,679
Interest EXPense .......cocvvviiiviiiiiiie i (291,295) (500,183) (650,876)
Net Interest INCOmME..............ccovvvveeiieiiiiiiiieeee e, 528,623 598,542 758,803
Net Fees and Commissions INCOME .........coceveereerenniennnn. 29,500 29,547 25,017
Dividend InCOME.......cccovvieiiiiiiiiiiee e 13,876 10,175 11,486
Trading Income (Net)........cccovvvvvviiiiiiniiiiice 41,238 5,780 (67,771)
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Other Operating INCOME..........cccoovviriiinieniicene e
Total Operating Income.............c.coceoievreiiiiie e
Provision for Loan Losses and Other Receivables............
Other Operating EXpenses.........cuovreerieeneiieninnineseenneenns
Net Operating Income.................ccooorviiniinicnicinenne
Profit/Loss on Equity Method..........ccccocvviiiinincnincne
Profit/Loss on Continued Operations before Tax.........
Tax Provision for Continued Operations..............c.cc.eee..
Net Period Profit/Loss from Continuing Operations ...

Net Period Profit/Loss............ccccoovviiiiiiiii

Key Ratios:

Net interest margin@ ..o
SPIEAd® ..o s
Turkish Lira......ocooeiiiiiiiiee e
Foreign CUITENCY .....covvvvirieiiieiiiicie e
Cost—to—income ratio™ ..........ccccveveriririirirsseeeeere e,
Free capital ratio®)........cocceeviiiiiieessiesseeeee e
Non—performing loans to total cash loans.............cccue.ee.
Cost to average total assetsV© ..o,

Return on average shareholders’ equity excluding
minority interestN) ... ..o

Return on average total assets!V®) .............c.c.coeveeiiennn,
Capital Adequacy:

Tier I regulatory capital/risk-weighted assets and market

Other Information:

Average employees during the period...........cccoevviiieennnen.
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For the year ended 31 December

2014 2015 2016
(TL thousands)

47,684 51,137 26,643
660,921 695,181 754,178
(61,150) (78,563) (70,499)

(160,560) (140,573) (168,863)
439,211 476,045 514,816

27,136 35,280 38,805
466,347 511,325 553,621
(92,236) (100,735) (117,708)
374,111 410,590 435913
374,111 410,590 435,913

As of (or for the year ended) 31 December

2014 2015 2016
4.2% 3.6% 3.3%
3.9% 3.5% 3.4%
5.5% 5.7% 5.9%
3.2% 2.6% 2.2%

24.3% 20.2% 22.4%
13.0% 11.5% 10.3%
0.2% 0.4% 0.3%
1.1% 0.7% 0.7%
16.8% 15.6% 15.0%
2.5% 2.2% 1.9%
17.5% 15.3% 13.8%
18.3% 16.0% 14.6%
483 483 483



Notes:

@
)

®)

(4)

®)

(6)

U]

®)

)

Calculated on quarterly averages.

This is: (a) the Bank-only net interest income (excluding interest from the Central Bank on reserves held thereat) for
the relevant periods (and, when calculating for the interim period, the figure is annualised by multiplying the Bank-
only net interest income for the indicated period of such year by 12 and divided by the number of months in such
period) divided by (b) the Bank-only quarterly average interest-earning assets (excluding reserves held at the Central
Bank). The “quarterly average” interest earning assets for a period are calculated by averaging the amount of
interest-earning assets as of the balance sheet date immediately prior to the commencement of such period (e.g., for
any year, 31 December of the previous year) and each intervening quarter-end date (i.e., 31 March, 30 June, 30
September and 31 December, as applicable).

Spread represents the difference between the average rate of interest earned on interest-earning assets and the
average rate of interest accrued on interest-bearing liabilities. Average balances are calculated from monthly
balances and do not include interest accruals.

This is: (a) the “cost” (calculated as total operating expenses) for the periods specified divided by (b) the "income"
(calculated as total operating income) for such period.

This is: (a) the Group's total shareholders' equity as at the relevant dates specified minus the Group’s fixed assets,
investment property, investments in equity participations (i.e., the sum of investment in associates (net), investment
in subsidiaries (net) and jointly controlled entities (joint ventures) (net)) and non-performing loans net of specific
provisions as of such date as a percentage of (b) the Group’s total assets as of such date.

This is: (a) the “cost” (calculated as total operating expenses) for the relevant period specified as a percentage of (b)
average total assets (determined on a quarterly basis).

This is: (a) the net income (when calculated for the Group, excluding minority interest) for the relevant periods (and
when calculating for the interim period, the figure is annualised by multiplying the net income for the indicated
period of such year by 12 and divided by the number of months in such period) as a percentage of (b) the average
shareholders' equity (when calculated for the Group, non-controlling interest).

This is: (a) the net income for the relevant periods (and, when calculating for the interim period, the figure is
annualised by multiplying the net income for the indicated period of such year by 12 and divided by the number of
months in such period) as a percentage of (b) the average total assets (determined on a quarterly basis).

Calculated in accordance with BRSA regulations.
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OPERATING AND FINANCIAL REVIEW

The following discussion and analysis of the consolidated financial position and results of operations of the
Group covers the financial years ended 31 December 2014, 2015 and 2016. Unless otherwise specified, the
financial information presented in this discussion has been extracted from the BRSA Financial Statements for
such periods without material adjustment. This section should be read in conjunction with such BRSA
Financial Statements and the notes thereto and the other financial information included in (or incorporated by
reference into) this Prospectus (including the section entitled “Presentation of Financial Information™). The
BRSA Financial Statements for such periods have been prepared in accordance with BRSA regulations as
described in “Presentation of Financial Information”.

The BRSA Financial Statements incorporated by reference herein, all of which are in English, were prepared
as convenience translations of the corresponding Turkish language BRSA financial statements (which
translations the Bank confirms were direct and accurate). The English language BRSA Financial Statements
were not prepared for the purpose of their incorporation by reference into this Prospectus.

Certain information contained in the discussion and analysis set forth below and elsewhere in this Prospectus
includes “forward-looking statements”. Such forward-looking statements are subject to risks, uncertainties
and other factors that could cause actual results to differ materially from those expressed or implied by such
forward-looking statements. See the section entitled “Cautionary Statement Regarding Forward-Looking
Statements”.

The Group’s financial condition and results of operations depend significantly upon the macro-economic
conditions prevailing in Turkey and prospective investors should consider the factors set forth under “Risk
Factors — Risks Related to the Group’s Business” and “Risk Factors — Political, Economic and Legal Risks
Related to Turkey”.

The discussion and analysis of the financial position and results of operations of the Group in this Prospectus
are based upon the BRSA Financial Statements. As elsewhere in this Prospectus, the term “Group” is used in
this section to denote the Group on a consolidated basis and the term “Bank” in this section indicates that the
context refers to the Bank on a stand-alone basis.

Overview

The Group provides a wide range of banking and advisory services, only in Turkey, including corporate
banking, investment banking and advisory services. The Group operates in a highly competitive banking
market in Turkey.

As of 31 December 2016, 52 banks (including domestic and foreign banks, including participation banks, but
excluding the Central Bank) were operating in Turkey, 34 of which were deposit-taking banks, 13 of which
(including the Bank) were development and investment banks and five of which were participation banks,
which conduct their business under different legislation in accordance with Islamic banking principles. Of the
deposit-taking banks, 21 were private foreign banks, nine were private domestic banks, three were
government-controlled banks and one was under the administration of the SDIF (Savings Deposit Insurance
Fund (“SDIF”)). The Bank has two branches, one in Ankara and the other in Izmir, as well as its principal
Istanbul office.

As of 31 December 2016, the Group’s total capital adequacy ratio was 14.56 per cent. and its Tier I capital
adequacy ratio was 13.84 per cent., both as calculated in accordance with Basel III rules that came into effect
on 1 January 2014. See “— Capital Adequacy” below. As of the same date, the Group’s shareholders’ equity
was TL 3,143 million, its liquid asset ratio (being the total amount of cash and balances with banks, money
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market placements, trading securities and available-for-sale securities divided by the Group’s total assets) was
25.6 per cent. The Group’s net operating income was TL 439 million in 2014, TL 476 million in 2015 and TL
515 million in 2016 while its net period profit from continuing operations was TL 374 million in 2014, TL
411 million in 2015 and TL 436 million in 2016.

With its domestic Turkish focus, the Group’s financial condition and results of operations have been
significantly impacted by the Turkish economy, the real GDP of which increased at a compound annual
growth rate of 4.4 per cent. between 2000 and 2008 according to TurkStat. Real GDP growth slowed to 0.7
per cent. in 2008 and then declined by 4.8 per cent. in 2009, but significantly rebounded in 2010 (9.2 per
cent.) and 2011 (8.8 per cent.); however, real GDP growth slowed to 2.1 per cent. in 2012 due in part to
governmental efforts to slow the economy and the continuing impact of global macro-economic conditions.
Turkey’s real GDP grew by 8.5 per cent. in 2013, 5.2 per cent. in 2014 and 6.1 per cent in 2015 and 2.2 per
cent. year-on-year in the nine months ended 30 September 2016.

As of 31 December 2016, the Group had total assets of TL 24.9 billion, an increase of 16.4 per cent. from TL
21.4 billion as of 31 December 2015, itself a 32.1 per cent. increase from TL 16.2 billion as of 31 December
2014.

The Bank’s loan portfolio grew from TL 10.9 billion as of 31 December 2014 to TL 13.6 billion as of 31
December 2015 and TL 17.3 billion as of 31 December 2016, a growth rate of 24.8 per cent. in 2015 and 27.2
per cent. in 2016. The Group’s policy is to comply with the provisioning levels required by law. For
additional information on regulatory requirements for provisioning, see “Business of the Group — Loan
Classification and Provisioning Policy”, “Risk Factors — Banking Regulatory Matters” and “Turkish
Regulatory Environment — Loan Loss Reserves”. The Bank’s NPL ratios were 0.2 per cent., 0.4 per cent. and
0.3 per cent. as of 31 December 2014, 2015 and 2016, respectively. See “Significant Factors Affecting the
Group’s Financial Condition and Results of Operations — Provisioning for Impaired Loans”.

As of 31 December 2016, 93 per cent. of the Group’s performing loans and all of the Group’s total
borrowings were denominated in foreign currencies, principally U.S. Dollars and Euro.

Significant Factors Affecting the Group’s Financial Condition and Results of Operations

The Group’s business, financial condition and results of operations depend significantly upon the macro-
economic conditions prevailing in Turkey as well as other factors. The impact of these and other potential
factors may vary significantly in the future and many of these factors are outside the control of the Group.
Prospective investors should (among other things) consider the factors set forth under “Cautionary Statement
Regarding Forward-Looking Statements” and “Risk Factors”. The following describes the most significant of
such factors since the beginning of 2012.

Turkish Economy

All of the Group’s operations (and almost all of its loans) are in Turkey, and its business and results of
operations are significantly affected by general economic conditions in Turkey. Accordingly, the Group’s
results of operations and financial condition have been and will continue to be significantly affected by
Turkish political and economic factors, including the economic growth rate, the rate of inflation and
fluctuations in exchange and interest rates. The economic contraction in Turkey beginning in 2008 and
reaching its peak in 2009 limited lending growth and caused a decline in asset quality in the Turkish banking
sector. Starting in 2010 there was a rapid recovery in lending growth and NPL ratios displayed a declining
trend both for Turkish financial institutions as a whole and for the Group’s operations in particular, although
this trend may stabilise. In 2011, the Central Bank increased its funding rates and reserve requirement rates in
order to suppress loan growth and moderate the growth of the Turkish economy. In 2012, Basel II took effect
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and had a similar impact due to the additional capital requirements applying to certain types of credit
exposures and other controls imposed under Basel II. After a mild economic slowdown, the Central Bank
started to loosen monetary policy in the second half of 2012 and domestic demand started to recover in the
first quarter of 2013; however, capital inflows have weakened since May 2013 due to uncertainties regarding
global monetary policies (particularly those in the United States) and as a result the Central Bank tightened
monetary policy in order to support financial stability. The Central Bank continued to tighten its monetary
policy with rate increases in June and August 2013 and then, in order to balance the risks associated with the
increased volatility in capital flows observed at the end of 2013 due to domestic political concerns, the
Central Bank held an interim meeting on 28 January 2014 and announced a significant rate increase. As a
result of this tight monetary policy and other measures taken by the BRSA to dampen consumer lending,
domestic demand weakened and a significant improvement was observed in the current account deficit in
2014 (falling to U.S.$46.5 billion from U.S.$64.7 billion in 2013). On 22 May 2014, the Central Bank
decreased the one-week repo rate to 9.5 per cent. from 10 per cent., citing the recent decline in uncertainties
and the improvement in risk premium indicators. In June 2014, the Central Bank further reduced its one-week
repo rate to 8.75 per cent. taking the expected decline in annual inflation into consideration. The Central
Bank’s main argument was the adverse impact of declining TL depreciation on pricing behaviours. The
Central Bank cut its policy rate by another 50 basis points to 8.25 per cent. on 17 July 2014 in line with
favourable global liquidity conditions. Five months later, the Central Bank lowered its one-week repo rate to
the so-called policy rate of 7.75 per cent. on 20 January 2015 and again to 7.50 per cent. on 24 February 2015,
citing falling oil prices and an expected decline in core inflation indicators. The Central Bank maintained a
tight monetary policy stance for the remainder of 2015 due to rising inflation. While it kept the policy rate
unchanged since February 2015, the Central Bank increased the daily average funding rate of the market up to
9.02 per cent. in September 2015 and up to 9.14 per cent. in February 2016 but then subsequently decreased
to below nine per cent. in March 2016 due to the U.S. Federal Reserve’s dovish stance in its March 2016
meeting. The yearly average daily funding rate of the Central Bank in 2015 was 8.48 per cent. The Central
Bank also announced planned simplifications in its monetary policy in August 2015. Following its meeting on
24 March 2016, the Central Bank cut the marginal funding rate by 25 basis points to 10.50 per cent. as an
incremental step towards simplification of its monetary policy. In three meetings from April 2016 to June
2016, the Central Bank continued its simplification process with 50 basis points cuts in each meeting on the
overnight lending rate, followed by a 25 basis points cut in each of the next three meetings until November
2016. Increased uncertainty in the global markets and general risk aversion towards emerging markets
contributed to an acceleration in the depreciation of the Turkish Lira, and in response the Central Bank
implemented a 25 basis points increase in the overnight lending rate and 50 basis points increase in the one-
week repo rate, thereby suspending its simplification of monetary policy. In early January 2017, the Bank
cancelled its regular weekly repo auctions, which led market participants to utilise the Central Bank’s Late
Liquidity Window facility, with an interest rate of 10 per cent., compared to 8.5 per cent. for the overnight
lending rate and 8 per cent. for the one-week repo rate.

The following table provides certain macro-economic indicators for Turkey, including real GDP, inflation
rates and the Central Bank’s overnight TL interest rate for each of the indicated periods:

2010 2011 2012 2013 2014 2015 2016
Nominal GDP at current
prices (TL millions)® ......... 999,192 1,394,477 1,569,672 1,809,713 2,044,465 2,337,529 2,487,913
Real GDP growth @............ 8.5% 11.1% 4.8% 8.5% 5.2% 6.1% 2.2%
Deficit/surplus of central
gov budget/GDP @ ............. (3.5)% (1.3)% (1.9)% (1.0)% (1.1)% (1.0)% (1.2)%
Consumer Price Inflation ... 6.4% 10.5% 6.2% 7.4% 8.2% 8.8% 8.5%
Producer Price Inflation....... 8.9% 13.3% 2.5% 7.0% 6.4% 5.7% 9.9%
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2010 2011 2012 2013 2014 2015 2016

Central Bank overnight TL
interest rate, period-end®.... 1.50% 5.00% 5.00% 3.50% 7.50% 7.25% 7.25%

Central Bank weekly TL
repo rate, period-end®........ 6.50% 5.75% 5.50% 4.50% 8.25% 7.50% 8.00%

Refinancing rate of the
Central Bank, period-end.... 9.00% 12.50% 9.00% 7.75% 11.25% 10.75% 8.50%

Nominal appreciation
(depreciation) of the
Turkish Lira against the

U.S. Dollar (3.4)% (22.8)% 5.90% (19.8)% 9.2)% (25.4)% (20.6)%

CPI-based real effective
exchange rate appreciation
(depreciation) (2003=100) .. 5.8% (13.8)% 7.3% (9.1)% 4.6% (7.1)% (5.5)%

Total gross gold and

international currency

reserves, period-end (U.S.

Dollars, millions) ................ 85,968 88,340 119,167 131,035 126,450 110,529 106,101

1) The figure for 2016 indicates the annual GDP as of September-end. For 2016 growth rate indicates the rate the first six months of the year on the same period of
previous year.

(2) Annual percentage change of the applicable index (the percentage change of the applicable index in June 2014 is compared to June 2013).
®3) For 2016, Nine-month annual GDP is used for calculation of the ratio.

4) The overnight borrowing rate announced by the Central Bank. Starting from 2010, the Central Bank announces the weekly repo lending rate as the reference
rate.

(5) Central Bank buying rates.

Sources: TurkStat for nominal GDP at current prices, real GDP growth, inflation, Turkish Ministry of Finance, General Directorate of
Public Accounts, for deficit/surplus of consolidated budget and Central Bank for reference overnight interest rate, refinancing rate,
nominal appreciation (depreciation) of the Turkish Lira against the U.S. Dollar, real effective exchange rate and total gross gold and
international currency reserves.

Interest Rates

One of the primary factors affecting the Group’s profitability is the level of, and fluctuations in, interest rates
in Turkey, which in turn influence the return on the Group’s securities portfolio and its loan rates. Interest
earned and paid on the Group’s assets and liabilities reflects, to a certain degree, actual inflation, inflation
expectations, shifts in short- term interest rates set by the Central Bank and movements in long-term real
interest rates (with respect to the Group’s foreign currency-denominated liabilities, including similar changes
in global markets. Although the impact of decreasing interest rates earned on assets has had a direct and
material impact on the Group’s profitability, and the Group has been further negatively affected by
competitive pressures from both the public and private sector banks, the Group has utilised low cost and long-
term sources for raising funds, thereby mitigating this competitive pressure.

The Group’s strategy is to hedge any interest rate mismatch with derivative instruments and, as a result, the
interest rates on the Group’s loans and funds are very closely matched. Due to the natural hedge in the Bank’s
assets and liabilities, as supplemented by such hedges, the Group’s existing loan portfolio is not materially
affected by changes in interest rates. In addition, 51.7 per cent. of the Group’s securities portfolio consisted of
floating rate notes and CPl-linked securities as of 31 December 2016; however the remaining securities
portfolio, consisting of fixed rate notes, might create a negative or positive effect on the Group’s equity as a
result of changes in market interest rates. In addition, rising interest rates are expected to reduce the value of
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the Group’s existing securities investment portfolio while ultimately being expected to result in increased
interest income on additional assets included in this portfolio.

As of 31 December 2014, 2015 and 2016, respectively, approximately 76 per cent. 74 per cent. and 68 per
cent. of the Bank’s loans and 72 per cent., 63 per cent. and 65 per cent. of the Bank’s interest-earning assets
were at floating rates. The fixed/floating composition of the Group’s assets and liabilities is mainly
determined by general market trends and customer demand. As a result, due to the highly competitive banking
environment, the Group’s ability to change the naturally established composition of loans and funding base is
limited. On the other hand, the Group tries to diversify its securities portfolio in terms of maturity and re-
pricing periods in order to balance the duration mismatch of the entire balance sheet.

The Group’s interest income is primarily comprised of: (a) interest earned on its loan portfolio (TL 669
million, or 61 per cent. of total interest income, in 2015; TL 856 million and 61 per cent. in 2016) and (b)
interest earned from its securities portfolio (TL 319 million, or 29 per cent. of total interest income, in 2015;
TL 354 million and 25 per cent. in 2016). For further information on the Group’s securities portfolio, see “—

Securities Portfolio”.

The Group’s primary sources of funding for the periods under review have typically been funds borrowed
from DFIs, Eurobonds, syndication loans, repo transactions with banks, including the Central Bank, and
certain other money market transactions.

Among the most significant indicators of the movements in interest rates as they affect the Group is the
competitive environment. In general, the Bank’s net interest margin does not depend upon Turkish Lira
interest rates since a significant portion of the Bank’s interest earning assets are foreign exchange-
denominated. Turkish Lira interest rates do, however, affect the cost of the Bank’s daily repo funding. The
Central Bank changed the policy rate from the reference overnight interest rate to the one-week repo rate, at
7.0 per cent., in response to the effect of the global economic crisis on banks’ liquidity at the May 2010
meeting, and the reference overnight interest rate declined from 6.50 per cent. as of 31 December 2009, to
1.50 per cent. as of 31 December 2010 (at which time the overnight interest rate was no longer linked to the
policy rate). By the end of 2010, the policy rate was 6.50 per cent. and was further lowered to 5.75 per cent. in
2011. The Central Bank started to announce the weighted average cost of its funding (“WACF”) in October
2011 as it was lending both in weekly and overnight maturities. The Central Bank’s WACF was at 9.04 per
cent. by the end of 2011. After reaching 11.93 per cent. in January 2012, the WACF decreased to 5.55 per
cent. by the end of 2012, at which point the policy rate was at 5.50 per cent. In 2013, the Central Bank
decreased the policy rate 4.50 per cent. and kept it at this level until January 2014, while the WACF increased
from 4.50 percent to 8.36 percent due to a shift in liquidity policy. The Central Bank increased its policy rate
to 10.0 per cent. in January 2014 and the WACF increased to 10.28 per cent. as of March 2014. Starting in
May 2014, the Central Bank cut its policy rate, which reached 7.50 per cent. as of February 2015, and the
WACF decreased to 7.60 per cent. While keeping the policy rate unchanged, the Central Bank tightened its
liquidity policy, resulting in an increase in the WACF to 9.14 per cent. as of February 2016. After February
2016, the Central Bank opted to ease down its liquidity policy and the WACF decreased to 7.73 per cent. as of
October 2016. Staring from November 2016, the Central Bank tightened its liquidity policy again, this time
by increasing the policy rate by 50 basis points to 8.0 per cent. and the WACF in turn increased to 8.31 per
cent. the Central Bank tightened its liquidity policy further in 2017, via both rate increases and changes in
liquidity facilities. In early January 2017, the Central Bank halted funding at the policy rate and signalled
banks to use the Late Liquidity Window facility to raise liquidity. Following this action, the WACF increased
to 9.12 per cent. At its January 2017 meeting, the Central Bank kept the policy rate unchanged at 8.0 per cent.,
but increased the overnight and the Late Liquidity Window lending rates, and the WACF increased to 10.39
per cent. as of February 2017. As the average maturity of the Bank’s Turkish Lira loan book is relatively short
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and a majority of the securities portfolio is formed of floating rate notes, the impact of higher Turkish Lira
interest rates turns positive in a short period of time.

From 2009 to 2011, net interest margins and spreads in Turkish Lira and foreign currencies were on a
decreasing trend due to assets being re-priced with a time-lag compared to liabilities. The decrease in margins
was principally due to the moderation of local market conditions (including inflationary pressures), the
increases to reserve requirements introduced by the Central Bank (until recently no interest was earned on
such reserves; however, reserve accounts kept in Turkish Lira may be interest-bearing pursuant to guidelines
adopted by the Central Bank from time to time according to the reserve requirement manual issued by the
Central Bank on 11 April 2014), the tightening of monetary policy in Turkey over the period and continuing
high levels of competition. Although the Central Bank has relaxed certain of these measures in light of
weakening macro-economic conditions, significant pressure on net interest margins remains despite efforts to
re-price assets and liabilities given funding costs and competitive conditions. In 2015, the net interest margin
of the Bank was 3.7 per cent., while it was 3.5 per cent. in 2016.

As a result of the depreciation in the value of the Turkish Lira (which in 2013 depreciated by 19.7 per cent.
against the U.S. Dollar compared to year-end 2012; however, on a real basis, based upon the CPI-based real
effective exchange rate, there was only a 9.5 per cent. real depreciation compared to year-end 2012), in July
and August 2013, the Central Bank increased the upper band of the interest rate corridor (the lending rate)
from 6.50 per cent. to 7.25 per cent. and then to 7.75 per cent. and also announced that there would be no
funding to banks via the primary dealer repo facility on additional monetary tightening days. Moreover, in its
November 2013 and December 2013 meetings, the Central Bank announced that one month repo auctions
were terminated, that the maximum amount of funding via one-week repo was reduced from TL 10 billion to
TL six billion and that the total amount of funding offered to primary dealer banks was reduced to
approximately TL 6.5 billion. In addition to increasing the liquidity of the Turkish Lira, the Central Bank
announced, as part of its monetary and exchange rate policy for 2014, that it will increase the funding needs
of the financial system via foreign exchange auctions, through changes in reserve option mechanisms and by
shortening the maturity of funding. In January 2014, to counter a significant depreciation in the Turkish Lira,
the Central Bank held an interim Monetary Policy Committee meeting and increased its overnight Turkish
Lira borrowing rate to eight per cent. from 3.5 per cent., its one-week repo rate to 10 per cent. from 4.5 per
cent. and its overnight lending rate to 12 per cent. from 7.75 per cent. In the Monetary Policy Committee’s
April 2014 meeting, the late liquidity window facility lending rate was reduced from 15 per cent. to 13.5 per
cent. (though such rate has little application on market practice). While such increases have resulted in a
limited increase in the Group’s short-term funding costs, they have also contributed to an increase in rates
earned by the Group on its assets and, as a result, have had an immaterial impact on the Group’s net interest
margin. Following the Central Bank’s significant rate increase and the diminishing political uncertainties, the
Turkish Lira recovered briefly in early 2014 but has since continued to depreciate due both to domestic
matters as well as the growing expectation of rate increases by the U.S. Federal Reserve. Due to the recovery
in the Turkish Lira in early 2014 and the decline in political uncertainty, the Central Bank reduced its one-
week repo rate from 10 per cent. to 9.50 per cent. initially, subsequently reduced it further to 8.25 per cent.,
reduced its overnight borrowing rate from 8.00 per cent. to 7.50 per cent. and cut the overnight lending rate
from 12.00 per cent. to 11.25 per cent. As of 31 December 2014, the Turkish Lira had appreciated by 2.7 per
cent. in nominal terms compared to its historical low level against the U.S. Dollar recorded on 28 January
2014. In 2015, the Central Bank cut its policy rate twice, in January and February, to 7.50 per cent., however,
the Central Bank increased the daily average funding rate up to around 9.0 per cent. towards the end of the
year. The Central Bank also revoked the special lending rate to primary dealers, which was lower than the
marginal funding rate, in order to simplify its monetary policy. The Turkish banking system in general has
also been raising lending rates since the start of the year and the average loan-deposit rate spread of the
banking system has increased in 2015.
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In the first half of 2016, decreasing risk aversion in the global markets and decreasing volatility in the Turkish
Lira’s value enabled the Central Bank to carry out its monetary policy simplification plan, which was
originally announced in August 2015. The bank lowered its overnight lending rate from 10.75 per cent. to
8.25 per cent. gradually until November 2016. However, at that time, a surge in the rate increase expectations
from the U.S. Federal Reserve resulted in a deterioration in the outlook of the emerging markets. In addition,
terrorist attacks in Turkey reversed the stability in Turkish financial markets, and the Turkish Lira depreciated
13.5 per cent. against the U.S. dollar in the last two months of 2016. The depreciation in the Turkish Lira in
the first month of 2017 was nine per cent., and the CPI-linked real effective exchange rate was down to 88, a
14-year low. In response, the Central Bank implemented a 25 basis points increase in the overnight lending
rate and 50 basis points increase in the one-week repo rate, thereby suspending its simplification of monetary
policy in November 2016. In early January 2017, the Bank cancelled its regular weekly repo auctions, which
led market participants to utilise the Central Bank’s Late Liquidity Window facility, with an interest rate of 10
per cent., compared to 8.5 per cent. for the overnight lending rate and 8 per cent. for the one-week repo rate.
In its January 2017 meeting, the Central Bank took further tightening steps such as increasing the overnight
lending rate to 9.25 per cent. and Late Liquidity Funding window lending rate to 11 per cent. As a result, the
WACEF increased to 10.3 per cent. up from 8.3 per cent in January 2017. In addition, the Central Bank
launched FX depo auctions, with a gradually increased cost in Turkish Lira of 11 per cent. In its January 2017
meeting, the Central Bank took further tightening steps such as increasing the overnight lending rate to 9.25
per cent. and Late Liquidity Funding window lending rate to 11 per cent. As another measure to curb the
depreciation in Turkish Lira, the Central Bank allowed the repayment of export loans in Turkish Lira at a
fixed dollar/TL exchange rate of 3.53 TL to the U.S. Dollar, while the market rate was 3.66 Turkish Lira to the
U.S. Dollar. As a result, the Turkish Lira appreciated by five per cent. in February 2017.

The yearly loan to deposit spread of the Turkish banking sector has been widening since March 2016, with
improvements in both local and foreign currency spreads. The yearly loan to deposit spread for the sector
increased to 4.50 per cent. as of 31 December 2016 from 4.28 per cent. as of 31 March 2016. The net interest
margin for the sector has also increased by 45 basis points to 3.80 per cent. in 2016, primarily as a result of
increased trade activities related to the sector-wide increase in the loan to deposit spread, increase in
profitability of the securities portfolio and declining net trade and swap losses.

Fees and Commissions

Another primary factor affecting the Group’s profitability is the level of fees and commissions that it earns. In
order to diversify its sources of revenue and obtain income in a capital efficient manner, the Group has been
creating new products and incentivising its employees to increase the Group’s fee and commission income.
The share of net fees and commissions to total operating income has been 4.5 per cent., 4.3 per cent. and 3.3
per cent. respectively, for 2014, 2015 and 2016. A significant portion of the Group’s fee and commission
income is derived from its non-cash loan business and investment banking activities. The Group’s investment
banking activities are operated by the Bank’s Corporate Finance Department, Treasury Marketing Unit and its
subsidiary Yatirnm Finansman Menkul Degerler A.S. (“Yatirim Finansman”), a local brokerage house, as
described in greater detail below. The Group’s ability to increase its fee and commission income is also
dependent upon the Bank’s corporate finance department, which is active in initial public offerings, bond
offerings, mergers and acquisitions and providing advisory services. As with these investment banking
revenues, the commissions generated by the Bank’s corporate finance department are dependent upon the
economic and political environment in Turkey.

A second significant influence on the Group’s ability to earn fee and commission income is the level of
domestic competition, which has been significant during all macro-economic conditions. Competitive
pressures from other banks to reduce fees on loan products and banking services require the Group either to
lower its own fees (including waiving them in certain circumstances) in order to be competitive in the

63



applicable business segment and/or to seek to develop new products that can earn additional fees and
commissions within a prudent risk management context. The Bank’s management believes that this
competitive pressure will continue in all of the Group’s business segments, particularly as other Turkish banks
have increased their focus on fee and commission income as the current environment of low interest rates has
impacted net interest income.

Exchange Rates

A significant portion of the Group’s assets and liabilities are denominated in foreign currencies, particularly in
U.S. Dollars and Euro. As of 31 December 2016, 71.1 per cent. of the Group’s total assets and 79.8 per cent.
of the Group’s total liabilities and sharcholder’s equity were denominated in foreign currencies.

While the Group monitors its net position in foreign currencies (i.e. the amount by which its foreign currency
risk-bearing assets differ from its foreign currency-denominated liabilities) and each of the Bank and the
Group is required to comply with foreign currency position limits promulgated by the BRSA, each of the
Bank and the Group has maintained and likely will continue to maintain gaps between the balances of its
foreign currency-denominated assets and liabilities. The foreign currency position limit imposed by the BRSA
is defined as an amount plus/minus 20 per cent. of the total capital used in the calculation of regulatory capital
adequacy ratios.

Historically, the Bank has sought to maintain a balance between such assets and liabilities based upon the
actual composition of its balance sheet and off-balance sheet positions at any time and, as a general matter,
does not enter into any speculative positions. Under BRSA rules, any foreign exchange gains and losses are
accounted for together with any gains and losses from the Group’s investment in foreign exchange-based
derivative financial instruments.

Even though the Group seeks to balance its actual foreign exchange position based upon the composition of
its portfolio, the Group’s financial results are impacted by changes in foreign exchange rates as the Group
translates such assets and liabilities, and interest earned from and paid on those assets and liabilities, into
Turkish Lira. The overall effect of exchange rate movements on the Group’s results of operations depends
upon the rate of depreciation or appreciation of the Turkish Lira against its principal trading and financing

currencies.

In 2014, the Group recorded a net foreign exchange gain of TL 88.8 million, whereas it recorded a gain of TL
124.2 million in 2015 and a loss of TL 72.5 million in 2016. In addition, the Group’s trading income
decreased from a gain of TL 5.8 million in 2015 to a loss of TL 67.8 million in 2016. In 2016, a certain
amount of FX liquidity is transferred into TL by short-term swaps, which are used in TL liquid assets for
arbitrage purposes. The expenses of these transactions are booked in trading income/(loss) item while the
revenues are booked in interest income. In addition, the remaining trading loss was primarily driven by an
increase in foreign exchange losses.

Exchange rate movements also affect the Turkish Lira-equivalent value of the Group’s foreign currency-
denominated assets, which can affect capital adequacy either positively (for example, if the Turkish Lira
appreciates, then assets in foreign currencies convert into fewer Turkish Lira in the calculations of capital
adequacy ratios and thus increase the capital adequacy ratios) or negatively (for example, if the Turkish Lira
depreciates, then assets in foreign currency convert into more Turkish Lira in the calculations of capital
adequacy ratios and thus reduce the capital adequacy ratios).

Securities Portfolio

The Group maintains a securities portfolio that consists primarily of Turkish government debt securities. The
Group’s investment securities portfolio amounted to TL 4.5 billion as of 31 December 2016. Of this amount,
TL 3.0 billion, or 67 per cent., was classified as available-for-sale, TL 1.4 billion, or 31 per cent. was

64



classified as held-to-maturity, with the remainder held in the trading securities portfolio. Interest income
derived from the Group’s trading and investment securities amounted to TL 353.7 million for the year ended
31 December 2016, accounting for 25 per cent. of total interest income for the period, TL 318.7 million for
the year ended 31 December 2015, accounting for 29 per cent. of total interest income for the period, and TL
283.9 million for the year ended 31 December 2014, accounting for 34.6 per cent. of total interest income for
the period. The Group’s securities portfolio has decreased in size from 18.1 per cent. as of 31 December 2015
to 17.9 per cent. of total assets as of 31 December 2016, due to a preference to invest in higher yield liquid
assets, such as money market placements during the year. While the Group benefitted from attractive yields
and trading gains from its securities portfolio (in particular on Turkish government securities, including CPI-
linked securities) between 2008 and 2010, the yields from securities have generally declined after 2010 as the
yield curve (in particular for Turkish government securities) shifted downward during the lower interest rate
environment. Notwithstanding the changes in interest rates during recent years and specifically the volatility
within the most recent quarters, the Group’s earnings from its securities portfolio have consistently
represented a significant portion of the Group’s earnings.

The Bank expects that interest income derived from the Group’s investment securities portfolio will continue
to be a significant contributor to the Group’s total interest income. The size of the Group’s securities portfolio
will depend on the Group’s strategy as to its asset allocation between loans and liquid assets, as well as its
overall risk appetite.

Provisioning for Impaired Loans

The Group classifies loans in line with the provisions of the Regulation on Procedures and Principles for
Determination of Qualifications of Loans and Other Receivables by Banks and Provisions to be Set Aside
published in the Official Gazette No. 26333 on 1 November 2006 and amended from time to time thereafter
(the “Regulation on Provisions and Classification of Loans and Receivables”). Such legal requirements
impose minimum provisions depending upon the category of the non-performing loan, including special
provisions in the amounts of at least 20 per cent.

50 per cent. and 100 per cent., respectively, being required to be set aside for loans and receivables in Groups
III, IV and V. See “Turkish Regulatory Environment — Loan Loss Reserves”. Specific provisions are allocated
by the Group for the total amount of loans and other receivables that are deemed to be non-performing,
without being restricted by the minimum legal requirements stated in such regulation. The Bank’s policy is to
provide fully (at a rate of 100 per cent.) for all of its non- performing loans rather than at the lower minimum
rates applicable to loans and receivables in Groups III and IV.

Provisions that have been made within the current financial year but are released within the same financial
year result in a credit to the “Provision Expenses” account in the quarter of release, while the released parts of
provisions from previous years are transferred to and recognised in the “Other Operating Income™ account.
For further information on the Group’s internal loan provision requirements, see Part Three, VIII of the
Group’s 31 December 2016 BRSA Financial Statements incorporated by reference into this Prospectus.

Critical Accounting Policies

The Group’s accounting policies are integral to understanding its results of operations and financial condition
presented in the BRSA Financial Statements and the notes thereto. The Group’s critical and other significant
accounting policies are described in Section Three to the 31 December 2016 BRSA Financial Statements. The
preparation of these financial statements requires management to make estimates and assumptions on some
events that affect the reported amounts of assets and liabilities and the reported amounts of revenues and
expenses during the reported period. On an on-going basis, management evaluates its estimates and
judgments, including those related to allowance for contingencies, litigation and arbitration. Management
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bases its estimates and judgments on historical experience and on various other factors that are believed to be
reasonable under the circumstances. The Group’s actual results may differ from the estimates under different
assumptions, judgments or conditions.

The Bank’s management believes that the following significant accounting policies require critical judgments
or estimates or involve a degree of complexity in application that affects the Group’s financial condition and
results of operation.

Consolidation of Subsidiaries and Associates

In the consolidated BRSA Financial Statements, the Bank consolidates its subsidiaries that are entities that are
controlled by the Bank, but only its financial subsidiaries. The Bank does not consolidate its non-financial
subsidiaries in the consolidated BRSA Financial Statements but rather reflects them under “Investments in
Associates” and “Investments in Subsidiaries”. For a list of the Bank’s financial subsidiaries, see “Business of
the Group — Subsidiaries and Other Affiliates”, and for a list of the Bank’s non-financial subsidiaries, see
“Business of the Group — Non-Financial Subsidiaries”. In determining whether the Bank controls another
entity, the Bank’s management considers the Bank’s power to appoint or remove from office the decision-
taking majority of members of board of directors through direct or indirect possession of the majority of the
entity’s capital irrespective of the requirement of owning a minimum 51 per cent. of its capital, or by having
control over the majority of the voting right as a consequence of holding privileged shares or of agreements
with other shareholders although not owning the majority of capital.

The Bank’s subsidiaries and associates that have been consolidated in each of the Group’s 2014, 2015 and
2016 BRSA Financial Statements are Yatirim Finansman Menkul Degerler A.S., TSKB Gayrimenkul Yatirim
Ortakligi A.S., Is Finansal Kiralama A.S. (“Is Leasing”), Is Faktoring A.S. (“Is Faktoring”) and Is Girisim
Sermayesi Yatirim Ortakligi A.S (“Is Girisim”).

An associate is an entity in which the Bank owns capital and over which it has a significant influence but no
control, whether established at home or abroad. Significant influence is the power to participate in the
financial and operating policy of the investee. If the Bank holds qualified shares in the associate, then it is
presumed that the Bank has significant influence unless otherwise demonstrated. A substantial or majority
ownership by another investor does not necessarily preclude an investor from having significant influence. A
qualified share is a share that directly or indirectly constitutes 10 per cent. or more of an entity’s capital or
voting rights and, irrespective of this requirement, possession of privileged shares giving right to appoint
members of the board of directors.

The equity method is an evaluation method of associates by which the book value of the Bank’s share in the
associate’s equity is increased or decreased by the Bank’s proportional share in the change in the associate
company’s equity and the dividend received by the Bank is deducted. The accounting policies of Is Leasing,
Is Girisim and Is Faktoring, the associates that are consolidated using the equity method, are not different than
the Bank’s. Thus, no adjustments of compliance have been applied.

Classification and Measurement of Financial Assets

Financial assets comprise cash, contractual rights to obtain cash or another financial asset from (or to
exchange financial instruments with) a counterparty or capital instrument transactions with a counterparty.
According to the Bank’s management’s purpose of holding, financial assets are classified into four groups:
“Financial Assets at Fair Value through Profit And Loss”, “Financial Assets Available for Sale”, “Held-to-
Maturity Investments” and “Loans and Receivables”.

Cash and Banks

Cash consists of cash in vault, foreign currency cash, money in transit, checks purchased and precious metals.
Foreign currency cash and banks are shown in the balance sheet by their amounts converted into Turkish Lira
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at the foreign exchange rate on the balance sheet date. The carrying values of both the cash and banks are
their estimated fair values.

Financial Assets at Fair Value through Profit and Loss

Financial assets classified as “at fair value through profit and loss” include both “financial assets held-for-
trading” as well as “financial assets at fair value through profit and loss”, both of which are described below.

Financial Assets Held-for-Trading

Financial assets held-for-trading are those acquired for the purpose of generating profit from short-term
market fluctuations in prices or similar elements, or securities that are part of a portfolio set up to realise short
term profit regardless of the purpose of acquisition.

Financial assets held-for-trading are presented in the balance sheet with their fair values and are subject to
valuation at fair values after the initial recognition. In cases where values that form the basis for the fair value
do not exist in active market conditions, it is accepted that the fair value is not reliably determined and
“amortised cost”, calculated by the internal rate of return method, is taken into account as the fair value.

Any gains or losses resulting from such valuation are recorded in the profit and loss accounts. Pursuant to
legal regulations, any positive difference between the historical cost and amortised cost of financial assets is
recognised under the “Interest Income” account, and in case the fair value of the asset is over the amortised
cost, the positive difference is recognised in the “Gains on Securities Trading” account. If the fair value is less
than the amortised cost, then the negative difference is recognised under the “Losses on Securities Trading”
account. Any profit or loss resulting from the disposal of those assets before their maturity date is recognised
within the framework of the same principles.

Financial Assets at Fair Value through Profit and Loss

Financial assets classified as “at fair value through profit and loss™ are financial assets that have not been
acquired for trading purposes but were classified as “fair value through profit and loss” at their initial
recognition. The recognition of such assets at fair value is accounted similarly to the financial assets held-for-
trading described above.

Financial Assets Available for Sale

Financial assets available for sale are non-derivative financial assets other than bank loans and receivables,
held-to-maturity investments and financial assets at fair value through profit and loss. Initial recognition and
subsequent valuation of financial assets available for sale are performed based upon the fair value including
transaction costs. The amount arising from the difference between cost and amortised value is recognised
through the income statement by using the internal rate of return. If a price does not occur in an active market,
then the fair value cannot be reliably determined and “amortised value” is determined as the fair value using
the internal rate of return. Unrealised gains and losses arising from changes in fair value of the financial assets
available for sale are not recognised in the income statement but rather in the “Marketable Securities
Revaluation Fund” until the disposal, sale, redemption or incurring loss of those assets. Fair value differences
accounted under equity arising from the application of fair value are reflected to the income statement when
these assets are sold or when the valuation difference is collected.

Held to Maturity Investments

Held to maturity investments are investments for which there is an intention of holding until maturity and the
relevant conditions for fulfilment of such intention, including funding ability, and for which there are fixed or
determinable payments with fixed maturity, which investments are recognised at fair value at initial
recognition. Held to maturity investments with the initial recognition at fair value including transaction costs
are subject to valuation with their discounted cost value by using the internal rate of return method less
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provision for any impairment. Interest income from held-to-maturity investments is recognised in the income
statement as an interest income.

Loans and Receivables

Loans and receivables represent financial assets that are not quoted in an active market and are generated by
providing money, goods or services to the debtor with fixed or determinable payments. Loans and receivables
are initially recognised at their fair values including settlement costs and are thereafter carried at their
amortised cost, which is calculated using the internal rate of return method. Retail and commercial loans that
are included in cash loans are accounted at original maturities, based upon their contents.

Foreign currency-indexed loans are valued in Turkish Lira at the exchange rates prevailing at the opening
date. Thereafter, increases and decreases in the principal amount of the loan resulting from movements in
exchange rates are recognised under the foreign currency income and expense accounts in the income
statement. Repayment amounts are calculated using the exchange rate on the repayment date and any
exchange differences are also recognised in the foreign currency income and expense accounts in the income

statement.

Impairment of Financial Assets

As of each balance sheet date, the Group companies evaluate the carrying amount of their financial assets or a
group of financial assets to determine whether there is an objective indication that those assets have suffered
an impairment loss. If such indication exists, then the Group determines the related impairment amount.

A financial asset or group of financial assets is subject to impairment loss only if there is an objective
indication that the occurrence of one or more event(s) after the initial recognition of that asset or group of
assets has had an effect on the reliable estimate of the expected future cash flows thereof. Irrespective of their
probability of occurrence, no estimated loss that might arise from future events is recognised in the financial
statements.

Impairment losses attributable to the “held-to-maturity investments” are measured as the difference between
the present values of the estimated future cash flows thereof as discounted using the original interest rate of
such asset and the book value of such asset. The related difference is recognised as a loss and decreases the
book value of the financial asset. In subsequent periods, to the extent that the impairment loss amount
decreases, the previously recognised impairment loss is reversed.

When a decline occurs in the fair value of an “available-for-sale” financial asset, which is accounted at fair
value and the increases and decreases in value of which are recognised directly in equity, the accumulated
profit or loss that had been recognised directly in equity is transferred from equity and recognised in the
period’s profit or loss. If, in a subsequent period, the fair value of the related financial asset increases, then the
impairment loss is reversed and the amount of reversal is recognised in profit or loss.

“Loans and receivables” are classified and followed in line with the provisions of the Regulation on
Provisions and Classification of Loans and Receivables. Such legal requirements impose minimum provisions
depending upon the category of the non-performing loan, including special provisions in the amounts of at
least 20 per cent., 50 per cent. and 100 per cent., respectively, being required to be set aside for loans and
receivables in Groups I1I, IV and V. See “Turkish Regulatory Environment — Loan Loss Reserves”. Specific
provisions are allocated by the Group for the total amount of loans and other receivables that are deemed to
be non-performing, without being restricted by the minimum legal requirements stated in such regulation. The
Bank’s policy is to provide fully (at a rate of 100 per cent.) for all of its non-performing loans rather than at
the lower minimum rates applicable to loans and receivables in Groups III and IV.
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Other than specific provisions, the Bank and the financial institutions affiliated to the Group also provide
“general allowances” for loans and other receivables classified in accordance with applicable regulations.

Employee Benefits Obligations

According to the related regulation, the Bank and consolidated Group companies are obligated to pay
termination benefits for employees who retire, die, quit for their military service obligations, have been
dismissed as defined in the related regulation or (for female employees) have voluntarily quit within one year
after the date of their marriage. Within the scope of TAS 19 (“Employee Benefits”), the Bank allocates
seniority pay provisions for employee benefits by estimating the present value of the probable future
liabilities.

The Bank’s mandatory pension fund, of which each employee of the Bank is a member, has been established
according to provisional Article 20 of the Social Security Act No. 506. For pension funds such as this, Law
No. 5754 published in the Official Gazette dated 8 May 2008 and numbered 26870 decrees that payment
obligations to the contributors of bank pension funds, those who receive salaries or income from these funds
and their rightful beneficiaries will be transferred to the Social Security Institution within three years after the
release date of this law; however, the initial three-year transfer period was extended for two years (i.e. until 8
May 2013) by a Cabinet decision dated 14 March 2011, which was published in the Official Gazette dated 9
April 2011 and numbered 27900. By the Law “Emendating Social Security and General Health Insurance
Act”, which was published in the Official Gazette dated 8 March 2012 and numbered 28227, the Cabinet’s
authority to extend this period for two years was raised to four years (i.e. until 8 May 2015), and then the
Cabinet extended this period for one year by Cabinet decision dated 8 April 2013 (published in the Official
Gazette dated 3 May 2013 and numbered 28636) and then further extended for another year by its decision
dated 23 February 2014 (published in the Official Gazette dated 30 April 2014 and numbered 28987). This
law also states that:

° through a commission constituted by the attendance of one representative separately from the Social
Security Institution, Ministry of Finance, Turkish Treasury, State Planning Organisation, BRSA and
SDIF, one representative from each pension fund and one representative from the organisation
employing pension fund contributors, related to the transferred persons, the cash value of the liabilities
of a pension fund as of the transfer date will be calculated by considering its income and expenses in
terms of the lines of insurance within the context of the related law, and a technical interest rate of 9.8
per cent. will be used in the actuarial calculation of the value in cash, and

° after the transfer of the pension fund, the fund’s beneficiaries’ unfunded social rights and payments
will continue to be covered by the pension funds and the employers of the pension fund contributors.

In line with the new law, the Bank’s pension fund had an actuarial valuation made for the aforementioned
pension fund as of 31 December 2016 and there was no operational or actuarial liability indicated for the
Bank in the actuarial report.

By the emendating Act No. 6645, which was published in the Official Gazette dated 23 April 2015 and
numbered 29335, the Cabinet was authorised to decide the transfer date to the Social Security Institution.

Interest Income and Expenses

Interest income and expenses are recognised on an accrual basis by using the effective interest method (the
rate that equalises the future cash flows of a financial asset or liability to its present net book value) in
conformity with TAS 39 (“Financial Instruments: Recognition and Measurement”). In accordance with the
relevant legislation, realised and unrealised interest accruals on NPLs are reversed and interest income related
to these loans is recorded as interest income only when it is collected.
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Fee and Commission Income and Expenses

Fee and commission income and expenses are recorded either on an accrual basis or by using the effective
interest rate method. Income earned in return for services rendered contractually or due to operations such as
the sale or purchase of assets on behalf of a third party are recognised in income accounts in the period of
collection.

Foreign Currency Transactions and Translation

Transactions in currencies other than Turkish Lira are recorded by the Group at the rates of exchange
prevailing on the dates of such transactions. At each reporting date, monetary items denominated in foreign
currencies are retranslated at the rates prevailing at the reporting date and non-monetary items carried at fair
value that are denominated in foreign currencies are retranslated at the rates prevailing at the date when the
fair value was determined (the book value of non-monetary items measured in terms of historical cost are not
retranslated). As a significant portion of the Group’s assets and liabilities are denominated in (or indexed to)
foreign currencies, this retranslation may result in volatility in the Group’s financial results and financial

statements.

Key Performance Indicators

The Group calculates certain ratios in order to measure its performance and compare it to the performance of
its main competitors. The following table sets out certain key performance indicators for the Group for the
indicated dates/periods, which indicators are (among others) those used by the Group’s management to
manage its business:

As of (or for the year ended) 31 December

2014 2015 2016

Ratios

Net interest margin®™® ...........cccoovvvviriicesseeeeen, 4.2% 3.6% 3.3%
Cost-to-income ratio®™ ..........ooevrrrrnneeeereee e 24.3% 20.2% 22.4%
Free capital ratio®.........cooceeviiiiiieciessseeee e 13.0% 11.5% 10.3%
Tier 1 1atio®) oo 17.5% 15.3% 13.8%
Total capital adequacy ratio©@.........c.cccovriivreresniinnes 18.3% 16.0% 14.6%
Coverage Tatio?) .. ...cveueeniiiieciess e 100.0% 100.0% 100.0%
Return on average total assets™) ........cccccovriiveresnncnnnns 2.5% 2.2% 1.9%
Return on average shareholders’ equity® ...................... 16.8% 15.6% 15.0%
Notes:

(1) Averages calculated using quarter-end amounts.

(2) Thisis: (a) the Bank-only net interest income (excluding interest from the Central Bank on reserves held thereat) for
the relevant periods (and, when calculating for the interim period, the figure is annualised by multiplying the Bank-
only net interest income for the indicated period of such year by 12 and divided by the number of months in such
period) divided by (b) the Bank-only quarterly average interest-earning assets (excluding reserves held at the Central
Bank). The “quarterly average” interest earning assets for a period are calculated by averaging the amount of
interest-earning assets as of the balance sheet date immediately prior to the commencement of such period (e.g., for
any year, 31 December of the previous year) and each intervening quarter-end date (i.e., 31 March, 30 June, 30
September and 31 December, as applicable).

70



®)

(4)

®)

(6)

™
®
©)

This is: (a) the “cost” (calculated as total operating expenses) for the periods specified divided by (b) the "income"
(calculated as total operating income) for such period.

This is: (a) the Group's total shareholders' equity as at the relevant dates specified minus the Group’s fixed assets,
investment property, investments in equity participations (i.e., the sum of investment in associates (net), investment
in subsidiaries (net) and jointly controlled entities (joint ventures) (net)) and non-performing loans net of specific
provisions as of such date as a percentage of (b) the Group’s total assets as of such date.

The Tier | ratio is: (a) the “Tier I” capital (i.e. the result of the “core capital”, which primarily is comprised by the
share capital, profit reserves, profit and provisions for possible losses) as a percentage of (b) the aggregate of the
value at credit risk, value at market risk and value at operational risk. Capital adequacy ratios are based upon BRSA
regulations. See “Capital Adequacy” below, including with respect to calculations made after 1 January 2014.

The total capital adequacy ratio is: (a) the result of “Tier 1” capital plus “Tier 1I” capital (i.e. the “supplementary
capital”, which comprises general provisions, subordinated debt, unrealised gains/losses on available-for-sale assets
and revaluation surplus (reduced by certain items such as leasehold improvements and prepaid expenses)) minus
items to be deducted from capital (the “deductions from capital”, which comprises items such as unconsolidated
equity interests in financial institutions and assets held-for-resale but held longer than five years) as a percentage of
(b) the aggregate of the value at credit risk, value at market risk and value at operational risk. Capital adequacy
ratios are based upon BRSA regulations. See “Capital Adequacy” below, including with respect to calculations
made after 1 January 2014.

Total amount of specific provisions as a percentage of NPLs.
Net income for the period as a percentage of average shareholders’ equity.

The capital adequacy ratios for 31 December 2014, 2015 and 2016 are calculated in accordance with Basel 111 rules,
which came into effect on 1 January 2014.

Analysis of Results of Operations for the years ended 31 December 2014, 2015 and 2016

The table below sets out the Group’s income statement for the periods indicated.

For the year ended 31 December

2014 2015 2016

(TL thousands, except where indicated)

Interest Income.................ccooooviiiiii 819,918 1,098,725 1,409,679
Interest Income on Loans.........ccccocevvvciivieeieeiiiiiniieeeenn, 505,160 669,151 856,109
Interest Received from Reserve Deposits............c.c....... 53 1,235 3,371
Interest Received from Banks...........ccccceevieeiiiinccinnnn. 16,219 13,614 32,686
Interest Received from Money Market Placements........ 14,320 95,693 162,976
Interest Received from Marketable Securities Portfolio 283,930 318,736 353,658
Financial Assets Held-for-Trading............cccovviiviiinnnnne 1,823 2,957 2,808
Financial Assets at Fair Value Through Profit and Loss — — —
Available for-Sale Financial Assets ........ccoveveeeeeeiinnnneee. 282,107 286,924 263,787
Investments Held-to-Maturity........c.ccooveeveiieiienieninnn — 28,855 87,063
Finance Lease INCOME .........ccvevviiiiiiniiiiiieniccseceie 65 1 27
Other Interest INCOME .........cccevviiiiiiiiiiiiieec e 171 295 852

Interest EXPense .............cccociviiiiiiii e (291,295) (500,183) (650,876)

Interest 0N DEPOSILS ......cvvvvereerieeiieieeie e — — —
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Interest on Funds Borrowed..........cccccveiviiiiiennnene.
Interest on Money Market Borrowings..................
Interest on Securities Issued ...........cccoeviriniininnnns
Other Interest EXpense..........cccuovvieviviieiienieenneenn
Net Interest Income/Expense..............ccccceovniinnnne
Net Fees and Commissions Income/Expense ........

Fees and Commissions Received..........cooevevrieiiinnns

Dividend Income ..............ccccevviiiiiiiiieiieeee
Trading Income (net) .............ccevevevriieiicniiennee
Securities Trading Gains/LoOSSEs .......cccueveereeerenanne.
Derivative Financial Instruments Gains/Losses.....
Foreign Exchange Gains/LoSSeS........ccoververierinnns
Other Operating Income .................ccooeiiiniennenn
Total Operating Income®.................ccccvvviernrnnn.
Provision for Loan Losses and Other Receivables
Other Operating EXpenses ............cc..ccocovvcviiennnnenn.
Net Operating Income.................ccoooeiieiiiiininnnns
Profit/Loss on Equity Method...........cccooveviiiinicnnne
Profit/Loss On Net Monetary Position......................
Profit/Loss On Continuing Operations Before Taxes
Tax Provisions for Continuing Operations ...........
Provision for Current Income Taxes ...........c.ccceuee
Provision for Deferred Taxes .......cc.cceveveervieniennn
Net Profit/Loss From Continuing Operations ......
Net Profit/Loss.............cocoooiiiiiiiie
Group’s profit/loss ......cccvvverieiienieiii e
MIinority shares ........c.ccoceveveniiiiice e

Barnings/Loss Per ShareM .............ccoovveeviiinnnn
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For the year ended 31 December

2014

2015

2016

(TL thousands, except where indicated)

(122,986)
(160,230)
(8,025)
(54)
528,623
29,500
33,631
9,712
23,919
(4,131)
(890)
(3,241)
13,876
41,238
(714)
(46,889)
88,841
47,684
660,921
(61,150)
(160,560)
439,211
27,136
466,347
(92,236)
(120,210)
27,974
374,111
374,111
373,408
703
0.249

(194,642)
(212,466)

(92,869)
(206)
598,542
29,547
34,397
11,488
22,909
(4,850)
(853)
(3,997)
10,175
5,780
3,567
(122,013)
124,226
51,137
695,181
(78,563)
(140,573)
476,045
35,280
511,325
(100,735)
(76,641)
(24,094)
410,590
410,590
407,231
3,359
0.235

(263,391)
(237,442)
(149,831)
212)
758,803
25,017
36,387
10,650
25,737
(11,370)
(1,401)
(9,969)
11,486
5,780
3,832
864
(72,467)
26,643
754,178
(70,499)
(168,863)
514,816
38,505
553,621
(117,708)
(98,641)
(19,067)
435913
435913
443,431
(7,518)
0.216



Note:

(1) Earnings per share are calculated by using the average number of shares of the current period. Presented in Turkish
Lira, instead of thousands of Turkish Lira.

Results of Operations as of and for the years ended 31 December 2015 and 2016

Net Interest Income

The Group’s net interest income increased by 26.8 per cent. to TL 758.8 million in the year ended 31
December 2016 from TL 598.5 million in the year ended 31 December 2015. The Group’s net interest margin
in 2016 was 3.3 per cent. as compared to 3.6 per cent. in 2015. Despite the decrease in the net interest margin,
net interest income increased due to an increase in interest earning assets. For further information regarding
the factors that resulted in this change in the Group’s net interest margins, see “Interest Income” and “Interest
Expense”.

Interest Income

The Group’s interest income is derived from interest on loans, securities and money market placements. In
2016, the Group’s interest income increased by 28 per cent. to TL 1,409.7 million from TL 1,098.7 million in
2015. For 2016, interest income from loans amounted to TL 856.1 million (61 per cent. of total interest
income), interest from securities amounted to TL 353.7 million (25 per cent. of total interest income) and
interest from money market placements and interest received from banks amounted to TL 199.0 million (14
per cent. of total interest income), compared to TL 669.2 million (61 per cent.), TL 318.7 million (29 per
cent.) and TL 110.8 million (10 per cent) respectively, in 2015.

Interest Expenses

In 2016, the Group’s interest expenses increased by 30 per cent. to TL 650.9 million from TL 500.2 million in
2015. This increase was due to increased funding costs stemming primarily from a 15 per cent. growth in the
Bank’s total funding in line with growth targets, an increase in costs associated with money market
transactions and the issuance of notes in October 2014, April 2015 and May 2016.

Net Fees and Commission Income

The Group’s net fees and commission income declined to TL 25.0 million in 2016 from TL 29.5 million in
2015. This stemmed from the competitive environment and general economic uncertainty in 2016.

Dividend Income

The Group’s dividend income increased by 12.7 per cent. from TL 10.2 million in 2015 to TL 11.5 million in
2016.

Trading Income/(Loss)(Net)

The Group’s trading income is comprised of three components: securities trading, derivative transactions and
foreign exchange income. The Group’s trading income decreased from a gain of TL 5.8 million in 2015 to a
loss of TL 67.8 million in 2016. In 2016, a certain amount of FX liquidity is transferred into TL by short-term
swaps, which are used in TL liquid assets for arbitrage purposes. The expenses of these transactions are
booked in trading income/(loss) item while the revenues are booked in interest income. In addition, the
remaining trading loss was primarily driven by an increase in foreign exchange losses.

Other Operating Income

The Group’s other operating income decreased by 48 per cent. to TL 26.6 million in 2016 from TL 51.1
million in 2015. This decrease was primarily attributable to TL 12.8 million being recognised in 2015 as a
reversing entry made to take into account the Group’s payment of a one-off tax fine levied against the Group
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amounting to TL 22 million in 2014. See “Business of the Group — Legal Proceedings — Tax Audit” for
additional information.

Provisioning for Loans and other Receivables

In 2016, the Group’s provisioning for loans and other receivables decreased by 10.3 per cent. to TL 70.5
million from TL 78.6 million in 2015. The main figure in 2015 was principally attributable to a single NPL
which was booked during the year. There is no material NPL creation in 2016. The provisioning is mainly
driven by general provision according to BRSA regulations.

The following table shows the Group’s provisioning for loans and other receivables as of the indicated dates.

As of 31 December

2015 2016
(TL thousands)
Specific Provisions for Loans and Other Receivables.............................. 44,681 3,566
Group III Loans and Receivables .........ccccvvviiienienieiinie e 20 18
Group IV Loans and Receivables ..........cccviiieniciieiinicsc e — —
Group V Loans and Receivables...........ccooeieriiiiininiiinc e 44,661 3,548
General Loan Provision EXPenses ........cccccvvvviienienieiinienie e 26,283 33,124
Provision Expenses for Potential RiskS ..............cccoocooiiiiiniinn, — —
Marketable Securities Impairment Losses.............c.cccooevvieniiiiiiinicnnnn 7,599 3,809
Financial Assets at Fair Value through Profit and Loss ..........ccoccociininene — —
Financial Assets Available for Sale...........covvviiiiiiiiiiiiiiiiie e 7,599 3,809
Impairment Losses on Investments in Associates, Subsidiaries, Jointly
Controlled Entities and Held to Maturity Investments .......................... — —
INVEStMENt 1N ASSOCIALES. .. .cveeieeieiieiie ettt — —
SUDSIAIATIES 1. vttt ettt te e esaeesneenbeeteeneennee s — —
Jointly Controlled ENtities ..........cccvvireiieieiiiieninese e — —
Held-to-Maturity INVEStMENts. ..........coveeieireiiiiiesiiesiesee e — —
[0 71 1 1 PP OOPPURRRRN — 30,000
TOAL.....cuiiiiiii e et 78,563 70,499

Other Operating Expenses

In 2016, the Group’s other operating expenses increased by 20 per cent. to TL 168.9 million from TL 140.6
million in 2015. The increase in 2016 is mainly attributable to average personnel growth figure.

Net Profit from Continuing Operations

The Group’s net profit from continuing operations in 2016 increased by 6.2 per cent. to TL 435.9 million
from TL 410.6 million in 2015. The increase in 2016 was in large part due to increased turnover resulting
from growth in the Group’s operations.

For 2016, the Bank’s return on average total assets was 2.2 per cent. and the return on its average equity was
17.4 per cent., compared to 2.2 per cent. and 17.0 per cent., respectively, for 2015.
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Results of Operations as of and for the years ended 31 December 2014 and 2015

Net Interest Income

The Group’s net interest income increased by 13.2 per cent. to TL 598.5 million in the year ended 31
December 2015 from TL 528.6 million in the year ended 31 December 2014. The Group’s net interest margin
in 2015 was 3.6 per cent. as compared to 4.2 per cent. in 2014. The increase in the net interest margin resulted
mainly from higher yields of CPI-linked securities. For further information regarding the factors that resulted
in this change in the Group’s net interest margins, see “Interest Income” and “Interest Expense”.

Interest Income

The Group’s interest income is primarily derived from interest on loans and securities. In 2014, the Group’s
interest income increased by 34 per cent. to TL 1,098.7 million from TL 819.9 million in 2014. This increase
was largely driven by a 27 per cent. growth in the Bank’s loan book. For 2015, interest income from loans
amounted to TL 669.2 million (61 per cent. of total interest income) and interest from securities amounted to
TL 318.7 million (29 per cent. of total interest income), compared to TL 505.2 million (62 per cent.) and TL
283.9 million (35 per cent.), respectively, in 2014.

Interest Expense

In 2015, the Group’s interest expenses increased by 72 per cent. to TL 500.2 million from TL 291.3 million in
2014. This increase was due to increased funding costs stemming primarily from a 34 per cent. growth in the
Bank’s total funding in line with growth targets, an increase in costs associated with money market
transactions and the issuance of notes in October 2014 and April 2015.

Net Fees and Commission Income

The Group’s net fees and commission income stayed flat at TL 29.5 million in 2015. This stemmed from the
competitive environment and general economic uncertainty in 2015.

Dividend Income

The Group’s dividend income decreased by 27 per cent. from TL 13.9 million in 2014 to TL 10.2 million in
2015.

Trading Income/(Loss)(Net)

The Group’s trading income is comprised of three components: securities trading, derivative transactions and
foreign exchange income. The Group’s trading income decreased from a gain of TL 41.2 million in 2014 to a
gain of TL 5.8 million in 2015. This decrease was primarily driven by an increase in foreign exchange losses.

Other Operating Income

The Group’s other operating income increased by 7.1 per cent. to TL 51.1 million in 2015 from TL 47.7
million in 2014. This increase was primarily attributable to TL 12.9 million being recognised as a reversing
entry made to take into account the Group’s payment of a one-off tax fine levied against the Group amounting
to TL 22 million in 2014. See “Business of the Group — Legal Proceedings — Tax Audit” for additional
information.

Provisioning for Loans and other Receivables

In 2014, the Group’s provisioning for loans and other receivables increased by 28.3 per cent. to TL 78.6
million from TL 61.2 million in 2014. The increase in 2015 was principally attributable to the Bank’s decision
to increase its free provisions, specifically in order to further secure its Group II loans. The Bank’s policy is to
provide fully (at a rate of 100 per cent.) for all of its non-performing loans rather than at the lower minimum
rates applicable to loans and receivables in Groups III and I'V.
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The following table shows the Group’s provisioning for loans and other receivables as of the indicated dates.

As of 31 December

2014 2015
(TL thousands)
Specific Provisions for Loans and Other Receivables.............................. 5,181 44,681
Group III Loans and Receivables™) .......ccovvvviiiiiieeieinniissssee e 4,366 20
Group IV Loans and Receivables( ............cocvirnniieieenssnnceeiessis — —
Group V Loans and Receivables)...........oooerirnniieiecnsnnneeessis 815 44,661
General Loan Provision EXpenses ............cccccoocviniininnnec e, 21,177 26,283
Provision Expenses for Potential RiskS ..............cccoocoviiiiin, — —
Marketable Securities Impairment Losses...............cccocevvieiniiiiiiinicnnnn 1,501 7,599
Financial Assets at Fair Value through Profit and Loss .........c.ccocevvninnene. — —
Financial Assets Available for Sale.........ccocoeiiiiiiiiiiiiii e, 1,501 7,599
Impairment Losses on Investments in Associates, Subsidiaries, Jointly
Controlled Entities and Held to Maturity Investments ........................... 291 —
INVeStMENt I ASSOCIALES ... cveerieeieiieire sttt 291 —
SUDSIAIATICS 1.t vttt ettt st b e sbe e sbe et e bessaennee s — —
Jointly Controlled ENtities ........ccoovviierrieeieiiiiiesiesieeseeseee e — —
Held-to-Maturity INVeStMEnts. ..........covieeieeniiiiniesiieseeseee e — —
[0 71 1 1 PO OPUPURRRN 33,000 —
TOAL.....cuiiiiiii e et 61,150 78,563

Note:

(1) For a description of the Loans and Receivables categories, see “Business of the Group — Loan Classification and Provisioning
Policy”.

Other Operating Expenses

In 2015, the Group’s other operating expenses decreased by 12.5 per cent. to TL 140.6 million from TL 160.6
million in 2014. The decrease in 2015 was primarily attributable to a base effect in 2015 stemming from a
one-off tax fine levied against the Group amounting to TL 22 million in 2014. See “Business of the Group —
Legal Proceedings — Tax Audit” for additional information.

Net Profit from Continuing Operations

The Group’s net profit from continuing operations in 2015 increased by 9.8 per cent. to TL 410.6 million
from TL 374.1 million in 2014. The increase in 2015 was in large part due to increased turnover resulting
from growth in the Group’s operations.

For 2015, the Bank’s return on average total assets was 2.2 per cent. and the return on its average equity was
17.0 per cent., compared to 2.6 per cent. and 17.7 per cent., respectively, for 2014.
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Segmental Analysis

The primary business line of the Group is banking and advisory services, with other principal business lines
including real estate appraisal, a real estate investment trust and brokerage. These business lines are further
divided into various sub-business lines based upon business activities as described under “Business of the
Group — Business Activities”. Under its Banking Services business lines, there are three sub-business lines:
corporate banking (including project finance), investment banking and advisory services. For accounting
purposes, however, the Group reports its business in its BRSA Financial Statements under three segments:
Corporate Banking, Investment Banking and Others. The Bank’s results make up the large majority of the
results for these three segments, with the remainder being contributed by the Bank’s financial subsidiaries.
For a list of the activities undertaken by the Bank’s financial subsidiaries, see “Business of the Group —
Subsidiaries and Other Affiliates”. The Bank does not consolidate the results of its non-financial subsidiaries
in the Group’s consolidated BRSA Financial Statements on a line-by-line basis and so these results do not
appear in the segmental data included therein.

Non-financial subsidiaries are reflected under the “Investments in Associates” and “Investments in
Subsidiaries” items in the consolidated BRSA Financial Statements. Non-financial associates and subsidiaries
whose equity securities are traded in an active stock exchange are reflected on financial statements with their
fair value prices taking into consideration their quoted market prices at the stock exchange. Associates and
subsidiaries whose equity securities are not traded in an active stock exchange are recorded at their cost on the
acquisition date and these assets are reflected on the financial statements with their acquisition cost less
impairment losses, if any. For a list of the Bank’s non-financial subsidiaries as of 31 December 2016, see
“Business of the Group- Subsidiaries and Other Affiliates”.

The following tables set forth certain information regarding the Group’s business segments as of the indicated

dates:
As of (or for the year ended) 31 December 2016
Corporate Investment
Banking Banking Other Total
(TL thousands)

Net Interest INCOME .......coovvviiiiiieinee, 353,064 424,040 (18,301) 758,803
Net Fees and Commissions Income.................. 10,602 (5,617) 20,032 25,017
Other INCOME ..o 12,656 - 216,020 228,676
Other EXPENSE ......oovevviriiieiienieieise e (81,091) (67,661) (310,123) (458,875)
Profit Before TaX........cccuvrevviineniiiencsiee 295,231 350,762 (92,372) 553,621
TaX ProVISION......coviiiiiiiciie s — — — (117,708)
NEt Profit........cccoiiiiiiicccceceeeeees 435,913

Group’s Profit/Loss .......cccovvvvevevnerinnnannn, — — — 443,431

Non-Controlling Interests ...........ccocvvervevrnne. — — — (7,518)
SEgMENt ASSELS......cvieiirrirecsere e 17,270,371 5,904,442 1,372,827 24,547,640
Investment in Associates and Subsidiaries....... — — 327,846 327,846
Total ASSELS ....vevivieiicie s 17,270,371 5,904,442 1,700,673 24,875,486
Segment LiabilitieS. ... 20,066,209 544,386 1,121,838 21,732,433
Shareholders’ EQUItY ..........cocoviiniiiniinnns — — 3,143,053 3,143,053
Total Liabilities and Shareholders’ Equity.. 20,066,209 544,386 4,264,891 24,875,486
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Net Interest Income

As of (or for the year ended) 31 December 2015

Net Fees and Commissions Income.................

Other Income

Other Expense

Profit Before TaX.......cocovvevevvivicieiicie e

Tax Provision

Net Profit

Group’s Profit/Loss

Non-Controlling Interests

Segment Assets

Investment in

Total Assets .

Associates and Subsidiaries.......

Segment Liabilities. ..o

Shareholders’

EQUILY coovveiii

Total Liabilities and Shareholders’® Equity..

Net Interest Income

Net Fees and Commissions Income

Other Income

Other EXPENSE .....cvvverieereeieereainnieseeeseeseeeenees

Profit Before TaX.......cccooveveveeiciececiecie e

Tax Provision

Net Profit.....

Group’s Profit/LoSS .......cccocvvrviieneniecienn,

Non-Controlling Interests ...........c.cccvvinnins

SegMENt ASSELS.....eeiiiiiicire e

Investment in
Total Assets .
Segment Liab

Shareholders’

Associates and Subsidiaries.......
ITIES oo,

EQUILY voveecece e

Total Liabilities and Shareholders’ Equity..

Corporate Investment
Banking Banking Other Total
(TL thousands)
309,709 310,576 (21,743) 598,542
11,523 (23) 18,047 29,547
843 2,353 93,396 96,592
(89,829) (19,706) (103,821) (213,356)
232,246 293,200 (14,121) 511,325
— — — (100,735)
410,590
_ — — 407,231
— — — 3.359
13,564,132 6,456,746 1,049,790 21,070,668
— — 295,912 295,912
13,564,132 6,456,746 1,345,702 21,366,580
16,220,868 1,640,878 721,042 18,582,788
— — 2,783,792 2,783,792
16,220,868 1,640,878 3,504,834 21,366,580
As of (or for the year ended) 31 December 2014
Corporate Investment
Banking Banking Other Total
(TL thousands)
324,145 213,382 (8,904) 528,623
9,794 1,370 18,336 29,500
25,782 16,279 245,214 287,275
(73,457) (12,168) (293,426) (379,051)
286,264 218,863 (38,780) 466,347
— — — (92,236)
— — — 374,111
— — — 373,408
— — — 703
10,794,549 4,308,787 858,446 15,961,782
— — 263,919 263,919
10,794,549 4,308,787 1,122,365 16,225,701
10,856,683 2,219,230 725,537 13,801,450
— — 2,424,251 2,424,251
10,856,683 2,219,230 3,149,788 16,225,701
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Financial Condition
The tables below set forth the Group’s balance sheet data as of the indicated dates.

As of 31 December

2014 2015 2016
(TL thousands)
Assets
Cash and Balances with the Central Bank................... 507,794 811,123 778,076
Financial Assets at Fair Value Through Profit and
LOSS (INE) ..ot 95,417 209,571 387,037
Trading Financial ASSetS.......cccvcuereereireiierieesieneeneeenns 95,417 209,571 387,037
Public Sector Debt SECUrities .....vvvvvieeiiiiiiiieiieeeiiiiiinene, 7,887 30,777 5,947
Share CertifiCates........couvviiivieniieeiiiese e 2,388 2 980
Derivative Financial Assets Held-for-Trading................ 74,874 169,794 374,036
Other Marketable SECUIItIES .....ccvvievivveeeeiiieeecreee e 10,268 8,998 6,074
BAanKS .......cocoiiiiiiii 503,981 751,545 497,949
Money Market Placements................cccocooevvieniiiiiennnnn, 105,206 1,080,724 254,934
Interbank Money Market Placements..............cccccoeneee. — — 191,138
Borsa Istanbul Money Market Placements .................... 104,913 1,080,274 62,895
Receivables from Reverse Repurchase Agreements...... 293 450 901
Financial Assets Available for Sale (Net)....................... 3,517,617 2,972,162 3,068,412
Share CertifiCates......ccouviiiiiiieiiiiee e 35,768 38,214 46,663
Public Sector Debt Securities ........ccccoevvveeevirieeeiiineeennne, 3,021,063 2,624,551 2,790,932
Other Marketable SECUIItIES .....ccvvveevvveeeeciieeeerieee e 460,786 309,397 230,817
LOANS ... 10,866,989 13,633,129 17,336,045
LOANS .ttt 10,866,989 13,633,129 17,336,045
Loans to Risk Group of the Bank .........ccccceoviivrirnnnne 271,858 484,797 405,458
OhET . s 10,595,131 13,148,332 16,930,587
Non-Performing LOans ........ccccevererieinieineeneeneeienens 18,438 61,017 51,615
Specific Provisions (=) .....ccoovverierieienieniesee e (18,438) (61,017)) (51,615)
Held to Maturity Investments (Net) ...........cccocceevvueennnen. — 872,602 1,375,729
Investments in Associates (Net)..............cccoeeriiiiiinnnn, 263,300 293,543 324,447
Accounted for Under the Equity Method....................... 261,745 291,988 322,922
Unconsolidated ASSOCIAtES ......cvvveervieriieiinierreesneenineans 1,555 1,555 1,555
Non-Financial Investments..........cccooceviveiiieeniiesieennn, 1,555 1,555 1,555
Investments in Subsidiaries (Net) ..............cccccceevniinnns 609 609 1,609
Entities Under Common Control (Joint Venture) 10 1,760 1,760
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As of 31 December

2014 2015 2016
(TL thousands)
(NEL) e
Unconsolidated .........ccoceeviiiiiiiiiieciiiec e 10 1,760 1,760
Non-Financial Subsidiaries...........cccccoevveeeiiiieeeeineeeennee. 10 1,760 1,760
Lease Receivables (INet) ...........cccoovvviviiniiniiie s, — — 3,792
Finance Lease Receivables.........ccooeiiiiiieiiiiieeeccinee e, 87 98 4,393
Unearned INCOME (=) ...vvverveiiviinieniiiienies e see e (87) (98) (601)
Derivative Financial Assets for Hedging Purposes....... — 4,093 272
Tangible Assets (Net).........cccooeeririeniienneeeee e 26,454 207,027 231,328
Intangible Assets (INet) ..........ccoeviiiiiiiniiiiiee e, 2,173 2,056 3,098
GOOAWILL ... 1,005 1,005 1,005
Other .. 1,168 1,051 2,093
Investment Property (Net).........cccccoovviniiiiieniiiieen, 224,090 241,293 231,323
TAX ASSELS ...ttt 21,253 29,624 21,214
Current TaX ASSCL......cccuereiiiuireiiirieeiiieeessieeeeseneessenees 2,320 1,825 3,032
Deferred Tax ASSEl...cccuvuviieiiiiiiiiiiiiiiee e 18,933 27,799 18,182
Assets Held-for-Sale and Discounted Operations......... — — —
Other ASSEtS..........ocoiiiiiiiiiie s 90,808 255,719 358,431
TOtAl ASSELS ... 16,225,701 21,366,580 24,875,486

As of 31 December

2014 2015 2016
(TL thousands)

Liability and Equity
Derivative Financial Liabilities Held-for-Trading........ 63,576 174,950 320,797
Funds Borrowed..................ooooiiiiiiiiie e, 10,151,582 13,441,831 16,127,496
Money Market Balances...............cc.ccoceiiiiiiiiiniiinnnn, 2,272,713 2,350,540 1,256,234
Interbank Money Market Takings............ccccoovvnirnnnene. — — 610,144
Borsa Istanbul Money Market Takings.......................... 110,219 182,505 350,736
Funds Provided Under Repurchase Agreements............ 2,162,494 2,168,035 295,354
Debt Securities issued (Net)..........c.ccocevviiiiieiiiiiiennnn, 813,824 2,037,571 3,486,732
BONAS ..o 813,824 2,037,571 3,486,732
FUNAS ... 39,081 30,677 5,317
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As of 31 December

2014 2015 2016
(TL thousands)

Borrower Funds .........ccccooviiiiniiic e 39,081 30,677 5,317
Miscellaneous Payables...............ccccccooviniiiiiniiiinicnnns 96,591 129,298 193,612
Lease Payables...............cccocoiiiiiin e, — — —

Finance Lease Payables .........cc.ccoovniiiiiiiiinicncnnn — — —

Deferred Finance Lease EXpenses (-) ...ccooovvevvrvvrvenneenn — — —
Derivative Financial Liabilities for Hedging Purposes — 5,799 51,433
Provisions.........cccoovvivi 210,296 217,860 279,033

General Loan Loss Provision........c.cccceevevveviveesiveesneenn 117,760 144,043 177,167

Reserves for Employee Benefits........c..ccoovieeiienienncene 9,475 10,768 10,904

Other ProViSIONS ......cccvvieiiveeeiiieeeecetieeeeeiteeeeeeireee s 83,061 63,049 90,962
Tax Liability...........cccoooiiiiii 37,722 48,426 11,779

Current Tax Liability .......ccovvvevieiiniiniiie e 37,722 48,426 11,779
Subordinated Loans................c..ccoovviiiieei e, 116,065 145,836 —
Shareholders’ EqUity............c.cccooniiiiiiieniciecee 2,424,251 2,783,792 3,143,053

Paid-in Capital .........cccooviiiiiiiiiie e 1,500,000 1,750,000 2,050,000

Capital RESEIVES ....ocvviiiiiisiiesiceeeee e 124,100 147,322 132,324

Share Premitm .......c.ocveieeieeienie e 413 428 428

Marketable Securities Value Increase Fund................... 113,993 (27,755) (69,896)

Tangible Assets Revaluation Differences ...................... 9,320 174,619 201,168

Other Capital REServes .........ccovevieiiniinienienee e, 374 30 624

Profit RESEIVES . .eiivviiiiieiiieiiee e ctee st e 315,408 362,902 408,096

Legal RESEIVES...cccviiiiieiiieiiie e 175,765 195,072 216,361

Statutory Reserves ........ccccvvviiiiiiiiiiie e, 75,641 75,641 75,641

Extraordinary ReSErves.........ccovvereeieineiiieiieseeseeneens 61,244 89,478 113,175

Other Profit RESEIVES.....cccvvvviiiiiiiiiiiiiiie et 2,758 2,711 2,919

Profit OF LOSS .oveeiivieiiie st e 417,290 458,078 494,664

Prior Years’ Profit/LOSS.......ccocvivieiiieeiiieiiee e sniee e 43,882 50,847 51,233

Current Year Profit/Loss ....ccccovoveveeiiiiee i 373,408 407,231 443,431

Non-controlling interests ..........ccevvereerieereeiesiienrenieenn 67,453 65,490 57,969
Total Liabilities and Equity............ccccooeiniiiiiiininnn, 16,225,701 21,366,580 24,875,486
Assets

As of 31 December 2016, the Group had total assets of TL 24.9 billion, a 16.4 per cent. increase from TL 21.4

billion as of 31 December 2015. The increase was largely due to a 27.2 per cent. increase in loans.
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Cash and Balances with the Central Bank

As of 31 December 2016, the amount of the Group’s cash and balances with the Central Bank was TL 778
million, a 4 per cent. decrease compared to TL 811 million as of 31 December 2015. The Group started to
hold higher levels of foreign exchange-denominated reserves due to utilising the Reserve Option Mechanism,
which gives Turkish banks the option to hold foreign exchange or gold reserves in place of a fraction of their
Turkish Lira reserve requirements.

Loans and Leasing Receivables

Loans and advances to customers represent the largest component of the Group’s assets. As discussed below,
there are several important characteristics of the Group’s loan portfolio, including diversification based upon
sector, type of borrower, maturity and currency. In the medium term, the Bank plans to focus on
infrastructure, renewable energy, energy and resource efficiency investments, as well as loans to SMEs and
mid caps, including financing to promote healthcare, education services and the empowerment of women.
During the medium term, the Bank aims to maintain its market share while improving its profitability, asset
quality and cost efficiency and sustaining efficient capital. See “Business of the Group — Strategy”.

As of 31 December 2016, the Group had loans and leasing receivables net of allowance for possible losses of
TL 17.3 billion (69.7 per cent. of total assets), an increase of 27.2 per cent. compared to TL 13.6 billion (63.8
per cent.) as of 31 December 2015 (TL 10.9 billion and 67.0 per cent., respectively, as of 31 December 2014).
The Group’s portfolio of cash total loans and advances to customers, less allowance for possible losses,
increased by 27.2 per cent. as of 31 December 2016 compared to year-end 2015, which itself reflected a 25.5
per cent. increase compared to year-end 2014. The 27.2 per cent. increase in 2016 from 2015 were driven
mainly by the growth in foreign currency-denominated loans due to the depreciation of Turkish Lira. The real
loan growth in 2016 is 8.2 per cent.

In addition to loans, the Group had outstanding guarantees amounting to TL one billion and letters of credit
amounting to TL 0.7 billion as of 31 December 2016 (TL 1.2 billion and TL 0.6 billion, respectively, as of 31
December 2015).

As of 31 December 2016, the average effective interest rate charged to borrowers on loans was 3.6 per cent.
for EUR and 5.5 per cent. for USD terms (3.5 per cent. and 4.7 per cent. respectively in EUR and USD as of
31 December 2015, 3.8 per cent. and 4.3 per cent. respectively in EUR and USD as of 31 December 2014) TL
loan rates were 13.3 per cent. (12.0 per cent. as of 31 December 2015 and 10.1 per cent. as of 31 December
2014).

Sector of Loans

The following table shows the distribution of the Group’s loan portfolio by sector as of the dates indicated:

As of 31 December

2014 2015 2016

Amount % Amount % Amount %

(TL thousands, except percentages)

AGFICUItUre ..., 2,636 0.02 1,503 0.01 10,451 0.06
INAUSEIY ..., 6,622,703 60.94 8,416,355 61.73 11,286,976 65.11
Mining and Quarrying..........cccceeeenene 93,640 0.86 100,310 0.81 86,024 0.50
Manufacturing. ........cccoceeveneincnnicnen, 1,926,128 17.72 2,549,365 18.70 3,493,627 20.15
Electricity, Gas, Water ..........cc.ccoceevenene. 4,602,935 42.36 5,756,680 42.23 7,707,325 44.46
COoNSLrUCtioN .......oveivieiieeeee e 144,499 1.33 187,169 1.37 174,517 1.01
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As of 31 December

2014 2015 2016

Amount % Amount % Amount %

(TL thousands, except percentages)

SEIVICES. ..c.vveeeiiiicieie e, 3,939,270 36.25 4,932,111 35.67 5,702,091 32.89
Wholesale and Retail Trade................... 125,535 1.16 295,610 217 208,416 1.20
Hotel and Restaurant Services............... 542,574 4.99 592,962 4.35 641,500 3.70
Transportation and Communication ...... 720,666 6.63 857,678 6.29 826,437 4.77
Financial Institutions...........ccccoceeeeinene, 1,577,258 1451 1,792,400 13.15 2,304,919 13.30
Real Estate and Rental Services ............ 841,041 7.74 1,121,609 8.23 1,055,310 6.09
Self-Employed Services..........cccouvenen. 22,683 0.21 21,097 0.15 40,578 0.23
Educational Services...........cccovveinnnn, 48,762 0.45 123,843 0.91 138,353 0.80
Health and Social Services.................... 60,751 0.56 126,912 0.93 486,578 2.81

OLNET .o 157,881 1.45 95,991 0.70 162,010 0.93

Performing Loans®...........ccoovereenrernenn, 10,866,989 100.00 13,633,129 100.00 17,366,045 100.00

Leasing Receivables...........ccccooveiininnnne, 0 — 0 — 3,792 —

Non-performing LOans..........c.coeeeveinnnne. 18,438 — 61,017 — 51,615 —

Total Loans and Advances to Customers... 10,885,427 — 13,694,146 — 17,417,660 —

Allowance for Loan LOSSES ...........ccccevnane. 18,438 — 61,017 — 51,615 —

Net Loans and Advances to Customer... 10,866,989 — 13,633,129 — 17,366,045 —

Note:

1) Performing Loans include Leasing Receivables.

Currency of Loans

As of 31 December 2016, foreign currency risk-bearing loans comprised 93 per cent. of the Group’s loan
portfolio (of which U.S. Dollar- and Euro-denominated obligations were the most significant), compared to
92 per cent. as of 31 December 2015 and 90 per cent. as of 31 December 2014.

The following table sets out an analysis by currency of the exposure of the Group’s loan portfolio (including
interest and other accruals) as of the dates indicated:

As of 31 December

2014 2015 2016

(TL thousands, except percentages)

Cash Loans

Turkish Lira.......cccocoveveveneiiiiceseens 1,080,690 9.90% 1,069,447 7,84% 1,297,355 7.48%

Foreign Currency® .........cccccceevierernnns, 9,786,299 90.10% 12,563,682 92.16% 16,038,690 92.52%
U.S. DOlIArs.....cccovieieeeisceee e, 6,201,710 57.10% 7,661,022 56.19% 9,490,700 54.75%
BUMO...cciiiec s 3,584,589 33.00% 4,902,660 35.96% 6,547,990 37.77%
Other ..o, — — — — — —

Total Cash Loans..........ccoccevveniinicnnennn, 10,866,989 100.00% 13,633,129 100.00% 17,336,045 100.00%

Non-cash Loans

83



As of 31 December

2014 2015 2016

(TL thousands, except percentages)

Letters of Guarantee .........cccococoeerevieenene, 956,972 65.90% 1,196,747 67.13% 975,391 58.43%
Turkish Lira ..c.covceencneencenns 431,847 29.70% 390,799 21.92% 210,448 12.61%
Foreign CUITenCyY ........cccccevevneneeennene, 525,125 36.10% 805,948 45.21% 764,943 45.83%

Acceptance Credits.........ccooveerinrninnen, — — 19,027 1.07% 17,450 1.05%
Turkish Lira ......ocoeeevvniciiniiiine, — — — — — —
Foreign CUITency ........cccceevevneneeennene, — — 19,027 1.07% 17,450 1.05%

Letters of Credit........ccoooveenvncccninnn, 496,097 34.10% 566,890 31.80% 676,367 40,52%
Turkish Lira ......ocoevvvniciniciie, — — — — — —
Foreign CUITeNCY ........ccovevevnenincnnene, 496,097 34.10% 566,890 31.80% 676,367 40,52%

Other GUarantee.........c.coceevevvevevvecieinnnn, — — — — _ _
Turkish Lira .....covevevieieieiececeececenn, — — — — — _

Foreign CUITenCY ........ccoeevevreneeennene, — — — — _ _

Total Non-cash Loans...........cccccceevennnen, 1,453,069 100.00% 1,782,664 100.00% 1,669,208 100.00%
Total Loans ......ccccoovvevveevicinseseeeseeeenn, 12,320,058 100.00% 15,415,793 100.00% 19,005,253 100.00%
Note:

1) Foreign currency loans include foreign currency indexed loans.

Securities Portfolio

The Group’s securities portfolio comprises trading securities (i.e. debt and equity securities that the Group
principally holds for the purpose of short-term profit taking, which are reflected on the balance sheet as
“financial assets at fair value through profit or loss”) and investment securities (i.e. held-to-maturity securities
and available-for-sale securities). The Group also enters into purchases (or sales) of securities under
agreements to resell (or repurchase) substantially identical investments at a certain date in the future at a fixed
price (i.e. “repos”). Securities sold under repurchase agreements continue to be recognised in the balance
sheet and are measured in accordance with the accounting policy for the related security portfolio as
appropriate. The Group’s portfolio of marketable securities consists primarily of Turkish government
securities (including bonds, treasury bills and eurobonds) denominated in Turkish Lira, U.S. Dollars and
Euro.

As of 31 December 2016, the size of the Group’s aggregate securities portfolio increased by 15.4 per cent. to
TL 4.5 billion from TL 3.9 billion as of 31 December 2015, which in turn increased 11.4 per cent. from TL 3.5
billion as of 31 December 2014.

As of 31 December 2016, the Group’s securities portfolio constituted 17.9 per cent. of the Group’s total
assets, compared to 18 per cent. and 21.6 per cent., respectively, as of 31 December 2015 and 2014. The
Bank’s management’s strategy is to seek to maintain the size of the Group’s securities portfolio within a
range of 17 per cent. to 22 per cent. of the Group’s total assets.

Pursuant to market practice, the Group pledges securities to acquire funding under security repurchase
agreements. The securities so pledged amounted to TL 1.2 billion as of 31 December 2016, TL 2.3 billion as
of 31 December 2015 and TL 2.2 billion as of 31 December 2014, comprising 28 per cent., 60 per cent. and
64 per cent., respectively, of the Group’s securities portfolio on such dates. Such securities are included in the
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tables in this section. The remaining repurchase agreements are used to fund other Turkish Lira-denominated
assets such as Turkish Lira-denominated loans and money market transactions.

The following tables set out breakdowns of securities (on a book-value basis) held by the Group as of the
dates indicated:

As of 31 December

2014 2015 2016

(TL thousands)
Held-to-maturity portfolio..........ccoevrceiiiiniiniiiniiiiiienne — 872,602 1,375,729
Available-for-sale portfolio .........ccovvcviiirienienicieens 3,517,617 2,972,162 3,068,412
Trading portfolio ........ccoveriieiieiieiie it 20,543 39,777 13,001
Total SECUTIties .........c.cccvevvveiiiiiiie e 3,538,160 3,884,541 4,457,142

As of 31 December

2014 2015 2016

(TL thousands)
Turkish Lira-denominated SECUIItIES......cccvvevreeiiiiinvvienneenn, 2,979,172 2,879,314 3,250,299
Foreign currency-denominated and indexed securities ..... 558,988 1,005,227 1,206,843
Total SeCurities............ccocuovvrieiiiiniiecceee e 3,538,160 3,884,541 4,457,142

As of 31 December

2014 2015 2016

(TL thousands)
Turkish government debt securities™ .............ocoeeeienene, 3,028,950 3,527,930 4,172,608
Other marketable debt securities.........c.ccoovvvveeviviesivennnnen. 471,054 318,395 236,891
Equity Shares ........coccveiieieniieie e 38,156 38,216 47,643
Total SeCUurities.............cccoeeivviiiiiiiiiiie e, 3,538,160 3,884,541 4,457,142

Note:

(1) Government debt securities include government bonds, treasury bills and eurobonds.

Investment Securities

As noted above, investment securities comprise held-to-maturity securities and available- for-sale securities.
Held-to-maturity securities are financial assets with fixed or determinable payments and fixed maturities that
the Group intends and has the ability to hold to maturity. Available-for-sale securities are financial assets that
are not held-for-trading purposes or held-to-maturity. Available-for-sale instruments include certain debt and
equity investments. The Group classifies investment securities depending upon the intention of management
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at the time of the purchase thereof, though such can be re-classified if the intention of management later
changes.

As of 31 December 2016, the size of the Group’s investment portfolio increased by 15.6 per cent. to TL 4.5
billion from TL 3.9 billion as of 31 December 2015, an increase of 9.8 per cent. from TL 3.5 billion as of 31
December 2014. These increases in the Group’s investment portfolio were driven by the Group’s strategy to
seek to keep between 17 per cent. and 22 per cent. of its assets in its securities portfolio in order to adhere to
its developmental banking mission while maintaining an appropriate asset and liquidity balance.

As of 31 December 2016, the Group did not hold debt securities of any one issuer that (in the aggregate) had a
book value in excess of 10 per cent. of the Group’s shareholders’ equity, other than securities issued by the
Turkish government. As of such date, the Group’s TL 4.1 billion of Turkish government securities represented
133 per cent. of the Group’s shareholders’ equity.

Held-to-Maturity Portfolio

The Group’s portfolio of held-to-maturity securities consists of Turkish government bonds and eurobonds. As
of 31 December 2014, the Group did not choose to hold any securities in its held-to-maturity portfolio due to
the liquidity position of the Bank. In 2015, the Group booked TL 0.9 billion of its securities portfolio
corresponding to 22 per cent. under its held-to-maturity portfolio, and in 2016 the Group booked TL 0.5
billion of its securities portfolio under its held-to-maturity portfolio, with this addition total held-to-maturity
portfolio became 31 per cent. of the total securities portfolio, also with an effect to managing depreciation of
the Turkish Lira on its balance sheet.

Available-for-Sale Portfolio

The Group’s portfolio of available-for-sale securities consists of Turkish government bonds and treasury bills,
Turkish private sector bonds and eurobonds, foreign eurobonds and equity shares. The following table sets out
certain information relating to the Group’s portfolio of available-for-sale securities as of the dates indicated:

As of 31 December 2016

(TL thousands, except

percentages)
Turkish government debt securities™ ...........c.ccooiviviiiiiiiiicicc e, 2,790,932 91,0%
Other marketable debt securities® .............ccceeveeiirieieeeeee e 230,817 7.5%
EQUILY SHATES ...vviieieiiicie e 46,663 1.5%
Total available-for-sale portfolio..................cccoccoviniiiiiiiee, 3,068,412 100%
As of 31 December
2014 2015 2016

(TL thousands, except percentages)

Turkish government debt securities® ..., 3,021,063 85.9% 2,624,551 88.3% 2,790,932 91.0%
Other marketable debt securities®@......... 460,786 13.1% 309,397 10.4% 230,817 7.5%
Equity Shares ........c.ccovvrvininnincennnnn, 35,768 1% 38,214 1.3% 46,663 1.5%
Total available-for-sale portfolio........ 3,517,617 100% 2,972,162 100% 3,068,412 100%
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Notes:
(1)  Government debt securities include government bonds, treasury bills and eurobonds.

(2)  Includes private sector debt securities and mutual funds.

As of 31 December 2016, the size of the Group’s available-for-sale securities stayed flat comparing
approximately TL 3.0 billion from approximately TL 2.9 billion as of 31 December 2015, a decrease of 17 per
cent. as compared to approximately TL 3.5 billion as of 31 December 2014. As of 31 December 2015, the size
of the Group’s available-for-sale portfolio decreased by a further three per cent. as a result of the transfer of
TL 0.5 billion of securities to the Group’s held-to-maturity portfolio, which was done primarily in order to
manage the effect of the depreciation of the Turkish Lira on its balance sheet.

The average interest rates on the Group’s available-for-sale securities portfolio as of 31 December 2016 were:
(a) for Turkish Lira-denominated securities, 10 per cent. (10.38 per cent. and 9.72 per cent., respectively, for
the years ended 31 December 2015 and 2014), (b) for U.S. Dollar-denominated securities, five per cent. (4.87
per cent. and 5.88 per cent., respectively, for the years ended 31 December 2015 and 2014), and (c) for Euro-
denominated securities, 5.6 per cent. (5.6 per cent. and 5.6 per cent., respectively, for the years ended
31 December 2015 and 2014).

The average interest rates on the Group’s held to maturity securities portfolio as of 31 December 2016 were
10.4 per cent. for Turkish Lira-denominated securities and 6.0 per cent. for U.S. Dollar-denominated
securities.

Trading Securities

As noted above, trading securities are debt and equity securities that the Group principally holds for the
purpose of short-term profit taking. These include investments and derivative contracts that are not designated
as effective hedging instruments under Turkish law. All trading derivatives in a net receivable position
(positive fair value) are reported as trading assets, whereas all trading derivatives in a net payable position
(negative fair value) are reported as trading liabilities. The Group’s portfolio of trading securities only
comprises Turkish government debt.

After initial recognition, securities that are classified as held-for-trading are measured at estimated fair value.
Changes in the estimated fair value are included in the Group’s BRSA Financial Statements of income
included elsewhere in this Prospectus within gains less losses from securities. In determining estimated fair
value, trading securities are valued at the last trade price (if quoted on an exchange (e.g. BIST)). When market
prices are not available, fair value is determined by the internal rate of return method.

The following tables set out a breakdown of the Group’s trading portfolio as of the dates indicated:

As of 31 December

2014 2015 2016

(TL thousands, except percentages)

Turkish government debt securities® ..., 7,887 38.4% 30,777 77.4% 5,947 45.7%
Other marketable debt securities............ 10,268 50% 8,998 22.6% 6,074 46.7%
Equity Shares .......cccceevveveivvinneicnenn, 2,388 11.6% 2 0% 980 7.6%
Total trading portfolio...........cc.ccceevn, 20,543 100% 39,777 100% 13,001 100%
Note:
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(1)  Government debt securities include government bonds, treasury bills and eurobonds.

As of 31 December 2016, the size of the Group’s trading securities portfolio decreased by 70.1 per cent. to
approximately TL 11.9 million from approximately TL 39.8 million as of 31 December 2015, a decrease of 42
per cent. as compared to approximately TL 20.5 million as of 31 December 2014. The changes in the trading
securities portfolio are attributable to the actions taken by the Group to benefit from price or rate changes.

The average interest rate on the Group’s trading securities portfolio as of 31 December 2016 was 8.3 per cent.
(10.0 per cent. and 9.7 per cent., respectively as of 31 December 2015 and 2014) for Turkish Lira-
denominated securities. The Group did not have any U.S. Dollar-denominated or Euro-denominated securities
as of 31 December 2016 or 31 December 2015.

Liabilities

As of 31 December 2016, the Group had total liabilities of TL 21.7 billion, an increase of 16.9 per cent. from
TL 18.6 billion as of 31 December 2015. This increase was primarily attributable to the Group’s growth
strategy to finance the investment needs of its corporate clients.

As of 31 December 2016, the Group had TL 1.3 billion in funding through repos, and TL 19.6 billion in short
term and long term borrowings.

Shareholders’ Equity

As of 31 December 2016, the Group’s shareholders’ equity amounted to 12.6 per cent. of the Group’s total
assets, compared to 13.0 per cent. as of 31 December 2015. Both retained profit and mark to market gains and
losses from available for sale investments contributed to the change in shareholders’ equity. Total
shareholders’ equity was TL 2.4 billion, TL 2.8 billion and TL 3.1 billion as of 31 December 2014, 2015 and
2016, respectively.

Off-Balance Sheet Arrangements

The aggregate amount of off-balance sheet arrangements, comprising guarantees, letters of credit and similar
obligations, totalled TL 1.7 billion as of 31 December 2016 and the TL 1.8 billion as of 31 December 2015.
Additional information regarding the Group’s off-balance sheet arrangements is set forth in “Contingencies
and Commitments” below.

Capital Adequacy

Each of the Bank and the Group is required to comply with capital adequacy guidelines promulgated by the
BRSA, which are based upon the guidelines adopted by the Basel Committee on Banking Regulations and
Supervision Practices of the Bank for International Settlements. These guidelines require banks to maintain
adequate levels of regulatory capital against risk-bearing assets and off-balance sheet exposures (commitment
and contingencies). In accordance with these guidelines, each of the Bank and the Group must maintain a
total capital ratio in excess of eight per cent. calculated in accordance with BRSA regulations. In addition, as
a prudential requirement, the BRSA requires a target capital adequacy ratio that is four per cent. higher than
the legal capital ratio.

Within the context of the implementation of the Basel III framework in Turkey, on 1 January 2014, the
Regulation on Equities of Banks published in the Official Gazette No. 26333 dated 1 November 2006 (the
“2006 Equity Regulation™) regarding the capital of the banks through the end of 2013 was replaced by the
2013 Equity Regulation. Under the 2013 Equity Regulation, Tier I capital is divided into core Tier I capital
and additional Tier I capital. In connection with such classification, the regulation amending the Regulation
on the Measurement and Evaluation of the Capital Adequacy of Banks, which also entered into effect on 1
January 2014, introduced new ratios for the evaluation of capital adequacy. Under the provisions of these
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amendments, the minimum required total capital ratio remains at eight per cent. while the core capital
adequacy ratio and Tier I capital adequacy ratio are 4.5 per cent. and six per cent., respectively. Each of the
Bank and the Group currently satisfies the capital requirements of the BRSA.

The BRSA published the 2016 Capital Adequacy Regulation, which entered into force on 31 March 2016, at
which time it will replace the 2012 Capital Adequacy Regulation. The 2016 Capital Adequacy Regulation
sustains the capital adequacy ratios introduced by the former regulation, but changes the risk weights of
certain items. The BRSA also amended certain other regulations and communiqués as published in the
Official Gazette dated 23 October 2015 and numbered 29511 and 20 January 2016 No. 29599 (also entering
into force on 31 March 2016). See “Turkish Regulatory Environment — Capital Adequacy”.

As of 31 December 2016, 2015 and 2014, the Group’s total capital adequacy ratio was 14.6 per cent., 16 per
cent. and 18.3 per cent. respectively (14.3 per cent, 14.9 per cent. and 18.1 per cent. respectively, for the
Bank). The Bank intends to maintain its (and the Group’s) capital ratios in excess of those required by both
Turkish law and internal risk limits determined by Board of Directors (see “Risk Management”).

The following table sets out information on the Group’s capital and its capital adequacy ratios as of the
indicated dates; it being understood that: (a) the capital adequacy levels as of 31 December 2013 are
calculated on the basis of Basel II, which became applicable as of 1 July 2012, and (b) the capital adequacy
levels as of 31 December 2014 and 2015 are made in accordance with Basel III.

As of 31 December

2014 2015 2016

(TL thousands, except percentages)

Paid-in CaPItal......c.ceureiiirrccecce e 1,500,000 1,750,000 2,050,000
Paid-in capital inflation adjustments...........ccocoeerveeneiennenneene, 374 374 374
PrOfIt TESEIVES ...ttt sttt e e 315,408 362,902 408,096
PIOFI ... e 417,290 458,078 494,664
Tier I Capital (1).....cocooeieeieecee e 2,414,594 2,764,596 3,115,372
Tier I Capital (1) oo 140,810 144,043 177,167
DEAUCHIONS (111) cvvvooveeeeeeeeeee oo (21,622) (14,850) (14,499)
OWN FUNAS (I e 2,533,742 2,893,789 3,278,040
Risk Weighted Assets (including market and operational risk) .. 13,820,038 18,090,325 22,507,376
Capital Ratios:®

THEM I RALIO ...t 17.5% 15.3% 13.8%
Total Capital Adequacy Ratio@.............cccevvvvrreenierneeeninns 18.3% 16.0% 14.6%
Notes:

(1) Calculated in accordance with BRSA regulations.

(2)  The Group’s own funds as a percentage of its risk-weighted assets.

The increases in the Group’s capital in each of these periods represented the growth in the Group’s retained
earnings.
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Non-Financial Subsidiaries

As of 31 December 2016, the non-financial subsidiaries of the Bank were TSKB Gayrimenkul Degerleme
A.S., Terme Metal Sanayi ve Ticaret A.S., Ege Tarim Uriinleri Lisanshi Depoculuk A.S. and TSKB
Strdiiriilebilirlik Danigmanligi A.S. The following tables set forth certain information regarding these non-
financial subsidiaries. For a discussion of the differences between the BRSA Financial Statements and the
IFRS financial statements, see Appendix 1 — “Overview of Significant Differences Between IFRS and BRSA
Accounting Principles”.

These non-financial subsidiaries are not consolidated in the consolidated BRSA Financial Statements;
however, they are shown under the “Investments in Associates” and “Investments in Subsidiaries” line items
at their book values in the consolidated BRSA Financial Statements. If dividends are received from these non-
financial subsidiaries, then such dividends are reflected in the applicable period’s income statement of the
consolidated BRSA Financial Statements.

TSKB Gayrimenkul Degerleme A.S.

As of (or for the year ended)
31 December

2014 2015 2016

(TL thousands)
TOtAl ASSELS ..vvverveieirereeie et 13,340 14,152 18,544
Total Liabilities ...ecvveeireiiieiiie e criee e 3,277 2,522 4,470
Profit/(loss) for the period..........cccoovvireciinnienneenece 2,564 1,660 3,290

Siirdiiriilebilir Danmismanlik A.S.

As of (or for the year ended)
31 December

2014 2015 2016
(TL thousands)
TOtAl ASSELS wuvvvviieiiiiiiiiiiiiie et e bbb 422 720 1,463
Total Liabilities ......c.covvvririirireiieieesese e 42 66 149
Profit/(loss) for the period..........cccoceviiriinicniinieciece 48 275 (293)

Terme Metal Sanayi ve Ticaret A.S.

As of (or for the year ended)
31 December

2014 2015 2016

(TL thousands)
TOtal ASSELS ...vvveiiiciieiiiiie it 14,453 15,589 16,408
Total Liabilities .....ccvevviiiriiriiiiicieee e 10,819 11,976 13,211
Profit/(loss) for the period..........cccceeiriiiiiiiniiccin, 93) 75 (455)
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Note:
(1) Financial data current as of 30 September 2016.

Ege Tarim Uriinleri Lisansh Depoculuk A.S.

As of (or for the year ended)
31 December

2014 2015 2016
(TL thousands)
TOtAl ASSELS .vvvirieiiieeiie et see e 11,568 11,500 10,819
Total Liabilities .....ccocvvrviiiieeiiiiiirieei e svvranee s 1,920 174 323
Profit/(loss) for the period.........ccccooviiriiiiiiiiicicicis (1,176) (235) (600)

Liquidity and Funding

The Group’s principal sources of funding are loans from developmental organisations, of which a total of
approximately 68 per cent. is provided by the World Bank Group and the European Investment Bank. As of
31 December 2016, 72.7 per cent. (76.8 per cent. as of 31 December 2015) of the Group’s foreign currency-
denominated borrowings were sourced from international banks and DFIs. For its other funding, the Bank’s
strategy has been largely to utilise money market funds (including repos), issuances of debt securities,
bilateral borrowings and syndicated loans, although this approach is subject to change, depending upon
market opportunities and changes in prevailing rates and other funding sources. For further discussion on the
Group’s risk management policies relating to funding, see, “Risk Management — Liquidity and Funding”.

As of 31 December 2016, the Group’s total foreign currency-denominated borrowings constituted 79.8 per
cent. of its consolidated assets (72 per cent. as of 31 December 2015). 69.9 per cent. of the Bank’s long-term
funds were guaranteed by the Turkish Treasury as of 31 December 2016. Development and investment banks
(such as the Bank) are exempt from reserve requirements for their funding guaranteed by the Turkish
Treasury.

The tables below set out the Group’s principal sources of funding as of the dates indicated:

As of 31 December

2014 2015 2016
Foreign Foreign Foreign
TL  Currencies Total TL  Currencies Total TL  Currencies Total
(TL thousands)
Funds Borrowed ................... 227,919 10,039,728 10,267,647 255,612 13,332,055 13,587,667 147,252 15,980,244 16,127,496
Repos and Money Market Funds 2,032,878 239,835 2,272,713 2,305,992 44,548 2,350,540 1,195,236 60,998 1,256,234
Debt Securities..........c.coceueune — 813,824 813,824 — 2,037,571 2,037,571 — 3,486,732 3,486,732

The Group’s loans constituted in aggregate approximately 64.8 per cent., 63.6 per cent. and 63.3 per cent. of
its total liabilities as of 31 December 2016, 2015 and 2014, respectively. As of 31 December 2016, the
Group’s loans amounted to TL 16.1 million, an increase of 18.7 per cent. from TL 13.6 million as of 31
December 2015, itself an increase of 32.3 per cent. from TL 10.2 million as of 31 December 2014.
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For tables setting out the maturity structure of the Group’s loans with a breakdown of the source of loans for
the years ended 31 December 2014, 2015 and 2016, see Note II.3.a in Section Five of the Group’s BRSA
Financial Statements attached hereto.

The remaining sources of funds for the Group are repos and money market funds, which accounted for 14 per
cent., 11 per cent. and 5 per cent. of the Group’s total liabilities as of 31 December 2014, 2015 and 2016,
respectively, and issuances of debt securities, which accounted for 14 per cent. and 9.5 per cent. as of 31
December 2016 and 2015 respectively.

The tables below set out the Group’s funding from banks and other institutions with regard to the kind of
institution that provides the funding as of the dates indicated:

As of 31 December

2014 2015 2016
Foreign Foreign Foreign
TL  Currencies TL  Currencies TL  Currencies
(TL thousands)

Funds borrowed from financial
institutions and organisations .................... — 9,290,172 — 11,590,433 31,092 14,071,300
Funds borrowed from the domestic banks
and iNStItUtioNS ......cccoveevevevieiceceeecee, 227,919 236,572 186,611 306,291 47,169 313,101
Funds borrowed from foreign banks,
institutions and funds..........cccoeveeiiinane, — 396,919 69,001 1,289,495 68,991 1,595,843
Subordinated LOans.........cccoceeveeevieiieinennn, — 116,065 — 145,836 — —
Total oo, 227,919 10,039,728 255,612 13,332,055 147,252 15,980,244

The Bank’s short-term funding, including syndicated loans, bilateral loans and money market transactions,
represented 15.3 per cent. of its outstanding funding base as of 31 December 2016. The table below sets out
the Group’s funds borrowed (including subordinated loans) based upon their maturity as of the dates

indicated:
As of 31 December
2014 2015 2016
Foreign Foreign Foreign
TL  Currencies TL  Currencies TL  Currencies
(TL thousands)
Short-term (one year or 1ess) .........ccccene. 227,919 367,148 59,544 56,360 47,180 73,741
Medium and Long-term...........cccccccevrnene. — 9,672,580 196,068 13,275,695 100,072 15,906,503
TOtal e 227,919 10,039,728 255,612 13,332,055 147,252 15,980,244

Short-term borrowings from foreign banks principally include syndicated and bilateral loans along with
money market transactions. Details of the Group’s short-term borrowings as of 31 December 2016 are as
follows:
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Outstanding Principal Final Maturity

EUR10 million bilateral loan 2 February 2017
EUR10 million bilateral loan 24 April 2017
EUR 237.5 million syndicated loan 11 July 2017
U.S. $12.5 million syndicated loan 11 July 2017

TL 15 million bilateral loan 2 January 2017
TL 11 million bilateral loan 4 January 2017
TL 7 million bilateral loan 5 January 2017
TL 6 million bilateral loan 2 January 2017
TL 5 million bilateral loan 2 January 2017
TL 3 million bilateral loan 2 January 2017

Many of the Group’s financings include provisions permitting the applicable creditors to require the
accelerated repayment of the applicable indebtedness, including as a result of a breach of a financial or other
covenant or the occurrence of a change of control. The Group monitors its compliance with its obligations
under its financing arrangements in order to seek to avoid any such acceleration.

As of the date of this Prospectus, the Bank’s management believes that the Bank’s and the Group’s liquidity
is sufficient for its present requirements for at least the next 12 months from the date of this Prospectus.

Contingencies and Commitments

Guarantees. The Group offers its customers products such as guarantees and letters of credit to meet its
customers’ needs for commercial banking services, frequently in connection with the customers’ export and
import activities. These products do not appear on the Group’s balance sheet. For the breakdown of
contingencies and commitments, see the Group’s BRSA Financial Statements attached hereto.

As of 31 December 2016, the Group had issued letters of credit amounting to TL 676 million and guarantees
amounting to TL 975 million.

The table below sets forth the Group’s total off-balance sheet guarantees and sureties as of the indicated dates.

As of 31 December

2014 2015 2016

(TL thousands)
Letters of gUarantee..........ccvvvvriieeiiie e 956,972 1,196,747 975,391
AcCeptance CTEItS .......everierreiiieiie e — 19,027 17,450
Letters of Credit......ooccvviiieeeiiiiiiiiieec e 496,097 566,890 676,367
Other guarantees!) .........cocovvovierrrsnneeee e — — —
TOtAL.....cviiiiiieie e 1,453,069 1,782,664 1,669,208

Note:

(1)  Includes endorsements.
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Derivatives. The Group enters into forward, swap and option transactions to provide hedging services for

itself and its clients. The table below sets forth the Group’s total derivative transactions, by currency, as of the

dates indicated.

Forward foreign exchange contracts......

Currency swaps.......

Interest rate swaps

Currency options.....

Interest rate options

Others ........cceevevnn.

As of 31 December 2016

Forward foreign exchange contracts.......

Currency swaps

Interest rate swaps

Currency options

Interest rate Options ...........cccvveeininnnn,

Buy Sell
Foreign Foreign
TL Currency Total TL Currency Total
(TL thousands)
126,329 441,469 567,798 123,456 439,861 563,317
1,098,878 2,724,038 3,822,916 1,680,003 1,970,805 3,650,808
20,412 5,366,443 5,386,855 20,412 5,366,443 5,386,855
1,619,601 1,846,367 3,465,968 1,619,601 1,846,367 3,465,968
— 117,544 117,544 — — _
As of 31 December 2015
Buy Sell
Foreign Foreign
TL Currency Total TL Currency Total
(TL thousands)
23,898 180,556 204,454 23,946 178,688 202,634
748,975 1,969,096 2,718,071 878,170 1,798,598 2,676,768
22,428 3,572,012 3,594,440 22,428 3,572,012 5,594,440
526,886 711,313 1,238,199 526,886 711,313 1,238,199
— 89,210 89,210 150 — 150
As of 31 December 2014
Buy Sell
Foreign Foreign
TL Currency Total TL Currency Total
(TL thousands)
19,252 5,632 24,884 1,480 23,382 24,862
343,098 1,082,357 1,425,455 251,978 1,099,516 1,351,494
23,688 2,562,792 2,586,480 23,688 2,562,792 2,586,480
343,260 401,258 744,518 340,809 401,604 742,413

94



As of 31 December 2014

Buy Sell
Foreign Foreign
TL Currency Total TL Currency Total
(TL thousands)
OthErS ....covieieicese e, — — — — 74,677 74,677

Other Contingencies and Commitments. In addition to guarantees and commitments, the Group has other

contingencies and commitments, the most material of which are derivatives and the commitments to fund

loans to customers. The following table summarises all of the Group’s off-balance sheet contingencies and

commitments as of the dates indicated; for further detail, please see the Group’s consolidated BRSA Financial

Statements.
As of 31 December
2014 2015 2016
(TL thousands)

Guarantees and SUIELIES.........veevvveerveerieesvresiieesveeseeesneas 1,453,069 1,782,664 1,669,208
Loan funding and other commitments ..............ccoceeruerinnne 3,346,798 5,026,305 8,592,675
DIIVALIVES ..eeevvieiiiiiiesiie ettt 9,561,263 20,246,465 34,175,829
Total Contingencies and Commitments......................... 14,361,130 27,055,434 44,437,712

Property, Plant and Equipment

The table below sets forth the components of the Group’s consolidated property and equipment as of the

indicated dates.

As of 31 December

2014 2015 2016
(TL thousands)
BUIldings ...c.veeniieiiiiiiiie et 38,870 197,289 225.925M
VERICIES .. 1,426 1,604 1.475
Other™ ... 31,267 31,541 31,297
DePreciation . .c.cueeiiieieiii et 45,109 23,407 27,369
Net book value ..........cccoovvviiiiiiiiii e 26,454 207,027 231,328

Notes:
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Since the third quarter of 2015, the Group has changed its accounting policy and adopted a revaluation method
pursuant to TAS 16 with respect to the valuation of immovable properties that are included in tangible fixed assets.
As a result of valuations obtained from independent appraisal firms authorized by the CMB and BRSA, a cost
amount of TL 150,059 thousand is shown under 2015 additions and a reversal of accumulated depreciation amount
of TL 24,983 thousand is shown under 2015 disposals. The pre-adjustment net book value of immovable properties
that are included in tangible fixed assets as of 31 December 2015 was TL 47,230. In 2016, the revaluation
difference amounted to TL 28.636 thousand, as which are determined by the certified valuation companies
authorized by the CMB.

Leasing intangible assets, leasehold improvements, office equipment, furniture and fixtures are shown under
“Other”.
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BUSINESS OF THE GROUP

Overview

The Bank is a Turkish banking institution organised as a joint stock company under the Turkish Commercial
Code (No. 6102). The Bank is the first privately owned development and investment bank in Turkey and, as
of 31 December 2016, held a 17.4 per cent. share in total assets among Turkish development and investment
banks according to the Turkish Banks Association. The Bank, largely in cooperation with DFIs, is principally
involved in promoting the development of the Turkish economy by providing long-term funds for the
domestic and international investments of Turkish companies, primarily through foreign currency-
denominated loans. As well as supporting private sector investments (mostly in industrial sectors), part of the
Bank’s original and continuing mandate and strategy is to assist domestic and foreign capital owners to
finance the development of new businesses in Turkey and to contribute to improvements in Turkish capital
markets.

The Group is also involved in capital market brokerage services, portfolio management and corporate finance
advisory services. The Group’s investment banking activities include advisory services for public offerings,
bond issuances and mergers and acquisitions. The Group’s strategic advisory activities include providing
company appraisal services, feasibility studies and restructuring services. The Group also provides advisory
services to domestic and foreign corporations, including locating strategic or financial partners and advising
on company mergers and privatisations. The Bank operates in three main business segments: (a) Corporate
Banking, which includes the Project Finance and Corporate Marketing departments, (b) Investment Banking
and (c) Advisory Services. The Bank has two branches, one in Ankara and the other in izmir, as well as its
principal Istanbul office.

The Bank is the first Turkish-owned bank certified to ISO 14001 (the International Organisation for
Standardisation’s certificate for Environment Management Systems) based upon its environmental
management system. The Bank’s dedication to sustainability dates back to 1980, when it introduced
environmental standards in its credit evaluation process. In 2005, the Bank developed its own Environmental
and Social Risk Evaluation tool (“ERET”) in order to rate projects irrespective of sector or loan size. The
Bank has extended a large portfolio of loans to energy efficiency, resource efficiency and various types of
renewable energy projects; however, the Bank is focused on further diversifying its loan portfolio. With its
numerous environmental and renewable-energy related projects, the Bank is also the first and only Turkish
bank to be granted the “Financial Times Sustainable Emerging Markets Bank of the Year” award for Eastern
Europe, which it won three years in a row between 2008 and 2010.

In 2015, the Bank was awarded the Highest Corporate Report Transparency rating given to a bank by
Transparency International. TSKB also joined the BIST (Borsa Istanbul) Sustainability Index that lists the
companies operating in Istanbul with the highest corporate sustainability performances. As the first carbon
neutral bank in Turkey, the Bank was also awarded the “CDP 2015 Climate Transparency Leadership Award
of Turkey” by the Carbon Disclosure Project. Within the scope of the 2015 United Nations Climate Change
Conference (“COP21”), the Bank signed the declaration on the transition to a low carbon economy with the
members of the Association of European Long Term Investors (“ELTI”) and has signed on to the voluntary
principles comprising the Climate Action initiated by the International Development Finance Club (“IDFC”),
a network of national, regional and international development banks. In May 2015, the Bank hosted the third
annual meeting of the National Financial Institutions of the G20 countries. also known as the D20. At the
2016 Corporate Management Awards organised by the Corporate Governance Association of Turkey
(“TKYD”), the Bank received a rating of 9.52 in the BIST Corporate Governance Index, becoming the
organisation with the second highest corporate management rating. TSKB has been added to the FTSE4Good
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Emerging Index which assesses the sustainability of banks around the globe in terms of their environmental
policies, social policies and governance.

In 2016, the Bank was awarded ‘EMEA Green/SRI Bond Deal of the Year’ by GlobalCapital and “Sustainable
Bond Award of the Year” by the International Financing Review Magazine (IFR)/Thomson Reuters. In
addition, the Bank’s inaugural green/sustainable bond was named “Structured Finance Deal of the Year 2016”
by Bonds & Loans Awards Turkey.

The Bank published the first Integrated Report in Turkey in March 2017. The Turkish language version of the
report is accessible on TSKB’s web page (www.tskb.com.tr).

As of 31 December 2016, the Group had total assets of TL 24.9 billion, an increase of 16.4 per cent. from TL
21.4 billion as of 31 December 2015, itself a 32.1 per cent. increase from TL 16.2 billion as of 31 December
2014. As of 31 December 2016, the Group had total shareholders’ equity of TL 3.1 billion, an increase of 11
per cent. from TL 2.8 billion as of 31 December 2015, itself an increase of 16.7 per cent. from TL 2.4 billion
as of 31 December 2014.

For the year ended 31 December 2016, the Group’s net profit was TL 435.9 million, a 6.1 per cent. increase
from TL 410.6 million for the year ended 31 December 2015, itself a 9.7 per cent. increase from TL 374.1
million for 2014. For the year ended 31 December 2016, the Group’s net interest income was TL 758.8
million, a 26.8 per cent. increase from TL 598.5 million for the year ended 31 December 2015, itself a 13.2
per cent. increase compared to TL 528.6 million for 2014. The Group’s total operating income was TL 660.9
million in 2014, TL 695.2 million in 2015 and TL 754.2 million in 2016, while its net period profit from
continuing operations was TL 374.1 million in 2014, TL 410.6 million in 2015 and TL 435.9 million in 2016.

As of 31 December 2016, the Group’s total capital adequacy ratio was 14.56 per cent. and its Tier I capital
adequacy ratio was 13.84 per cent., both as calculated in accordance with Basel III rules that came into effect
on 1 January 2014. As of the same date, the Group’s shareholders’ equity was TL 3,143 million, its liquid
asset ratio (being the total amount of cash and balances with banks, money market placements, trading
securities and available-for-sale securities divided by the Group’s total assets) was 25.6 per cent. The Group’s
net operating income was TL 439 million in 2014, TL 476 million in 2015 and TL 515 million in 2016 while
its net period profit from continuing operations was TL 374 million in 2014, TL 411 million in 2015 and TL
436 million in 2016.

The Bank’s shares have been quoted on the BIST since 1986. As of 31 December 2016, 50.65 per cent. of the
Bank’s shares were held by the Isbank Group (41.17 per cent. held directly by Isbank with the remainder held
through subsidiaries, comprising 5.80 per cent. held by Camis Yatirim, 1.90 per cent. held by Milli Reasiirans,
0.89 per cent by Anadolu Sigorta and 0.89 per cent. held by Anadolu Hayat Emeklilik), 8.38 per cent. of the
shares were held by Vakifbank, 44.65% per cent. were traded publicly on the BIST (59.6 per cent. of which
were owned by foreign investors) and the remaining shares were owned by other institutional shareholders.

Strengths

The Bank’s management believes that the Group has a number of key strengths that enable it to compete
effectively in the Turkish banking sector:

Strong Relationships with the World Bank and other DFIs

Since its founding, the Bank has worked in close cooperation with international institutions, such as the World
Bank (“IBRD”), the European Investment Bank (“EIB”), European Investment Fund (“EIF”), Council of
Europe Development Bank (“CEB”), Kreditanstalt fiir Wiederautbau (“KfW”), Islamic Development Bank

1 Both the free float figure and the isbank Group ownership figure include the shares held by isbank Group subsidiaries Milli Reasiirans,
Anadolu Sigorta and Anadolu Hayat Emeklilik that were acquired in the free float of the Bank’s shares on the BIST in December 2016.
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(“IDB”), French Development Agency (“AFD”), International Finance Corporation (“IFC”), European Bank
for Reconstruction and Development (“EBRD”), Japan Bank for International Cooperation (“JBIC”) and the
Austrian Development Bank (“Oc¢EB”).

The DFIs have provided the Bank a strong funding base and a sustainable tenor advantage in comparison to
commercial and other banks operating in Turkey. The long-lasting relationship of the Bank with these DFIs
and the longer tenor of their loans to the Bank have contributed to the Bank’s ability to obtain, and thus
provide, stable funding even in the periods of economic instability.

As of 31 December 2016, 69.9 per cent. of the Group’s long-term funds and 59.2 per cent. of the Group’s
total funding, was provided with the benefit of a guarantee by the Turkish Treasury. While the World Bank
(which, in accordance with its constitutional documents, is only entitled to lend to institutions that benefit
from a sovereign guarantee), EIB, CEB, IDB and JBIC provide funding under a guarantee from the Turkish
Treasury, the Bank also borrows without a state guarantee from the AFD, IFC, OcEB, EBRD and most
recently from KfW after its having provided funding only with a guarantee. As of 31 December 2016, the
Bank’s funding shares from DFIs were as follows: 38 per cent. from the IBRD, 30 per cent. from the EIB, 10
per cent. from KfW, 8 per cent. from the IDB, 5 per cent. from the CEB, 2 per cent. from the IFC, 3 per cent.
from the AFD, 2 per cent. from the EBRD, 1 per cent. from OPIC and 0.5 per cent. from OeB.

In coordination with DFTs, the Bank has financed or is currently financing new projects in a range of different
areas, including energy efficiency, resource efficiency, renewable energy, logistics, sustainable tourism, export
support, agribusiness, infrastructure and environment. In 2013, the Bank strengthened its funding base by
signing six new funding agreements with DFIs totalling U.S.$880 million and by rolling over its syndicated
loan.

In 2014, the Bank obtained U.S.$960 million in funding through DFIs. Of that amount, U.S.$220 million was
sourced from the IDB, in the form of a restricted mudarabah agreement under the guarantee of the Turkish
Treasury, in order to finance renewable energy and energy efficiency projects. In July 2014, the Bank signed a
loan agreement with the World Bank under the guarantee of the Turkish Treasury for an amount of U.S.$250
million for the World Bank’s “Innovative Access to Finance” programme. Through this programme, the Bank
aims to extend loans to participation banks and factoring companies, which will subsequently lend such funds
to the final beneficiaries (SMEs and Export Oriented Enterprises). The Bank’s management considers the
“Innovative Access to Finance” programme to be important as such loans enable the intermediary institutions
to access long-term funds.

In addition to the access of the Bank to DFI funding, the Bank is focused on improving its relations with
international banks and generating an increased volume of free funds. For example, the Bank signed an OPIC-
guaranteed loan agreement with an international correspondent bank without a guarantee from the Turkish
Treasury. In October 2014, the Bank signed a loan agreement with AFD without a guarantee from the Turkish
Treasury, the proceeds of which will be utilised to support sustainable tourism investments and innovative
renewable energy projects in Turkey. In October 2014, the Bank also secured funding from KfW and EBRD,
without a guarantee from the Turkish Treasury, in the amounts of EUR150 million and EURS50 million,
respectively, to finance resource efficiency projects. In December 2014, the Bank signed a loan agreement for
an amount of EUR100 million with EIB for supporting resource efficiency and pollution abatement projects
in Turkey.

In November 2014, the Bank established the Development Finance Institutions Department to develop the
Bank’s relationships with DFIs globally, a role previously undertaken by the Financial Institutions
Department. The Financial Institutions Department currently manages the Bank’s relationships with
international financial institutions (“IFIs”) and correspondent banks with the ultimate goal of securing untied
loans to fund the Bank’s operations.
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In 2015, the Bank obtained U.S.$340 million in funding through DFIs. In March 2015, the Bank signed a loan
agreement with JBIC under the guarantee of the Turkish Treasury for an amount of U.S.$150 million in order
to finance renewable energy and energy efficiency projects. In May 2015, the Bank signed a loan agreement
with EIB for the financing of SMEs and mid caps, under the guarantee of the Turkish Treasury for an amount
of EUR 100 million, which was supplemented in February 2016 by an additional EUR 100 million. In
September 2015, the Bank signed a U.S.$75 million loan agreement with IFC for the financing of renewable
energy, energy efficiency and resource efficiency projects in Turkey.

The Bank is also strengthening its relationship with the EIF, having signed a guarantee agreement with a
maximum portfolio guarantee amount of EUR 20 million in order to help finance innovative SMEs and small
mid caps (defined as companies that have less than 500 employees and which are not SMEs).

DFI Funding 2016
Amount Theme
L | OO PSP PPP TP PRTOPORPTPRPRPRION 100m EUR SME and Midcap
Energy and
1 SR U P PPRPR PR 100m EUR Environment
Women

Employment and
Occupational

AFD ...ttt b et b ettt Re bt be et eRe et et ebe st eaeebe st ereebe e ere b erearens 100m EUR Health&Safety
Geothermal
IBRD ...t R e R e R et r s 150m USD Energy
(O PSR SPS 100m EUR APEX
Renewable
Energy and
VY ettt et b e bbbt a e beehe et e er b et et e saeebeerb et e besreereans 150m EUR Environment

Relationship with Isbank Provides Access to Significant Expertise

As of 31 December 2016, Isbank Group held 50.65 per cent. (41.17 per cent. directly by Isbank) of the Bank’s
outstanding shares and it has the power to elect six members to the Bank’s Board of Directors, which
corresponds to the majority of the Board. The Chairman of the Board of Directors is the General Manager of
Isbank. While the representatives of Isbank do not interfere with the Bank’s business, the Group benefits from
its Board members’ significant expertise in developing the Bank’s strategy and business as well as in
accessing information regarding the Bank’s borrowers or potential borrowers that also work with Isbank,
which has the largest market share in total deposits, Turkish Lira-denominated deposits and demand deposits
among private sector banks as of 31 December 2016 (sources: BRSA and Interbank Card Center).

Strong Capital Structure with Conservative Match-Funding Policy

The Group has a strong capital structure, with shareholders’ equity of TL 3,143 million, a total capital
adequacy ratio of 14.56 per cent. and a Tier I capital adequacy ratio of 13.84 per cent. as of 31 December
2016. In line with its capital strength, the Group maintains a strong match-funding policy with DFIs. As a
result, the Group was less affected than many other global financial institutions by the reduction of liquidity
and increased cost of funding that occurred during the recent global financial crisis.

Recognised and Trusted Banking Brand in Turkey

The Bank’s management believes that the Bank is one of the most widely recognised, respected and trusted
banks in Turkey; it has been in business since 1950, weathering Turkey’s often turbulent financial markets
and establishing a long-standing focus on prudent risk management and a record of financial stability. The
Bank was established under the laws of the Republic of Turkey in 1950 with the support of the World Bank,
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the Turkish government, the Central Bank and commercial banks as the first development and investment
bank in Turkey. The strength of the Bank’s brand and customer base has enabled the Group to become a
Turkish market leader in development-related projects as well as a trusted banking partner for customers
during the financial crisis.

Diversified Loan Portfolio

By focusing on building a diversified portfolio of loans by types of loans, industry sector and borrower
concentration, the Group has historically generated strong returns. The Bank increased its loan portfolio in
U.S. Dollar equivalents from 31 December 2010 to 31 December 2016 at a compound annual growth rate of §
per cent. The Group’s strong credit and risk management know-how have supported the growth of its loan
portfolio and, in the Bank’s management’s opinion, contributed to the healthy diversification of the portfolio.

The Bank’s loan portfolio is diversified in terms of loan type. As of 31 December 2016, 55 per cent. of the
Bank’s total loan portfolio was comprised of loans to project finance, 37 per cent. to corporate marketing and
eight per cent. to APEX loans. The Bank’s loan portfolio is also diversified among sectors, with the largest
shares in energy production and finance representing 35 per cent. and 14 per cent. of the Bank’s loan portfolio
as of 31 December 2016. In the energy production sector, renewable energy projects include hydro, wind,
geothermal, biomass and solar power plant projects. with more than two-thirds of these projects already in
operation. The share of energy and resource efficiency, or renewable energy, loans in the Bank’s loan book
was 10 per cent. as of 31 December 2016. The Bank has a well-diversified renewable energy portfolio, of
which six per cent. comprised loans to biomass, 32 per cent. to wind, 14 per cent. to geothermal, 46 per cent.
to hydro and two per cent. to solar power plant projects as of 31 December 2016. The distribution as of 31
December 2015 was six per cent. to biomass, 34 per cent. to wind, nine per cent. to geothermal and 51 per
cent. to hydroelectric power projects. The distribution as of 31 December 2014 was seven per cent. to
biomass, 22 per cent. to wind, three per cent. to geothermal and 69 per cent. to hydroelectric power plant
projects. The distribution as of 31 December 2013 was seven per cent. to biomass, 18 per cent. to wind and 75
per cent. to hydroelectric power plant projects.

As of 31 December 2016, 65.4 per cent. of the projects financed by the Bank’s renewable energy portfolio
were in operation. By segment, 91.2 per cent. of the hydroelectric projects, 57.1 per cent. of the biomass
projects, 91.3 per cent. of the wind projects, 57.1 per cent. of the geothermal projects and 31.3 per cent. of the
solar power plant projects were in operation, respectively. The percentage of renewable energy projects (in
terms of power, or megawatts, produced) financed by the Bank that were in operation as at 31 December 2016
was 82 per cent.

As of 31 December 2016, the allocation of loans extended from the proceeds of the issuance in May 2016 of
the U.S.$300 million green/sustainable bond were as follows: 43 per cent. to renewable energy projects, 25
per cent. to electricity distribution projects, 20 per cent. to the port projects, 11 per cent. to health projects and
two per cent. to energy efficiency projects.

The Bank has financed a total of 122 projects to date, comprising 47 resource efficiency projects and 75
energy efficiency projects.

Although development and investment banks (such as the Bank) are not subject to credit limits determined by
the BRSA, the Bank has sought to limit exposure to any single borrower and no exposure to a single borrower
was greater than 25 per cent. of its equity as of 31 December 2016. The share of the Bank’s receivables from
the top 10 cash loan customers in the overall cash loan portfolio was 20.1 per cent. as of the same date. The
Bank’s loan contracts generally contain clauses permitting the Bank to make adjustments in the applicable
interest rates from time to time, subject to the applicable laws and regulations, thereby further limiting interest
rate risk.

101



Prudent Risk Management

Complementing the Bank’s diversified loan portfolio, the Bank’s management believes it has instilled a
prudent and effective risk management culture at all levels of the Group, beginning with careful customer
selection to support a quality asset base. The Bank monitors credit quality on an ongoing basis. As the global
financial crisis impacted Turkey and the Group’s customers, the Group introduced new risk management tools
starting from 2008 such as a redeveloped internal rating model for corporate loan customers, software for
market risk management, and software for asset and liability management. The Bank also introduced new risk
management tools such as applying credit limits to certain industry sectors that have been highly affected by
global turmoil, researching potential customers’ relationships and credit histories with other banks and
becoming more selective in extending new credit lines During 2016, the Bank grew its loan portfolio by 26.6
per cent. in TL terms while maintaining its NPL ratio at 0.3 per cent. The NPL ratio of the Bank was 0.2 per
cent., 0.4 per cent. and 0.3 per cent. as of 31 December 2014, 2015 and 2016, respectively, lower than the
Turkish banking sector’s NPL ratios of 2.9 per cent., 3.1 per cent. and 3.2 per cent. respectively (source:
BRSA).

The Bank’s management believes that the Group’s focus on enhanced internal controls and risk management
systems, as well as its ability to maintain a diverse loan portfolio, will enable the Group to maintain the high
quality of its loan portfolio in the future as the Group seeks to continue to grow its business.

Independent Process for Appraising Projects

The Bank evaluates projects internally through its Financial Analysis and Engineering Departments along
with its Loan and Loan Monitoring departments. The Bank’s specialised and dedicated Financial Analysis
Department assesses the cash flow projections, as well as the microeconomic and sectoral risks and
opportunities, of potential projects that the Bank is considering funding. In addition to financial analysts, the
Bank has maintained for many years an internal team of engineers with practical experience in chemical,
electrical, civil and other engineering projects. This team, comprised of engineers who have from 5 to 14
years of experience, provides the Bank with a significant advantage over its commercial bank competitors
who have to seek external experts to analyse the technical plans of projects being contemplated for a project
loan.

Strong Focus on Employee Training and Development; Highly Skilled Workforce

The Bank’s management believes that a key element of the Group’s success has been its emphasis on the
quality, training and development of its employees and its turnover rate (i.e. employee resignations excluding
retirees) is considered to be low (for example, the Group had a turnover rate of 5.82 per cent. during 2016).
The Group’s dedicated and well-trained employees form a cornerstone of its focus on superior customer
service and long-standing customer relationships and also provide the Group with a competitive advantage
over its competitors, particularly in a growing market where there is a high demand for skilled personnel.
Historically, the Group has sought to maximise the opportunity for career development for its employees,
with all positions typically filled through internal promotions and appointments. The Economic Research
Teams provide support by way of their sectoral research studies and analysing new investment project themes.

Maintain High Standards of Corporate Governance and Business Ethics

The Bank’s management believes that the Group’s internal corporate governance structure reflects the best
market practices of the Turkish and international banking sectors. The Group has established corporate
governance principles and complies with applicable laws and regulations for sustainable banking, and the
Bank’s management perceives execution of such principles as an essential component of responsible banking.
The Bank’s management believes that compliance with corporate governance principles is important for the
Bank to create, protect and maintain value for its shareholders. The Bank’s corporate governance structure

102



also develops communication channels and platforms in order to reinforce communication with its
stakeholders, particularly the Group’s customers, employees and shareholders.

The Group established these corporate governance practices to improve management’s efficiency and to
further protect the interests of the Group’s stakeholders, including its customers and shareholders. The Bank
prepares a “Corporate Governance Principles Compliance Report” each year, which is a report by the Bank’s
Board of Directors about the compliance of the Bank’s corporate governance practices with the corporate
governance principles of the CMB.

Since 2009, the Bank has received its corporate governance rating from SAHA Kurumsal Ydnetim ve Kredi
Derecelendirme A.S., a company authorised by the CMB to rate companies’ compliance with corporate
governance principles. The Bank increased its corporate governance rating from 9.52 to 9.53 (out of 10) in
2016. Since having been first rated and included in the BIST Corporate Governance Index in 2009, the Bank
has continued to maintain its position as one of the top three companies included in the index.

The Bank’s Regulatory Burden is Lower than that of its Universal Banking Competitors

The Bank’s regulatory burden is generally lower than that of universal banking competitors since the bank is
a development and investment bank, subject to certain different rules and operating in different business lines,
most importantly due to the absence of a retail banking business. For instance, the recent regulatory changes
introduced in Turkey target only retail banks and thus do not directly affect the Bank; however, most of the
Bank’s competitors have a retail banking business and their regulatory burden is thus significantly higher than
that borne by the Bank. As noted above, the Bank is also exempt from maintaining reserves with the Central
Bank for its liabilities that are guaranteed by the Turkish Treasury. This lower regulatory burden results in less
administrative costs for the Bank, thereby allowing it to act more responsively to its clients’ needs.

Strategy

The Bank’s vision is to maintain sustainable growth in Turkey by adding value to the Turkish economy
(principally through supporting the private sector with medium and long-term financing), which reflects the
Bank’s goal of being the pioneering bank in Turkey’s sustainable development. The Bank aims to exhibit and
deploy more aggressively its knowledge and potential in all of its all core business lines. The Bank is focused
on expanding its client base and increasing its allocations in line with the needs of the Turkish market, which
offers sustainable growth potential in the mid- and long-term.

The Bank’s principal strategies to achieve this vision include: developing sectoral diversification in its loan
portfolio, maintaining its access to medium and long-term funding from DFIs with competitive terms and
conditions, diversifying its funding base through issuances of debt instruments, improving its synergies with
its subsidiaries (including to increase its fee-generating capabilities) and constantly strengthening its strong
human resources base (including in its Financial Analysis Department and Engineering Department).

In this context, the Bank finances projects in a broad range of Turkish industries, including energy efficiency,
resource efficiency, various types of renewable energy, logistics, infrastructure, healthcare and education
services investments. The Bank is seeking to diversify the areas of growth with the needs of its corporate
clients. Although energy production loans continue to represent a large share of the Group’s loan book,
corresponding to 35 per cent. of its total loans as of 31 December 2016, the Bank plans to reorient some of
this focus towards other sectors, such as infrastructure, resource efficiency, energy efficiency, environmental
projects, innovation and PPPs in the health and education sectors. In terms of renewable energy, the Bank’s
portfolio includes hydro (which has been in a declining trend), wind, geothermal, biomass and solar power
plant projects and the Bank intends to become more diversified by focusing on future wind, geothermal,
biomass and solar projects.
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In terms of project finance, the Bank has been involved in projects in a variety of areas, such as energy
production and electricity and gas distribution. In the Bank’s loan book, the share of project finance loans
represented 55 per cent., corporate loans 37 per cent. and APEX loans (which are channelled to leading banks
and leasing companies, usually to finance SMEs indirectly) 8 per cent. of the Bank’s loan portfolio as of 31
December 2016 (6 per cent. as of 31 December 2015).

While expanding the loan portfolio, the Bank emphasises the importance of maintaining asset quality and
avoiding risky loans. In line with this strategy, existing loans are analysed and monitored closely and to date
the Bank has been successful in maintaining its asset quality. While allocating funds, the Bank also continues
to adhere strictly to its environmental protection standards, which is one of the building blocks of its mission,
vision and strategy.

Maintaining its access to medium and long-term funding from DFIs with competitive terms and conditions is
a principal strategy of the Bank, and the Bank works to ensure that its lending practices do not compromise its
funding opportunities with DFIs (for example, the Group avoids lending even non-DFI-sourced funds to
certain sectors, such as gambling and ammunition, that are not viewed favourably by the DFIs). This funding
enables the Bank to increase its lending capacity, especially in project finance.

While the Bank anticipates that its relationships with DFIs will continue to be its largest source of funding by
far, the Bank is seeking to diversify its funding resources (e.g. by issuing eurobonds, for instance through its
October 2014 stand-alone issuance of notes for an amount of U.S.$350 million, an April 2015 issuance of
notes for an amount of U.S.$350 million and a May 2016 issuance of a green/sustainable bond for an amount
of U.S.$300 million under the GMTN programme) in order to fund its targeted 2016 loan growth of 12 per
cent. in foreign exchange-adjusted terms.

In 2013, the Bank’s management decided to further concentrate on corporate banking and boost synergies not
only with its subsidiaries but also among its different business lines, with a principal aim being to boost the
Group’s fee and commission income. To this end, the Group intends to focus further on its advisory services
in mergers and acquisitions, assisting companies to find financial as well as strategic partners and providing
customers with strategic advisory services in the form of financial restructuring and feasibility studies. To
support this strategy, the Bank restructured the capital markets brokerage services that it used to offer directly,
but now offers to the Group’s retail clients through its subsidiary Yatirim Finansman. As a result of this
strategic development, the Bank does not have any retail clients as of the date hereof, as its active retail
clients have transferred their portfolios to this subsidiary.

The Bank’s well-qualified personnel are a significant factor behind its long-term success and part of its
strategy. In addition to recruiting experienced professionals for senior positions, the Bank’s strategy is to
develop leaders from within its own highly-qualified employees and to fill positions through internal
promotions and assignments as much as possible. As a part of this strategy, the Bank continues to recruit new
qualified graduates.

History and Development

The Bank was established under the laws of the Republic of Turkey in 1950 with the support of the World
Bank, the Turkish government, the Central Bank and commercial banks as the first private development and
investment bank of the Republic of Turkey. The IFC as a development finance institution was one of the
largest shareholders of the Bank from 1963 to 1979. Initially, the Bank supported the World Bank’s
development programmes in Turkey and has since then expanded its cooperation to other DFIs such as the
EIB, EIF, CEB, KfW, AFD, IFC, JBIC, IDB, EBRD, ICO and, most recently, O¢EB. The Bank’s ordinary
shares have been listed on the BIST since 1986.
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The Bank is headquartered in Istanbul and (with its Group) provides a range of banking services for corporate
customers, including corporate banking, investment banking, capital markets operations and advisory
services. The Bank’s articles of incorporation provide for the following activities:

° providing assistance in all sectors of the economy, primarily in the industrial sector, for setting up new
plants and expanding, modernising and developing the activities of existing plants;

° providing assistance in the implementation of projects and activities that will be carried out abroad by
entrepreneurs directly or as joint ventures;

° encouraging and assisting local and foreign capital enterprises in undertaking investments in Turkey
and participating in the capital of companies that are already established or will be established in
Turkey; and

° assisting the development of capital markets in Turkey and encouraging and promoting the private

ownership of securities issued by industrial enterprises.

The Bank was established in Istanbul with the Council of Ministers resolution numbered 3/11203 and was
registered with the Istanbul Chamber of Commerce on 31 May 1950 under registration number 42527. The
Bank is a development and investment bank under the Banking Law and is duly organised and incorporated
and validly existing as a joint stock company (anonim sirket) under the Turkish Commercial Code (No. 6102).
The duration of operation of the Bank as a joint stock company is unlimited.

Business Activities

The Group provides a range of banking services and presents its group structure under three principal
business lines: corporate banking, investment banking and advisory services, each as described below:

° corporate banking activities: the corporate banking activities include corporate loans, syndicated loans,
non- cash loans (including letters of guarantee, guarantees and acceptances), foreign trade operations
and project finance, acquisition finance and working capital finance;

° investment banking activities: the investment banking activities include: (a) portfolio management,
marketable securities brokerage activities, cash flow management, corporate finance, public offerings
of stocks, advising on privatisations, mergers and acquisitions, purchase and sale of assets, issuance of
debt instruments and providing strategic advisory services and (b) offering treasury services, such as a
fixed income business (asset and liability management and bond offering), futures and options
brokerage, interest rate swaps, currency and cross currency swaps, swaptions and caps, floors, foreign
exchange, repo transactions and other structured products; and

° advisory services: the advisory services consist of strategic consultancy (including appraisals of
companies, brands and licenses), real estate appraisal and environmental advisory services.

For accounting purposes, the Bank reports the Group’s business in its BRSA consolidated financial statements
under three segments: Corporate Banking, Investment Banking and Others. The Bank’s results make up the
large majority of the results for these three segments, with the remainder being contributed by the Bank’s
subsidiaries and associates. The Bank does not consolidate the results of its non-financial subsidiaries and
associates in the BRSA consolidated financial statements on a line-by-line basis and so these results do not
appear in the segmental data included therein; however, they are shown under the “Investments in Associates”
and “Investments in Subsidiaries” items at their book values. For a list of the non-financial subsidiaries and
associates, see “Business of the Group — Subsidiaries and Other Affiliates — Non Financial Subsidiaries”.
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Banking Units

Corporate Banking

The Bank’s Corporate Banking business provides services to companies ranging from large corporates to
SMEs. The unit consists of two main departments, the Project Finance Department and the Corporate
Marketing Department. The Corporate Banking business unit’s long-term strategy is to enhance its customer
franchise and to broaden its product portfolio in order to diversify revenue sources and to contribute to the
Group’s sustainable and profitable growth.

A significant portion of the Corporate Banking business involves extending loans to corporate customers. The
Bank primarily offers the following types of loans to its corporate customers: revolving loans, discount loans,
foreign currency-indexed loans, foreign currency-denominated loans, letters of guarantee, spot loans and
investment and project finance loans. In addition to its loan products, the Corporate Banking unit, in
coordination with the Investment Banking unit, also seeks to provide tailored products that are designed to
offset customers’ exposures to interest, maturity and currency risks, including through the use of customised
investment vehicles, forward and futures contracts, swaps and options that take into account the goals, risk
tolerance levels, cash flows and other unique concerns of the customer.

Project Finance Department

A significant portion of the Bank’s corporate loan portfolio relates to its project finance activities. The Bank
has played a key role in a number of major project finance deals in Turkey, including the financing of
infrastructure and energy deals, privatisations and capital expenditure financing in electricity and gas
distribution, airport and port deals and mergers and acquisitions. As of 31 December 2016, the Project
Finance Department accounted for TL 9.6 billion of loans (55.2 per cent. of the Group’s total loans), 96.6 per
cent. of which was foreign currency-denominated and the remaining 3.4 per cent. of which was Turkish Lira-
denominated. The Bank selectively extends financing for high-volume private sector investments,
privatisations and merger and acquisition projects, while remaining committed to its risk-sensitive approach.
The Bank granted loans related to financing electricity production, electricity distribution, infrastructure,
sustainable tourism, real estate and health sector PPP projects with a total loan value of U.S.$720 million in
2016.

The Bank provides project finance with full recourse to project assets and limited or full recourse to the
sponsors. Only selected transactions adhering to international standards that have very limited bankability
concerns may be financed on a pure non-recourse basis. The Bank aims to expand its client base and build-up
its portfolio in the short term for project finance projects.

The Bank’s project finance activities have received the following awards from the publication Euromoney:
“European Transport Deal of the Year” in 2007 for Mersin Port Project; “Geothermal Deal of the Year” in
2008 for the Giirmat GPP Project; “Hydroelectric Power Deal of the Year” in 2010 for the Boyabat Dam and
Hydro Electric Power Plant Project; “European Ultilities Deal of the Year” in 2010 for the Uludag Elektrik
Dagitim A.S. (UEDAS) and Camlibel Elektrik Dagitim A.S. (CEDAS); Privatisation Finance, “European
Transport Privatisation Deal of the Year” in 2011 for the IDO (istanbul Fast Ferries) Project; “Structured
Finance Deal of the Year” in 2015 for Etlik integrated health campus PPP Project; “Award for Natural
Resource Finance Deal of the Year”; and “Emea Finance: Best Privatisation Deal” for Yenikdy Kemerkoy
Thermal Power Plants Privatisation Project in 2015. In addition, awards received from Bonds & Loans
Turkey are as follows: “Syndicated Loan Deal of the Year” in 2016 for the Aksa Gas Distribution Project, and
“Infrastructure Finance Deal of the Year” in 2016 for the Galataport Project.
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The Bank’s project finance activities also provide the Group with cross-selling opportunities for its derivative
products and other banking services. These activities provide a significant contribution to the Group’s
business volumes.

Corporate Marketing Department

The Corporate Marketing Department provides a range of corporate banking products and services including,
but not limited to, corporate loans, leasing, working capital loans, non-cash loans (including letters of
guarantee, letters of credit and export credit guarantees) and foreign trade finance operations.

The underlying target of the Bank corporate loans is sustainable development and economical added value. In
this respect, the Bank provides financing for investments focusing on Renewable Energy, Energy & Resource
Efficiency, Environmental Protection, among the other needs of its clients such as working capital and
business development.

The Corporate Marketing Department extends financing to a number of private sector companies ranging
from SMEs to corporate companies, with financing solutions including medium and long term loans with an
average tenor of four years.

As of 31 December 2016, the Corporate Marketing Department accounted for TL 6.4 billion of loans, (37 per
cent. of the total loans), 90 per cent. of which was sourced from DFIs and other free sources and the
remaining 10 per cent. was funded by the Bank’s equity and TL-denominated secured funding.

The Bank’s non-cash loans are predominantly made through the Corporate Marketing Department. The total
size of non-cash loans supplied by the Bank reached TL 1.05 billion as of 31 December 2016, with significant
portions of this amount represented by letters of credit provided by the Bank.

The Corporate Marketing Department plays a major role providing cross-selling opportunities for its treasury
products, corporate finance activities, advisory services and the products of the Bank’s subsidiaries.

APEX (Wholesale) Banking. Through the Corporate Marketing Department, the Bank remains the leader and
model implementer of APEX banking. APEX loans allow the Bank to reach SMEs and offer them funds that
are secured from international agencies, particularly from the World Bank in the form of both Export Finance
Intermediation Loans (“EFIL Loans”) and Loans lent through Innovative Access to Finance Project (“[A2F”)
and also from the CEB, EIB and KFW. The purpose of the EFIL programme Loans is to support companies in
their efforts to increase exports and create new job opportunities, whereas the IA2F Project’s purpose is to
improve access to longer term Islamic finance and to factoring for SMEs and export oriented enterprises. The
APEX funding from the CEB and the EIB is principally used to finance SME loans.

APEX funds received by the Bank are then on-lent to local financial institutions for them to make loans for
the purpose specified by the funding organisation. In this manner, the funds can be raised by the Bank under
the guarantee of the Turkish treasury and on-lent to other financial institutions who cannot raise funds that
benefit from such a guarantee. Within the scope of APEX banking, the Bank currently collaborates with 30
Participating Financial Institutions, which are comprised of commercial banks, leasing companies,
participation banks and factoring companies.

As of 31 December 2016, the total outstanding volume of loans supplied by the Bank through APEX banking
reached U.S.$397 million, accounting for 8 per cent. of the Bank’s total loan portfolio. The Bank is a
preferred business partner of the World Bank in Turkey within the scope of the EFIL Loan and IA2F
programmes. Since 2004, the Bank has been actively involved in four EFIL Loan programmes, each of which
was completed by 30 June 2014. The IA2F Project is ongoing as of 31 December 2016. Through participating
in these programmes, the Bank provided a total of more than U.S.$1 billion to approximately 1,871
companies. Furthermore, the Bank signed a loan agreement with the World Bank under the guarantee of the

107



Turkish Treasury for an amount of U.S.$250 million for the World Bank’s “Innovative Access to Finance”
programme. See “— Strengths — Strong Relationship with the World Bank and other DFIs”.

Investment Banking

The Bank provides capital market services and investment banking services through its Treasury and
Corporate Finance departments and its subsidiary Yatirirm Finansman. The Bank offers these services and
products with competitive pricing to a number of domestic and international companies. For the year ended
31 December 2016, the Investment Banking business unit generated TL 25.7 million of fees and commissions,
accounting for 70.7 per cent. of the Group’s total fees and commissions (TL 22.9 million and 56.5 per cent.,
respectively, in 2015).

Treasury Department

The Bank’s Treasury Department (in coordination with its financial subsidiaries) offers a diverse range of
treasury products to its corporate and investment banking customers with competitive pricing. These include
advanced derivative products, such as options, forward contracts, interest rate swaps, cross currency and
currency swaps, swaptions and caps, floors, as well as more traditional treasury products such as foreign
exchange, repo transactions and fixed- income securities.

The Turkish Treasury issues bonds both domestically and internationally. Its domestic issuances include zero
coupon bonds and coupon bonds. Coupon bonds include inflation-linked bonds, fixed coupon bonds, floating
rate notes and lease certificates. All types of Turkish Treasury issuances can be sold and purchased by the
Group’s customers without any restriction. Repo and reverse-repo transactions for various maturities are
executed on an electronic platform in the BIST Debt Securities Market. OTC reverse repo transactions are
also offered to the Bank’s customers.

In addition to securities transactions made on behalf of its customers, the Group manages its own portfolio of
securities. As of 31 December 2016, the Group’s total securities portfolio was valued at TL 4.5 billion, as
compared to TL 3.9 billion and TL 3.5 billion as of 31 December 2015 and 2014, respectively.

As of 31 December 2016, the Bank’s securities portfolio was comprised of Turkish Lira-denominated floating
rate securities (51.7 per cent.), Turkish Lira-denominated zero-coupon and fixed securities (21.3 per cent.),
foreign currency-denominated zero-coupon and fixed securities (27 per cent.). Moreover, 69.0 per cent. of the
Bank’s total securities portfolio was classified as “available-for-sale” and 37.1 per cent. of the Bank’s total
securities portfolio was classified as held-to-maturity as of 31 December 2016.

Corporate Finance Department

In its Corporate Finance Department, the Bank operates in the four principal areas described below:

° public offerings: benefiting from its extensive experience and vested relationship with relevant parties,
the Bank contributes to the development of the Turkish capital markets by providing advisory and
other services in the equity offerings of Turkish companies, which services it has provided since the
establishment of the predecessor of the BIST;

° issuance of debt instruments: the Bank provides buy-side and sell-side advisory services to both
financial and strategic investors in connection with the issuance of debt instruments via public
offerings or private placements;

° mergers & acquisitions: the Bank finds financial as well as strategic partners for companies and
coordinates the acquisition process within the scope of its mergers and acquisitions advisory services;
and
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° strategic advisory: the Bank: (a) assists companies that seek to build-up their capital and know-how,
expand into new markets or undertake large-scale investments, (b) advises on the procurement of
financing for projects and acquisitions, (c) advises buyers and sellers in real estate or asset sales (such
as the sale of an electricity distribution company) and privatisations and (d) performs related appraisal,
financial restructuring and feasibility studies.

The Bank is also an investor in the Turkish Growth and Innovation Fund, which was initiated in 2015 by EIF
and sponsored by the Bank along with the Undersecretariat of the Treasury and the Small and Medium
Enterprises Development Organization of Turkey (“KOSGEB”). The fund was established to support
innovative, technology-orientated companies by providing them with access to venture capital. The
Undersecretariat of the Treasury, KOSGEB and EIF have each made a contribution of EUR 60 million
commitment and the Bank a contribution of EUR 20 million to the Turkish Growth and Innovation Fund,
which will be advised by EIF. The Turkish Growth and Innovation Fund will succeed the Istanbul Venture
Capital Initiative (1VCi) as Turkey’s next generation of Funds of Funds.

Advisory Services

The Group provides advisory services to its customers, principally in the areas of strategic consulting, real
estate appraisal and environmental advisory services. The strategic consulting work includes undertaking
appraisals of companies, brands and licenses, providing project valuation and feasibility services, financial
structuring, sectoral analysis and project finance consultancy. The Group, principally through its subsidiaries,
provides real estate appraisal and related services, such as appraisals of machinery and equipment and
collateral.

Consistent with the Bank’s long history of being in the vanguard of environmental sustainability issues, the
Group also offers environmental sustainability consultancy. These services seek to assist the Group’s clients
to implement internationally accepted sustainability methods through improvements to business management
and production processes. The Group provides assistance relating to evaluations of the environmental and
social impact of projects, including the impact on climate and natural resources, and also provides technical
and other support for renewable energy and other sustainability efforts.

The advisory services business generates fees and commissions for the Group, amounting to TL 4 million for
2016 (TL 5.2 million for 2015). While not a large share of the Group’s revenues, the advisory services
business provides many benefits to the Group, including strengthening its relationships with clients and
supporting the goals of its DFI partners.

Subsidiaries and Other Affiliates

Since its establishment in 1950, the Bank has played an important role not only in the Turkish financial sector
but also in certain industrial sectors in Turkey. As of 31 December 2016, the Bank had direct equity interests
in nine companies operating in finance and other sectors. As of 31 December 2016, the total book value of the
Bank’s investment in subsidiaries and other affiliates was TL 352.3 million (including non-financial
subsidiaries and affiliates, such amount was TL 2.9 million). The Bank does not have any current intention to
sell any of such holdings.

Financial Subsidiaries and Associates

The Bank has direct and indirect financial services subsidiaries active in the following sectors: brokerage and
custody, real estate investment trust asset management, venture capital, leasing and factoring. Financial
services subsidiaries enrich the product and service range that the Bank offers to its customers through its
various business lines and create cross and complementary product delivery and sales opportunities.

The following table sets forth details of the Bank’s financial subsidiaries and associates as of 31 December
2016.
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As of 31 December 2016

Field of Bank’s Direct Group’s Shareholders’ Market
Group Company Activity Share Share Assets® Equity Share®
(US $thousands)
Brokerage
Yatirim Finansman Menkul Degerler A.S. ............... House 95.78% 98.51% 231,722 20,311 3.5%
TSKB Gayrimenkul Yatirim Ortakligt A.S. ............. REIT 59.00% 72.48% 123,694 54,519 N/A
Is Finansal Kiralama A.$.@.......cc.cccoovenmrnninirninnns Leasing 28.56% 57.33% 2,114,065 234,640 N/A
Is Faktoring A.S. Factoring 21.75% 100.00% 855,075 36,409 N/A
Venture
Capital Inv.
is Girisim Sermayesi Yatirim Ortakhigt A.S. ............ Trust 16.67% 68.78% 73,146 72,399 N/A

Notes:
1) Total Assets (as of 31 December 2016 derived from the Public Disclosure Platform’s website).
) Consolidated amounts.

®3) According to equity trading volume in the nine months ended 30 September 2016 (Source: Turkish Capital Markets Association).

Brokerage

The Bank directly owned 95.78 per cent. of the share capital of Yatirim Finansman as of 31 December 2016.
Yatirim Finansman commenced operations on 15 October 1976 as the first capital market corporation of
Turkey. Yatirrm Finansman’s founders were 13 large banks, led by the Bank and Isbank. Yatirim Finansman’s
principal capital market activities are equity-related businesses and asset management, and Yatirim Finansman
also has the authority to provide investment consultancy, portfolio management and repo services. Yatirim
Finansman acted as an intermediary for the first private sector bond issuance in Turkey and provided
consultancy services to the BIST. Yatirim Finansman moved its head office to the Bank’s head office building
in Findikls, Istanbul, in order to create synergies with the Bank and offer services more efficiently.

According to data provided by the BIST, Yatirim Finansman had a market share of 4.05 per cent. in BIST
equity transactions for the year ended 31 December 2016. According to data provided by the BIST, Yatirim
Finansman was 11th among licensed brokerage firms in Turkey in terms of equity trading volume as of 31
December 2016. Yatirim Finansman’s consolidated net sales and net profit figures for the year ended 31
December 2016 were TL 2,502 million and TL -6,129 thousand, respectively (TL 913 million and TL -1,951
thousand respectively, for the year ended 31 December 2015) while its consolidated assets and equity as of 31
December 2016 amounted to TL 820 million and TL 72 million, respectively (TL 555 million and TL 74
million, respectively, as of 31 December 2015). The volume of assets under Yatirim Finansman’s
management increased from TL 555 million as of 31 December 2015 to TL 820 million as of 31 December
2016. In addition, Yatirim Finansman was the seventh largest licensed brokerage firm in Turkey in terms of its
paid-in capital, which was TL 63.5 million as of 30 September 2016 (source: Union of Turkish Brokerage
Firms).

Real Estate Investment Trust

TSKB REIT, founded in 2006, is a real estate investment trust in which the Bank had a direct equity
shareholding of 59.00 per cent. and the Group had a 72.48 per cent. share as of 31 December 2016. According
to the Public Disclosure Platform of the BIST, TSKB REIT was the 24th largest real estate investment trust in
Turkey as of 31 December 2016, with an asset value of U.S.$124 million. The real estate portfolio of TSKB
REIT, from which the company earns rental income, is comprised mainly of office space and commercial
properties, such as a shopping centre located in Istanbul. TSKB REIT also acquired 50 per cent. of the Divan
Hotel, which is located in central Adana.
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Within the scope of the company’s investment strategy to increase the rent revenues and portfolio diversity,
and also taking into account the synergy that will be derived from the merger, the Board of Directors of TSKB
REIT decided to start up negotiations with is REIT in November for the merger of the companies under the
name Is REIT.

Leasing

Is Leasing was established in 1988 as a joint venture among the Bank, Société Générale and the IFC. The
latter two entities sold their interests in 1995 and, as of 31 December 2016, the Bank held a 28.56 per cent.
direct equity interest, isbank held 27.79 per cent. and the remaining shares are traded on the BIST. As of 31
December 2016, the consolidated total assets and equity of Is Leasing amounted to TL 7,480 million and TL
830 million, respectively (TL 5,581 million and TL 738 million, respectively, as of 31 December 2015). Net
current leasing receivables amounted to TL 3,921 million as of the same date (TL 3,249 million as of 31
December 2015). As of 31 December 2016, the distribution of leased assets by equipment category as a
percentage of total leased assets in the company’s portfolio were as follows: real estate (36 per cent.),
machinery equipment (24 per cent.), work and construction equipment (19 per cent.), transport (5 per cent.)
and other sectors (16 per cent.).

Factoring

The Bank had a 21.75 per cent. direct share and (through Is Leasing) a 22.34 per cent. indirect share in Is
Faktoring as of 31 December 2016. The company had TL 3,025 million in total assets and TL 129 million in
equity as of 31 December 2016 (TL 1,979 million and TL 100 million, respectively, as of 31 December 2015),
while its factoring receivables amounted to TL 2,985 million as of the same date (TL 1,946 million as of 31
December 2015). Is Faktoring is fully consolidated under Is Leasing.

Venture Capital Investment Trust

Is Girisim is a venture capital investment trust established in 2000 pursuant to CMB rules and, as of 31
December 2016, was Turkey’s third largest private equity fund in terms of market value according to the
CMB. As of 31 December 2016, the Bank held a direct equity share of 16.67 per cent. in Is Girisim, reflecting
a paid-in capital amount of TL 12.4 million.

Being one of the most active and one of the very few local private equity houses, Is Girisim partners with
Turkish companies to help them compete both domestically and internationally in their respective industries
by sourcing acquisitions, enhancing operational efficiencies, facilitating new market expansions and
designing the optimal capital structure to support them during the execution of their strategies.

Is Girisim’s net profit for 2016 was TL 1,060 thousand (TL 773 thousand for 2015). Is Girisim’s assets and
equity as of 31 December 2016 amounted to TL 259 million and TL 256 million, respectively (TL 259 million
and TL 255 million, respectively, as of 31 December 2015).

Non-Financial Subsidiaries and Associates

In addition to its subsidiaries and associates in the financial sector, the Bank holds equity stakes in companies
whose businesses (such as companies engaged in real estate appraisal and sustainability consultancy) are
outside of its core operations. In the past, the Bank has invested in a number of diversified companies as part
of the promotion and development of Turkish industry and in areas in which its management believes
investments provide a competitive rate of return. The Bank’s non-financial subsidiaries represented 0.013 per
cent. and 0.009 per cent. of its total assets as of 31 December 2016 and 31 December 2015, respectively.

During the year ended 31 December 2016, total dividend income received from non-financial subsidiaries
amounted to TL 600 thousand which constituted 0.14 per cent. of the Bank’s net income. As of 31 December
2016, TSKB Gayrimenkul Degerleme A.S. and TSKB Siirdiiriilebilirlik Danismanligt A.S. (Escarus) were the
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significant long-term strategic non-financial subsidiaries of the Bank. The non-financial subsidiaries of the
Group are not consolidated in the income statement of the consolidated BRSA Financial Statements; however,
they are shown under the “Investments in Associates” and “Investments in Subsidiaries” line items at their
book values.

The following table sets forth certain information, as of 31 December 2016, about the non-financial
companies in which the Bank owns 10 per cent. or more of the outstanding share capital.

Shares owned
by the Bank and

Bank’s Direct the Bank’s
Company Sector Shareholding affilities
Real Estate
TSKB Gayrimenkul Degerleme A.S.......ccoovereiirininiineine e Appraisal 99.99% 99.99%
TSKB Surdurilebilirlik Danismanlign A.S. .....coooeivirniineieieieseeene Consultancy 80.65% 99.35%
Terme Metal Sanayi ve Ticaret A.S........ccocooviviiiiiiniininiie e Metal Industry 17.83% 18.76%
Ege Tarim Uriinleri ve Lisanslt Depoculuk A.S. ......cccccovvrverinivreiennnnns Warehousing 10.05% 10.05%

Information Technology

The Bank’s technology operations and initiatives are managed by its Information Technology Department
(IT). This department employs IT professionals dedicated to installing, maintaining and operating the Bank’s
software applications, management information system and security system. There is a continuous effort to
implement and operate best practices according to COBIT, which is a leading IT governance standard. All
operational data and software are stored on Microsoft-based computer systems. The Microsoft brand back
office product family, including such software as Windows Server, SQL Server, Net Framework and
Exchange Server, is used for core business areas and Microsoft-based servers have been chosen as the
strategic growth platform for new emerging lines of business and business process management applications.

The Bank uses a third party, Turkcell Superonline, to provide data storage services and disaster recovery
solutions for the Bank’s critical systems. All critical data relating to the Bank’s operations and
communications are continuously backed up and disaster recovery mechanisms are tested regularly. Turkcell
Superonline’s data centre is located on the Asian side of Istanbul.

The Group’s IT infrastructure is being continuously monitored and improved in order to maintain the Group’s
competitive position in the Turkish banking sector.

Lending Policies and Procedures

Credit Approval and Monitoring

The credit approval procedure for corporate customers starts with the evaluation of the project and the credit
application. Project or credit evaluation is comprised of an analysis of the project’s and/or the company’s: (a)
economic, (b) technical, (c¢) financial, (d) managerial and organisational, (e¢) informational and (f) legal
criteria. These criteria, which complement each other, form the basis of the loan evaluation reports that are
ultimately submitted for approval to the Credit Evaluation Committee. The Bank’s Financial Analysis
Department and Engineering Department lead the process in preparing a loan evaluation report. Intelligence
reports are also prepared by the Intelligence Unit, which gathers information to be used therein from outside
sources. The Loans Department then conducts a thorough evaluation of the reports in line with the credit
policies of the Bank and presents the project and proposed loan conditions to the Credit Evaluation
Committee. If the amount of the proposed loan, together with the amounts of any outstanding loans already
extended by the Bank to the applicant, does not exceed a total amount of U.S.$2 million for a single company
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and U.S.$5 million for a group of companies, and the Credit Evaluation Committee provides its approval
unanimously, the proposal will not be submitted to the Board of Directors for final approval. On the other
hand, if the amount of the proposed loan, together with the amounts of any outstanding loans already
extended by the Bank to the applicant, exceeds a total amount of U.S.$2 million for a single company and
U.S.$5 million for a group of companies, then the proposal will be submitted to the Board of Directors for its
final approval following a unanimous decision of the Credit Evaluation Committee.

For interbank loans, the Economic Research Department prepares the counterparty evaluation reports and
presents the results to the Loans Department and, if unanimous approval is obtained in the Credit Evaluation
Committee, the proposals higher than U.S.$2 million for a single counterparty and U.S.$5 million for a group
are submitted to the Board of Directors for approval.

The Bank aims to reduce the risk profile of its loan portfolio by implementing a detailed monitoring process.
The companies for which the Bank provides financing, as well as the sectors of such companies, are analysed
periodically. The purpose of this follow-up is to ensure that sponsored investments are completed in a timely
manner and that the conditions thereof are satisfactory. Such close monitoring enables the Bank to identify
and help solve any problems that may arise during the implementation and operational stages of projects.

The Bank requires its borrowers to be audited by either an independent audit company acceptable to the Bank
or its own accountants in accordance with the Auditing Procedures and Principles and requires such financials
to be delivered to the Bank during the term of the loan. During the investment period, in general, either a third
party technical advisor prepares a progress report or the Technical Analysis Team of the Bank conducts an
investment monitoring report to follow up on the progress of the borrower’s investment. During the
borrower’s operational period, financial covenants and the amount of cash flows in the pledged accounts help
the Bank monitor the financial performance of the company/project and hedges the default risk with
mechanisms such as an assignment of receivables and share pledges among other collateral. As common
practice, the Bank evaluates the financial statements of the companies periodically. The Loan Monitoring
Department periodically prepares monitoring reports or requests reports from the Technical Analysis
departments (namely, the Financial Analysis Department and Engineering Department). Additionally, the
borrowers are subject to annual rating analyses based upon their year-end financials. In case of a downgrade,
the reasons for the downgrade are investigated by the Financial Analysis Department, and the Rating
Committee makes the final determination as to whether to take any precautions. Furthermore, the Bank is also
required by Turkish banking regulations to prepare certain reports, such as those documenting the 200 largest
loans in its portfolio, which it utilises as part of its internal monitoring process.

In order to detect deteriorating positions in its loan portfolio, the Bank also monitors behavioural indicators in
a timely and efficient manner. Such indicators include information from the Central Bank’s Risk
Centralisation division regarding changes in the financial indebtedness of the borrowers or defaults on their
liabilities and commitments (e.g. unpaid principal or interest, unpaid checks, protested drafts or bonds and
unpaid commissions). All customers are monitored monthly for these indicators. The Bank’s management
believes that this has been a helpful process for both decision-making on new credit assignments to existing
customers and for taking actions to prevent a borrower default.

Concentration Limits

Although development and investment banks (such as the Bank) are not subject to credit limits determined by
the BRSA, the Bank has certain internal concentration limitations for its loan portfolio that are even more
stringent than those set by BRSA regulations. The Bank’s internal regulations differ from the BRSA
regulations in certain other ways; for instance, in the Bank’s internal approach, borrowers are divided into
different limit categories and exposure to borrowers in each category is limited to a specific percentage of the
Bank’s own funds.
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When the Bank’s portfolio contains large credit exposures, whether extended directly or indirectly, to: (a) a
single company, (b) a group of affiliated companies, (c) a special industry or sector or (d) a foreign country or
a group of foreign countries, the Board of Directors imposes limits in order to prevent excessive concentration
risk.

The Bank’s internal concentration limits are as follows:

° total credit exposure to companies that fall within the definition of large credit exposures should not
exceed eight times the Bank’s capital;

° the maximum risk-based credit limit for a single company or group of companies may not exceed 25
per cent. of the Bank’s capital;

° the maximum credit risk to a specific sector may not exceed 40 per cent. of the total credit portfolio
(including APEX loans) for the energy production industry and 25 per cent. of the total credit portfolio
(excluding APEX loans) for other industries;

. the maximum limit for the sum of letters of guarantee that can be accepted from a bank and APEX
lending to that bank may not exceed 1.5 times such bank’s capital;

° the maximum limit for APEX lending to a non-bank financial company may not exceed 35 per cent. of
the Bank’s capital; and

° the maximum limit for loans to related parties may not exceed 25 per cent. of the Bank’s capital (for
this limit, exposures and the Bank’s capital are monitored on a consolidated basis).

It should be noted that APEX loans are excluded from such calculations unless stated otherwise.

The following table shows the BRSA legal limits for each of the major concentrations as of the date hereof:

Turkish

legislation
A borrower’s indebtedness/own fundsth ... 25%
A group of borrower’s indebtedness/own funds™M...........ccooviiirrrnnnieiee e 25%
The Bank’s own risk group’s indebtedness/own funds()............cccovrrriiiinnnnnsseeceeenns 20%
Total of large loans cannot exceed the own funds over®V@ ... 800%

Notes:

(1) Own funds calculated as the total of Tier | capital and Tier Il capital as required by the BRSA in the capital
adequacy calculation regulation.

(2) Large loans are the loans made available to a real or legal person (or risk group) that equals or exceeds 10 per cent.
of a bank’s own funds.

Loan Classification and Provisioning Policy

The Bank classifies its total loan portfolio in accordance with current Turkish banking regulations in its
financial statements. Pursuant to these regulations, banks are required to classify their loans and receivables in
one of the following groups:
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Standard Loans and Other Receivables (Group I) — All loans and receivables are fully collectible or expected
to be paid in full in a timely manner where the debtor is financially strong. Loans that are paid in due time or
within 30 days of their due date are classified in this group.

Closely Monitored Loans and Other Receivables (Group II) — In the event that a deterioration in the financial
condition or cash flow of the debtor is evidenced, or there is sufficient proof or risk that repayment will not be
made in a timely manner and in accordance with the conditions as set forth in the applicable loan agreement,
loans and receivables must be allocated to this group. Nevertheless, in order to be classified in this group,
there must be an expectation that such loans or receivables will be repaid in full. It is not required to provide
any specific reserve for this group of loans. Loans that are not paid within 30 days of their due date, but that
do not meet the requirements to be classified in Group III regarding the length of the default in payment, are
classified in this group.

Loans and Other Receivables with Limited Collectability (Group III) — In the event that the principal and/or
accrued interest on a loan or receivable is not paid within a period of 90-180 days following its due date, then
such loan or receivable must be allocated to this group.

Loans and Other Receivables with Remote Collectability (Group 1IV) — In the event that the principal and/or
accrued interest on a loan or receivable is not paid within a period of 180 days to one year following its due
date but there is still an expectation that the debtor may get additional financing by way of a merger, capital
increase or cash injection, then such loan or receivable must be allocated to this group.

Loans and Other Receivables Considered as Losses (Group V) — In the event that there is no likelihood of
collection on a loan or receivable, or the principal and/or accrued interest thereon is not paid or not expected
to be paid within one year following its due date, such loan or receivable must be allocated to this group.

In the event that a loan is not expected to be paid within 90 days of the due date or the net equity of the debtor
and the security provided is not sufficient for the repayment of a loan or receivable, it can be directly
classified as an NPL without considering any unpaid period.

Pursuant to these regulations, all loans and receivables in Groups III, IV and V above and the collection of
whose principal and/or accrued interest payments thereon have remained unpaid for 90 days following their
due dates are classified as NPLs. Furthermore, if: (a) the Bank’s management has reason to believe that the
borrower will default or (b) a guarantee is not paid within 90 days following the date of indemnification, the
Bank has to classify the unpaid loan and all other loans of the same borrower as non-performing regardless of
whether they have reached maturity.

Loans are classified and followed in line with the provisions of the Regulation on Provisions and
Classification of Loans and Receivables. Such legal requirements impose minimum provisions depending
upon the category of the NPL, including special provisions in the amounts of at least 20 per cent., 50 per cent.
and 100 per cent., respectively, being required to be set aside for loans and receivables in Groups III, IV and
V. See “Turkish Regulatory Environment — Loan Loss Reserves”. Specific provisions are allocated by the
Group for the total amount of loans and other receivables that are deemed to be non-performing, without
being restricted by the minimum legal requirements stated in such regulation. The Bank’s policy is to provide
fully (at a rate of 100 per cent.) for all of its NPLs rather than at the lower minimum rates applicable to loans
and receivables in Groups III and IV.

As of 17 July 2014, Turkish regulations also require Turkish banks to provide: (a) a general loan loss reserve
calculated at one per cent. of their total standard cash loan portfolio (except for export loans and SME loans,
for which the general loan loss reserve is calculated at 0 per cent. and 0.5 per cent., respectively) plus two per
cent. of their watch-list cash loan portfolio and comprising any loan that is considered to be a cash loan
pursuant to the applicable banking law provisions and (b) a general reserve calculated at 0.2 per cent. of their
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total standard non-cash loan portfolio (i.e. letters of guarantee, acceptance credits, letters of credit,
undertakings and endorsements) (except for export loans and SME loans, for which the general loan loss
reserve is calculated at O per cent. and 0.1 per cent., respectively) plus 0.4 per cent. of their watch-list non-
cash loan portfolio. Furthermore, regulations as of such date also require banks to provide general reserves
equal to: (i) five per cent. of their standard cash loan portfolio (except 0 per cent. for export loans and 2.5 per
cent. for SME loans) and watch list cash loan portfolio whose loan conditions will be amended in order to
extend the first payment schedule, (ii) four per cent. for standard and eight per cent. for watch list consumer
loans other than housing loans, all applicable for the banks whose consumer loans to total loans ratio is above
25 per cent. or those having a ratio of non-performing consumer loans (other than housing loans) to consumer
loans (other than housing loans) above eight per cent., and (iii) 10 per cent. for standard and watch list
consumer loans (other than housing loans) whose loan conditions will be amended in order to extend the first
payment schedule and for those banks whose consumer loans to total loans ratio is above 25 per cent. or those
having a ratio of non-performing consumer loans (other than housing loans) to consumer loans (other than
housing loans) above eight per cent.

See also “Turkish Regulatory Environment — Loan Loss Reserves”.

Portfolio Supervision and Non-Performing Loans (“NPLs”)

The Bank’s Loan Monitoring Department provides monthly reports to the Bank’s senior management
detailing all aspects of its credit activity, including the number of new problem loans, the status of existing
NPLs and collections. The Bank’s senior management pays close attention to the timeliness of debt
repayments and the classified loans and contingent liabilities. Prompt action is taken by the appropriate
departments having responsibility for supervising and monitoring loan repayments if any principal or accrued
interest repayment problems arise. Any overall deterioration in the quality of the Group’s loan portfolio or
increased exposure relating to off-balance sheet contingent liabilities is brought to the attention of the Bank’s
Board of Directors by such departments.

The determination of whether a repayment problem has arisen is based upon a number of objective and
subjective criteria, including: changes to the borrower’s turnover in accounts held by the Group, changes to
the borrower’s economic and financial activity giving rise to the suspicion that a loan is not being used for its
original purpose, applications to amend the loan terms or repayment schedules, failure of the borrower to
fulfil the terms and conditions of its loan agreement and refusal of the borrower to co-operate in supplying
current information.

Where a loan becomes impaired due to a delay in the repayment of its principal or interest by more than 90
days, the Bank classifies the loan as an NPL and classifies it under Group III as set out in the Turkish
regulations. Accrued but uncollected interest must be deducted from revenue records. Interest on such loans
cannot be recorded as income unless collected. Furthermore, restructured loans are transferred to the
“Renewed and Restructured Loans Account” according to collection performance as defined in the related
decree (other loans that are not classified as NPLs may also be restructured).

The Bank has generally given priority to the recovery of NPLs through negotiations and initiating legal
proceedings as opposed to sales, resulting in a history of high recovery rates. The Bank currently prefers to
use negotiations to work out NPLs rather than resort to legal proceedings, as the latter constitutes a lengthier
and costlier process. The Bank’s Loan Monitoring Department is in charge of monitoring and negotiating
NPLs, as well as initiating legal proceedings when necessary. As of the date of this Prospectus, negotiations
are being carried out with a few Group II and Group III companies with an aim to restructure their loans in
accordance with their cash flows by means of asset and/or share sales.

The entire principal amount of NPLs is added to provisions. The Group generally does not write-off NPLs,
regardless of the amount of time they have been outstanding. When a loan is placed on non-performing status,
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interest income ceases to accrue. An NPL is restored to accrual status when all arrears have been paid and it is
considered likely that the customer will continue timely performance. An NPL may also be restored to accrual
status if it is determined that the repayment of principal and interest is reasonably assured on collection, such
as in the case when all amounts due under a loan are fully collateralised by cash or marketable securities and
actions have commenced to foreclose on the collateral; however, more typically, the Group seeks to collect on
NPLs and close its commitments. The following table sets forth details of the movements in the Group’s NPL
portfolio as of each of the indicated dates.

As of 31 December

2014 2015 2016
(TL millions)

Balance at the beginning of the period............c.ccccovviinnnne 37,386 18,438 61.017
AAdItionsD ..o 10,808 44,098 3,566
RECOVETIES®) ....vvviviiieteecee e, (29,713) (1,490) (12.953)
Portfolio Sale .......cooeiiiiiiiiiiee e —
WIEE-0MTP) et (43) (29) (15)
Balance at the end of the period........c.c.ccvvivieniiiiiiicnnns 18,438 61,017 51,615
Notes:

(1) Including foreign currency effect.

(2) Excluding portfolio sales.

As of 31 December 2016, restructured performing loans constituted 1.1 per cent. of the Bank’s total
performing loan portfolio. The ratio of renewed and restructured NPLs to total NPLs as of 31 December 2014,
2015 and 2016 was 19 per cent.,9 per cent., and 21 per cent. respectively. The following table sets forth
details of the Group’s renewed and restructured non-performing loan accounts as of each of the indicated

dates.
As of 31 December
2014 2015 2016
(TL millions)
Renewed and restructured loan accounts 3,433 5,395 10,707

Loan Portfolio Quality. The Group’s ratios of non-performing loans to total cash loans and to total cash and
non-cash loans were 0.17 per cent. and 0.16 per cent., 0.45 per cent. and 0.40 per cent., 0.30 per cent. and
0.27 per cent. respectively, as of 31 December 2014, 2015 and 2016. The following table sets forth details of
the Bank’s NPL ratios as of each of the indicated dates.
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As of 31 December

2014 2015 2016
Total NPL (TL thousands).........ccccccovvnirieiiiniiniincninncnnn 18,438 61,017 51,615
Coverage RatioW.......covrviiniicnrsceeee e 100.0% 100.0% 100.0%
NPL RAHO vt 0.2% 0.4% 0.3%

Note:
(1) Total amount of specific provisions divided by NPLs.

As a result of the Bank’s credit assessment policies described above, the NPL ratio of the Bank has
historically been either the lowest or among the lowest in the Turkish banking sector. As of 31 December
2016, 2015 and 2014 the Bank’s NPL ratios were 0.3 per cent., 0.4 per cent. and 0.2 per cent., respectively,
compared to banking sector average NPL ratios of 3.2 per cent., 3.1 per cent. and 2.9 per cent. over the same
periods, according to the BRSA.

NPL Loan Portfolio by Loan Type. The following table sets forth the Bank’s NPLs by loan type as of the dates
indicated:

As of 31 December

2014 2015 2016

(TL thousands)
COTPOTALE.....c.eveeeie ettt 14,452 19,348 12,809
Other/SMEs/Miscellaneous Receivables ...........cccecun..... 3,986 41,669 38,806
TOtAL.......coiiiiiiiie e 18,438 61,017 51,615

The following table sets out certain information relating to the Group’s provisions for losses on cash and non-
cash credit exposure, which form a majority of the general loan loss provisions, as of the dates indicated:

As of 31 December

2014 2015 2016

(TL thousands)
CaSNL it ——————— 105,479 128,670 158,443
Non-cash commitments and contingencies ............c.c........ 2,719 2,721 2,714
OthETS oviivies e 9,562 12,652 16,010
TOtaL......ccooiiiiece e 117,760 144,043 177,167

Collateral

Pursuant to the Regulation on Provisions and Classification of Loans and Receivables, there are five
categories of collateral as set out in the table below.
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Category of Collateral Types Evaluation Ratio

1 Treasury bonds, cash, deposits, etc. 100%

Mortgages, promissory notes based upon real
commercial transactions, equities, corporate

2 bonds, bank guarantees, etc. 75%
Personal guarantees, export documents, movable

3 pledges, etc. 50%

4 Others 25%

5 Unsecured loans —

Related Party Transactions

All related party transactions of the Bank are subject to the same approval procedures as those applicable to
its other customers. In general, the related party transactions of the Bank include loans, marketable securities
and derivative transactions.

Although development and investment banks (such as the Bank) are exempt from BRSA’s requirements for
exposures to related parties, the Group is within the limits imposed on commercial banks by Turkish banking
regulations. Under the Banking Law, the total amount of loans to be extended by a bank to its risk group must
not be more than 20 per cent. of its equity. The Bank closely follows such regulatory requirements and
internally applies its own set of restrictions in accordance with the Bank’s policies and the covenant report
ratios. As of 31 December 2016, the Bank’s total net exposure to its risk group totalled TL 405 million, an
amount corresponding to 13 per cent. of its equity.

In addition, the Banking Law limits the total amount of loans to be made available by banks to their
shareholders, irrespective of whether they are dominant partners or own qualified shares (excluding those that
have less than a one per cent. share in the capital of a bank), and to persons who have indirect loan relations
with such shareholders that amount to 50 per cent. or more of their own funds. With a negligible amount of
exposure to its shareholders and their risk group as of 31 December 2016, the Bank is well within the limits
set by the BRSA.

Employees and Benefits

As of 31 December 2016, the Bank had 332 employees. The following table sets forth the number of
employees as of the indicated dates.

Employees
B D JT TS 0o Tc) 2 R 314
RI D I 0o 1< g2 U SO 334
R B D LToTS 001 o 13 a2 0 G Y 332

The Bank focuses on ensuring that employees have a suitable level of education for operational effectiveness
and a career at the Bank. As of 31 December 2016, one per cent. of the Bank’s employees (excluding service
staff) had only a secondary or lower school education, 66.3 per cent. were graduates of universities and 32.7
per cent. had postgraduate degrees.
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Historically, the Bank has sought to maximise the opportunity for career development for its employees, with
as many positions filled through internal promotions and assignments as possible. The Bank’s personnel
turnover rate (i.e., resignations excluding retirements) is very low, amounting to 6.26 per cent., 6.23 per cent.
and 6.37 per cent. in 2014, 2015 and 2016, respectively. As of 31 December 2016, the Bankers (excluding
service staff) had, on average, 7,6 years of experience in the Bank and an average age 35,2 years.

Employees of the Bank participate in the Bank’s mandatory pension fund, of which every employee of the
Bank is a member. The Bank and its employees contribute to such pension fund; each employee contributes to
the pension fund with a certain percentage of his/her monthly salary and the Bank contributes an additional
percentage for each employee. For pension funds such as this, Law No. 5754, which was published in the
Official Gazette dated 8 May 2008 and numbered 26870, decrees that payment obligations to the contributors
of bank pension funds (i.e., those who receive salaries or income from these funds and their rightful
beneficiaries) will be transferred to the Social Security Institution within three years after the release date of
this law; however, the authorisation to decide the transfer date to the Social Security Institution has been
given to the Cabinet by the emendating Act No. 6645, which was published in the Official Gazette dated 23
April 2015.

Legal Proceedings

In the normal course of its business, the Bank is party to certain legal proceedings, whether as plaintiff or
defendant, but the Bank’s management does not believe that any such proceedings, individually or taken
together, are likely to have a material adverse effect on the business of the Group or on the results of its
operations or financial condition.

Tax Audit

In line with other investigations of foundations established by financial institutions, the Tax Audit Committee
(Vergi Denetim Kurulu) inspectors conducted an investigation into the payments made both by the Bank and
its employees to Tiirkiye Sinai Kalkinma Bankast Mensuplart Munzam Sosyal Giivenlik ve Yardimlasma
Vakfi (the “TSKB Personnel Supplementary Pension Fund”), which is a foundation established according to
Turkish Commercial Law and Civil Law. The tax auditors claimed that payments made by the Bank into the
fund should have been considered as wages for its employees and should have been included in the
employees’ tax base; therefore, the Bank was subject to taxes and penalties for a total amount of TL 22
million for the years 2008, 2009, 2010 and 2011, which was fully paid as of 31 July 2014. The Bank’s
management believes that the Bank’s practice was in compliance with the applicable legislation and that there
is no legal basis for the tax administration’s assessments. The Bank appealed to the tax courts to cancel these
tax notifications and a substantial part of such court proceedings has been finalised, with some of the resulting
decisions determined in favour of the Bank and others determined against the Bank.

One of the banks that was ordered to pay taxes and penalties by the tax courts in respect of similar
proceedings to those involving the Bank appealed to the Constitutional Court of Turkey (“Constitutional
Court”). The Constitutional Court found in favour of the applicant bank and ordered compensation in respect
of the taxes and penalties paid by the applicant bank in a decision published in the Official Gazette on 21
February 2015 and numbered 29274. The Bank’s management believes that the Constitutional Court’s
decision is relevant to certain of the rulings made against the Bank by the tax courts, and the Bank is therefore
considering appealing these rulings to the Constitutional Court for these rulings to be reversed.

Anti-Money Laundering Policies

Turkey is a member country of the Financial Action Task Force (“FATF”) and has enacted laws and
regulations to combat money laundering, terrorist financing and other financial crimes. Minimum standards
and duties include customer identification, record keeping, reporting of suspicious activity, employee training,
an audit function and designation of a compliance officer. Suspicious transactions must be reported to the
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Turkish Financial Intelligence Unit, Financial Crimes Investigation Board. In Turkey, all banks and their
employees are obliged to implement and fulfil certain requirements regarding the treatment of activities that
may be referred to as money-laundering.

The main provisions of the applicable law include regulation of: (a) client identification, (b) reporting of
suspicious activity, (c) training, internal audit and control, risk management systems and other measures,
(d) periodical reporting, (e) information and document disclosure, (f) retention of records and data, (g) data
access systems to public records, (h) protection of individuals and legal entities and (i) written declaration of
beneficial owners by transacting customers, among other provisions. Suspicious transactions must be reported
to the Turkish Financial Intelligence Unit, which is the Financial Crimes Investigation Board.

To ensure that the Bank is not used as an intermediary in money laundering and other criminal activities, an
anti-money laundering (“AML”) policy aimed at combating the financing of terrorism, which is to be
followed by all employees, has been approved by the Board (the most recent of such policies having been
adopted on 28 September 2016). This policy has been prepared and issued for the purpose of guiding the
practices of the Bank pursuant to anti-money laundering legislation and regulations. It describes and outlines
the Bank’s know-your-customer procedures, appointment of the compliance officer, monitoring principles
and reporting procedures for suspicious transactions, principles related to freezing assets, periodic reporting,
retention of data and employee training. All of the Bank’s subsidiaries must comply with the Bank’s
programmes, policies and procedures.

The Bank adopted the Code of Banking Ethics published by the Turkish Banks Association by its Board of
Directors’ resolution dated 16 March 2006 and further adopted new forms of the Code of Banking Ethics as
revised by the Turkish Banks Association on 15 September 2010 and 20 August 2014. The Code of Banking
Ethics is also applicable to the Board of Directors. Turkish and English versions of the Code of Banking
Ethics are available on the Bank’s website.

Client Ildentification

Under Turkish AML regulations, banks must verify the identification documents and other information
provided by their permanent clients. The Bank’s policy is that, as with other parties covered by these
regulations, all necessary measures should be taken in order to determine whether a transaction is being
carried out for the benefit of a third party and, if so, to identify that third party. Moreover, all financial
institutions are required by these regulations to identify the beneficial owner of an account. It is also
compulsory for banks to identify each natural person or legal entity that owns more than 25 per cent. of a
legal entity.

The Bank’s internal policies and systems prohibit the opening of anonymous accounts or the provision of
services to entities who fail to provide sufficient identification.

Monitoring Suspicious Transactions

The Bank uses an in-house software system designed to detect unusual transactions and transactions that
exhibit signs of money laundering and terrorism financing. The Bank’s Internal Control Department analyses
the alerts generated by the software and files suspicious transaction reports to the Financial Crimes
Investigation Board. Several scenarios have been incorporated into the software of the Bank to improve the
detection of suspicious transactions. In addition to its in-house software system, the Bank utilises an
automated system provided by Dow Jones which enables it to monitor and detect suspicious transactions on a
daily basis. Moreover, all foreign-currency transfers are separately monitored on a daily basis. The software
system also screens the Bank’s customers and transactions according to watch lists of individuals, companies
or geographic locations issued by authorities such as OFAC, the EU and the United Nations. If any party to a
transaction falls within any of the watch lists, the system creates an alert, on the basis of which the Bank then

121



decides whether to approve the transaction or not. Employees are also encouraged to report suspicious
transactions in written form to a compliance officer. The Group also has in place an anti-bribery policy.

Compliance with Sanctions Laws

OFAC administers regulations that restrict the ability of U.S. persons to invest in, or otherwise engage in
business with, Specially Designated Nationals (“SDNs”) and persons listed on OFAC’s “sectoral sanctions”
list, and similar rules have been put in place by other U.S. government agencies (including the State
Department), the EU, the United Kingdom, the United Nations and Turkey. The Bank maintains policies and
procedures designed to ensure that it complies with all such laws, regulations and orders (including those of
OFAC and the FATF) regarding doing business with, maintaining accounts for, or handling transactions or
monetary transfers for such sanctions targets (“Sanctions Targets”).

Before opening an account for, or entering into any transaction with, a customer, the Bank ensures that such
customer is not listed as a Sanctions Target. In addition, the names of all customers and all incoming and
outgoing transactions are continuously and automatically screened against the various lists of Sanctions
Targets. Accordingly, the Bank’s current policies restrict the Bank from engaging in any prohibited business
investments and transactions with Sanctions Targets, including those in and affiliated with Iran, Russia and
Syria.

Credit Ratings

Each of the Bank’s credit ratings from Moody’s and Fitch as of the date of this Prospectus is set out below.
Each of these rating agencies is established in the European Union and is registered under Regulation (EU)
No. 1060/2009, as amended. A credit rating is not a recommendation to buy, sell or hold securities and may be
subject to suspension, change or withdrawal at any time by the assigning rating agency.

Moody’s (20 March 2017)
Baseline Credit Assessment (BCA) ba2
Outlook Not on watch

Foreign Currency (issuer)

Long-Term Maturity Bal
Outlook Negative
Short-Term Maturity NP

Domestic Currency (issuer)

Long-Term Maturity Bal
Outlook Negative
Short-Term Maturity NP

Fitch (2 February 2017)

Long-Term Maturity Foreign Currency (issuer) BB+ (Stable)
Short-Term Maturity Foreign Currency (issuer) B
Long-Term Maturity National Currency (issuer) BBB (Stable)
Short-Term Maturity National Currency (issuer) F3

Support Note 3

National Support Note BB+
National Note AAA
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National Note Outlook Stable
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RISK MANAGEMENT

General

The Bank’s management believes that assessment and control of risk is critical to the Group’s success. The
Bank closely identifies, measures, monitors and manages the risks arising from the Group’s operations. The
Bank monitors and manages the mismatch of maturities, the size and degree of interest rate and exchange rate
exposure and its counterparty credit quality in order to minimise the effect of these risks on profitability. The
Bank’s current system of risk control and risk management has been in place since 2002. The Group’s system
of risk control and risk management is reviewed and modified as necessary and is integrated into the Group’s
internal systems for planning, management and control.

The Bank continues to maintain and further develop its risk management system, which has been established
both to meet its internal risk management needs and to comply with its legal and regulatory requirements,
including the Basel criteria and the BRSA’s regulations. Risk management personnel are also involved in
risk, control and compliance analysis processes of the Bank’s new products and services. The process
comprises not only new but also expanded or modified products and services that may have significant effect
on the Bank’s risk profile. During this process, the “Internal Systems” group conducts risk, control and
compliance due diligence and, throughout the process, Risk Management personnel are responsible for
ensuring that all potential risks that may affect the Bank’s business strategy and risk profile are analysed and
conveyed to the related parties.

Internal Systems

The Bank’s “Internal Systems” group is comprised of the Bank’s Board of Internal Auditors, the Internal
Control Department and the Risk Management Department. The internal systems structure is based upon
management’s assessment of best market practices both in Turkey and internationally. All the departments
work in accordance with the principles and organisational set-up required by the Turkish regulations.

The Bank applies sophisticated risk management methods and techniques available in the international
banking arena. Risk management is a dynamic process, evolving alongside developments in international
practices and regulations.

The Board of Internal Auditors and the Internal Control and Risk Management Departments report to the
Board of Directors through the Executive Vice President in charge of Internal Systems, who then reports to
the Audit Committee. The Audit Committee comprises of two Board members.

Board of Internal Auditors

The Board of Internal Auditors aims to ensure that the activities of the Bank are fully and efficiently
implemented in compliance with all applicable laws, statutory regulations, corporate strategies, policies and
regulations. The Board of Internal Auditors also provides assurance to the Board of Directors on the accuracy,
reliability, completeness and timeliness of all financial and management information.

The scope of the audit process covers all activities and units of the Group. The branches, head office units,
consolidated subsidiaries, information technology and banking processes are periodically audited in
accordance with the Bank’s internal audit plan, which is based upon risk-based methodology and approved by
the Board of Directors. Other than these periodic, risk-based audits, the Bank also performs special audits
upon the request of the Board of Directors or the Audit Committee.
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The audit process includes both the on-site and off-site examination of all material information, accounts,
records and documents and all other factors that may affect the operations of the Bank.

Internal Control Department

The Internal Control division focuses on the internal control system of the Bank, which is structured within
the BRSA framework. The Internal Control department controls all branches, the head office operations
departments that are directly related to the Bank’s main banking activities and all subsidiaries that are subject
to consolidation.

The Internal Control division aims to examine, monitor, design and co-ordinate the Bank’s internal control
activities to enable banking activities to be carried out along the objectives, principles and provisions laid
down by the Bank’s management, and the legislation and regulations in effect, in a secure and efficient
manner. Controls on compliance with the relevant laws and regulations, controls on assets, limits, approval
and authorisation, IT controls and controls on financial reporting systems are implemented in accordance with
the charter of the Internal Control division, with the objective of achieving a strong and efficient internal
control system in relation to the Bank’s banking operations.

Internal controllers conduct on-site control activities in the Bank’s offices (including information systems
divisions). On-site controls are supported with centralised computer-assisted control activities.

The duties and responsibilities of the AML Compliance Officer is set out in Turkey’s law on the prevention of
laundering the proceeds of crime and other relevant regulations. The activities and controls in relation to the
prevention of money laundering and the financing of terrorism are executed in compliance with applicable
legislation, regulation and standards, as well as the Bank’s internal policies. The results of the compliance
activities are also regularly evaluated by the Audit Committee through the annual reports.

Risk Management Department

The Risk Management Department is responsible for measuring, monitoring, analysing and reporting on both
financial and non-financial risks. The Risk Management department covers credit risk management, asset
liability risk management, market risk management, operational risk management and the management of
other risks. The Risk Management department reports to the Audit Committee regularly and to the Board of
Directors on a monthly basis.

Treasury Department

The Bank’s Treasury department is responsible for managing and implementing the Bank’s asset and liability
positions on a day-to-day basis with a special emphasis on Turkish Lira and foreign currency liquidity,
ensuring the availability of funds for all products and services provided by the Bank.

The Treasury department’s activities are held in the domestic and international money, currency and capital
markets. The Treasury department also has the responsibility of determining and publishing the fund transfer
pricing (“FTP”) of the Bank on a daily basis.

The Treasury department consists of three units concentrating on different activities: (a) the Asset Liability
Management (ALM) Unit, (b) the Derivatives Transactions and Treasury Sales Unit, and (c) the Trading Unit.
All treasury transactions are required to comply with the Bank’s treasury policies as established by the Bank’s
Board of Directors. Treasury transactions are controlled and reported by the Treasury Control Unit, which
includes a member who is also within the Budget Control Department.

The Treasury department’s activities include, among others, the following:
()  managing the Bank’s liquidity position;

(b)  managing the Bank’s Turkish Lira- and foreign currency-denominated fixed income portfolio;
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()  daily trading in order to enable the Bank to benefit from any advantageous market opportunities;

(d)  managing the Bank’s net foreign currency position, ensuring that its remains within the limits set by
the Turkish banking authorities and the risk appetite of the Bank as set by its Board of Directors;

()  managing the composition of any long or short foreign currency position;

U] determining the Bank’s Turkish Lira/foreign currency rates, which are used in pricing Turkish
Lira/foreign currency transactions for clients;

(9)  pricing money market transactions and the determination and publishing of the FTP of Turkish Lira-
and foreign currency-denominated loans;

(h)  utilising derivative instruments, such as currency and interest rates swaps and forward, futures and
options transactions, for hedging the Bank’s portfolio and other general hedging purposes; and

Q) developing new products according to changing market conditions and institutional client needs.

Asset and Liability Management

The main responsibility of the Treasury Department is to manage the Bank’s assets and liabilities in
accordance with the strategies set by the Asset and Liability Committee (“ALCO”). ALCO is responsible for
forming and overseeing the implementation of the asset and liability management strategy of the Bank and its
objective is to structure the Bank’s balance sheet in view of liquidity needs and market risk (interest rate,
maturity and exchange rate risks), while ensuring that the Bank has adequate capital and is using its capital to
maximise net interest income. ALCO generally meets monthly, or more frequently if necessary, to review the
Bank’s risk exposure, set the Bank’s policy for risk exposure (arising from its positions in respect of loans
and investment securities in terms of market risk, together with risks arising from inflation rates, the Bank’s
liquidity position, the Bank’s capital adequacy and the macro-economic environment including domestic and
international political and economic events), determine the Bank’s strategies for interest rate levels and
maturities and the pricing of loans. ALCO also supervises the implementation process relating to these
decisions.

ALCO is chaired by the Bank’s Chief Executive Officer and also includes the Executive Vice Presidents in
charge of the treasury, financial institutions, development finance institutions, corporate banking, project
finance, financial control and budget planning. The other members of the committee are heads of departments
who are responsible for treasury, financial institutions, development finance institutions, corporate banking,
project finance and budget planning and investor relations.

Considering the Bank’s strategy and the competitive environment, ALCO takes decisions to be implemented
by the appropriate departments of the Bank for the optimal management of the Bank’s balance sheet and cash
flows, and then monitors the actual results.

Composition of the Group’s main assets and liabilities

The Group’s main assets are comprised of cash, loans and securities. As of 31 December 2016, the Group’s
total assets increased to TL 24,875 million from TL 21,367 million as of 31 December 2015.The following
table sets forth details of the composition of the Group’s main assets and liabilities by currency as of the
indicated dates:
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As of 31 December

2014 2015 2016
(Foreign (Foreign (Foreign

(TL) Currency) (TL) Currency) (TL) Currency)
Assets
Cash and Banks .........ccccooeeerriennnnnnnns 6.9% 6.9% 1.5% 10.3% 4.03% 5.47%
L0ANSW ..o, 21.6% 87.2% 16.3% 81.9% 22.10% 84.39%
Securities Portfolio .........c.ccocovevnicenns 59.9% 5.5% 39.4% 7.1% 55.36% 6.35%
OtherS ..o 11.6% 0.4% 42.8% 0.7% 18.51% 3.78%
Total ASSELS ..o, 100% 100% 100% 100% 100% 100%
Liabilities
Funds Borrowed® ........c.cceevivivennennn, 45.6% 98.5% 44.6% 98.7% 26.7% 98.4%
OtherS ..o 54.4% 1.5% 55.4% 1.3% 73.3% 1.6%
Total Liabilities.........c.ccoovveiiiiiinninns 100% 100% 100% 100% 100% 100%
Notes:

(1)  Foreign currency index loans are represented in the foreign currency column.

(2)  Including interbank and repo funds and issued bonds.

The following table sets forth the composition of the Group’s main assets and liabilities by maturity as of 31

December 2016:
Greater than Greater than
one month three months
Less than or and less than and less than
equal to or equal to or equal to Greater than
one month three months 12 months 12 months Undistributed Total
(TL Thousands)
Assets
Cash and Banks 1,264,892 11,133 — — — 1,276,025
Loans 426,590 1,064,020 3,256,846 12,588,589 — 17,336,045
Securities Portfolio 315,505 216,389 253,631 3,623,974 47,643 4,457,142
Total Assets 2,212,348 1,399,104 3,620,305 16,423,826 1,219,903 24,875,486
Liabilities
Funds Borrowed® 1,484,223 266,270 2,170,810 16,949,159 _ 20,870,462
Others 21,392 44,253 101,857 210,045 3,627,477 4,005,024
Total Liabilities 1,505,615 310,523 2,272,667 17,159,204 3,627,477 24,875,486
Note:
(1) Including debt securities, interbank and repo funds.

As part of its internal asset and liability management policy, the Bank seeks to structure its securities and loan

portfolios such that the borrowing side matches the lending side in terms of total Turkish Lira/foreign

currency exposures or fixed rate/floating rate exposures in order to minimise risk. The Bank also utilises
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derivative transactions in order to hedge itself against interest rate risk and foreign currency risk, as well as
liquidity risk.

Market risk

Market risk is defined as the risk of loss in the trading portfolio of the Bank arising from movements in
market prices, such as interest rates, equity prices, foreign exchange rates and credit spreads that may affect
the Bank’s assets, income or the value of its holdings of financial instruments. The objective of market risk
management is to monitor and control market risk exposures within acceptable parameters, while optimising
the return on risk.

The level of market risk to which the Bank is subject can be measured by either the “Standard Method” or the
“Value at Risk Method”. The “Standard Method” is used for legal requirements and the “Value at Risk
Method” is used for internal reporting purposes. The “Value at Risk Method” is highly consistent with local
Turkish regulations as adopted from internationally accepted practices, but the Bank uses the “Standard
Method” due to legal reporting requirements.

Using the Standard Method, market risk measurements are carried out on a monthly basis. The results of these
measurements are included in the Bank’s public regulatory reports as well as in internal reports, which are
addressed to the Bank’s Board of Directors and senior management.

The Value at Risk (“VaR”) Method is used to measure market risk in terms of interest rate risk, exchange rate
risk, equity risk and volatility risk on a daily basis and is a part of the Bank’s daily internal reporting
procedure. Back-testing is carried out to determine the reliability of the daily market risk measurements under
the VaR Method.

The total VaR amount was calculated as TL 1,757 thousand (0.07 per cent. of the Bank’s equity) as of 31
December 2015 and TL 3,675 thousand (0.1 per cent. of the Bank’s equity) as of 31 December 2016.

In order to support the VaR model that measures the loss that may occur under ordinary market conditions,
analyses are developed and performed based upon generally accepted scenarios. The potential impact of these
scenarios on the value of the Bank’s trading book is determined and the results are reported to the Bank’s
Board of Directors and senior management.

The ALCO, comprising members of senior management of the Bank, manages market risk by monthly
meetings based upon reports prepared by the risk management and related executive departments. For the
purpose of hedging market risk, the Bank primarily aims to balance the foreign currency position, match the
interest and duration structure of its assets and liabilities, and keep a sufficient level of liquid assets. The
limits, which are established for managing market risk within the framework of the Bank’s asset and liability
management risk policy, are monitored by the Audit Committee and reviewed in accordance with current
market conditions.

Interest Rate Risk

A significant component of the Bank’s asset and liability management risk policy is the management of
interest rate risk. Interest rate risk is the possibility of loss in relation to the structural position arising from
adverse movements in interest rates. The Bank is exposed to interest rate risk due to mismatches in the
maturity or re-pricing characteristics of interest earning assets and interest-bearing liabilities. For any given
period, the pricing structure is matched when an equal amount of such assets or liabilities mature or re-price
in that period. Any mismatch of interest earning assets and interest-bearing liabilities is known as a gap
position. A positive gap denotes asset sensitivity and normally means that an increase in interest rates would
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have a positive effect on net interest income, while a decrease in interest rates would have a negative effect on
net interest income.

The potential effects of interest rate risk on the Bank’s assets and liabilities, market developments, general
economic environment and expectations are regularly addressed in ALCO meetings where further measures to
reduce risk are implemented when necessary.

While interest rate risk in trading book is managed through VaR limits, interest rate risk in the banking book
is monitored and controlled by the limit established on the ratio of structural interest rate risk to regulatory
capital. Structural interest rate risk is quantified by calculating the change in the Bank’s economic value of
equity under standardised interest rate shocks (i.e. plus two per cent. for foreign currency and five per cent.
for local currency). The interest rate risk limits determined by the Board of Directors are monitored by the
Risk Committee in accordance with the Bank’s asset and liability management policy. Furthermore, scenario
analyses that are developed based upon future predictions are conducted for managing interest rate risk.

The following table sets forth the Group’s “re-pricing” gap, which is the difference between the interest rate
sensitivity of assets and the interest rate sensitivity of liabilities, as of 31 December 2016:

Greater Greater
thanone than three
month and months
less than and less
Lessthan or equal to than or Greater
or equal to three equal to than 12 No
one month months 12 months months Interest Total
(TL Thousands)

Cash balances and balances with the
Central Bank 413,451 — — — 364,625 778,076
Balances with banks .............ccccoeeeiiennn, 465,969 11,133 — — 20,847 497,949
Trading SECUMtIeS ...cvcvvvvveiiiriicinis 53,716 92,777 135,422 101,739 3,383 387,037
Interbank funds sold .............cccccoveeinnn 191,973 62,961 — — — 254,934
Securities available for sale loans 333,011 288,125 844,154 1,556,459 46,663 3,068,412
LOaNS® ..., 1,992,927 5,644,313 6,538,267 3,160,538 — 17,336,045
Held-to-maturity investments ................ 180,460 645,935 362,595 186,739 — 1,375,729
Other assetS.......cccocveveeiiieiie e, — 272 1,295 2,497 1,173,240 1,177,304
Total ASSELS ....cvvcvevevcececeece e, 3,631,507 6,745,516 7,881,733 5,007,972 1,608,758 24,875,486
Interbank funds borrowed...................... 1,256,160 74 — — — 1,256,234
Miscellaneous payables .............ccccvunne, — — — — 193,612 193,612
Debt securities issued ...........ccceveveruennn, — — — 3,486,732 — 3,486,732
Funds borrowed from other financial
INSEILULIONS ..., 3,595,439 5,563,880 3,350,968 3,617,209 — 16,127,496
Other liabilities .........cccovvveeviiceieeees, 35,138 98,963 174,741 68,705 3,433,865 3,811,412
Total liabilities ..........ccovvvevvieriiciire, 4,886,737 5,662,917 3,525,709 7,172,646 3,627,477 24,875,486
Asset/liability gap......ccoovvverviieiniienn, (1,255,230) 1,082,599 4,356,024  (2,164,674) (2,018,719) —
Off-balance sheet gap .......cccccceevvvivennans (62,216) 14,267 (140,032) (247,025) — (59,044)
Total gap....ccoeveeeeeeeeieieieierere e, (1,317,446) 1,096,866 4,215992  (1,917,649) (2,018,179) (59,044)
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Note:

(1)  Includes factoring receivables.

Liquidity risk

In general, liquidity risk is the risk that an entity will be unable to meet its net funding requirements. Liquidity
risk can be caused by market disruptions or credit downgrades, which may cause certain sources of funding to
become unavailable. Liquidity risk is a substantial risk in Turkish markets, which have historically exhibited
significant volatility.

The Bank’s principal sources of funding are loans from multilaterals and other lenders. The average maturity
of the corporate loans made by the Bank is shorter than the average maturity of the funding that the Bank
receives from multilaterals. As a result of the Bank’s long-term, wholesale funding base, the Bank’s liquidity
gap is usually negative for its obligations with a maturity period of one to seven days due to its short-term
repo transactions. Thereafter, the liquidity gap generally becomes positive due to the Bank’s securities
portfolio and loan instalments. The liquidity gap turns negative due to the long-term funding nature of the
Bank’s funding.

In order to meet the liquidity requirements that may emerge from market fluctuations, considerable attention
is paid to the need to preserve liquidity and efforts in this respect are supported by projections of Turkish Lira
and foreign currency cash flows. Based upon cash flow projections, prices are differentiated for different
maturities and measures are taken accordingly to meet liquidity requirements. Moreover, potential alternative
sources of liquidity are determined where required for extraordinary circumstances. Foreign currency, total
liquidity adequacy and liquidity coverage ratios, which are subject to legal reporting requirements, are also
used to monitor liquidity on an ongoing basis.

Within the framework of the Bank’s asset and liability management risk policy, internal limits established for
liquidity risk management are monitored by the Audit Committee and, in the case of extraordinary situations
where prompt action is required to be taken due to unfavourable market conditions, emergency measures and
funding plans related to liquidity risk are put into effect.

The major objectives of the Bank’s asset and liability management risk policy are to ensure that sufficient
liquidity is available to meet its commitments to its clients, to satisfy the Bank’s other liquidity needs and to
ensure compliance with the capital adequacy and other applicable Central Bank regulations. Liquidity risk
arises in the general funding of the Bank’s financing and trading activities and in the management of
investment positions. It includes the risk of increases in funding costs and the risk of being unable to liquidate
a position in a timely manner at a reasonable price.

As of 31 December 2016, the Group’s borrowings were 1.9 per cent. Turkish Lira-denominated. The funds
supplied from DFIs are denominated in foreign currencies (principally U.S. Dollars and Euro) and such funds
are also provided by the Bank to its borrowers as foreign currency-denominated loans. Thus, only a very
moderate foreign exchange mismatch for loans exists. In general, the foreign exchange short position of the
Bank is either at low levels or the Bank has a foreign exchange long position.

The following table sets forth the original maturity profile of the Group’s borrowings (including accrued
interest that may be payable thereon) as of each of the indicated dates:
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As of 31 December

2014 2015 2016
NO eI ..ot — — —
Turkish Lira—denominated ............ccoovvvvinienieieniniennns — — —
Foreign currency—denominated............c.cevvvrvinincninnnnnn — — —
Up to three months................oco oo 683,795 687,315 494,259
Turkish Lira—denominated .........ccccccvevviveviiiiiee e, 227,819 70,478 47,169
Foreign currency—denominated.............cccooverveniencnicnnens 455,976 616,837 447,090
Greater than three months and less than or equal to
12 mMONthS ..o 960,942 1,803,151 2,170,810
Turkish Lira—denominated ...........ccccccovviivviineeeiiiiiivienneen, — 41,612 —
Foreign currency—denominated............ccovverienieneninnnnns 960,942 1,761,539 2,170,810
Over 12 months ..........ccooveiiiinii e 8,622,910 11,097,201 13,462,427
Turkish Lira—denominated ...........ccccccovvivvviiiieiiiiiiinnienneen, — 143,522 97,938
Foreign currency—denominated............ccovverienieneninninnns 8,622,910 10,953,679 13,364,489
Total bOrrowings ............cccccvviiiiininnienneene e 10,267,647 13,587,667 16,127,469
Turkish Lira—denominated ...........ccccccovvvivvvienieeiiiiiniienneen, 227,819 255,612 145,107
Foreign currency—denominated............ccovverienieneninnnnns 10,039,828 13,332,055 15,982,389

Currency Risk

The Group is exposed to the effects of fluctuations in the prevailing foreign currency exchange rates on its
financial position and cash flows. Foreign currency risk indicates the possibility of the potential losses that a
bank is subject to due to the exchange rate movements in the market.

The Bank effectively hedges its foreign currency risk and holds foreign currency asset and liability items
together with derivatives in balance against the foreign currency risk.

ALCO meets regularly to manage exchange rate and parity risks in accordance with the Bank’s asset and
liability management risk policy. The Bank manages foreign currency risk through monthly ALCO meetings
by evaluating the positions taken by the Bank’s Treasury Department.

The general net foreign currency positions of Turkish banks are also regulated by the BRSA and this figure, in
absolute terms, cannot exceed 20 per cent. of the relevant bank’s shareholder equity.

Both the Standard Method and VaR Method are used in order to measure currency risk. Using the Standard
Method, currency risk measurements are carried out on a monthly basis and the results are used for
calculating the regulatory capital requirement of the Bank. Risk measurements within the context of the VaR
Method are performed on a daily basis using historical and Monte Carlo simulation methods. Furthermore,
scenario analyses are conducted to support the VaR calculations.

The results of these currency risk measurements are reported to senior management and the risks are closely
monitored by taking into account current market and economic conditions.
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A 10 per cent. weakening of the Turkish Lira against foreign currencies as of 31 December 2016, 2015 and
2014 would have changed profit or loss by the amounts shown in the table below. This analysis assumes that
all other variables, in particular interest rates, remain constant.

As of 31 December

2014 2015 2016
(TL thousands)
U S e (5,248) (6,769) (1,955)
0 R 9,217) (11,755) (19,425)
(011115 011 6 (< 1L 1 ST 120 220 73
TOtaAL ... (14,345) (18,304) (21,307)

Credit Risk

In general, credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss. The Bank places emphasis mainly on the payment ability and
cash generating ability of the borrower in any given transaction, and also obtains sufficient collateral from
borrowers including, wherever possible, cash collateral, mortgages or security over other assets. The Bank
seeks to manage its credit risk exposure through the diversification of its lending activities to avoid undue
concentration of risks with individuals or groups of clients in specific locations or businesses. Development
and investment banks (such as the Bank) are not subject to the credit limits imposed by the BRSA; however,
the Bank’s Board of Directors has approved certain principles and internal credit limits based upon an internal
rating system developed in-house by the Bank.

The Bank has implemented centralised credit approval processes and loan proposals are evaluated and
monitored by the relevant authorised departments (see “Business of the Group — Lending Policies and
Procedures” and “Business of the Group — Lending Policies and Procedures — Collateral” above).

Credit risk arising from treasury transactions is monitored on each business day. Exposure from over-the-
counter derivative transactions is subject to daily margin call on counterparty basis under the relevant credit
support annex agreements. All of the credit risk arising from over-the-counter derivative transactions is
collateralised with cash.

Operational Risk

Operational risk is the risk of loss arising from faults or deficiencies in the regular operations of a bank,
including problems with systems, hardware, technology and communication infrastructures, national
disasters, terrorist attacks or earthquakes, as well as with respect to personnel responsibilities for monitoring,
controlling, reporting, taking action and being diligent.

The Bank uses the “Basic Indicator Approach” to assess capital for operational risk. Banks using the “Basic
Indicator Approach” are required to hold capital for operational risk equal to a fixed percentage (i.e. 15 per
cent.) of the average of the previous three years’ positive annual gross income (which is defined as net interest
income plus net non-interest income). Figures for any year in which the annual gross income is negative or
zero are excluded from both the numerator and denominator when calculating the average. The maximum
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internal limit for operational risk capital is 10 per cent. of the Bank’s total risk-weighted assets. If the limit
exceeds eight per cent., then it is immediately reported to the Bank’s senior management with the early
warning procedure.

Risks identified as a result of operational risk assessments are reported to the Audit Committee and Board of
Directors. In terms of quantitative techniques, the Risk Management department employs a range of
diagnostic tools, such as key risk indicators, together with data analysis. Operational error records are used for
this purpose.

Risks derived from information technologies are primarily assessed within the scope of the Bank’s
operational risk management analysis. It is essential that those risks, which could be seen as multipliers of
other risks derived from activities of the Bank, are measured, closely monitored and controlled within the
framework of the Bank’s integrated risk management.

Subsidiaries’ Risk Management

The Bank has a group-wide risk policy set by the Bank’s Board of Directors. The Risk Management
department monitors both internal and legal risk limits and other risks relating to subsidiaries falling within
the scope of the group-wide risk policy. In addition to this, the Bank’s subsidiaries also have their own
internal, sector-specific risk policies, limits and procedures. The Bank’s Risk Management department reports
to the Audit Committee every three months in order for the Audit Committee to evaluate the Group’s risk
level on a consolidated basis.

Liquidity and Funding

Funding for the Bank primarily comes from DFIs, eurobonds, syndicated loans, bilateral loans, repo and
money market transactions. Borrowings are the Group’s main source of both Turkish Lira and foreign
currency funding, with a 96 per cent. share in total liabilities (excluding shareholders’ equity) as of 31
December 2016, amounting to TL 21.7 billion.

In terms of Turkish Lira, the primary funding sources currently available for the Bank are the repo and reverse
repo market of the BIST, the over-the-counter interbank money market, the interbank money market of the
Central Bank, collateralised loans and bill and bond issues. In June 2010, the Bank’s Board of Directors
authorised the issuance of discounted bonds with a value of up to TL 0.2 billion. In August 2010, the Bank
issued zero-coupon bonds with a total value of TL 200 million, but has not since issued further zero-coupon
bonds.

As a last resort, the Bank also has the capacity to borrow funds through the Central Bank. The Bank’s limits
for this kind of transaction are determined by the Central Bank and generally carry a maturity of up to one
month.

The Bank has been accessing the international markets for syndicated loan facilities since 2005. As of 31
December 2016, the balance of the outstanding syndicated term loan facilities obtained by the Bank was
approximately U.S.$274 million. The Bank also accessed the international debt capital markets for the first
time in October 2014 when it issued notes for an amount of U.S.$350 million due to mature in 2019, followed
by another issuance of notes in April 2015 for an amount of U.S. $350 million due to mature in 2020. In May
2016, the Bank issued the first green/sustainable bond in Turkey and the wider CEEMEA region for an
amount of U.S.$300 million due to mature in 2021. The proceeds from the issuance of the green/sustainable
bond were fully disbursed by the end of 2016.
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In addition to the above, the Bank has entered into various transactions with DFIs, export credit agencies and

other lenders, principally for project financing and the financing of small- to medium- size enterprises in the

renewable energy sector, resource and energy efficiency projects and certain import related projects as well as

working capital loans.

The Bank has entered into various transactions with DFIs which are indicated at the below table:

DFI Funding 2016
Amount Theme
EIB bbbt bbbttt 100m EUR  SME and Midcap
Energy and
BB et E et 100m EUR Environment
Women
Employment and
Occupational
AAFD R R R bRt R e e Rt r e 100m EUR Health&Safety
Geothermal
IBRD ..o 150m USD Energy
L0 ] OO OO P T TSRO P TP PRPN 100m EUR APEX
Renewable
Energy and
KWV bbb E b et bbbttt ebe s 150m EUR Environment

The following tables show the Group’s sources of funding as of the indicated dates and their respective

changes period over period.

As of 31 December

2014 % Change 2015 % Change 2016
(TL thousands)

Repos & Money Market ..........ccccoevveieriinnnas 2,272,713 3.4% 2,350,540 (46.5)% 1,256,234
Funds Borrowed® ..........cccoverieenrienrinennnennnns 10,267,647 32.3% 13,587,667 18.7% 16,127,496
Securities ISSUEd ..........cccveveeveeiie e 813,824 150.4% 2,037,571 71.1% 3,486,732
Other ... 447,266 35.7% 607,010 42.0% 861,971
EQUILY .o 2,424,251 14.8% 2,783,792 129% 3,143,053
TOtal.coi 16,225,701 31.7% 21,366,580 16.4% 24,875,486
Note:

(1)  Including subordinated loans.
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As of 31 December

2014 2015 2016
(%) of Total
Repos & Money Market.........ccooveveiininiiiniincnec 14.0% 11.0% 5.0%
Funds Borrowed™® ..o 63.3% 63.6% 64.8%
Securities ISSUEd........coiviiiiiiiiiiiiiirii e 5.0% 9.5% 14.0%
(071415 R 2.8% 2.8% 3.6%
EQUILY ettt 14.9% 13.0% 12.6%
TOEAL.......oviiieeie ettt et 100.0% 100.0% 100.0%

Note:

(1)  Including subordinated loans.

Capital Adequacy

The Bank is required to comply with capital adequacy guidelines promulgated by the BRSA, which are based
upon the standards established by the Bank for International Settlements. These guidelines require banks to
maintain adequate levels of regulatory capital against risk-bearing assets and off-balance sheet exposures
(commitment and contingencies).

Pursuant to the 2006 Equity Regulation, which was replaced by the 2013 Equity Regulation, the Bank’s total
capital ratio was (through the end of 2014) calculated by dividing: (a) the sum of its “Tier I capital, which
comprises its share capital, reserves, retained earnings, profit and revaluation surplus for the current periods,
plus its “Tier II” capital, which comprises general provisions, by (b) the aggregate of its risk-weighted assets
and risk-weighted off-balance sheet exposures.

Within the context of the implementation of the Basel III framework in Turkey, the 2006 Equity Regulation
was replaced by the 2013 Equity Regulation as noted above. As a result, the calculations regarding capital
adequacy for periods from 1 January 2014 are performed in accordance with the 2013 Equity Regulation and
other regulations newly enacted and/or amended by the BRSA. In accordance with these guidelines, the Bank
must maintain a total capital ratio in excess of eight per cent. calculated in accordance with BRSA
regulations. In addition, as a prudential requirement, the BRSA requires a target capital adequacy ratio that is
four per cent. higher than the legal capital ratio. As of 31 December 2016, the Bank’s regulatory capital
adequacy ratio was 14.33 per cent. and the Group’s regulatory capital adequacy ratio was 14.56 per cent, each
significantly exceeding the minimum legal ratio of 8.0 per cent. See “Turkish Regulatory Environment —
Capital Adequacy” for additional information.
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MANAGEMENT

In accordance with the Bank’s articles of incorporation and the relevant laws of Turkey, the Bank is ultimately
controlled by its shareholders through its General Assembly. According to the Bank’s articles of
incorporation, general resolutions at the General Assembly are adopted by affirmative votes of an absolute
majority of the votes present at the meeting; provided that a quorum is attained.

The Bank’s business is organised into 28 departments. 25 of these departments are managed by the Executive
Committee, which consists of the Chief Executive Officer and the various Executive Vice Presidents. The
remainder of the departments — the Board of Internal Auditors, Internal Control, and Risk Management —
report to the Board of Directors through the Executive Vice President, who in turn reports directly to the Audit
Committee.

Board of Directors

According to the Bank’s articles of incorporation, the Board of Directors consists of at least five members, as
elected by the shareholders at the General Assembly, with the exception of the Chief Executive Officer, who
is appointed by the Board of Directors. The Chief Executive Officer is by law a member of the Board of
Directors. Each director serves for a term of three years. The responsibilities of the Board of Directors
include: (a) administration of the Bank’s real estate, securities and properties, (b) executing all kinds of
agreements and transactions related with the Bank’s activities, (c) ensuring the orderly performance of the
Bank’s internal operations, (d) keeping the books and accounts necessary for the Bank’s operations and
submitting such books, balance sheet, profit and loss accounts to the General Assembly, (e) issuing a report,
reflecting the commercial, industrial and financial status of the Bank, including a summary of the Bank’s
transactions performed within the year at year-end and (f) implementing the General Assembly resolutions.

Under the Bank’s articles of incorporation, the Board of Directors must hold their meetings at least once a
month at the address where the Bank’s head office is located. They may also hold meetings in any other
suitable place; provided that more than one half of the Board members concur.

The presence of a majority of the Board of Directors is required for the validity of a board meeting.
Resolutions are adopted by the majority of the members present and, in the event of an equality of votes, the
relevant matter is postponed until the subsequent meeting. Should the votes again be equal, the proposal in
question is considered as rejected.

Recent amendments to the Turkish Commercial Code allow the appointment of a legal entity as a member of
the board of directors of a joint stock company. Under such rules, a legal entity on a board of directors would
be represented by a natural person designated by it. Alternatively, natural persons can be members of the
board. Notwithstanding this recent change, the BRSA’s Board has issued a decision prohibiting the
appointment of a legal entity as a member of the board of directors of any joint stock company that it
regulates, and thus members of the Bank’s board can still only be natural persons.

The business address of each of the members of the Board of Directors is Meclisi Mebusan Cad. No 81
Findikli 34427 istanbul, Turkey. As of the date of this Prospectus, the Board of Directors comprises the
following:

Year first appointed

Name Position to the Board
Adnan Bali Chairman 2011
Ebru Ozsuca Vice Chairman 2014
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Year first appointed

Name Position to the Board
Suat Ince Board Member & CEO 2016
Halil Aydogan Board Member 2013
Yavuz Canevi Board Member 2015
Fikret Utku Ozdemir Board Member 2016
Kemal Sa¢ Board Member 2016
Z. Hansu Ugar Board Member 2015
Kamil Yilmaz Board Member 2014
Can Yiicel Board Member 2016

Adnan Bali (Chairman)

Born in islahiye in 1962, Mr Bali graduated from the Economics Department of the Faculty of Economics and
Administrative Sciences of Middle East Technical University. Mr Bali started his career at Isbank’s Board of
Inspectors in 1986. Mr Bali was appointed as Deputy Manager in 1994, Unit Manager in 1997 and the Head
of the Treasury Department in 1998. Mr Bali was positioned as Isbank’s Sisli Branch Manager in 2002,
Galata Branch Manager in 2004 and Deputy Chief Executive on 30 May 2006. Mr Bali was appointed as the
Chief Executive Officer of Isbank on 1 April 2011. Mr Bali has been a member of the Bank’s Board of
Directors since 15 April 2011 and the Chairman of the Board of Directors since 21 April 2011.

Ebru Ozsuca (Board Member)

Born in Ankara in 1971, Ms Ozsuca graduated from the Economics Department of the Faculty of Economics
and Administrative Sciences of Middle East Technical University in 1992. Ms Ozsuca holds a master’s degree
in international banking from Middle East Technical University and in finance from Southampton University.
Having started her professional career at Isbank as an assistant specialist in the Treasury department, she was
promoted to assistant manager and subsequently to unit manager of the same department. Between 2007 and
2011, Ms Ozsuca worked as the Head of the Corporate Banking Products Department. In 2011, Ms Ozsuca
was appointed as the Head of the Treasury at isbank. Ms Ozsuca has been a member of the Bank’s Board of
Directors since 21 April 2014.

Suat ince (Board Member and Chief Executive Officer)

Born in Ankara in 1964, Suat Ince graduated from the Economics Department at the Faculty of Economics
and Administrative Sciences of Middle East Technical University. Having started his professional career at
Isbank as Assistant Inspector on the Board of Inspectors, he was appointed as Assistant Manager of Corporate
Loans Underwriting Division in 1995. Between 1997 and 2008, he was positioned as Manager in various
units and branches of the bank. He served as Deputy Chief Executive of Isbank between 2008 and 2016. Mr
Ince was elected to the Board of Directors and as the Bank’s Chief Executive Officer on 1 April 2016.

Halil Aydogan (Board Member)

Born in Afyonkarahisar in 1950, Mr Aydogan graduated from the Economics Department of Istanbul
University and started working for Vakifbank in 1977. After working in various departments and positions,
Mr Aydogan served as an Assistant General Manager of Vakifbank between 1996 and 1999 and as the General
Manager of Vakif Finansal Kiralama A.S. between 1999 and 2000. Mr Aydogan was elected as a member of
the Parliament twice, during the 22nd and 23rd terms of the Turkish Grand National Assembly. Mr Aydogan
served as the Chairman of Vakifbank’s board of directors between January 2012 and March 2013 and was
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appointed as the General Manager of Vakifbank on 29 March 2013. Since 16 December 2013, Mr Aydogan
has been a member of the Bank’s Board of Directors.

Yavuz Canevi (Board Member)

Born in Konya in 1939, Mr Canevi graduated from the Finance and Economics Department of the Faculty of
Political Sciences of Ankara University in 1960 and completed a master’s degree at the University of
Southern California in 1969. After serving as an inspector for the Ministry of Finance from 1960 to 1963, he
held a variety of public and private sector positions from 1963 to 1989, when he retired from his position as
Treasury Undersecretary. Mr Canevi has been the Chairman of the Board of Directors at Tiirk Ekonomi
Bankasi since 1996 and served as a member of the Bank’s Board of Directors between 1993 and 2012. He
was re-elected as a member of the Bank’s Board of Directors on 26 March 2015.

Fikret Utku Ozdemir (Board Member)

Fikret Utku Ozdemir was born in 1970 in Gaziantep and completed his two-year degree in Nuclear Energy
Engineering from Hacettepe University and his bachelor degree in Management from Middle East Technical
University. Having started his professional career at isbank on the Board of Inspectors in 1996, he completed
his post-graduate degree in Finance from Edhec Business School in France. Mr Ozdemir was appointed as the
Deputy Manager of the Corporate Loans Department in 2006, as Unit Manager of the Corporate Loan
Allocation Department in 2009 and as Unit Manager of the International Financial Institutions Department in
2013. In 2016, he was appointed and still serves as the Department Manager in charge of Corporate Banking
Marketing and Sales. In June 2016, Mr Ozdemir was elected as a member of the Bank’s Board of Directors.

Kemal Sa¢ (Board Member)

Kemal Sa¢ was born in 1968 in Ordu and graduated from the Business Administration Department at the
Faculty of Economics and Administrative Sciences, Middle East Technical University in 1992. Following this
he worked as Cost Control Coordinator at MNG Holding for a year, before joining Isbank as an Assistant
Inspector on the Board of Inspectors in 1993. In 2001, Mr Sa¢ was appointed as Assistant Manager at
Financial Affairs Department in which he became a Group Manager in 2005. Since 2008, he has been serving
as Unit Manager at the Managerial Reporting and Internal Accounting Department. Kemal Sag also
completed the Advanced Management Program (AMP 189) at Harvard Business School in 2015. In June
2016, Mr Sag was elected as a member of the Bank’s Board of Directors.

Zeynep Hansu Ucar (Board Member)

Born in Ankara in 1971, Ms Ugar graduated from the Department of Business Administration at the Faculty of
Economics and Administrative Sciences of Middle East Technical University in 1993. Ms Ugar started her
professional career at Isbank as an assistant specialist in the Subsidiaries Department. Having served as the
Unit Manager between 2007 and 2015, she was then promoted as Department Manager of the Subsidiaries
Department. Ms Ugar has been a member of the Bank’s Board of Directors and a member of the
Remuneration Committee since 27 November 2015.

Prof. Dr Kamil Yilmaz (Independent Board Member)

Born in Oba in 1964, Mr Yilmaz graduated from the economics department of Bogazi¢i University in 1987
and completed his master’s and doctorate degrees in economics in 1990 and 1992, respectively, at Maryland
University. Mr Yilmaz worked at the Research Department of the World Bank between 1992 and 1994 and
has been working as an academician at the Faculty of Economics and Administrative Sciences of Kog¢
University since 1994. He also served as a visiting professor of economics at the University of Pennsylvania
between the years 2003-2004 and 2010-2011. Having played an active role in the establishment of TUSIAD
(Turkish Industrialists and Businessmen Association) (Tiirkiye Sanayi ve Isadamlari Dernegi) Economic
Research Forum in 2005, he served as the Forum Director between the years 2007 and 2009. Mr Yilmaz, who
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has had various scientific articles and books related with international finance, international trade,
macroeconomics and the Turkish economy published in local and international magazines, was honored with
the Encouragement Award in Social Sciences and Humanities by the Turkish Academy of Sciences in 2003.
He has been serving as an independent board member of is B Tipi Yatirim Ortaklig1 A.S. since 2012 and as a
member of the Bank’s Board of Directors since 25 March 2014. Mr Yilmaz is an independent board member.

Can Yiicel (Board Member)

Can Yiicel was born in 1978 in Ankara and graduated from the Economics Department at the Faculty of
Economics and Administrative Sciences, Middle East Technical University in 1999. Having started his
professional career at Isbank as an Assistant Inspector on the Board of Inspectors, from 2008 he was
promoted to several management positions within the SME Loan Allocation and Corporate Loan Allocation
Departments, respectively. In 2011, Mr Yiicel was appointed as Project Finance Unit Manager under the
Corporate Loan Allocation Department of which he has since become Department Manager in 2016. In June
2016, Mr Yiicel was elected as a member of the Bank’s Board of Directors.

Executive Committee

The Bank’s Executive Committee consists of the Chief Executive Officer and the Executive Vice Presidents.
The meetings of the Executive Committee are held once a month; however, the Chief Executive Officer may
call for a meeting whenever it is necessary. Resolutions of the Executive Committee require unanimous
approval. The Executive Committee is responsible for implementing the overall strategy of the Bank
formulated by the Board of Directors. Current Members of the Executive Committee are:

Name Position Date of Appointment
Suat ince Chief Executive Officer 2016
Cigdem Igel Executive Vice President 2006
Ufuk Bala Yiicel Executive Vice President 2007
Gokhan Canakpinar Executive Vice President 2012
Ece Borii Executive Vice President 2013
Hakan Aygen Executive Vice President 2013
Asli Zerrin Hanct Executive Vice President 2017
Hidayet Yetkin Kesler Executive Vice President 2017
Aziz Ferit Eraslan) Executive Vice President 2015
Note:

(1) Mr Eraslan reports directly to the Audit Committee.

Additional information on each of these Executive Vice Presidents is set forth below:
Cigdem Icel

Executive Vice President

Cigdem Icel was born in Eskisehir in 1966 and graduated from the Department of Business Administration,
Bogazigi University. Ms Igel began her professional career at the Bank as an Assistant Investment Advisor in
the Treasury Department. After serving in a variety of positions, she was appointed as the Head of the
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Treasury and Correspondent Banking Department in 1998. Cigdem Igel was promoted to the Executive Vice
President on 27 January 2006. Ms Icel is currently responsible for the Development Finance Institutions,
Financial Institutions, Economic Research and Engineering Departments.

Ufuk Bala Yiicel

Executive Vice President

Ufuk Bala Yiicel was born in Istanbul in 1964 and is a graduate of the Department of Political Science,
Bogazi¢i University. Ms Yiicel began her professional career in 1987. After working in several banks, she
joined the Bank as the Head of Loans Department in 2002. She was appointed as Group Manager in 2007 and
as Executive Vice President on 25 December 2007. Ms Yiicel is currently responsible for the Loans, Loan
Monitoring and Loan Operations Departments.

Gokhan Canakpinar

Executive Vice President

Gokhan Canakpmar was born in Ardahan in 1964 and graduated from the Department of Business
Administration, Middle Eastern Techinal University. Mr Canakpinar began his professional career at Ipekis
Mensucat as a Systems Analyst in 1988. After 1990, Mr Canakpinar served as Project Manager at Isbank for
six years. In 1995, he started serving as a Systems Analyst at the Bank and was later appointed as the Head of
Application Development Department in 2000. Mr Canakpinar was promoted to Director of Information
Technology Unit in 2011. Since 27 December 2011 he has been working as an Executive Vice President. He is
currently in charge of the System and Network Support, Application Development and Support Services
Departments.

Ece Borii

Executive Vice President

Ece Borii was born in Istanbul in 1966 and graduated from Management Engineering Department of Istanbul
Technical University in 1988. Ms Borii joined the Bank as an assistant specialist in the Financial Control
Department in 1989. She was promoted to Head of Financial Control in 2000 and to Head of Board of
Internal Auditors in 2006. Since 28 November 2013, Ms Borii has been serving as the Executive Vice
President of the Bank. She is currently responsible for the Budget Planning and Investor Relations, Financial
Analysis and Financial Control Departments.

Hakan Aygen

Executive Vice President

Hakan Aygen was born in Konya in 1965 and graduated from Management Engineering Department of
Istanbul Technical University. Mr Aygen started his professional career in the non-financial sector in 1989. He
joined the Bank in 1995 as an assistant specialist in the Financial Analysis Department and completed his
master’s degree in Management and Organisation at the Marmara University in 1996. Mr Aygen was
appointed to Head of Corporate Finance Department in 2006 and promoted to Group Head in 2011. Having
received his Accounting Finance doctorate degree from Marmara University in 2013, he was promoted as
Executive Vice President on 28 November 2013. Mr Aygen is currently in charge of the Corporate Finance,
Corporate Banking and Project Finance Departments.
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Ash Zerrin Hanca

Executive Vice President

Asli Hanct was born in Ankara in 1969 and graduated from the Faculty of Business Administration at Istanbul
University in 1990. Miss Hanci began her professional career at Citibank in 1991. She worked in the Treasury
departments of both Chase Manhattan and BNP Ak Dresdner Bank. Ms Hanci joined the Bank’s Treasury
Team in 2005. She was appointed as the Head of Securities Department in 2007 and as Head of the Treasury
Department in 2008. Since 1 January 2017, she has been Executive Vice President in charge of the Treasury
and the Treasury and Capital Markets Operations Departments.

Hidayet Yetkin Kesler

Executive Vice President

H. Yetkin Kesler was born in Istanbul in 1966 and graduated from the Department of Industrial Engineering at
Bogazici University in 1989. He started his career as an Assistant Internal Auditor at Kogbank in 1992, before
completing his master’s degree in Management Engineering at Istanbul Technical University in 1993. Mr
Kesler joined the Bank as a Financial Controller Specialist in 1994 and was appointed as Head of System
Development in 2005, as Head of Internal Control in 2011, and as Head of the Enterprise Architecture and
Process Management Department in 2013. On 1 January 2017, Mr Kesler was appointed as Executive Vice
President responsible for Human Resources and Corporate Communications, Enterprise Architecture and
Process Management, Corporate Compliance and Pension and Assistance Funds.

Aziz Ferit Eraslan

Born in Istanbul in 1969, Mr Eraslan graduated from the Department of Public Administration of Middle East
Technical University in 1991 and subsequently completed the Banking School of Ziraat Bank. In 1992, Mr
Eraslan started his professional career at isbank’s Board of Inspectors. He received his master’s degree from
Stirling University in Scotland in 1997. At the Accounting Department of Isbank, Mr Eraslan was appointed
as Deputy Manager in 2000 and Group Manager in 2003. Between 2007 and 2012, he was Department Head
at Isbank’s Accounting Department, which eventually became the Financial Management Department.
Between 2013 and 2015, Mr Eraslan was Chief Executive Officer of Isbank Russia. In October 2015, he was
appointed as Executive Vice President responsible for the Board of Internal Auditors and the Risk
Management and Internal Control Departments at the Bank.

Board Committees

Pursuant to Commercial Law 6102 and the CMB Corporate Governance Communique II-17.1, the Board of
Directors has established the Audit Committee, the Corporate Governance Committee, and the Remuneration
Committee. The Board of Directors has also established the Sustainability Committee.

Audit Committee. The Audit Committee consists of two members who serve on the Board of Directors. The
Audit Committee members are selected by the Board of Directors and currently are Kemal Sa¢ and Can
Yiicel. The Audit Committee informs the Board of Directors of the results of its activities and the measures
that are required to be taken by the Bank, and offers its opinions on other matters that it considers to be
significant for the Bank to conduct its business in a safe manner.

The Audit Committee is in charge of:

@) ensuring that the Bank’s internal audit and risk management systems function effectively and
efficiently and that the Bank’s accounting and reporting systems operate in compliance with the related
regulations;
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(b)

(©

(d)

(€

(®

@)

carrying out the preliminary assessment of external auditors and monitoring on a regular basis the
activities of the appointed auditors;

ensuring that the internal audit functions of subsidiaries that are subject to consolidation are being
performed in line with the related regulations;

reporting and advising to the Board of Directors in relation to the operations and activities of the
Bank’s internal audit, risk management, internal control units and external auditors and the measures
deemed necessary to be taken in order for the Bank to operate in a manner compliant with the relevant
external and internal regulations and policies;

where necessary, gathering information, reports and documents from the relevant units of the Bank or
its supporting service providers and independent auditors and, subject to the approval of the Board of
Directors, receiving consulting service from persons who are experts in their respective fields;

evaluating the information and reports received from independent auditors and divisions that fall under
the internal systems with respect to their activities; and

analysing and submitting quarterly internal audit reports to the Board of Directors, which are prepared
by the internal audit department according to the Banking Law.

Corporate Governance Committee. As per the resolution of the Board of Directors dated 30 September 2009,

the Corporate Governance Committee was established for the purpose of assuring that the Bank complies

with corporate governance principles. The Corporate Governance Committee consists of two members of the
Board of Directors and the Manager of the Investor Relations Department. Mr Fikret Utku Ozdemir, Ms
Zeynep Hansu Ugar and Ms Ozen Cayli are the current members of Corporate Governance Committee, which

meets at least four times a year. The committee’s principal duties and responsibilities include:

(@)

(b)

(©

(d)

©

®

)

(h)

ensuring that the corporate governance principles are implemented and advising the Board of Directors
of the measures deemed necessary to be taken in order for the Bank to operate in a manner compliant
with the corporate governance principles;

coordinating investor relation activities, monitoring the Bank’s communication with investors and
shareholders within this framework, determining the fundamental principles of the Bank’s
communication with its investors and shareholders and reviewing these principles periodically;

collaborating with the Investor Relations Department to advise the Board of Directors with respect to
ensuring the continued efficiency of the Bank’s communication with its investors and shareholders and
preventing and dealing with potential conflicts of interest.

reviewing the corporate governance compliance report prior to its publication in the annual report and
submitting its opinions thereon to the Board of Directors;

ensuring the independency and efficiency of the Board of Directors by supervising compliance with
regulations related with conflict of interests among the committee members, the members of the Board
of Directors, the Executive Committee or other employees;

ensuring that the Bank’s public disclosures are in accordance with the relevant laws and regulations
and the Bank’s information policy principles;

developing policies, strategies and a transparent system for the purpose of determining, assessing and
training the candidates to the Board of Directors;

implementing the Bank’s ethics rules and corporate governance principles internally;
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() preparing an assessment report to the Board of Directors;
) advising on independent nominees for the Bank’s Board of Directors;

(k)  advising the Board of Directors on the remuneration to be provided to the members of the Board of
Directors;

() where necessary, subject to the approval of the Board of Directors, receiving consulting service from
persons who are experts in their respective fields; and

(m)  reporting to and advising the Board of Directors in relation to the results of its activities and the
measures deemed necessary to be taken in order for the Bank to operate in a manner compliant with
the relevant external and internal regulations and policies.

Remuneration Committee. As per the resolution of the Board of Directors, dated 27 December 2011, the
Remuneration Committee was established for the purpose of executing functions and activities related to
monitoring and controlling remuneration implementations of the Bank on behalf of Board of Directors. The
Committee has two members of the Board of Directors; Mr Kemal Sa¢ and Ms Z. Hansu Ugar.

The Remuneration Committee is responsible for establishing a written remuneration policy that is in
compliance with the Bank’s operations, strategic goals and risk management strategies, reviewing the
remuneration policy at least once a year to ensure its efficiency and submitting a report to and advising the
Board of Directors regarding evaluation of the Bank’s policy with respect to risk management strategies.

Sustainability Committee. As per the resolution of the Board of Directors dated 29 January 2015, the
Sustainability Committee was established in order to oversee and coordinate all sustainability-related
activities at the Bank. The Committee’s mission is to integrate the concept of sustainability into all of the
bank’s business operations and services by ensuring that all bank employees understand and identify with the
concept of sustainability, developing new products and business opportunities in the area of sustainable
banking, and increasing the level of sustainability awareness throughout the business community and banking
industry in particular. The Sustainability Committee consists of two members of the Board of Directors, Mr
Kamil Yilmaz and Ms Ebru Ozsuca, and two Executive Vice Presidents, Mr Hakan Aygen and Ms Cigdem
Igel.

Conflicts of Interests
There are no actual or potential conflicts of interest between the duties of any of the members of the Board of
Directors and the Executive Committee and their respective private interests or other duties.

Address
The business address of the Executive Committee members is Meclisi Mebusan Cad. No 81 Findikli 34427
Istanbul, Turkey.

Remuneration

Monthly remunerations of the Board members and auditors are determined annually at the Bank’s General
Shareholders’ Meetings and disclosed to the BIST. After the legal reserves and the first dividend have been
allocated from the net profit of the Bank, up to 0.5 per cent. of the remaining balance is distributed among the
members of the Board of Directors (including the Chief Executive Officer) equally. Pursuant to the CMB’s
corporate governance principles, independent board members do not receive any dividend payment.

The corporate governance principle numbered 4.6.3 under the Communiqué No. II-17.1 on Corporate
Governance (as amended, the “Corporate Governance Communiqué”) provides that the remuneration of a
company’s independent board members cannot consist of dividends, stock options or payment plans based on
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the company’s performance, and requires that such remuneration be at a level that would allow the
independent board members to maintain their independence. Therefore, dividends calculated for the
independent members of the Board of Directors are recommended to be transferred to the reserves. The
aggregate amount of the remuneration paid and benefits in hand granted to the members of the Board of
Directors and senior management on a unconsolidated basis for the year ended 31 December 2016 was TL
10,026 thousand (TL 8,202 thousand for the year ended 31 December 2015).

Corporate Governance

The Bank recognises the importance of maintaining sound corporate governance practices. The relationship
between the Bank’s management, shareholders, employees and third parties including customers, legal
authorities, suppliers and various other individuals and institutions with whom the Bank does business are
based upon fundamental governance principles including integrity, credibility, non-discrimination,
compliance, confidentiality, transparency, accountability and sustainability.

CMB Corporate Governance Principles

On 3 January 2014, the CMB issued the Corporate Governance Communiqué to replace the Communiqué on
the Determination and Implementation of Corporate Governance Principles Series IV, No. 56 dated 30
December 2011 and Communiqué on the Principles Applicable to Joint Stock Companies Subject to Capital
Markets Law Series IV, No. 41 dated 19 March 2008. The Corporate Governance Communiqué provides
certain mandatory and non-mandatory corporate governance principles as well as rules regarding related-party
transactions and a company’s investor relations department. Some provisions of the Corporate Governance
Communiqué are applicable to all companies incorporated in Turkey and listed on the BIST, whereas some
others are applicable solely to companies whose shares are traded in certain markets of the BIST. The
Corporate Governance Communiqué provides specific exemptions and/or rules applicable to banks that are
traded on the BIST.

As of the date of this Prospectus, the Bank is subject to the corporate governance principles stated in the
banking regulations and the regulations for capital markets that are applicable to banks. In case of any non-
compliance with any of the non-mandatory principles applicable to the Bank under the Corporate Governance
Communiqué, the Bank is required to explain such non-compliance in its annual Corporate Governance
Principles Compliance Report, which is published as part of its annual report.

The Corporate Governance Communiqué contains principles relating to: (a) companies’ shareholders,
(b) public disclosure and transparency, (c) the stakeholders of companies and (d) the board of directors. A
number of principles are compulsory, while the remaining principles apply on a “comply or explain” basis.
The Corporate Governance Communiqué classifies listed companies into three categories according to their
market capitalisation and the market value of their free-float shares, subject to recalculation on an annual
basis. The Bank is classified as a “2 Group” company.

The Capital Markets Law authorises the CMB to require listed companies to comply with the corporate
governance principles in whole or in part and to take certain measures with a view to ensure compliance with
the new principles, which include requesting injunctions from the court or filing lawsuits to determine or to
revoke any unlawful transactions or actions that contradict these principles.
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OWNERSHIP

The Bank was established in 1950 as a development and investment bank with the mission to finance
Turkey’s private sector investments.

As of 31 December 2016: (a) the majority shareholder of the Bank, with a 50.65 per cent. shareholding, was
Isbank Group (with 41.17 per cent. held directly by Isbank and the remainder held through its subsidiaries,
including 5.80 per cent. held by Camis Yatirim), (b) 8.38 per cent. of the Bank’s shares were held by
Vakifbank, (c) 40.97 per cent. of the Bank’s shares were traded publicly on the BIST (59.6 per cent. of which
was owned by foreign investors) and (d) the remaining shares were owned by other institutional shareholders.

As of 31 December 2016, the share capital of the Bank was TL 2,050,000,000, consisting of 2,050,000,000
fully paid-up shares. Registered shareholdings in the Bank as of 31 December 2016 were as follows:

Shareholder® Shares® Percentage
ESDANK cvvvveovveeoeeeeeseeseeeeeeseeeeseeeeeeses e e e ee e s e s s e e e e e e e e e et e e e e et ee et e e e e e s e s 843,986,017.3 41.17%®
VAKITDANK ..ottt bbb et 171,738,391.6 8.38%
CAIMIS YALITIIIL ...ttt etk h et bt s bbb bt s e bbbttt e bbbt et bt e s et et e b e neen e 118,828,007.4 5.80%
PUblic Free FIoat N0 OtNEIS ........ccviiiiiiiiitieieiee ettt sttt e s bt e b st teeaesaesbe s e s ensereevesrennan 915,447,585.7 44.65%
TIORAL et b R R bR £ bR b bRt E Rt b bbb et b et r s 2,050,000,000.0 100.00%
Notes:

1) According to data from the Public Disclosure Platform (Kamuyu Aydinlatma Platformu) (KAP) as of 31 December 2016.
) Each share has a nominal value of one Kurus. One hundred Kurus are equal to one Turkish Lira.

®3) Isbank Group holds 50.65 per cent. of the Bank’s shares, with 41.17 per cent. of the shares being held directly and the remainder being held by Camis Yatirim
(5.80%), Milli Reastirans (1.90%), Anadolu Sigorta (0.89%) and Anadolu Hayat Emeklilik (0.89%), the latter three of which are reflected in the table above in
“Public Free Float and Others”). The calculation of isbank Group’s ownership includes shares purchased by certain of its subsidiaries in the free float of the
Bank’s shares on the BIST in December 2016.

Dividends

Dividends are paid by the Bank from its net profit in accordance with its articles of incorporation. Under its
articles of incorporation, the Bank is required to allocate five per cent. of its net profit towards its legal
reserve fund. From the balance of net profit, a “first dividend” is distributed to the shareholders according to
the Capital Markets Law. Once the first dividend is provided for, the balance of the net profit is distributed as
follows: five per cent. for founder shares (limited to TL 200,000 of paid-up capital), up to 0.5 per cent. for the
members of the Board of Directors (including the Chief Executive Officer and excluding the Independent
Board Member) to be shared among them equally, up to three per cent. for the employees of the Bank;
provided that such amount does not exceed the equivalent of three salaries. The General Assembly is
authorised to decide whether the amount remaining from the net profit after the reserve funds and payments
indicated above shall be completely or partially distributed as dividends or reserved as a reserve fund. The
Bank’s articles of incorporation require that 10 per cent. of the total amount to be distributed to shareholders
out of profit is required to be added to the Bank’s legal reserve fund.

The Bank distributed TL 72 million and TL 52.5 million in cash dividends with respect to 2014 and 2015,
respectively. As of the date of this Prospectus, the Bank has announced an intended cash dividend of TL 82
million for 2016.
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Preferential rights

Under the Bank’s articles of incorporation, existing shareholders have preferential rights with respect to the
purchase of new shares to be issued by the Bank. The duration and conditions of the exercise of these rights is
to be determined by the Board of Directors in accordance with the relevant Turkish regulations. To the extent
that these preferential rights are not exercised in respect of any new shares within the prescribed period, these
shares are to be made available for subscription by the public.

Voting rights

At least one share is needed for participating in any Ordinary or Extraordinary General Assembly. Each share
provides one vote to its owner. Votes may be cast by proxy.

In accordance with the Turkish Commercial Law (No. 6102) and the Turkish Code of Obligations (Law No.
6098), each share exercises its voting right in proportion to its total nominal value. Accordingly, each share
with a nominal value of one Kurus has one share of voting right.

Major Shareholders

isbank

Isbank was established under the laws of the Republic of Turkey in 1924 at the initiative of Mustafa Kemal
Atatiirk as the first national bank of Turkey to operate in all kinds of banking activities and to initiate and/or
participate in all kinds of financial and industrial sector undertakings. As of 31 December 2016, isbank was
the largest bank in Turkey in terms of total loans, Turkish Lira-denominated loans, foreign currency-
denominated loans and total deposits, Turkish Lira-denominated deposits and foreign currency-denominated
deposits among private sector banks (source: BRSA), each as measured on a unconsolidated basis. Isbank
Group holds 50.65 per cent. of the Bank’s shares (both directly and through its subsidiaries, including Camis
Yatirim) and appoints seven members to the Bank’s Board of Directors, including the CEO.

Camis Yatirom

Camis Yatirim is a holding company and is a wholly-owned subsidiary of isbank. As a result, the shares of the
Bank held by Camis Yatirim should also be considered as being indirectly owned and controlled by Isbank.

Vakifbank

Founded in 1954, Vakifbank is a full service commercial and retail bank, and as of 31 December 2016, was
the seventh largest Turkish bank in terms of assets, loans and deposits and sixth in terms of branch network
according to the BRSA, BAT and bank data. Vakifbank’s market share in total assets was 7.8 per cent. as of
31 December 2016 (Source: BRSA and bank data) and its lending market share was 8.5 per cent. as of the
same date. Vakifbank appoints one member to the Board of Directors.

Free Float and Other Shareholders

As of 31 December 2016, 39.1 per cent. of the Bank’s total shares were on free float, of which 59.6 per cent.
was owned by foreign investors.

The remaining 1.9 per cent. shares are owned by other institutional shareholders.
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RELATED PARTY TRANSACTIONS

The Bank and its qualified shareholders, Board of Directors (including the Chief Executive Officer) and the
undertakings that they control individually or jointly, directly or indirectly, or in which they participate with
unlimited responsibility or where they are members of board of directors or general manager are considered
and referred to as related parties. The Bank enters into transactions with related parties in the ordinary course
of its business and on an arm’s length basis and will continue to do so in the future. See also “Business of the
Group — Related Party Transactions”.

Restrictions relating to loans extended by the Bank to the members of its Board of Directors are defined in
Article 50 of the Banking Law. The Bank does not extend loans to the members of the Board of Directors
other than those allowed by the law.

None of the members of the Bank’s Board of Directors or executive officers has or has had any interest in any
transaction effected by the Bank and that are or were unusual in their nature or conditions or significant to the
business of the Bank and that were effected during the current or immediately preceding financial year or
were effected during an earlier financial year and remain in any respect outstanding or underperformed. None
of these individual transactions are material.

The Banking Law places limits on a bank’s exposure to related parties. Under the Banking Law, the total
amount of loans extended by a bank to its risk group must not be more than 20 per cent. of its equity. The
Bank is not subject to this requirement, as the Bank is a development and investment bank. Nevertheless, the
Bank is technically within the limits of the Banking Law in terms of its exposure to its subsidiaries and other
affiliates. As of 31 December 2016, the Bank’s total net exposure to its risk group totalled TL 405 million, an
amount corresponding to 13 per cent. of its equity.

The following table shows the breakdown of the Group’s business transactions with related parties as of the
dates indicated.

31 December

2014 2015 2016
Percentage Percentage Percentage
of Related of Related of Related
Amount Item Amount Item Amount Item

(TL thousands, except percentages)

Cash 10aNS ........coveeveeeeecececeecee e 271,858 2.5% 484,797 3.6% 405,458 2.3%
Non—cash 10ans ...........cccccevveeeiecvecveenenn. 117,676 8.1% 117,734 6.6% 7,878 0.65%
DEerivatiVeS ........cceevevieieescice e 97,317 1.0% 116,656 1.0% 417,925 1.0%
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TURKISH BANKING SYSTEM

The following information relating to the Turkish banking sector has been provided for background
purposes only. The information has been extracted from third-party sources that the Bank’s management
believes to be reliable but the Bank has not independently verified such information.

Structural Changes in the Turkish Banking System

The Turkish financial sector has gone through major structural changes as a result of the financial
liberalisation programme that started in the early 1980s. The abolition of directed credit policies, liberalisation
of deposit and credit interest rates and liberal exchange rate policies as well as the adoption of international
best standard banking regulations have accelerated the structural transformation of the Turkish banking sector.
Since the 1980s, the Turkish banking sector has experienced a significant expansion and development in the
number of banks, employment in the sector, diversification of services and technological infrastructure. The
significant volatility in the Turkish currency and foreign exchange markets experienced in 1994, 1998 and
2001, combined with the short foreign exchange positions held by many Turkish banks at those times,
affected the profitability and liquidity of certain Turkish banks. In 2001, this resulted in the collapse of several
institutions. The banking sector also experienced a sharp reduction in shareholders’ equity in 2001, with the
capital for 22 private sector banks declining to U.S.$4,916 million at the end of 2001 from U.S.$8,056 million
for 28 banks at the end of 2000, according to the Turkish Banks Association.

The Turkish money markets and foreign exchange markets have stabilised since 2001, in large part due to
regulatory reform and other governmental actions (including a three-part audit undertaken in 2001 and 2002,
after which all private commercial banks were either found to be in compliance with the eight per cent.
minimum capital requirement, transferred to the SDIF or asked to increase their capital level). The
transparency of the system has improved along with the establishment of an independent supervisory and
regulatory framework and new disclosure requirements. Structural changes undertaken have strengthened the
banking sector and resulted in a more level playing field among banks. Certain advantages for state banks
were diminished while the efficiency of the system increased in general as a result of consolidation.
According to the SDIF’s official data, since 1994, a total of 25 private banks have been transferred to the
SDIF due to, among other things, weakened financial stability and liquidity, and efforts are continuing on the
resolution of the SDIF banks while restructuring and privatisation of the state banks is progressing.

In August 2004, in an attempt to reduce the regulatory costs inherent in the Turkish banking system, the
government reduced the rate of the Resource Utilisation Support Fund (“RUSF”) applicable on short-term
foreign currency commercial loans lent by banks domiciled in Turkey to zero; however, the three per cent.
RUSEF charge for some types of loans provided by banks outside of Turkey with an average repayment term of
less than one year remains valid. In addition, effective from 2 January 2013, RUSF rates for cross-border
foreign exchange borrowings extended by financial institutions outside of Turkey with an average maturity of
between one to two years changed from O per cent. to one per cent. and those with an average maturity of
between two to three years changed from 0 per cent. to 0.5 per cent., while those with an average maturity of
three years or more remained at O per cent. The government also increased the RUSF charged on interest of
foreign currency- denominated retail loans from 10 per cent. to 15 per cent. in order to curb domestic demand
fuelled by credit, which was in turn perceived to be adversely affecting Turkey’s current account balance. The
Council of Ministers set the RUSF charged on consumer credits to be utilised by real persons (for non-
commercial utilisation) to 15 per cent. with its decision numbered 2010/974, which was published in the
Official Gazette dated 28 October 2010 and numbered 27743.
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The Turkish Banking Sector

The Turkish banking industry has undergone significant consolidation over the past decade with the total
number of banks (including deposit-taking banks, investment banks and development banks) declining from
81 in 1999 to 45 on 31 December 2008, which stayed at that level until February 2011 when Fortis Bank A.S.
merged with Tirk Ekonomi Bankasi A.S. In October 2012, Odea Bank A.S. commenced operations and
Standard Chartered Bank purchased Credit Agricole Yatirim Bankasi Tiirk Anonim Sirketi. In December
2012, the Burgan Bank Group became Eurobank Tekfen Bank’s majority shareholder with its acquisition of a
99.26 per cent. stake as a result of its purchase of shares previously belonging to Eurobank and Tekfen
Holding. In January 2013, Eurobank Tekfen Bank began doing business under its new name, Burgan Bank
A.S., following completion of formalities pertaining to the change of the bank’s legal name. After obtaining
regulatory approval in May 2015, Industrial and Commercial Bank of China acquired 75.50 per cent. of the
shares of Tekstil Bank A.S. from GSD Holding A.S. In December 2015, National Bank of Greece entered into
an agreement with Qatar National Bank regarding the sale of its entire stake in Finansbank A.S., which sale
was approved by the BRSA on 7 April 2016. In December 2016, Commercial Bank of Qatar acquired the
remaining 25 per cent. stake of Alternatifbank A.S. from Anadolu Endiistri Group. In February 2017, BBVA
acquired a 9.95 per cent. stake in Garanti Bankas1 A.S. from Dogus Group, thereby increasing its stake to
49.85 per cent. Also in February 2017, the state-owned interests in Halkbank (51.11%) and Ziraat (100%)
were transferred to the Turkish sovereign wealth fund.

In addition, on 20 December 2012, the BRSA resolved to permit the establishment of a new deposit bank to
be controlled by Bank of Tokyo-Mitsubishi UFJ Ltd, the operating license for which was given by the
Banking Regulation and Supervision Board decision in September 2013. Portigon AG, which ceased its
operations in Turkey on August 2013, entered into a liquidation process on 15 November 2013. The BRSA
announced its approval of the establishment of Rabobank A.S. on 1 August 2014 and its approval of its
operating license on 4 September 2014. It also approved the establishment and operation of Ziraat Katilim
Bankasi A.S. on 10 October 2014 and 12 May 2015, respectively. In February 2016, the BRSA granted
permission to Vakif Katilim Bankas1 A.S. to start operations as a participation bank. Bank of China Limited
acquired the approval of the banking regulator to establish a deposit bank in Turkey with a paid in capital of
U.S.$ 300 million in May 2016 and transferred the required capital to Turkey in December 2016. In July
2016, the banking licence of participation bank Asya Katilim Bankasi A.S. was abolished. A number of banks
were transferred to the SDIF and eventually removed from the banking system through mergers or
liquidations. The table below shows the evolution of the number of banks in the Turkish banking system as of
the end of each indicated year:

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Number of banks® .. 46 45 45 45 44 45 45 47 47 47

Note:
1) Total number of banks includes deposit-taking banks, investment banks and development banks, but excludes participation banks (Islamic banks).
Source: Turkish Banks Association (www.tbb.org.tr)

As of 31 December 2016, 52 banks (including domestic and foreign banks, including participation banks, but
excluding the Central Bank) were operating in Turkey. 34 of these were deposit-taking banks, 13 (including
the Bank) were development and investment banks, and five were participation banks, which conduct their
business under separate legislation in accordance with Islamic banking principles. Among the deposit-taking
banks, three were state-controlled banks, 11 were private domestic banks, one was under the administration of
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the SDIF and 21 were private foreign banks. On 3 February 2015, the SDIF took over management of Asya
Katilim Bankas1 A.S. (“Bank Asya”), a private participation bank. The BRSA announced that this action was
taken due to Bank Asya’s violation of a provision of the Banking Law that requires banks to have a
transparent and open shareholding and organisational structure that does not obstruct the efficient auditing of
the bank by the BRSA. On 29 May 2015, the BRSA announced that shareholding rights (except dividends),
management and audit of Bank Asya were to be transferred to the SDIF for partial or full transfer, sale or
merger of the bank pursuant to Article 71 of the Banking Law; provided that any loss shall be deducted from
the shares of the existing shareholders. Following the abolishment of Bank Asya’s banking licence by the
BRSA, the number of participation banks operating in Turkey decreased to five.

The Banking Law permits deposit-taking banks to engage in all fields of financial activities, including deposit
collection, corporate and consumer lending, foreign exchange transactions, capital market activities and
securities trading. Typically, major commercial banks have nationwide branch networks and provide a full
range of banking services, while smaller commercial banks focus on wholesale banking. The main objectives
of development and investment banks are to provide medium-and long-term funding for investment in
different sectors.

Deposit-taking Turkish banks’ total balance sheets have grown at a CAGR of 17.9 per cent. from 31
December 2009 to 31 December 2016, driven by loan book expansion and customer deposits growth, which
increased by a CAGR of 23.5 per cent. and 15.9 per cent., respectively, between 31 December 2009 and 31
December 2016, in each case according to the BRSA. Despite strong growth of net loans and customer
deposits since 2009, the Turkish banking sector remains significantly under-penetrated compared with
banking penetration in the eurozone. Loans/GDP and deposits/GDP ratios of the Turkish banking sector were
70.4 per cent. and 62.0 per cent., respectively, as of 31 December 2016 according to BRSA data, whereas the
eurozone’s banking sector had loan and deposit penetration ratios of 164 per cent. and 158 per cent.,
respectively, as of the same date based upon the European Central Bank’s data.

The following table shows key indicators for the banking sector (deposit banks only) in Turkey as of (or for
the period ended on) the indicated dates.

As of (or for the year ended) 31 December

2009 2010 2011 2012 2013 2014 2015 2016 CAGR®

(TL millions, except CAGR®)

Balance sheet

[0 Ty 355,285 479,018 621,379 716,307 939,772 1,118,887 1,339,149 1,558,034 23.5%
Total assets 773,357 932,371 1,119,911 1,247,653 1,566,190 1,805,426 2,130,600 2,455,262 17.9%
Deposits.......cccervreinnnns 487,909 583,947 656,276 724,296 884,457 987,463 1,171,251 1,372,359 15.9%
Shareholders’ equity ..... 98,833 114,979 123,007 157,553 165954 201,116 228,142 262,390 15.0%
Income statement

Net Interest Income ...... 38,758 35,895 36,056 47,837 52,353 59,705 70,409 83,488 11.6%
Net Fees and Commission

INCOME....ooviriiiiie 10,846 11,459 13,345 14,704 17,444 19,355 21,037 22,762 11.2%
Total income................. 57,275 58,955 61,669 73,831 84,397 91,116 102,979 126,767 12.0%
Net Profit........cccccvnnens 18,490 20,518 18,177 21,539 22,473 22,935 23,886 34,224 9.2%
Key ratios

Loans/deposits.............. 72.8% 82% 94.7% 98.9% 106.3% 116.6% 118.0% 117.5%

Net interest margin ....... 5.4% 4.3% 3.4% 4.1% 3.7% 3.6% 3.5% 3.7%

150



Return on average equity 25.2% 22.2% 16.8% 16.8% 15.1% 13.2% 12.0% 15.0%
Capital adequacy ratio .. 19.3% 17.7% 15.5% 17.3% 14.6% 15.7% 15.0% 15.1%

Note:

1) CAGR is calculated by dividing the ending value by the initial value, raising the result to the power of one divided by the period length and
subtracting one from the subsequent result.

Source: BRSA monthly bulletin (www.bddk.org.tr)

Competition

The Turkish banking industry is highly competitive and relatively concentrated with the top 10 deposit-taking
banks accounting for 80.8 per cent. of total assets of deposit-taking banks as of 31 December 2016 according
to the BRSA. Among the top 10 Turkish banks, there are three state-controlled banks — Ziraat Bank, Halkbank
and Vakifbank, which were ranked first, sixth and seventh, respectively, in terms of total assets as of 31
December 2016 according to the unconsolidated financial statements published in the Public Disclosure
Platform (www.kap.gov.tr). These three state-controlled banks accounted for 33.5 per cent. of deposit-taking
Turkish banks’ performing loans and 34.0 per cent. of customer deposits as of 31 December 2016. The top
four privately-owned domestic banks are Isbank, Tiirkiye Garanti Bankas1 A.S. (“Garanti”), Akbank A.S.
(“Akbank”) and Yap: ve Kredi Bankast A.S., which in total accounted for approximately 45.1 per cent. of
deposit-taking Turkish banks’ performing loans and approximately 44.6 per cent. of customer deposits as of
31 December 2016 according to the BRSA. The remaining banks in the top 10 deposit-taking banks in Turkey
include three mid-sized banks, namely Finansbank A.S., Tiirk Ekonomi Bankast and Denizbank A.S., which
were controlled by Qatar National Bank, TEB Holding and Sberbank, respectively, as of 31 December 2016.

The Bank’s management perceives: (a) leading commercial banks, such as Akbank and Garanti, which
provide foreign exchange loans, (b) the state-owned banks, such as Halkbank and Vakifbank, which are
capable of borrowing from supranational institutions with the guarantee from the Turkish Treasury, and (c)
other development banks, such as Tiirkiye ihracat ve Kredi Bankasi1 A.S. and Tiirkiye Kalkinma Bankas1 A.S.
(Development Bank of Turkey), as its primary competitors.

As of 31 December 2016, the Bank ranked 18th among Turkish banks in terms of assets according to figures
published by the BRSA. As of 31 December 2016, the market share of the Bank in long-term foreign
exchange denominated commercial loans was 2.3 per cent. in the banking sector. As the Bank has an
important presence in energy loans, the market share of the Bank in such sector was approximately 6.5 per
cent. as of the same date.
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TURKISH REGULATORY ENVIRONMENT

Regulatory Institutions

Turkish banks (including development and investment banks such as the Bank) and branches of foreign banks
in Turkey are primarily governed by two regulatory authorities in Turkey, the BRSA and the Central Bank.

The Role of the BRSA

In June 1999, the Banks Act No. 4389 (which has been replaced by the Banking Law) established the BRSA,
which is responsible for ensuring that banks observe banking legislation, supervising the application of
banking legislation and monitoring the banking system. The BRSA has administrative and financial
autonomy.

Articles 82 and 93 of the Banking Law state that the BRSA, having the status of a public legal entity with
administrative and financial autonomy, is established in order to ensure application of the Banking Law and
other relevant acts, to ensure that savings are protected and to carry out other activities as necessary by
issuing regulations within the limits of the authority granted to it by the Banking Law. The BRSA is obliged
and authorised to take and implement any decisions and measures in order to prevent any transaction or action
that could jeopardise the rights of depositors and the regular and secure operation of banks and/or could lead
to substantial damages to the national economy, as well as to ensure efficient functioning of the credit system.

The BRSA has responsibility for all banks operating in Turkey, including development and investment banks
(including the Bank), foreign banks and participation banks. The BRSA sets various mandatory ratios such as
reserve levels, capital adequacy and liquidity ratios. In addition, all banks must provide the BRSA, on a
regular and timely basis, information adequate to permit off-site analysis by the BRSA of such bank’s
financial performance, including balance sheets, profit and loss accounts, board of directors’ reports and
auditors’ reports. Under current practice, such reporting is required on a daily, weekly, monthly, quarterly and
semi-annual basis, depending upon the nature of the information to be reported.

The BRSA conducts both on-site and off-site audits and supervises implementation of the provisions of the
Banking Law and other legislation, examination of all banking operations and analysis of the relationship and
balance between assets, receivables, equity capital, liabilities, profit and loss accounts and all other factors
affecting a bank’s financial structure. The BRSA’s on-site supervision is conducted through a team of sworn
bank auditors and other experts who are employed by the BRSA. In addition, the chairman of the BRSA has
the authority to commission independent audit teams to examine specific matters within any bank that the
chairman deems appropriate.

Pursuant to the Regulation regarding the Internal Systems and Internal Capital Adequacy Assessment Process
of Banks, as issued by the BRSA and published in the Official Gazette dated 11 July 2014 and numbered
29057 (the “ICAAP Regulation™), banks are obligated to establish, manage and develop (for themselves and
all affiliates that they consolidate) internal audit, internal control and risk management systems commensurate
with the scope and structure of their organisations, in compliance with the provisions of such regulation.
Pursuant to such regulation, the internal audit and risk management systems are required to be vested in a
department of the bank that has the necessary independence to accomplish its purpose and such department
must report to the bank’s board of directors. To achieve this, according to the regulation, the internal control
personnel cannot also be appointed to work in a role conflicting with their internal control duties.

The Role of the Central Bank

The Central Bank was founded in 1930 and performs the traditional functions of a central bank, including the
issuance of bank notes, implementation of the government’s fiscal and monetary policies, maintenance of
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price stability and continuity, regulation of the money supply, management of official gold and foreign
exchange reserves, monitoring of the financial system and advising the government on financial matters. The
Central Bank exercises its powers independently of the government. The Central Bank is empowered to
determine the inflation target together with the government, and to adopt a monetary policy in compliance
with such target. The Central Bank is the only authorised and responsible institution for the implementation of
such monetary policy.

The Central Bank has responsibility for all banks operating in Turkey, including development and investment
banks (including the Bank) and foreign banks. The Central Bank sets mandatory reserve levels. In addition,
each bank must provide the Central Bank, on a current basis, information adequate to permit off-site
evaluation of its financial performance, including balance sheets, profit and loss accounts, board of directors’
reports and auditors’ reports. Under current practice, such reporting is required on a daily, weekly, monthly,
quarterly and semi-annual basis depending upon the nature of the information to be reported.

Turkish Banks Association

The Turkish Banks Association is an organisation that provides limited supervision of and coordination
among banks (excluding the participation banks) operating in Turkey. All banks (excluding the participation
banks) in Turkey are obligated to become members of this association. As the representative body of the
banking sector, the association aims to examine, protect and promote its members’ professional interests;
however, despite its supervisory and disciplinary functions, it does not possess any powers to regulate
banking.

Shareholdings

The direct or indirect acquisition by a person of shares that represent 10 per cent. or more of the share capital
of any bank or the direct or indirect acquisition or disposition of such shares by a person if the total number of
shares held by such person increases above or falls below 10 per cent., 20 per cent., 33 per cent. or 50 per
cent. of the share capital of a bank, requires the permission of the Banking Regulation and Supervision Board
(the “BRSB”) in order to preserve full voting and other shareholders’ rights associated with such shares. In
addition, irrespective of the thresholds above, an assignment and transfer of privileged shares with the right to
nominate a member to the board of directors or audit committee (or the issuance of new shares with such
privileges) is also subject to the authorisation of the BRSB. In the absence of such authorisation, a holder of
such thresholds of shares cannot be registered in the share register, which effectively deprives such
shareholder of the ability to participate in shareholder meetings or to exercise voting or other shareholders’
rights with respect to the shares but not of the right to collect dividends declared on such shares. Additionally,
the transfer of an amount of shares exceeding the above thresholds of legal persons who, directly or indirectly,
own 10 per cent. or more of the capital of a bank are (under the terms and conditions mentioned above)
subject to the permission of the BRSB. The BRSB’s permission might be given on the condition that the
person who acquires the shares possesses the qualifications required for a founder of a bank. In a case in
which such shares of a bank (including a development and investment bank such as the Bank) are transferred
without the permission of the BRSB, the shareholder rights of the legal person stemming from these shares,
other than dividends, shall be exercised by the SDIF.

The board of directors of a bank is responsible for taking necessary measures to ascertain that shareholders
attending general assemblies have obtained the applicable authorisations from the BRSB. If the BRSA
determines that a shareholder has exercised voting or other shareholders’ rights (other than the right to collect
dividends) without due authorisation as described in the preceding paragraph, then it is authorised to direct
the board of directors of a bank to start the procedure to cancel such applicable general assembly resolutions
(including by way of taking any necessary precautions concerning such banks within its authority under the
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Banking Law if such procedure has not been started yet). If the shares are obtained on the stock exchange,
then the BRSA may also impose administrative fines on shareholders who exercise their rights or acquire or
transfer shares as described in the preceding paragraph without authorisation by the BRSB. In the case that
the procedure to cancel such general assembly resolutions is not yet started, or such transfer of shares is not
deemed appropriate by the BRSA even though the procedure to cancel such general assembly resolutions is
started, then, upon the notification of the BRSA, the SDIF has the authority to exercise such voting and other
shareholders’ rights (other than the right to collect dividends and priority rights) attributable to such
shareholder.

Loan Loss Reserves

Pursuant to Article 53 of the Banking Law, banks must formulate, implement and regularly review policies
regarding compensation for losses that have arisen or are likely to arise in connection with loans and other
receivables and to reserve an adequate level of provisions against impairment in the value of other assets, for
qualification and classification of assets, receipt of guarantees and securities and measurement of their value
and reliability. In addition, such policies must address issues such as monitoring loans, follow-up procedures
and the repayment of overdue loans. Banks must also establish and operate systems to perform these
functions. All special provisions set aside for loans and other receivables in accordance with this article are
considered as expenditures deductible from the corporate tax base in the year they are set aside.

Procedures relating to loan loss reserves for non-performing loans are set out in Article 53 of the Banking
Law and in regulations issued by the BRSA. Pursuant to the Regulation on Procedures and Principles for
Determination of Qualifications of Loans and Other Receivables by Banks and Provisions to be Set Aside
published in the Official Gazette No. 26333 on 1 November 2006 and most recently amended on 27
September 2016 (the “Regulation on Provisions and Classification of Loans and Receivables”), banks are
required to classify their loans and receivables into one of the following groups:

@ Group I: Loans of a Standard Nature and Other Receivables: This group involves loans and other
receivables:

(i) that have been disbursed to natural persons and legal entities with financial creditworthiness;

(i) the principal and interest payments of which have been structured according to the solvency and
cash flow of the debtor;

(iii)  the reimbursement of which has been made within specified periods, for which no
reimbursement problems are expected in the future and that can be fully collected; and

(iv)  for which no weakening of the creditworthiness of the applicable debtor has been found.

The terms of a bank’s loans and receivables monitored in this group may be modified if such
loans and receivables continue to satisfy the conditions of this group.

(b)  Group II: Loans and Other Receivables Under Close Monitoring: This group involves loans and other
receivables:

(i that have been disbursed to natural persons and legal entities with financial creditworthiness
and for the principal and interest payments of which there is no problem at present, but which
need to be monitored closely due to reasons such as negative changes in the solvency or cash
flow of the debtor, probable materialisation of the latter or significant financial risk carried by
the person utilising the loan;
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(d)

(€)

(i)

(iii)

(iv)

whose principal and interest payments according to the conditions of the loan agreement are not
likely to be repaid according to the terms of the loan agreement and where the persistence of
such problems might result in partial or full non-reimbursement risk;

that are very likely to be repaid but the principal and interest due dates are delayed for more
than 30 days for justifiable reasons but not falling within the scope of “Loans and other
Receivables with Limited Recovery” set forth under Group III below; or

although the standing of the debtor has not weakened, there is a high likelihood of weakening
due to the debtor’s irregular and unmanageable cash flow.

If a loan customer has multiple loans and one or more of these loans is classified in Group II and
other are classified in Group I, then all of such customer’s loans are required to be classified in
Group II. The terms of a bank’s loans and receivables monitored in this group may be modified if
such loans and receivables continue to satisfy the conditions of this group.

Group III: Loans and Other Receivables with Limited Recovery: This group involves loans and other

receivables:

(M)

(i)
(iii)

(iv)

with limited collectability due to the resources of, or the securities furnished by, the debtor
being found insufficient to meet the debt on the due date, and in case the problems observed are
not eliminated, they are likely to cause loss;

the credibility of whose debtor has weakened and where the loan is deemed to have weakened;

collection of whose principal and interest or both has been delayed for more than 90 days but
not more than 180 days from the due date; or

in connection with which the bank is of the opinion that collection by the bank of the principal
or interest of the loan or both will be delayed for more than 90 days from the due date owing to
reasons such as the debtor’s difficulties in financing working capital or in creating additional
liquidity.

Group IV: Loans and Other Receivables with Suspicious Recovery: This group involves loans and

other receivables:

0]
(ii)

(iii)

(iv)

that seem unlikely to be repaid or liquidated under existing conditions;

in connection with which there is a strong likelihood that the bank will not be able to collect the
full loan amount that has become due or payable under the terms stated in the loan agreement;

whose debtor’s creditworthiness is deemed to have significantly weakened but which are not
considered as an actual loss due to such factors as a merger, the possibility of finding new
financing or a capital increase; or

there is a delay of more than 180 days but not more than one year from the due date in the
collection of the principal or interest or both.

Group V: Loans and Other Receivables Considered as Losses: This group involves loans and other

receivables:

0]
(i)

that are deemed to be uncollectible;

collection of whose principal or interest or both has been delayed by one year or more from the
due date; or
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(iii)  for which, although sharing the characteristics stated in Groups III and IV, the bank is of the
opinion that they have become weakened and that the debtor has lost creditworthiness due to
the strong possibility that it will not be possible to fully collect the amounts that have become
due and payable within a period of over one year.

Pursuant to Article 53 of the Banking Law, banks must calculate the losses that have arisen, or are likely to
arise, in connection with loans and other receivables. Such calculations must be regularly reviewed. Banks
must also reserve adequate provisions against depreciation or impairment of other assets, qualify and classify
assets, receive guarantees and security and measure the reliability and the value of such guarantees and
security. In addition, banks must monitor loans under review and monitor the repayment of overdue loans and
establish and operate systems to perform these functions. All provisions set aside for loans and other
receivables in accordance with this article are considered expenditures deductible from the corporate tax base
in the year they are set aside.Pursuant to the Regulation on Provisions and Classification of Loans and
Receivables, banks are required to reserve adequate provisions for loans and other receivables until the end of
the month in which the payment of such loans and receivables has been delayed.

Pursuant to the Regulation on Provisions and Classification of Loans and Receivables, banks are required to
reserve adequate provisions for loans and other receivables until the end of the month in which the payment
of such loans and receivables has been delayed. This regulation also requires Turkish banks to provide a
general reserve calculated at 1.0 per cent. of the total cash loan portfolio plus 0.2 per cent. of the total non-
cash loan portfolio (i.e., letters of guarantee, avals and their sureties and other non-cash loans) (except for: (a)
commercial cash loans defined in Group I above, for which the general reserve is calculated at 0.5 per cent. of
the total commercial cash loan portfolio, (b) commercial non-cash loans defined in Group I above, for which
the general reserve is calculated at 0.1 per cent. of the total commercial non-cash commercial loan portfolio,
(c) cash and non-cash loans defined in Group I for SMEs and relating to transit trade, export, export sales and
deliveries and services, activities resulting in gains of foreign currency and syndicate loans used for the
financing of large-scale public tenders, for which the general loan loss reserve is calculated at O per cent.) for
standard loans defined in Group I above and a general reserve calculated at 2.0 per cent. of the total cash loan
portfolio plus 0.4 per cent. of the total non-cash loan portfolio (i.e., letters of guarantee, avals and their
sureties and other non-cash loans) for closely-monitored loans defined in Group II above (except for: (i)
commercial cash loans, cash loans for SMEs and relating to transit trade, export, export sales and deliveries
and services, activities resulting in gains of foreign currency and syndicate loans used for the financing of
large-scale public tenders, for which the general loan loss reserve is calculated at 1.0 per cent., and (ii) non-
cash loans related to the items stated in (i) above for which the general loan loss reserve is calculated at 0.2
per cent.). The exceptions regarding the loan loss reserve calculation stated above will be applied to the
respective loans defined in Group I and Group II until 31 December 2017. For each check slip that was
delivered by a bank at least five years previously, 25 per cent. of these (non-cash) rates will be applied.
Pursuant to the Regulation on Provisions and Classification of Loans and Receivables, at least 40 per cent. of
the general reserve amount calculated according to the above-mentioned ratios had to be reserved by 31
December 2012, at least 60 per cent. had to be reserved by 31 December 2013, at least 80 per cent. shall be
reserved by 31 December 2014 and 100 per cent. shall be reserved by 31 December 2015 onwards.

Banks with consumer loan ratios greater than 25 per cent. of their total loans and banks with non-performing
consumer loan (classified as frozen receivables (excluding housing loans)) ratios greater than eight per cent.
of their total consumer loans (excluding housing loans) (pursuant to the unconsolidated financial data
prepared as of the general reserve calculation period) are required to set aside a four per cent. general
provision for outstanding (but not yet due) consumer loans (excluding housing loans) under Group I, and an
eight per cent. general provision for outstanding (but not yet due) consumer loans (excluding housing loans)
under Group II (the “Consumer Loans Provisions”™).
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If the sum of the letters of guarantee, acceptance credits, letters of credit undertakings, endorsements,
purchase guarantees in security issuances, factoring guarantees or other guarantees and sureties and pre-
financing loans without letters of guarantee of a bank is higher than ten times its equity calculated pursuant to
banking regulations, a 0.3 per cent. general provision ratio is required to be applied by such bank for all of its
standard non-cash loans. Notwithstanding the above ratio and by taking into consideration the standard capital
adequacy ratio, the BRSA may apply the same ratio or a higher ratio as the general reserve requirement ratio.

Turkish banks are also required to set aside general provisions for the amounts monitored under the accounts
of “Receivables from Derivative Financial Instruments” on the basis of the sums to be computed by
multiplying them by the rates of conversion into credit indicated in Article 12 of the “Regulation on Loan
Transactions of Banks” (published in the Official Gazette No. 26333 on 1 November 2006) by applying the
general provision rate applicable for cash loans. In addition to the general provisions, special provisions must
be set aside for the loans and receivables in Groups III, IV and V at least in the amounts of 20 per cent., 50
per cent. and 100 per cent., respectively. An amount equal to 75 per cent. less special provisions is set aside
for each check slip of customers who have loans under Groups III, IV and V, which checks were delivered by
the Bank at least five years previously; however, if a bank sets aside specific provisions at a rate of 100 per
cent. for non-performing loans, then it does not need to set aside specific provisions for check slips that were
delivered by such bank at least two years previously; provided that a registered letter has been sent to the
relevant customer requiring it to return the check slips to the bank in no later than 15 days.

Pursuant to these regulations, all loans and receivables in Groups III, IV and V above, irrespective of whether
any interest or other similar obligations of the debtor are applicable on the principal or whether the loans or
receivables have been refinanced, are defined as “frozen receivables”. If several loans have been extended to
a loan customer by the same bank and if any of these loans is considered as a frozen receivable, then all
outstanding risks of such loan customer are classified in the same group as the frozen receivable even if such
loans would not otherwise fall under the same group as such frozen receivable. If a frozen receivable is repaid
in full, then the other loans of the loan customer may be re- classified into the applicable group as if there
were no related frozen receivable.

Pursuant to the Regulation on Provisions and Classification of Loans and Receivables, the BRSA is entitled to
increase these provision rates taking into account the sector and country risk status of the borrower.

Banks must also monitor the following types of security based upon their classification:

Category I Collateral: (a) cash, deposits, profit sharing funds and gold deposit accounts that are secured by
pledge or assignment agreements, promissory notes, debenture bonds and similar securities issued directly or
guaranteed by the Central Bank, the Treasury, the Housing Development Administration of Turkey or the
Privatisation Administration and funds gained from repo transactions over similar securities and B-type
investment profit sharing funds, member firm receivables arising out of credit cards and gold reserved within
the applicable bank, (b) transactions executed with the Treasury, the Central Bank, the Housing Development
Administration of Turkey or the Privatisation Administration and transactions made against promissory notes,
debenture bonds, lease certificates and similar securities issued directly or guaranteed by such institutions, (c)
securities issued directly or guaranteed by the central governments or central banks of countries that are
members of the Organisation for Economic Co-operation and Development (the “OECD”), (d) guarantees and
sureties given by banks operating in OECD member states, (¢) securities issued directly or guaranteed by the
European Central Bank, (f) sureties, letters of guarantee, avals and acceptance and endorsement of non-cash
loans issued by banks operating in Turkey in compliance with their maximum lending limits and (g) bonds,
debentures and covered bonds issued, or lease certificates the underlying assets of which are originated, by
banks operating in Turkey.
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Category II Collateral: (a) precious metals other than gold, (b) shares quoted on a stock exchange and A-
type investment profit sharing funds, (c) asset-backed securities and private sector bonds except ones issued
by the borrower, (d) credit derivatives providing protection against credit risk, (e) the assignment or pledge of
accrued entitlements of real and legal persons from public agencies, (f) liquid securities, negotiable
instruments representing commodities, other types of commodities and movables pledged at market value,
(g) mortgages on real property registered with the land registry and mortgages on real property built on
allocated real estate, provided that their appraised value is sufficient, (h) export documents based upon marine
bill of lading or transport bills, or insured within the scope of an exportation loan insurance policy, (i) bills of
exchange stemming from actual trading relations, which are received from natural persons and legal entities,
(j) commercial receivable insurance policies, and (k) Credit Guarantee Fund sureties which do not have
Treasury Undersecretariat support.

Category III Collateral: (a) commercial enterprise pledges, (b) other export documents, (c) vehicle pledges,
(d) mortgages on aircraft or ships, (e) sureties from real or legal persons whose creditworthiness is higher than
the debtor itself and (f) other promissory notes of real and legal persons.

Category IV Collateral: any other security not otherwise included in Category I, II or II1.

Assets owned by banks and leased to third parties under financial lease agreements must also be classified in
accordance with the above-mentioned categories.

When calculating the special reserve requirements for frozen receivables, the value of collateral received from
an applicable borrower is deducted from such borrower’s loans and receivables in Groups III, IV and V above
in the following proportions in order to determine the amount of the required reserves:

Discount
Category Rate
Category I collateral 100%
Category II collateral 75%
Category III collateral 50%
Category IV collateral 25%

In case the value of the collateral exceeds the amount of the NPL, the above-mentioned rates of consideration
are applied only to the portion of the collateral that is equal to the amount of the NPL.

According to Article 11 of the Regulation on Provisions and Classification of Loans and Receivables, in the
event of a borrower’s failure to repay loans or any other receivables due to a temporary lack of liquidity that
the borrower is facing, a bank is allowed to refinance the borrower with additional funding in order to
strengthen the borrower’s liquidity position or to structure a new repayment plan. Despite such refinancing or
new repayment plan, such loans and other receivables are required to be monitored in their current loan
groups (whether Group III, IV or V) for at least the next six-month period and, within such period, provisions
continue to be set aside at the special provision rates applicable to the group in which they are included. After
the lapse of such six-month period, if total collections reach at least 15 per cent. of the total receivables for
restructured loans, then the remaining receivables are reclassified to the “Renewed/Restructured Loans
Account”. The bank may refinance the borrower for a second time if the borrower fails to repay the
refinanced loan; provided that at least 20 per cent. of the principal and other receivables are collected on a
yearly basis.
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In addition to the general provisioning rules, the BRSA has from time to time enacted provisional rules
relating to exposures to debtors in certain industries or countries. In June 2016, the BRSA published a
regulation (as amended from time to time), which will replace the Regulation on Provisions and Classification
of Loans and Receivables as of 1 January 2018 in order to ensure compliance (by 1 January 2018) with the
requirements of IFRS and the Financial Sector Assessment Program (a joint programme of the International
Monetary Fund and the World Bank). This regulation requires banks to adopt IFRS 9 principles related to the
assessment of credit risk by the end of 2017 and to set aside general provisions in line with such principles,
unless an exemption is granted by the BRSA.

On 14 December 2016, the BRSA published amendments to the Regulation on Provisions and Classification
of Loans and Receivables, adding new provisional articles related to the restructuring of loans and other
receivables and to the delay periods within the state of emergency. The Provisional Article 12 states that
(among other things) the loans and other receivables classified as non-performing loans by the banks may be
restructured up to two times until 31 December 2017. Such restructured loans may be classified under Group
IT if: (a) in the case of the first restructuring, there is no overdue debt as of the date of the re-classification and
the last three payments prior to the date of the re-classification have been made timely and in full, and (b) in
the case of the second restructuring, there is no overdue debt as of the date of the re-classification and the last
six payments prior to the date of the re-classification have been made timely and in full. Loans and other
receivables classified under Group II after the restructuring are monitored under “Renewed/Restructured
Loans Account”. Information regarding renewed/restructured loans and other receivables shall be disclosed in
the financial reports that are made publicly available at the end of each year and in the interim periods.
Furthermore, the Provisional Article 13 (entered into force retrospectively as of 21 July 2016) states that
(among other things) the delay periods of payments stipulated for the loans defined in Groups II, III, IV and V
may be counted as of 21 January 2017 for the obligations of the credit debtors that have been liquidated,
assigned to the Directorate General of Foundations or the Treasury or to which the SDIF is assigned as the
trustee as per the Decrees having the Force of Law enforced within the scope of the state of emergency
declared across the country by the Decree of the Council of Ministers dated 20 July 2016 and the public
officials discharged within the scope of the state of emergency and the assets of such real persons and legal
entities that are subject to injunctions.

Capital Adequacy

Article 45 of the Banking Law defines “Capital Adequacy” as having adequate equity against losses that
could arise from the risks encountered. Pursuant to the same article, banks must calculate, achieve, perpetuate
and report their capital adequacy ratio, which, within the framework of the BRSA’s regulations, cannot be
less than eight per cent.

The BRSA is authorised to increase the minimum capital adequacy ratio and the minimum consolidated
capital adequacy ratio, to set different ratios for each bank and to revise the calculation and notification
periods, but must consider each bank’s internal systems as well as its asset and financial structures. Both the
minimum total capital adequacy ratio and the minimum consolidated capital adequacy ratio for the Group as
required by the BRSA is currently eight per cent. In addition, as a prudential requirement, the BRSA requires
a target capital adequacy ratio that is four per cent. higher than the legal capital ratio of eight per cent.

In order to implement the rules of the report entitled “A Global Regulatory Framework for More Resilient
Banks and Banking Systems” published by the Basel Committee in December 2010 and revised in June 2011
(i.e., Basel III) into Turkish law, the 2013 Equity Regulation and amendments to the 2012 Capital Adequacy
Regulation were published in the Official Gazette dated 5 September 2013 and numbered 28756 and entered
into force on 1 January 2014. The 2013 Equity Regulation defines capital of a bank as the sum of:
(a) principal capital (i.e. Tier I capital), which is composed of core capital and additional principal capital
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(i.e. additional Tier I capital) and (b) supplementary capital (i.e. Tier II capital) minus capital deductions.
Pursuant to the 2012 Capital Adequacy Regulation (as so amended): (i) both the minimum core capital
adequacy ratio and the minimum consolidated core capital adequacy ratio are 4.5 per cent. and (ii) both the
minimum Tier I capital adequacy ratio and the minimum consolidated Tier I capital ratio are 6.0 per cent.

In addition, the Regulation on the Capital Conservation and Countercyclical Capital Buffer and the
Regulation on the Measurement and Evaluation of Leverage Levels of Banks were published in the Official
Gazette dated 5 November 2013 and numbered 28812. Both regulations entered into force on 1 January 2014
(with the exception of certain provisions of Regulation on the Measurement and Evaluation of Leverage
Levels of Banks which entered into force on 1 January 2015). The Regulation on the Capital Maintenance and
Countercyclical Capital Buffer provides additional core capital requirements both on a consolidated and
unconsolidated basis. Pursuant to this regulation, additional core capital requirements are to be calculated by
the multiplication of the amount of risk-weighted assets by the sum of a capital maintenance buffer ratio and
bank-specific countercyclical buffer ratio. According to this regulation, the capital conservation buffer for
banks was 0.625 per cent. for 2016 and 1.25 per cent. for 2017, which will be phased to 2.5 per cent. through
2019. The BRSA published: (a) its decision dated 18 December 2015 No. 6602 regarding the procedures for
and principles on calculation, application and announcement of a countercyclical capital buffer and (b) its
decision dated 24 December 2015 No. 6619 regarding the determination of such countercyclical capital
buffer. Pursuant to these decisions, the countercyclical capital buffer for Turkish banks’ exposures in Turkey
was initially set at 0 per cent. of a bank’s risk-weighted assets in Turkey (effective as of 1 January 2016);
however, such ratio might fluctuate between 0 per cent. and 2.5 per cent. as announced from time to time by
the BRSA. Any increase to the countercyclical capital buffer ratio is to be effective one year after the relevant
public announcement, whereas any reduction is to be effective as of the date of the relevant public
announcement. The Regulation on the Measurement and Evaluation of the Leverage Level of Banks seeks to
constrain leverage in the banking system and ensure maintenance of adequate equity on a consolidated and
unconsolidated basis against leverage risks.

The BRSA also published the D-SIBs Regulation on 23 February 2016 in line with the requirements of Basel
I, introducing a methodology for assessing the degree to which banks are considered to be systemically
important to the Turkish domestic market and setting out the additional capital requirements for those banks
classified as D-SIBs. The contemplated methodology uses an indicator-based approach to identify and
classify D-SIBs in Turkey under four different categories: size, interconnectedness, lack of substitutability and
complexity. A score for each bank is to be calculated based upon their 2014 year-end consolidated financial
statements by assessing each bank’s position against a threshold score to be determined by the BRSA. The
BRSA has not yet made a determination as to which banks will be classified as D-SIBs. The D-SIBs
Regulation requires banks identified as D-SIBs to maintain a capital buffer depending upon their respective
classification. As of 1 January 2019, these buffers are to be applied as three per cent. for Group 4 banks, two
per cent. for Group 2 banks, one point five per cent. for Group 2 banks and one per cent. for Group 1 banks.
In 2016, capital buffer requirements for D-SIBs will be introduced at one-fourth of the full requirements (i.e.,
Group 4: 0.75 per cent.; Group 3: 0.5 per cent., Group 2: 0.375 per cent. and Group 1: 0.25 per cent.). The
buffers are to be fully implemented by 2019 subject to a transitional period as set out below:

Groups 2016 2017 2018

Group 4 (EMPLY SLOUP)..everreerrereriinreriesreseseerenresre e srenees 0.75% 1.50% 2.25%
GIOUP 3 oot 0.50% 1.00% 1.50%
GIOUP 2 oottt 0.375% 0.75% 1.125%
GIOUP 1 oot s 0.25% 0.50% 0.75%
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Following the amendments to certain regulations and communiqués of the BRSA as published in the Official
Gazette dated 23 October 2015 and numbered 29511, the BRSA published several new amendments to its
regulations and communiqués on matters such as internal capital adequacy ratios and internal systems (as
published in the Official Gazette dated 20 January 2016 and numbered 29599) in accordance with the RCAP,
which is conducted by the BIS and reviews Turkey’s compliance level with Basel regulations. These new
amendments included revisions relating to internal systems and internal capital adequacy ratios and entered
into force on 20 January 2016 and, with regard to the 2013 Equity Regulation and the 2016 Capital Adequacy
Regulation. entered into force on 31 March 2016.

The BRSA published the 2016 Capital Adequacy Regulation, which entered into force on 31 March 2016, at
which time it replaced the 2012 Capital Adequacy Regulation. The 2016 Capital Adequacy Regulation
sustains the capital adequacy ratios introduced by the former regulation, but changes items including: (a) the
risk weights of foreign currency required reserves in the Central Bank from 0 per cent. to Turkey’s foreign
currency risk weight, which is 50 per cent. as of the date of this Prospectus, and (b) exclusion of free
provision for possible losses from capital calculations. The new amendments to the 2016 Capital Adequacy
Regulation lower the risk weights of certain assets, including reducing: (a) the risk weights of loans
collateralised by residential real estate from 50 per cent. to 35 per cent. and (b) the risk weights of consumer
loans (excluding residential mortgage loans) qualifying as retail loans (perakende alacaklar) in accordance
with the 2016 Capital Adequacy Regulation and instalment payments of credit cards from a range of 100 per
cent. to 250 per cent. (depending upon their outstanding tenor) to 75 per cent. (irrespective of their tenor);
provided that such receivables are not re-classified as “non-performing loans”. Further changes include a
credit valuation adjustment in the calculation of counterparty credit risk and a shift to calculating the risk
weight of short term bank and securities firms using the original maturity date rather than the residual
maturity date. These revisions are expected to result in a slight decline in the Group’s capital adequacy ratio.

Lastly, the Regulation on Liquidity Coverage Ratios, published in the Official Gazette dated 21 March 2014
and numbered 28948, seeks to ensure that a bank maintains an adequate level of unencumbered, high-quality
liquid assets that can be converted into cash to meet its liquidity needs for a 30 calendar day period. The
Regulation on Liquidity Coverage Ratios provides that the ratio of the high quality asset stock to the net cash
outflows, both of which are calculated in line with the regulation, cannot be lower than 100 per cent. in
respect of total consolidated and unconsolidated liquidity and 80 per cent. in respect of total consolidated and
unconsolidated foreign exchange liquidity; however, pursuant to the BRSA decision on Liquidity Ratios dated
26 December 2014 and numbered 6143 (the “BRSA Decision on Liquidity Coverage Ratios”), for a period
from 1 January 2016 to 31 December 2016, such ratios were applied as 70 per cent. and 50 per cent.,
respectively, and, pursuant to the BRSA Decision on Liquidity Coverage Ratios, such ratios shall be applied
in increments of ten percentage points for each year from 1 January 2017 until 1 January 2019.
Unconsolidated total and foreign currency liquidity coverage ratios cannot be non-compliant more than six
times within a calendar year. This includes non-compliance that has already been remedied. With respect to
consolidated total and foreign currency liquidity coverage, these cannot be non-compliant consecutively
within a calendar year and such ratios cannot be non-compliant for more than two times within a calendar
year, including non-compliance that has already been remedied. The BRSA is implementing the transition
period provided under Basel regulation for liquidity coverage ratio limits for deposit banks. Investment and
development banks will follow 0 per cent. legal liquidity coverage ratio requirements for the year 2016 and
the BRSA will establish a special limitation on the ratio for 2017 and following years.

Under the 2013 Equity Regulation, debt instruments and their issuance premia can be included either in
additional Tier I capital or in Tier II capital subject to certain conditions; however, such amount is required to
be reduced by the amount of any cash credit extended to creditors holding 10 per cent. or more of such debt
instruments of a bank (or to any person within such creditors’ risk group).
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In accordance with Basel III rules and the ICAAP Regulation (which implements Basel III rules), each bank
is required to prepare an internal capital adequacy assessment process report (“ICAAP Report™) representing
its own assessment of its capital requirements. The first ICAAP Report covering the activities of the Bank in
2013 was submitted to the BRSA in September 2014. Subsequent filings of the ICAAP Report are required to
be made at the end of March in each year together with the stress test reports, internal audit report and
validation report.

See also a discussion of the implementation of Basel Il in “— Basel Committee — Basel III” below.

Tier II Rules under Turkish Law

Previous Tier II Rules. Secondary subordinated debts were, through 31 December 2013, regulated under the
2006 Equity Regulation. This section thus describes the rules previously applicable to the Bank’s secondary
subordinated debts that were issued before 1 January 2014, which rules continue to apply to such
subordinated debts notwithstanding the 2013 Equity Regulation.

According to the 2006 Equity Regulation, the net worth of a bank (i.e. the bank’s own funds) consists of main
capital and supplementary capital minus capital deductions. In the relevant definition, ‘“secondary
subordinated loans” (which as defined can also include bonds) are listed as one of the items that constitute a
bank’s supplementary capital (i.e. “Tier II” capital); however, loans provided to the banks by their affiliates or
debt instruments issued to their affiliates do not fall within the scope of such “secondary subordinated loans”.
Unless temporarily permitted by the BRSA in exceptional cases, the portion of primary subordinated debts
that is not included in the calculation of “Tier I”” capital plus the total secondary subordinated debts that, in
aggregate, exceeds 50 per cent. of “Tier I”” capital is not taken into consideration in the calculation of “Tier II”’
capital. During the final five years of a secondary subordinated debt, the amount thereof to be taken into
account in the calculation of the “Tier II” capital would be reduced by 20 per cent. per year. In addition, any
secondary subordinated debt with a remaining maturity of less than one year is not included in the calculation
of “Tier II” capital. Any cash credits extended by the bank to the provider(s) of the “secondary subordinated
loans” (if debt instruments, to the investor(s) holding 10 per cent. or more thereof) and any debt instruments
issued by such provider(s) (or investor(s)) and purchased by the bank are also deducted from the amount to be
used in the calculation of the Tier II capital. A secondary subordinated debt is taken into account in the
calculation of “Tier II” capital on the date of the accounting of such secondary subordinated debt on the books
of the relevant bank.

The 2006 Equity Regulation requires banks to obtain the prior permission of the BRSA for a debt to be
classified as a “secondary subordinated loan”. In order to obtain such permission, the bank must submit to the
BRSA the original copy or a notarised copy of the applicable agreement(s), and if an applicable agreement is
not yet signed, a draft of such agreement (with submission of its original or a notarised copy to the BRSA
within five business days of the signing of such agreement). The BRSA would, in considering any such
request for its permission, determine if the credit in question meets the following criteria:

(8)  the debt must have an initial maturity of at least five years and the agreement must contain express
provisions that prepayment of the principal cannot be made before the expiry of the five-year period
and the creditors waive their rights to make any set-offs against the bank with respect to such debt; it
being understood that interest and other charges may be payable during such five year period,;

(b)  there may be no more than one repayment option before the maturity of the debt and, if there is a
repayment option before maturity, the date of exercising the option must be clearly defined;

(c) the creditors must have agreed expressly in the agreement that in the event of dissolution and
liquidation of the bank, such debt will be repaid before any payment to shareholders for their capital
return and payments on primary subordinated debts but after all other debts;
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(d) it must be stated in the agreement that the debt is not related to any derivative operation or contract
violating the condition stated in clause (c) or tied to any guarantee or security, in one way or another,
directly or indirectly, and the debts cannot be assigned to any affiliates of the bank;

(e) it must be utilised as one single drawdown if utilised in the form of a loan and it must be wholly
collected in cash if in the form of a debt instrument; and

f payment before maturity is subject to approval of the BRSA.

If the interest rate applied to a secondary subordinated debt is not explicitly indicated in the loan agreement or
the text of the debt instrument or if the interest rate is excessively high compared to that of similar loans or
debt instruments, then the BRSA might not authorise the inclusion of the loan or debt instrument in the
calculation of “Tier II” capital.

In cases where the parties subsequently agree that a secondary subordinated debt be prepaid prior to its stated
maturity (but in any event after the fifth anniversary of its utilisation), they would be required to apply for the
BRSA’s permission. Upon any such application, the BRSA would, in its sole discretion, determine if any such
prepayment would adversely affect the bank’s credit lines and limits or its compliance with the applicable
standard ratios and give or decline to give its consent accordingly.

In connection with secondary subordinated debts pursuant to which it has been agreed that a prepayment
option shall be available and the remaining maturity is calculated by way of taking into account the originally
agreed maturity date (i.e. not on the basis of the prepayment option date), such prepayment option can only be
exercised with the consent of the BRSA, which would apply the criteria stated above.

New Tier II Rules. According to the 2013 Equity Regulation (which includes provisional articles relating to
the transition period to the new Tier II rules), which came into force on 1 January 2014 (as amended by the
Equity Regulation Amendments, which amendments came into force on 31 March 2016), Tier II capital shall
be calculated by subtracting capital deductions from general provisions that are set aside for receivables
and/or the surplus of provisions and capital deductions with respect to expected loss amounts for receivables
(as the case may be, depending upon the method used by the bank to calculate the credit risk amounts of the
applicable receivables) and issuance premia and the debt instruments that have been approved by the BRSA
upon the application of board of directors of the applicable bank along with a written statement confirming
compliance of the debt instruments with conditions set forth below (the “New Tier II Conditions”):

(@)  the debt instrument shall have been issued by the bank and registered with the CMB and shall have
been fully collected in cash;

(b)  in the event of dissolution of the bank, the debt instrument shall have priority over debt instruments
that are included in additional Tier I capital and shall be subordinated with respect to rights of deposit
holders and all other creditors;

(c)  the debt instrument shall not be related to any derivative operation or contract violating the condition
stated in clause (b) nor shall it be tied to any guarantee or security, in one way or another, directly or
indirectly;

e debt instrument must have an initial maturity of at least five years and shall not include an
d the debt inst t t hi tial maturity of at least five y d shall not include any
provision that may incentivise prepayment, such as dividends and increase of interest rate;

(e)  if the debt instrument includes a prepayment option, such option shall be exercisable no earlier than
five years after issuance and only with the approval of the BRSA; approval of the BRSA is subject to
the following conditions:

(i) the bank should not create any market expectation that the option will be exercised by the bank;
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(i)  the debt instrument shall be replaced by another debt instrument either of the same quality or
higher quality, and such replacement shall not have a restrictive effect on the bank’s ability to
sustain its operations; or

(iii)  following the exercise of the option, the equity of the bank shall exceed the higher of: (A) the
capital adequacy requirement that is to be calculated pursuant to the 2016 Capital Adequacy
Regulation along with the Regulation on the Capital Conservation and Countercyclical Capital
Buffer, (B) the capital requirement derived as a result of an internal capital adequacy
assessment process of the bank and (C) the higher capital requirement set by the BRSA (if any),

however, if tax legislation or other regulations are materially amended, a prepayment option may be
exercised; provided that the above conditions in this clause () are met and the BRSA approves;

f the debt instrument shall not provide investors with the right to demand early amortisation except for
during a bankruptcy or dissolution process relating to the issuer;

(9)  the debt instrument’s dividend or interest payments shall not be linked to the creditworthiness of the

issuer;

(h)  the debt instrument shall not be: (i) purchased by the issuer or by corporations controlled by the issuer
or significantly under the influence of the issuer or (ii) assigned to such entities, and its purchase shall
not be directly or indirectly financed by the issuer itself;

Q) if there is a possibility that the bank’s operating license would be cancelled or the probability of
transfer of management of the bank to the SDIF arises pursuant to Article 71 of the Banking Law due
to the bank’s loss, then removal of the debt instrument from the bank’s records or the debt instrument’s
conversion to share certificates for the absorption of the loss would be possible if the BRSA so
decides;

) in the event that the debt instrument has not been issued by the bank itself or one of its consolidated
entities, the amounts obtained from the issuance shall be immediately transferred without any
restriction to the bank or its consolidated entity (as the case may be) in accordance with the rules listed
above; and

(k)  the repayment of the principal of the debt instrument before its maturity is subject to the approval of
the BRSA and the approval of the BRSA is subject to the same conditions as the exercise of the
prepayment option as described under subsection 8(2)(d) of the BRSA Equities Regulation.

Furthermore, procedures and principles regarding the deduction of the debt instrument’s value and/or removal
of the debt instrument from the bank’s records, and/or the debt instrument’s conversion to share certificates
are determined by the BRSA.

Loans (as opposed to securities) that have been approved by the BRSA upon the application of the board of
directors of the applicable bank accompanied by a written statement confirming that all of the New Tier II
Conditions (except the issuance and registration with the CMB) are met also can be included in Tier II capital
calculations.

In addition to the conditions that need to be met before including debt instruments and loans in the calculation
of Tier II capital, the 2013 Equity Regulation also provides that general provisions that are set aside for
receivables and/or the surplus of provisions and capital deductions with respect to expected loss amounts for
receivables (as the case may be, depending upon the method used by the bank to calculate credit risk amounts
of the applicable receivables) can be included in Tier II capital subject to an amended limit for general
provisions and a new limit for surplus of provisions and capital deductions. In the 2006 Equity Regulation,
the portion of the general provisions that exceeded 125 parts per 10,000 of the total risk-weighted assets (i.e.
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risk-weighted assets related to credit risk, market risk and operational risk) had not been taken into
consideration in calculating the Tier II capital. In the 2013 Equity Regulation, the portion of general
provisions that exceeds 125 parts per 10,000 of the risk-weighted sum of the receivables that are subject to a
standardised approach in accordance with the 2012 Capital Adequacy Regulation and/or the portion of the
surplus of provisions and capital deductions that exceeds six parts per 1,000 of the receivables to which they
relate shall not be included in Tier II capital.

Furthermore, in addition to the New Tier II Conditions stated above, the BRSA may require new conditions
for each debt instrument and the procedure and principles regarding the removal of the debt instrument from
the bank’s records or the debt instrument’s conversion to share certificates are determined by the BRSA.

Applications to include debt instruments or loans into Tier II capital are required to be accompanied with the
original copy or a notarised copy of the applicable agreement(s) or, if an applicable agreement is not yet
signed, a draft of such agreement (with submission of its original or a notarised copy to the BRSA within five
business days of the signing of such agreement). The amendments to the 2013 Equity Regulation, which
entered into force on 31 March 2016, provide that if the terms of the executed loan agreement or debt
instrument contain different provisions than the draft thereof so provided to the BRSA, then a written
statement of the board of directors confirming that such difference does not affect Tier II capital qualifications
is required to be submitted to the BRSA within five business days following the signing date of such loan
agreement or the issuance date of such debt instrument. If the applicable interest rate is not explicitly
indicated in the loan agreement or the prospectus of the debt instrument (bor¢lanma araci izahnamesi), or if
the interest rate is excessively high compared to that of similar loans or debt instruments, then the BRSA
might not authorise the inclusion of the loan or debt instrument in the calculation of Tier II capital.

The Equity Regulation Amendments introduced certain limitations to the items that are included in the capital
calculations of banks that have issued additional Tier I and Tier II instruments prior to 1 January 2014. While
the Group does not have any additional Tier I instruments, according to these amendments, Tier I instruments
that were issued (among others): (a) between 12 September 2010 and 1 January 2013 (so long as they
satisfied the New Tier II Conditions other than the condition stated in sub-clause (i) of the New Tier II
Conditions (i.e. the condition regarding the loss absorption due to the cancellation of a bank’s license or
transfer of the bank’s management to the SDIF pursuant to Article 71 of the Banking Law)) will be included
in Tier II calculations after being reduced by 20 per cent. for the period between 1 January 2014 and 31
December 2014 and by 10 per cent. for each subsequent year (the calculations being made based upon the
total amount of the debt instruments as of 1 January 2013) and (b) after 1 January 2013 will be included in
Tier II calculations only if they satisfy all of the New Tier II Conditions.

Debt instruments and loans that are approved by the BRSA are included in accounts of Tier II capital as of the
date of transfer to the relevant accounts in the applicable bank’s records. Loan agreements and debt
instruments that have been included in Tier II capital calculations, and that have less than five years to
maturity, shall be included in Tier II capital calculations after being reduced by 20 per cent. each year.

Basel Committee

Basel II. The most significant difference between the capital adequacy regulations in place before 1 July 2012
and the Basel II regulations is the calculation of risk-weighted assets related to credit risk. The current
regulations seek to align more closely the minimum capital requirement of a bank with its borrowers’ credit
risk profile. The impact of the new regulations on capital adequacy levels of Turkish banks largely stems from
exposures to the Turkish government, principally through the holding of Turkish government bonds. While
the previous rules provided a 0 per cent. risk weight for exposures to the Turkish sovereign and the Central
Bank, the rules of Basel II require that claims on sovereign entities and their central banks be risk-weighted
according to their credit assessment, which currently results in a 50 per cent. risk weighting for Turkey;
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however, the Turkish rules implementing the Basel principles in Turkey (i.e. the “Turkish National
Discretion”) revises this general rule by providing that all Turkish Lira-denominated claims on sovereign
entities in Turkey and all foreign currency-denominated claims on the Central Bank will have a 0 per cent.
risk weight. As a result of these implementation rules, the impact of the new regulations has been fairly
limited when compared to the previous regime. The BRSA has announced that the migration from the
previous regime to Basel II regulations has had an effect of an approximately 0.20 per cent. decline in the
capital adequacy levels of the Turkish banking system as of 31 July 2012.

Basel I1I. In the future, Turkish banks’ capital adequacy requirements may be further affected by Basel III,
which includes requirements regarding regulatory capital, liquidity, leverage ratio and counterparty credit risk
measurements, which are expected to be implemented in phases until 2019. In 2013, the BRSA announced its
intention to adopt the Basel III requirements and, as published in the Official Gazette dated 5 September 2013
and numbered 28756, adopted the 2013 Equity Regulation and amendments to the 2012 Capital Adequacy
Regulation, both of which entered into effect on 1 January 2014. The 2013 Equity Regulation introduced core
Tier I capital and additional Tier I capital as components of Tier I capital, whereas the amendments to the
2012 Capital Adequacy Regulation: (a) introduced a minimum core capital adequacy standard ratio (4.5 per
cent.) and a minimum Tier I capital adequacy standard ratio (6.0 per cent.) to be calculated on a consolidated
and non-consolidated basis (which are in addition to the previously existing requirement for a minimum total
capital adequacy ratio of 8.0 per cent.) and (b) changed the risk weights of certain items that are categorised
under “other assets”. The 2013 Equity Regulation also introduced new Tier II rules and determined new
criteria for debt instruments to be included in the Tier II capital.

In order to further align Turkish banking legislation with Basel principles, the BRSA has published from time
to time new regulations and communiqués amending or replacing the existing regulations and communiqués,
including those published in the Official Gazette dated 23 October 2015 and numbered 29511, dated
20 January 2016 and numbered 29599 and dated 23 February 2016 and numbered 29633, some of which
amendments also entered into force on 31 March 2016. For information related to the leverage ratios, capital
adequacy ratios and liquidity coverage ratios of banks, see “Turkish Regulatory Environment — Capital
Adequacy” above.

Liquidity and Reserve Requirements

Article 46 of the Banking Law requires banks to calculate, attain, maintain and report the minimum liquidity
level in accordance with principles and procedures set out by the BRSA. Within this framework, a
comprehensive liquidity arrangement has been put into force by the BRSA, following the consent of the
Central Bank.

As of the date of this Prospectus, the reserve requirements regarding foreign currency liabilities vary by
category, as set forth below:

Required Required
Reserve Reserve
Ratio for Ratio for
Current New
Category of Foreign Currency Liabilities Liabilities Liabilities®
Demand deposits, notice deposits, private current accounts,
deposit/participation accounts up to one-month, three-month, six-month
and ONE-Year MAUIITIES .......vcveieriiiiii st 12% 12%
Deposit/participation accounts with maturities of one-year and longer ........ 8% 8%
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Required Required

Reserve Reserve

Ratio for Ratio for

Current New
Category of Foreign Currency Liabilities Liabilities Liabilities®
Other liabilities up to one-year maturity (including one-year)...........c.cc..c.... 19% 24%
Other liabilities up to two-year maturity (including two-year) ............c........ 13% 19%
Other liabilities up to three-year maturity (including three-year) ................. 7% 14%
Other liabilities up to five-year maturity (including five-year)............co.o...e. 6% 6%
Other liabilities longer than five-year maturity.........c.ccooovviniiiviiiiiiiinine, 5% 4%

Note:

(1) Required reserve ratio for new liabilities are applicable as of 23 October 2015.

As of the date of this Prospectus, the reserve requirements regarding Turkish Lira liabilities vary by category,
as set forth below:

Required

Reserve

Category of Turkish Lira Liabilities Ratio
Demand deposits, notice deposits and private current aCCOUNtS ..........covvvvireeiereeniieneseneans 10.5%
Deposits/participation accounts up to one-month maturity (including one-month) .................. 10.5%
Deposits/participation accounts up to three-month maturity (including three-month).............. 10.5%
Deposits/participation accounts up to six-month maturity (including six-month) .................... 7.5%
Deposits/participation accounts up to One-year Maturity .........ccoceverriiiisisiesieienese e 5.5%
Deposits/participation accounts with maturities of one-year and longer.............cccceceviniiinene 4%
Other liabilities up to one-year maturity (including One-year)..........ccocvvvvreevereenenenenenesennes 10.5%
Other liabilities up to three-years maturity (including three-years) .........c.ccocevvvviiininininnnnne, 7%
Other liabilities longer than three-year Maturity ..........c.coovveeieienincneseee s 4%

The reserve requirements also apply to gold deposit accounts. Furthermore, banks are permitted to maintain:
(a) a portion of the Turkish Lira reserve requirements in U.S. Dollars and/or Euro and another portion of the
Turkish Lira reserve requirements in standard gold and (b) a portion or all of the reserve requirements
applicable to precious metal deposit accounts in standard gold, which portions are revised from time to time
by the Central Bank. In addition, banks are required to maintain their required reserves against their U.S.
Dollar-denominated liabilities in U.S. Dollars only.

Furthermore, pursuant to the Communiqué Regarding Reserve Requirements entered into force on 17 January
2014, a bank must establish additional mandatory reserves if its financial leverage ratio falls within certain
intervals. The financial leverage ratio is calculated according to the division of a bank’s capital into the sum
of the following items:
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(8  its total liabilities;
(b) its total non-cash loans and obligations;
(c)  its revocable commitments multiplied by 0.1;

(d) the total sum of each of its derivatives commitments multiplied by its respective loan conversion rate;
and

(e)  itsirrevocable commitments.

This additional mandatory reserve amount is calculated quarterly according to the arithmetic mean of the
monthly leverage ratio.

A bank also must maintain mandatory reserves for six mandatory reserve periods beginning with the fourth
calendar month following an accounting period and additional mandatory reserves for liabilities in Turkish
Lira and foreign currency, as set forth below:

Additional
Reserve
Calculation Period for the Leverage Ratio Leverage Ratio Requirement
From the 4 quarter of 2013 through the 3 quarter Below 3.0% 2.0%
of2014 From 3.0% (inclusive) to 3.25% 1.5%
From 3.25% (inclusive) to 3.5% 1.0%
From the 4 quarter of 2014 through the 3 quarter Below 3.0% 2.0%
of 2015 From 3.0% (inclusive) to 3.50% 1.5%
From 3.50% (inclusive) to 4.0% 1.0%
Following the 4 quarter of 2015 (inclusive) Below 3.0% 2.0%
From 3.0% (inclusive) to 4.0% 1.5%
From 4.0% (inclusive) to 5.0% 1.0%

According to a Central Bank press release dated 21 October 2014 (No. 2014-72), interest is payable on the
Turkish Lira portion of reserve requirements as of November 2014.

According to the Regulation on the Measurement and Evaluation of the Liquidity Adequacy of Banks issued
by the BRSA and announced in the Official Gazette dated 1 November 2006 and numbered 26333, the
liquidity adequacy ratio of a bank is the ratio of liquid reserves to liabilities of the bank. On a weekly basis, a
bank must maintain: (a) a 100 per cent. liquidity adequacy ratio for the first maturity period (assets and
liabilities maturing within seven days are taken into account in calculations on a weekly average as defined by
the regulation) and the second maturity period (assets and liabilities maturing within 31 days of the last
working day are taken into account) on an aggregate basis and (b) a 80 per cent. liquidity adequacy ratio on a
foreign currency-only basis.

Foreign Exchange Requirements

According to the Regulation on Foreign Exchange Net Position/Capital Base, issued by the BRSA and
published in the Official Gazette dated 1 November 2006 and numbered 26333, for both the unconsolidated
and consolidated financial statements, the ratio of a bank’s foreign exchange net position to its capital base
should not exceed (+/-) 20 per cent., which calculation is required to be made on a weekly basis for
unconsolidated and monthly basis for consolidated financial statements. The net foreign exchange position is
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the difference between the Turkish Lira-equivalent of a bank’s foreign exchange assets and its foreign
exchange liabilities. For the purpose of computing the net foreign exchange position, foreign exchange assets
include all active foreign exchange accounts held by a bank (including its foreign branches), its foreign
exchange-indexed assets and its subscribed forward foreign exchange purchases; for purposes of computing
the net foreign exchange position, foreign exchange liabilities include all passive foreign exchange accounts
held by a bank (including its foreign branches), its subscribed foreign exchange- indexed liabilities and its
subscribed forward foreign exchange sales. If the ratio of a bank’s net foreign exchange position to its capital
base exceeds (+/-) 20 per cent., then the bank is required to take steps to move back into compliance within
two weeks following the bank’s calculation period. Banks are permitted to exceed the legal net foreign
exchange position to capital base ratio up to six times per calendar year.

Audit of Banks

According to Article 24 of the Banking Law, banks’ boards of directors are required to establish audit
committees for the execution of the audit and monitoring functions of the board of directors. Audit
committees shall consist of a minimum of two members and be appointed from among the members of the
board of directors who do not have executive duties. The duties and responsibilities of the audit committee
include the supervision of the efficiency and adequacy of the bank’s internal control, risk management and
internal audit systems, functioning of these systems and accounting and reporting systems within the
framework of the Banking Law and other relevant legislation, and integrity of the information produced;
conducting the necessary preliminary evaluations for the selection of independent audit firms by the board of
directors; regularly monitoring the activities of independent audit firms selected by the board of directors;
and, in the case of holding companies covered by the Banking Law, ensuring that the internal audit functions
of the institutions that are subject to consolidation operate in a coordinated manner, on behalf of the board of
directors.

The BRSA, as the principal regulatory authority in the Turkish banking sector, has the right to monitor
compliance by banks with the requirements relating to audit committees. As part of exercising this right, the
BRSA reviews audit reports prepared for banks by their independent auditing firms. Banks are required to
select an independent audit firm in accordance with the Regulation Independent Audit of Banks, published in
the Official Gazette on 2 April 2015 and numbered 29314. Independent auditors are held liable for damages
and losses to third parties and are subject to stricter reporting obligations. Professional liability insurance is
required for: (a) independent auditors and (b) evaluators, rating agencies and certain other support services (if
requested by the service-acquiring bank or required by the BRSA). Furthermore, banks are required to
consolidate their financial statements on a quarterly basis in accordance with certain consolidation principles
established by the BRSA. The year- end consolidated financial statements are required to be audited whereas
interim consolidated financial statements are subject to only a limited review by independent audit firms.
With the ICAAP Regulation, new standards as to principles of internal control, internal audit and risk
management systems and an internal capital adequacy assessment process were established in order to bring
such standards into compliance with Basel II requirements.

On 23 October 2015 and 20 January 2016, the BRSA issued certain amendments to the ICAAP Regulation to
align the Turkish regulatory capital regime with Basel III requirements imposing new regulatory requirements
to enhance the effectiveness of internal risk management and internal capital adequacy assessments by
introducing, among others things, new stress test requirements. Accordingly, the board of directors and senior
management of a bank are liable to ensure that a bank has established appropriate risk management systems
and applies an internal capital adequacy assessment process adequate to have capital for the risks incurred by
such bank. The ICAAP Report is required to be audited by either the internal audit department or an
independent audit firm in accordance with the internal audit procedures of a bank.
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All banks (public and private) also undergo annual audits and interim audits by certified bank auditors who
have the authority to audit banks on behalf of the BRSA. Audits by certified bank auditors encompass all
aspects of a bank’s operations, its financial statements and other matters affecting the bank’s financial
position, including its domestic banking activities and foreign exchange transactions. Additionally, such
audits seek to ensure compliance with applicable laws and the constitutional documents of the bank. The
Central Bank has the right to monitor compliance by banks with the Central Bank’s regulations through on-
site and off-site examinations.

The BRSA amended the Regulation on Principles and Procedures of Audits on 23 October 2015 to expand the
scope of the audit of banks in compliance with the RCAP Regulation. According to this regulation, the BRSA
monitors banks’ compliance with the regulations relating to the maintenance of capital and liquidity adequacy
for risks incurred or to be incurred by banks and the adequacy and efficiency of banks’ internal audit systems.

Cancellation of Banking License

If the results of an audit show that a bank’s financial structure has seriously weakened, then the BRSA may
require the bank’s board of directors to take measures to strengthen its financial position. Pursuant to the
Banking Law, in the event that the BRSA in its sole discretion determines that:

(@)  the assets of a bank are insufficient or are likely to become insufficient to cover its obligations as they
become due;

(b)  the bank is not complying with liquidity requirements;

(c)  the bank’s profitability is not sufficient to conduct its business in a secure manner due to disturbances
in the relation and balance between expenses and profit;

(d) the regulatory equity capital of such bank is not sufficient or is likely to become insufficient;

(e)  the quality of the assets of such bank have been impaired in a manner potentially weakening its
financial structure;

4] the decisions, transactions or applications of such bank are in breach of the Banking Law, relevant
regulations or the decisions of the BRSA;

()  such bank fails to establish internal audit, supervision and risk management systems or to effectively
and sufficiently conduct such systems or any factor impedes the audit of such systems; or

(h)  imprudent acts of such bank’s management materially increase the risks stipulated under the Banking
Law and relevant legislation or potentially weaken the bank’s financial structure, then the BRSA may
require the board of directors of such bank:

(i) to increase its equity capital;

(i) not to distribute dividends for a temporary period to be determined by the BRSA and to transfer
its distributable dividend to the reserve fund;

(iii)  to increase its loan provisions;

(iv)  to stop extension of loans to its shareholders;

(v)  todispose of its assets in order to strengthen its liquidity;
(vi)  to limit or stop its new investments;

(vii) to limit its salary and other payments;
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(viii) to cease its long-term investments;
(ix)  to comply with the relevant banking legislation;
(X)  to cease its risky transactions by re-evaluating its credit policy;

(xi)  to take all actions to decrease any maturity, foreign exchange and interest rate risks for a period
determined by the BRSA and in accordance with a plan approved by the BRSA; and/or

(xii)  to take any other action that the BRSA may deem necessary.

In the event that the aforementioned actions are not taken (in whole or in part) by the applicable bank, its

financial structure cannot be strengthened despite the fact that such actions have been taken or the BRSA

determines that taking such actions will not lead to getting a favorable result, then the BRSB may require

such bank to:

(@)
(b)
(©
(d)

©

)

9

(h)

strengthen its financial structure, increase its liquidity and/or increase its capital adequacy;
dispose of its fixed assets and long-term assets within a reasonable time determined by the BRSA;
decrease its operational and management costs;

postpone its payments under any name whatsoever, excluding the regular payments to be made to its
employees;

limit or prohibit extension of any cash or non-cash loans to certain third persons, legal entities, risk
groups or sectors;

convene an extraordinary general assembly in order to change some or all of the members of the board
of directors or assign new member(s) to the board of directors, in the event any board member is
responsible for a failure to comply with relevant legislation, a failure to establish efficient and
sufficient operation of internal audit, internal control and risk management systems or non-operation of
these systems efficiently or there is a factor that impedes supervision or such member(s) of the board
of directors cause(s) to increase risks significantly as stipulated above;

implement short-, medium- or long-term plans and projections that are approved by the BRSA to
decrease the risks incurred by the bank and the members of the board of directors and the shareholders
with qualified shares must undertake the implementation of such plan in writing; and/or

to take any other action that the BRSA may deem necessary.

In the event that the aforementioned actions are not taken (in whole or in part) by the applicable bank, the

problem cannot be solved despite the fact that the actions have been taken or the BRSA determines that taking

such actions will not lead to getting a favorable result, then the BRSB may require such bank to:

(@)

(b)

(©

limit or cease its business or the business of the whole organisation, including its relations with its
local or foreign branches and correspondents, for a temporary period;

apply various restrictions, including restrictions on the interest rate and maturity with respect to

resource collection and utilisation;

remove from office (in whole or in part) some or all of its members of the board of directors, general
manager and deputy general managers and department and branch managers and obtain approval from
the BRSA as to the persons to be appointed to replace them;
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(d) make available long-term loans; provided that these will not exceed the amount of deposit or
participation accounts subject to insurance, and be secured by the shares or other assets of the
controlling shareholders;

(e)  limit or cease its non-performing operations and to dispose of its non-performing assets;
U] merge with one or several banks;

(9)  provide new shareholders in order to increase its equity capital;

(h)  deduct any resulting losses from its own funds; and/or

Q) take any other action that the BRSA may deem necessary.

In the event that: (a) the aforementioned actions are not (in whole or in part) taken by the applicable bank
within a period of time set forth by the BRSB or in any case within 12 months, (b) the financial structure of
such bank cannot be strengthened despite its having taken such actions, (c) it is determined that taking these
actions will not lead to the strengthening of the bank’s financial structure, (d) the continuation of the activities
of such bank would jeopardise the rights of the depositors and the participation account owners and the
security and stability of the financial system, (e) such bank cannot cover its liabilities as they become due,
(f) the total amount of the liabilities of such bank exceeds the total amount of its assets or (g) the controlling
shareholders or directors of such bank are found to have utilised such bank’s resources for their own interests,
directly or indirectly or fraudulently, in a manner that jeopardised the secure functioning of the bank or caused
such bank to sustain a loss as a result of such misuse, then the BRSA, with the affirmative vote of at least five
of its board members, may cancel the operating license of such bank or, if such bank is not a development and
investment bank, transfer the management, supervision and control of the shareholding rights (excluding
dividends) of such bank to the SDIF for the purpose of whole or partial transfer or sale of such bank to third
persons or the merger thereof; provided that any loss is deducted from the share capital of current
shareholders.

In the event that the operating license of the Bank or another development and investment bank is cancelled,
then such development and investment bank will be liquidated pursuant to the Turkish Commercial Code (No.
6102) and general execution and bankruptcy rules of the Republic of Turkey.

Annual Reporting

Pursuant to the Banking Law, Turkish banks are required to follow the BRSA’s principles and procedures
(which are established in consultation with the Turkish Accounting Standards Board and international
standards) when preparing their annual reports. In addition, they must ensure uniformity in their accounting
systems, correctly record all their transactions and prepare timely and accurate financial reports in a format
that is clear, reliable and comparable as well as suitable for auditing, analysis and interpretation.

Furthermore, Turkish companies (including banks) are required to comply with the Regulation regarding
Determination of the Minimum Content of the Companies’ Annual Reports published by the Ministry of
Customs and Trade, as well as the Corporate Governance Communiqué, when preparing their annual reports.
These reports include the following information: management and organisation structures, human resources,
evaluation of the year, information on the bank’s corporate governance practices, corporate governance
compliance report, assessment of financial standing, profitability and solvency, assessment of management
and expectations and a summary of the directors’ report and independent auditor’s report.

A bank cannot settle its balance sheets without ensuring reconciliation with the legal and auxiliary books and
records of its branches and domestic and foreign correspondents.
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The BRSA is authorised to take necessary measures where it is determined that a bank’s financial statements
have been misrepresented.

According to the Communiqué on Financial Reporting Standards in Capital Markets published in the Official
Gazette dated 13 June 2013 and numbered 28676 and the BRSA regulations, the chairman of the board, audit
committee, general manager, deputy general manager responsible for financial reporting and the relevant unit
manager (or equivalent authorities) must sign the reports indicating their full names and titles and declare that
the financial report complies with relevant legislation and accounting records.

Independent auditors must approve the annual reports prepared by the banks.

Banks are required to submit their financial reports to related authorities and publish them in accordance with
the BRSA’s principles and procedures.

According to CMB regulations, the annual report is subject to the approval of the board of directors and must
be submitted to shareholders on the Public Disclosure Platform and published on the Bank’s website at least
three weeks before the annual general assembly of the bank. Pursuant to BRSA regulations, the annual report
is subject to the approval of the board of directors and must be submitted to the shareholders at least 15 days
before the annual general assembly of the bank. Banks must also submit an electronic copy of their annual
reports to the BRSA within seven days following the publication of the reports. Banks must also keep a copy
of such reports in their headquarters and an electronic copy of the annual report should be available at a
bank’s branches in order to be printed and submitted to the shareholders upon request. In addition, they must
publish them on their websites by the end of May following the end of the relevant fiscal year.

Disclosure of Financial Statements

The BRSA published amendments to the Communiqué on Financial Statements to be Disclosed to the Public,
which entered into force on 31 March 2016, and set forth principles of disclosure of annotated financial
statements of banks in accordance with the Communiqué on Public Disclosure regarding Risk Management of
Banks and the 2013 Equity Regulation. The amendments reflect the updated requirements relating to
information to be disclosed to the public in line with the amendments to the calculation of risk-weighted
assets and their implications for capital adequacy ratios, liquidity coverage ratios and leverage ratios. Rules
relating to equity items presented in the financial statements were also amended in line with the amendments
to the 2013 Equity Regulation. Furthermore, the changes require publication of a loan agreement of the bank
or a prospectus relating to a loan or debt instrument, which will be taken into account in the calculation of the
capital of a (parent company) bank as an element for additional principal capital (i.e., additional Tier 1
capital) and supplementary capital (i.e., Tier II capital), on the bank’s website. Additionally, banks are
required to make necessary disclosures on their websites immediately upon repayment of a debt instrument,
depreciation or conversion of a share certificate or occurrence of any other material change.

In addition, the BRSA published the Communiqué on Public Disclosure regarding Risk Management of
Banks, which expands the scope of public disclosure to be made in relation to risk management (which
entered into force on 31 March 2016) in line with the disclosure requirements of the Basel Committee.
According to this regulation, each bank is required to announce information regarding their consolidated
and/or unconsolidated risk management related to risks arising from or in connection with securitisation,
counterparty, credit, market and its operations in line with the standards and procedures specified in this
regulation. In this respect, banks are required to adopt a written policy in relation to its internal audit and
internal control process.
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Financial Services Fee

Pursuant to Heading X1 of Tariff No. 8 attached to the Law on Fees (Law No. 492) amended by the Law No.
5951, banks are required to pay to the relevant tax office to which their head office reports an annual financial
services fee for each of their branches. The amount of the fee is determined in accordance with the population
of the district in which the relevant branch is located.

Corporate Governance Principles

On 3 January 2014, the CMB issued Corporate Governance Communiqué replacing the Communiqué on the
Determination and Implementation of Corporate Governance Principles Series IV, No. 56 dated 30 December
2011. The Corporate Governance Communiqué provides certain mandatory and non-mandatory corporate
governance principles as well as rules regarding related-party transactions and a company’s investor relations
department. Some provisions of the Corporate Governance Communiqué are applicable to all companies
incorporated in Turkey and listed on the BIST, whereas some others are applicable solely to companies whose
shares are traded in certain markets of the BIST. The Corporate Governance Communiqué provides specific
exemptions and/or rules applicable to banks that are traded on the BIST.

As of the date of this Prospectus, the Bank is subject to the Corporate Governance Principles stated in the
banking regulations and the regulations for capital markets that are applicable to banks. Where the Bank does
not comply with any of the non-mandatory principles applicable to it under the Corporate Governance
Communiqué, it will explain any such non-compliance in its annual Corporate Governance Principles
Compliance Report, which is published as part of the Bank’s annual report.

The Corporate Governance Communiqué contains principles relating to: (a) companies’ sharcholders, (b)
public disclosure and transparency, (c) the stakeholders of companies and (d) the board of directors. A number
of principles are compulsory, while the remaining principles apply on a “comply or explain” basis. The
Corporate Governance Communiqué classifies listed companies into three categories according to their
market capitalisation and the market value of their free-float shares, subject to recalculation on an annual
basis.

The mandatory principles under the Corporate Governance Communiqué include provisions relating to: (a)
the composition of the board of directors, (b) appointment of independent board members, (c) board
committees, (d) specific corporate approval requirements for related party transactions, transactions that may
result in a conflict of interest and certain other transactions deemed material by the Corporate Governance
Communiqué and (e) information rights in connection with general assembly meetings.

Listed companies are required to have independent board members, who should meet the mandatory
qualifications required for independent board members as set out in the Corporate Governance Communiqué.
Independent board members should constitute one-third of the board of directors and should not be fewer than
two; however, publicly traded banks are required to appoint at least three independent board members to their
board of directors. The members of a bank’s audit committee are qualified as independent board members, in
which case the above-mentioned qualifications for independent members are not applicable; provided that
when all independent board members are selected from the audit committee, at least one member should meet
the mandatory qualification required for independent board members as set out in the Corporate Governance
Communiqué. The Corporate Governance Communiqué further initiated a pre-assessment system to
determine the “independency” of individuals nominated as independent board members in “1 Group and 2
Group” companies (for banks, to the extent such independent board members are not members of that bank’s
audit committee). Those nominated for such positions must be evaluated by the “Corporate Governance
Committee” or the “Nomination Committee”, if any, of the board of directors for fulfilling the applicable
criteria stated in the Corporate Governance Communiqué. The Corporate Governance Communiqué also
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requires listed companies, except banks, to establish certain other board committees. The Bank is classified as
a “2 Group” company.

In addition to the mandatory principles regarding the composition of the board and the independent board
members, the Corporate Governance Communiqué introduced specific corporate approval requirements for
all material related party transactions. All those types of transactions shall be approved by the majority of the
independent board members. If not, then they shall be brought to the general assembly meeting where related
parties to those transactions are not allowed to vote. Meeting quorum shall not be sought for these resolutions
and the resolution quorum is the simple majority of the attendees who may vote. For banks and financial
institutions, transactions with related parties arising from their ordinary activities are not subject to the
requirements of related party transactions.

The Capital Markets Law authorises the CMB to require listed companies to comply with the corporate
governance principles in whole or in part and to take certain measures with a view to ensure compliance with
the new principles, which include requesting injunctions from the court or filing lawsuits to determine or to
revoke any unlawful transactions or actions that contradict with these principles.

In addition to the provisions of the Corporate Governance Communiqué related to the remuneration policy of
banks, the BRSA published a guideline on good pricing practices in banks on 26 October 2015 (which entered
into force on 31 March 2016). This guideline sets out the general principles for employee remuneration as
well as standards for remuneration to be made to the board of directors and senior management of banks.

Anti-Money Laundering

Turkey is a member country of the FATF and has enacted laws and regulations to combat money laundering,
terrorist financing and other financial crimes. In Turkey, all banks and their employees are obligated to
implement and fulfil certain requirements regarding the treatment of activities that may be referred to as
money laundering set forth in Law No. 5549 on Prevention of Laundering Proceeds of Crime.

Minimum standards and duties under such law and related legislation include customer identification, record
keeping, suspicious transaction reporting, employee training, monitoring activities and the designation of a
compliance officer. Suspicious transactions must be reported to the Financial Crimes Investigation Board.

In an effort to ensure compliance with FATF, measures to combat the financing of terrorist activities in Turkey
were introduced with the entry into force of Law No. 6415 on the Prevention of the Financing of Terrorism
(the “CFT Law”) on 16 February 2013. In order to address shortcomings identified by the FATF and with a
view to achieving compatibility with international standards as outlined under the International Convention
for the Suppression of the Financing of Terrorism and annexes thereto, the CFT Law introduced an expanded
scope to the financing of terrorism offense (as defined under Turkish anti-terrorism laws). The CFT Law also
presented new principles and mechanisms for identifying and freezing terrorist assets and facilitates the
implementation of United Nations Security Council decisions, in particular those relating to entities and/or
individuals placed on sanction lists. On 31 May 2013, the Regulation on Procedures and Principles Regarding
the Application of the Law on the Prevention of the Financing of Terrorism became effective, which
regulation provides the procedures and principles for the decision- making, execution and termination of the
freezing of assets as well as the management and supervision of frozen assets. In addition, the Council of
Ministers’ Decree dated 30 September 2013 implementing United Nations Security Council Resolutions 1267,
1988 and 1989 and recent court decisions have further improved Turkey’s compliance with the FATF standard
on criminalisation of terrorist financing.

On 21 June 2014, “The Financial Crimes Investigation Board General Communiqué No. 12” (the scope of
which consists of rules regarding: (a) the necessary actions to be taken by persons, institutions and
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organisations that keep assets or records of such assets in accordance with the provisions of applicable law for
the enforcement of decisions to freeze assets, and (b) the management of frozen assets in accordance with
provisions of applicable law within the scope of the permission granted by Financial Crimes Investigation

Board) became effective.
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CONDITIONS OF THE NOTES

The following is the text of the terms and conditions of the Notes (the “Conditions”) which (except for the
paragraphs in italics) will be endorsed on the definitive Certificates issued in respect of the Notes:

The U.S.$300,000,000 Fixed Rate Resettable Tier 2 Sustainable Notes due 2027 (the “Notes”, which
expression shall in these Conditions, unless the context otherwise requires, include any further notes issued
pursuant to Condition 15 and forming a single series with the Notes) of Tiirkiye Sinai Kalkinma Bankas1 A.S.
(the “Bank™ or the “Issuer”) are issued subject to and with the benefit of a Fiscal Agency Agreement dated 28
March 2017 (such agreement as amended and/or supplemented and/or restated from time to time, the
“Agency Agreement”) made among the Issuer, Citigroup Global Markets Deutschland AG as registrar (the
“Registrar”), Citibank, N.A., London Branch as fiscal agent and principal paying agent (the “Fiscal Agent”)
and the other initial paying agents named in the Agency Agreement (together with the Fiscal Agent, the
“Paying Agents”) and the other agents named in it (together with the Fiscal Agent, the Registrar and the other
Paying Agents, the “Agents”). The holders of the Notes are entitled to the benefit of a Deed of Covenant (the
“Deed of Covenant”) dated 28 March 2017 and made by the Issuer. The original of the Deed of Covenant is
held by the Fiscal Agent on behalf of the Noteholders at its specified office.

The statements in these Conditions include summaries of, and are subject to, the detailed provisions of and
definitions in the Agency Agreement. Copies of the Agency Agreement are available for inspection during
normal business hours by the Noteholders at the specified office of each of the Paying Agents. The
Noteholders are entitled to the benefit of, are bound by, and are deemed to have notice of, all the provisions of
the Agency Agreement and the Deed of Covenant applicable to them. References in these Conditions to any

Agent shall include any successor appointed under the Agency Agreement.

The Notes may not be redeemed or purchased prior to the Maturity Date except as otherwise set out in
Condition 8. The Maturity Date is 29 March 2027 and the first call date (referred to as the Issuer Call Date
herein) will be 29 March 2022. Accordingly, the Notes will not be redeemed within the first five years
following the Issue Date, except as otherwise set out in Condition 8.

Form, Denomination and Title
1.1  Form and Denomination

The Notes are issued in registered form in amounts of U.S.$200,000 and in integral multiples of
U.S.$1,000 in excess thereof (each an “Authorised Denomination”). A note certificate (each a
“Certificate”) will be issued to each Noteholder in respect of its registered holding of Notes. Each
Certificate will be numbered serially with an identifying number which will be recorded on the
relevant Certificate and in the register of Noteholders which will be kept by the Registrar. The Notes
are issued pursuant to the Turkish Commercial Code (No. 6102), the Capital Markets Law (No. 6362)
of the Republic of Turkey (“Turkey”) and Communiqué No: VII-128.8 on Debt Instruments of the
Capital Markets Board of Turkey (in Turkish: Sermaye Piyasast Kurulu) (the “CMB”). The proceeds
of the Notes shall be paid in cash in a single sum to the Issuer.

1.2 Title

Title to the Notes passes only by registration in the register of Noteholders. The holder of any Note
will (except as otherwise required by law) be treated as its absolute owner for all purposes (whether or
not it is overdue and regardless of any notice of ownership, trust or any interest or any writing on, or
the theft or loss of, the Certificate issued in respect of it) and no person will be liable for so treating the
holder. In these Conditions, “Noteholder” and (in relation to a Note) “holder” means the person in
whose name a Note is registered in the register of Noteholders.
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For a description of the procedures for transferring title to book-entry interests in the Notes, see “Book-
Entry Clearance Systems”.

2 Transfers of Notes and Issue of Certificates

21

2.2

2.3

24

25

3 Status

3.1

Transfers

A Note may be transferred in an Authorised Denomination only by depositing the Certificate issued in
respect of that Note, with the form of transfer on the back duly completed and signed, at the specified
office of the Registrar or any of the other Agents.

Delivery of new Certificates

Each new Certificate to be issued upon a transfer of the Notes will, within five business days of receipt
by the Registrar or the relevant other Agent of the duly completed form of transfer endorsed on the
relevant Certificate, be mailed by uninsured mail at the risk of the holder entitled to the Note to the
address specified in the form of transfer. For the purposes of this Condition 2, “business day” shall
mean a day on which commercial banks are open for general business, including dealings in foreign
currencies, in the city in which the specified office of the Agent with whom a Certificate is deposited
in connection with a transfer is located.

Except in the limited circumstances described in “The Global Certificate — Registration of Title”,
owners of interests in the Notes will not be entitled to receive physical delivery of Certificates.

Where some but not all of the Notes in respect of which a Certificate is issued are to be transferred, a
new Certificate in respect of the Notes not so transferred will, within five business days of receipt by
the Registrar or the relevant other Agent of the original Certificate, be mailed by uninsured mail at the
risk of the holder of the Notes not so transferred to the address of such holder appearing on the register
of Noteholders or as specified in the form of transfer.

Formalities free of charge

Registration of a transfer of Notes will be effected without charge by or on behalf of the Issuer or any
Agent but upon payment by the Noteholder of (or the giving of such indemnity as the Issuer or any
Agent may reasonably require in respect of) any tax or other governmental charges which may be
imposed in relation to such transfer.

Closed Periods

No Noteholder may require the transfer of a Note to be registered during the period of 15 days ending
on the due date for any payment of principal or interest on that Note.

Regulations

All transfers of Notes and entries on the register of Noteholders will be made subject to the detailed
regulations concerning transfer of Notes scheduled to the Agency Agreement. The regulations may be
changed by the Issuer with the prior written approval of the Registrar. A copy of the current regulations
will be mailed (free of charge) by the Registrar to any Noteholder who requests one.

Subordination

The Notes will constitute direct, unsecured and subordinated obligations of the Issuer and claims for
payment by the Issuer in respect of the Notes (including claims for any damages awarded for breach of
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3.2

3.3

3.4

obligations in respect thereof) shall, in the case of a Subordination Event and for so long as that
Subordination Event subsists, rank:

@) subordinate in right of payment to the payment of all Senior Obligations;
(b)  pari passu without any preference among themselves and with all Parity Obligations; and
(c)  in priority to all payments in respect of Junior Obligations.

In addition, no amount will, in the case of a Subordination Event and for so long as that Subordination
Event subsists, be paid under the Notes (including claims for any damages awarded for breach of
obligations in respect thereof) until all payment obligations in respect of Senior Obligations have been
satisfied.

No Set-off or Counterclaim

All payment obligations of, and payments made by, the Issuer under and in respect of the Notes must
be determined and made without reference to any right of set-off or counterclaim of any holder of the
Notes, whether arising before or in respect of any Subordination Event. Following a Subordination
Event and for so long as that Subordination Event subsists and prior to all payment obligations in
respect of Senior Obligations having been satisfied, no holder of the Notes shall exercise any right of
set-off or counterclaim in respect of any amount owed to such holder by the Issuer in respect of the
Notes and any such rights shall be deemed to be waived.

No Link to Derivative Transactions

The Issuer will not: (a) link its obligations in respect of the Notes to any derivative transaction or
derivative contract in a way which would result in a violation of Article 8(2)(b) of the Equity
Regulation; or (b) provide in any manner for such obligations to be the subject of any guarantee or
security.

Interpretation
In these Conditions:

“BRSA” means the Banking Regulation and Supervision Agency (Bankacilik Diizenleme ve Denetleme
Kurumu) of Turkey or such other governmental authority in Turkey having primary bank supervisory
authority with respect to the Issuer;

“Equity Regulation” means the BRSA Regulation on the Equity of Banks (published in the Official
Gazette dated 5 September 2013 (No. 28756), with an effective date of 1 January 2014), as amended,
modified, supplemented or superseded from time to time;

“Junior Obligations” means any class of share capital (including ordinary and preferred shares) of the
Issuer together with any obligations of the Issuer in respect of any securities or other instruments,
including any present and future subordinated loans or debt instruments (as provided under Article 7 of
the Equity Regulation), or other payment obligations of the Issuer, which obligations in each case rank,
or are expressed to rank, junior to the Issuer’s obligations under the Notes;

“Parity Obligations” means any obligations of the Issuer in respect of any securities or other
instruments, including any present and future subordinated loans or debt instruments (as provided
under Article 8 of the Equity Regulation), or other payment obligations of the Issuer, which in each
case rank, or are expressed to rank, pari passu with the Issuer’s obligations under the Notes;
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“Senior Obligations” means any of the Issuer’s present and future indebtedness and other obligations
(including, without limitation (a) obligations for any Senior Taxes, statutory preferences and other
legally-required payments, (b) obligations to depositors and trade creditors, and (c) obligations under
hedging and other financial instruments), other than its obligations under: (i) the Notes; (ii) any Parity
Obligations; and (iii) any Junior Obligations;

“Senior Taxes” means any tax, levy, fund, impost, duty or other charge or withholding of a similar
nature (including any related penalty or interest) including, without limitation, the Banking and
Insurance Transactions Tax (Banka ve Sigorta Muameleleri Vergisi) imposed by Article 28 of the
Expenditure Taxes Law (No. 6802), income withholding tax pursuant to the Decrees of the Council of
Ministers of Turkey (No. 2011/1854 and 2010/1182), Articles 15 and 30 of the Corporate Income Tax
Law (No. 5520) and Article 94 and Provisional Article 67 of the Income Tax Law (No. 193), any
reverse VAT imposed by the VAT Law (No. 3065), any stamp tax imposed by the Stamp Tax Law (No.
488) and any withholding tax imposed by, or anti-tax haven regulations under Article 30.7 of the
Corporate Income Tax Law (No. 5520); and

“Subordination Event” means any distribution of the assets of the Issuer on a dissolution, winding-up
or liquidation of the Issuer whether in bankruptcy, insolvency, receivership, voluntary or mandatory
reorganisation of indebtedness (konkordato) or any analogous proceedings referred to in the Banking
Law (No. 5411), the Turkish Commercial Code (No. 6102) or the Turkish Execution and Bankruptcy
Code (No. 2004).

4 Covenants

4.1

4.2

Maintenance of Authorisations

So long as any of the Notes remains outstanding, the Issuer shall take all necessary action to maintain,
obtain and promptly renew, and do or cause to be done all things reasonably necessary to ensure the
continuance of, all consents, permissions, licences, approvals and authorisations, and make or cause to
be made all registrations, recordings and filings, which may at any time be required to be obtained or
made in Turkey (including, without limitation, with the CMB and the BRSA) for: (a) the execution,
delivery or performance of the Agency Agreement, the Deed of Covenant and the Notes or for the
validity or enforceability thereof; or (b) save to the extent any failure to do so does not and would not
have a material adverse effect on: (i) the business, financial condition or results of operations of the
Issuer; or (ii) the Issuer’s ability to perform its obligations under the Notes (a “Material Adverse
Effect”), the conduct by it of the Permitted Business.

Transactions with Affiliates

So long as any of the Notes remains outstanding, the Issuer shall not, and shall not permit any of its
Material Subsidiaries to, in any 12 month period: (a) make any payment to; (b) sell, lease, transfer or
otherwise dispose of any of its properties, revenues or assets to; (c) purchase any properties, revenues
or assets from; or (d) enter into or make or amend any transaction, contract, agreement, understanding,
loan, advance, indemnity or guarantee (whether related or not) with or for the benefit of, any Affiliate
(each, an “Affiliate Transaction”) which Affiliate Transaction has (or, when taken together with any
other Affiliate Transactions during such 12 month period, in the aggregate have) a value in excess of
U.S.$25,000,000 (or its equivalent in any other currency) unless such Affiliate Transaction (and each
such other aggregated Affiliate Transaction) is on terms that are no less favourable to the Issuer or the
relevant Material Subsidiary than those that would have been obtained in a comparable transaction by
the Issuer or such Material Subsidiary with an unrelated Person.
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4.3

4.4

Financial Reporting

So long as any of the Notes remains outstanding, the Issuer shall deliver to the Fiscal Agent for

distribution to any Noteholder upon such Noteholder’s written request to the Fiscal Agent:

(@)

(b)

not later than six months after the end of each financial year of the Issuer, English language
copies of the Issuer’s audited consolidated financial statements for such financial year, prepared
in accordance with BRSA Principles, together with the corresponding financial statements for
the preceding financial year, and each such annual financial statements of the Issuer shall be
accompanied by a report of the Issuer’s auditors thereon; and

not later than four months after the end of the first six months of each financial year of the
Issuer, English language copies of its unaudited consolidated financial statements for such six
month period, prepared in accordance with BRSA Principles, together with the financial
statements for the corresponding period of the previous financial year, and each such interim
financial statements of the Issuer shall be accompanied by a review report of the Issuer’s
auditors thereon.

Merger, Amalgamation, Consolidation, Sale, Assignment or Disposal

So long as any of the Notes remains outstanding, the Issuer shall not merge, amalgamate or consolidate

with or into, or sell, assign or otherwise dispose of all or substantially all of its property and assets

(whether in a single transaction or a series of related transactions) to, any other person (a “New Bank™)

without the prior approval of the Noteholders by way of an Extraordinary Resolution unless either:

(@)

(b)

(1) the New Bank is incorporated, domiciled and resident in Turkey and executes a deed
poll and such other documents (if any) as may be necessary to give effect to its
assumption of all of the obligations, covenants, liabilities and rights of the Issuer in
respect of the Notes (together, the “Documents”) and (without limiting the generality of
the foregoing) pursuant to which the New Bank shall undertake in favour of each
Noteholder to be bound by the Notes, these Conditions and the provisions of the Agency
Agreement and the Deed of Covenant as fully as if it had been named in the Notes, these
Conditions, the Agency Agreement and the Deed of Covenant in place of the Issuer; and

(i)  the Issuer (or the New Bank) delivers to the Fiscal Agent a legal opinion from a leading
firm of lawyers in each of Turkey and England to the effect that, subject to no greater
limitations as to enforceability than those which would apply in any event in the case of
the Issuer, the Documents constitute or, when duly executed and delivered, will
constitute, legal, valid and binding obligations of the New Bank, with each such opinion
to be dated not more than seven days prior to the date of such merger, amalgamation or
consolidation or sale, assignment or other disposition,

and provided that (A) no Event of Default (as defined in Condition 11 below) has occurred and
is continuing and (B) such merger, amalgamation or consolidation or sale, assignment or other
disposition does not and would not (I) result in any other default or breach of the obligations
and covenants of the Issuer under the Notes or of the New Bank on its assumption of such
obligations and covenants in accordance with the provisions of this Condition 4.4 or (II)
otherwise have a Material Adverse Effect, as determined by reference to the Issuer immediately
prior to, and to the New Bank immediately after, the relevant merger, amalgamation or
consolidation or sale, assignment or other disposition; or

the surviving legal entity following any such merger, amalgamation or consolidation is the
Issuer.
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4.5

Interpretation
For the purposes of these Conditions:

“Affiliate” means, in respect of any specified Person, any other Person directly or indirectly
controlling or controlled by or under direct or indirect common control with such specified Person,
and, in the case of a natural Person, any immediate family member of such Person. For the purposes of
this definition, control, as used with respect to any Person, shall mean the possession, directly or
indirectly, of the power to direct or cause the direction of the management or policies of such Person,
whether through the ownership of voting securities, by agreement or otherwise and the terms
controlling, controlled by and under common control with shall have corresponding meanings;

“BRSA Principles” means collectively the regulation on “The Procedures and Principles Regarding
Banks’ Accounting Practices and Maintaining Documents” published in the Official Gazette dated 1
November 2006 and numbered 26333, Turkish Accounting Standards and Turkish Financial Reporting
Standards issued by the Turkish Accounting Standards Board, and the additional notes and
explanations related thereto, and other regulations, circulars, communiqués and pronouncements in
respect of accounting and financial reporting made by the BRSA;

“Material Subsidiary” means at any time a Subsidiary of the Issuer:

(@)  whose total assets (consolidated in the case of a Subsidiary which itself has Subsidiaries)
represent (or, in the case of a Subsidiary acquired after the end of the financial period to which
the then latest audited consolidated BRSA Principles financial statements of the Issuer and its
Subsidiaries relate, are equal to) not less than 10 per cent. of the consolidated total assets of the
Issuer and its Subsidiaries taken as a whole, all as calculated respectively by reference to the
then latest audited BRSA Principles financial statements (consolidated or, as the case may be,
unconsolidated) of such Subsidiary and the then latest audited consolidated accounts of the
Issuer and its Subsidiaries; provided that: (i) in the case of a Subsidiary of the Issuer acquired
after the end of the financial period to which the then latest audited consolidated BRSA
Principles financial statements of the Issuer and its Subsidiaries relate; or (ii) in the case of any
such Subsidiary for which its then latest relevant audited accounts, at the time of such
acquisition, are not prepared in accordance with BRSA Principles, the reference to the then
latest audited consolidated BRSA Principles financial statements of the Issuer and its
Subsidiaries and the relevant then latest audited BRSA Principles financial statements of such
Subsidiary for the purposes of the calculation above shall, until consolidated or, as the case may
be, BRSA Principles accounts for the financial period in which the acquisition is made have
been prepared and audited as aforesaid, be deemed to be a reference to such consolidated BRSA
Principles financial statements of the Issuer and its Subsidiaries as if such Subsidiary had been
shown in those financial statements by reference to such Subsidiary’s then latest relevant
audited accounts, adjusted as deemed appropriate by the Issuer (including to reflect a
conversion of such accounts into BRSA Principles if the then latest relevant audited accounts of
such Subsidiary were not prepared in accordance with BRSA Principles);

(b)  to which is transferred the whole or substantially the whole of the undertaking and assets of a
Subsidiary of the Issuer that immediately prior to such transfer is a Material Subsidiary;
provided that the transferor Subsidiary shall upon such transfer forthwith cease to be a Material
Subsidiary and the transferee Subsidiary shall immediately become a Material Subsidiary
pursuant to this sub-paragraph (b) but shall cease to be a Material Subsidiary on the date of
publication of the Issuer’s next audited consolidated BRSA Principles financial statements
unless it would then be a Material Subsidiary under sub-paragraph (a) above; or
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(c) to which is transferred an undertaking or assets that, taken together with the undertaking or
assets of the transferee Subsidiary, represent (or, in the case of the transferee Subsidiary being
acquired after the end of the financial period to which the then latest audited consolidated
BRSA Principles financial statements of the Issuer and its Subsidiaries relate, are equal to) not
less than 10 per cent. of the consolidated total assets of the Issuer and its Subsidiaries taken as a
whole (calculated as set out in sub-paragraph (a) above); provided that the transferor Subsidiary
(if a Material Subsidiary) shall upon such transfer forthwith cease to be a Material Subsidiary
unless immediately following such transfer, its assets represent (or, in the case aforesaid, are
equal to) not less than 10 per cent. of the consolidated total assets of the Issuer and its
Subsidiaries taken as a whole (all as calculated as set out in sub-paragraph (a) above), and the
transferee Subsidiary shall cease to be a Material Subsidiary pursuant to this sub-paragraph (c)
on the date of the publication of the Issuer’s next consolidated audited BRSA Principles
financial statements, save that such transferor Subsidiary or such transferee Subsidiary may be a
Material Subsidiary on or at any time after the date on which such consolidated accounts have
been prepared and audited as aforesaid by virtue of the provisions of sub-paragraph (a) above
or, prior to or after such date, by virtue of any other applicable provision of this definition.

A report by the auditors of the Issuer that in their opinion a Subsidiary is or is not or was or was not at
any particular time a Material Subsidiary shall, in the absence of manifest error, be conclusive and

binding on all parties;

“Permitted Business” means any business which is the same as or related, ancillary or complementary
to any of the businesses of the Issuer on the Issue Date;

“Person” means: (a) any individual, company, unincorporated association, government, state agency,
international organisation or other entity; and (b) its successors and assigns; and

“Subsidiary” means, in relation to any Person, any company: (a) in which such Person holds a majority
of the voting rights; (b) of which such Person is a member and has the right to appoint or remove a
majority of the board of directors; or (c) of which such Person is a member and controls a majority of
the voting rights, and includes any company which is a Subsidiary of a Subsidiary of such Person. In
relation to the consolidated financial statements of the Issuer, a “Subsidiary” shall also include any
other Person that is (in accordance with BRSA Principles) consolidated with the Issuer.

5 Interest

51

Interest Rate and Interest Payment Dates
The Notes bear interest:

@) in respect of the period from, and including, 28 March 2017 (the “Issue Date”) to, but
excluding, the Issuer Call Date at the rate of 7.625 per cent. per annum (the “Initial Interest
Rate”); and

(b)  in respect of the period from, and including, the Issuer Call Date to, but excluding, the Maturity
Date (the “Reset Period”), at the rate per annum equal to the aggregate of: (i) the Reset Margin;
and (ii) the 5 Year Mid-Swap Rate (the “Reset Interest Rate” and, together with the Initial
Interest Rate, each a “Rate of Interest”), as determined by the Fiscal Agent on the Reset

Determination Date.

Interest will be payable semi-annually in arrear on each of 29 March and 29 September (each an
“Interest Payment Date”) in each year up to, and including, the Maturity Date, except that the first
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payment of interest, to be made on 29 September 2017, will be in respect of the period from, and
including, the Issue Date to, but excluding, 29 September 2017.

In the case of any Write-Down (as defined in Condition 6.1) of the Notes, interest will be paid on the
Notes:

Q) if the Notes are Written-Down in full, on the date of the Write-Down (the “Write-Down Date”)
and in respect of: (A) the period from (and including) the Interest Payment Date immediately
preceding the Write-Down Date (or, if none, the Issue Date) to (but excluding) the Write-Down
Date and (B) the Prevailing Principal Amount(s) of the outstanding Notes during that period;
and

(if)  if the Notes are not Written-Down in full, on the Interest Payment Date immediately following
such Write-Down (the “Partial Write-Down Interest Payment Date”) and calculated as the sum
of the amount of interest payable in respect of:

(A) the period from (and including) the Interest Payment Date immediately preceding the
Write-Down Date (or, if none, the Issue Date) to (but excluding) the Write-Down Date;
and

(B) the period from (and including) the Write-Down Date to (but excluding) the Partial
Write-Down Interest Payment Date,

and, in each case, calculated in respect of the Prevailing Principal Amount(s) of the outstanding
Notes during those respective periods.

Interest shall be calculated in respect of any period by applying the Rate of Interest to:

(i) in the case of Notes that are represented by a Global Certificate, the aggregate Prevailing
Principal Amount of the outstanding Notes represented by such Global Certificate; or

(i)  in the case of Notes in definitive form, U.S.$1,000 (the “Calculation Amount™),

and, in each case, multiplying such sum by the number of days in such period (determined as provided
in the definition of “30/360” below), and rounding the resultant figure to the nearest U.S.$0.01 (with
U.S.$0.005 being rounded upwards). Where the Prevailing Principal Amount of a Note in definitive
form is a multiple of the Calculation Amount, the amount of interest payable in respect of such Note
shall be the product of the amount (determined in the manner provided above) for the Calculation
Amount and the amount by which the Calculation Amount is multiplied to reach such Prevailing
Principal Amount, without any further rounding. For any Prevailing Principal Amount of a Note in
definitive form that is not a multiple of the Calculation Amount, the amount of interest payable in
respect of such Prevailing Principal Amount shall be determined in the same manner as for a Global
Certificate above.

In the case of a period for which interest is to be calculated where different Prevailing Principal
Amounts have applied, the above calculation shall be performed separately for each sub-period within
that period during which the Prevailing Principal Amount was different and the aggregate of the
amounts resulting from such calculations shall be the interest payable in respect of the relevant period.

Determination and notification of Reset Interest Rate

The Fiscal Agent will at, or as soon as practicable after, the Relevant Time determine the Reset Interest
Rate and cause it to be notified to the Issuer and any stock exchange on which the Notes are for the
time being listed and notice thereof to be published in accordance with Condition 13 as soon as
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possible after such determination but in no event later than the fourth London Business Day thereafter.
For the purposes of this paragraph, the expression “London Business Day” means a day (other than a
Saturday or a Sunday) on which banks and foreign exchange markets are open for general business in
London.

Certificates to be final

All certificates, communications, opinions, determinations, calculations, quotations and decisions
given, expressed, made or obtained for the purposes of the provisions of this Condition 5 shall (in the
absence of wilful default, bad faith or manifest error) be binding on the Issuer, the Fiscal Agent, the
other Agents and all Noteholders and (in the absence of wilful default or bad faith) no liability to the
Issuer or the Noteholders shall attach to the Fiscal Agent in connection with the exercise or non-
exercise by it of its powers, duties and discretions pursuant to such provisions.

Interest Accrual

Each Note will cease to bear interest from and including its due date for redemption unless, upon due
presentation, payment of the principal in respect of the Note is improperly withheld or refused or
unless default is otherwise made in respect of payment. In such event, interest will continue to accrue
until whichever is the earlier of:

(a)  the date on which all amounts due in respect of such Note have been paid; and

(b)  five days after the date on which the full amount of the moneys payable in respect of such Note
has been received by the Fiscal Agent or the Registrar, as the case may be, and notice to that
effect has been given to the Noteholders in accordance with Condition 13.

Interpretation
In these Conditions:

“5 Year Mid-Swap Rate” means the annual mid-swap rate for U.S. Dollar swap transactions with a
maturity of five years (quoted on a semi-annual basis), expressed as a percentage, which appears on
the Screen Page at the Relevant Time. If such rate does not appear on the Screen Page at the Relevant
Time, the 5 Year Mid-Swap Rate will be the percentage per annum determined by the Fiscal Agent on
the basis of the arithmetic mean of the bid and offered rates quoted by the Reference Banks at the
Relevant Time for the semi-annual fixed leg (calculated on a 30/360 day count basis) of a fixed-for-
floating U.S. Dollar interest rate swap transaction with an acknowledged dealer of good credit in the
swap market, which swap transaction has a term of five years commencing on the Issuer Call Date and
is in a Representative Amount, where the floating leg (calculated on an Actual/360 day count basis) is
equivalent to the rate for deposits in U.S. Dollars for a three month period offered at the Relevant Time
by the principal London offices of leading swap dealers in the New York City interbank market to
prime banks in the London interbank market. The Fiscal Agent will request each of the Reference
Banks to provide such quotations. If three or more quotations are so provided, the 5 Year Mid-Swap
Rate will be the percentage reflecting the arithmetic mean of those quotations, eliminating the highest
such quotation (or, in the event of equality, one of the highest) and the lowest such quotation (or, in the
event of equality, one of the lowest). If only two quotations are so provided, it will be the arithmetic
mean of the quotations provided. If only one quotation is so provided, it will be such quotation. If no
quotations are provided, the 5 Year Mid-Swap Rate will be 2.081 per cent. per annum;

“30/360” means the number of days in the Interest Period or the Relevant Period, as the case may be,
to (but excluding) the relevant payment date, divided by 360, calculated on the basis of a year of 360
days with twelve 30-day months and, in the case of an incomplete month, the number of days elapsed;
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“Actual/360” means the actual number of days in the Interest Period or the Relevant Period, as the case
may be, to (but excluding) the relevant payment date, divided by 360;

“Business Day” means a day (other than a Saturday or Sunday) on which commercial banks and
foreign exchange markets settle payments and are open for general business (including dealing in
foreign exchange and foreign currency deposits) in London and New York City;

“Initial Principal Amount” means, in respect of a Note at any time, U.S.$1,000 for each U.S.$1,000 in
principal amount of that Note as of the Issue Date;

“Interest Period” means the period from (and including) an Interest Payment Date (or, as the case may
be, the Issue Date) to (but excluding) the next (or, as the case may be, first) Interest Payment Date;

“Issue Date” means 28 March 2017,
“Issuer Call Date” means 29 March 2022;
“Maturity Date” means 29 March 2027;

“Prevailing Principal Amount” means, in respect of a Note at any time, the Initial Principal Amount of
that Note as reduced (on one or more occasions) by any Write-Down (as defined in Condition 6.1) at
or prior to such time;

“Reference Banks” means five leading swap dealers in the New York City interbank market as selected
by the Fiscal Agent after consultation with the Issuer;

“Relevant Period” means the period from (and including) the most recent Interest Payment Date (or, if
none, the Issue Date) to (but excluding) the relevant date of payment;

“Relevant Time” means at or around 11:00 a.m. (New York City time) on the Reset Determination
Date;

“Representative Amount” means an amount that is representative of a single transaction in the relevant
market at the Relevant Time;

“Reset Determination Date” means the third Business Day immediately preceding the Issuer Call Date;
“Reset Margin” means 5.544 per cent. per annum; and

“Screen Page” means the display page on the relevant Reuters information service designated as the
“ICESWAP1” page or such other page as may replace it on that information service, or on such other
equivalent information service as may be nominated by the person providing or sponsoring such
information, in each case, for the purpose of displaying equivalent or comparable rates to the 5 Year
Mid-Swap Rate.

Loss Absorption upon the Occurrence of a Non-Viability Event

Under Article 8(2)(g) of the Equity Regulation, to be eligible for inclusion as Tier 2 capital of the Issuer, it
should, among other things, be possible pursuant to the terms of the Notes for the Notes to be written-down or
converted into equity of the Issuer upon the decision of the BRSA in the event it is probable that the operating
licence of the Issuer may be revoked pursuant to Article 71 of the Banking Law (No. 5411) (as further defined
below, a Non-Viability Event). For the purposes of the Notes, the Issuer has elected pursuant to Article 8(2)(g)
of the Equity Regulation to provide for the permanent write-down of the Notes and not their conversion into

equity on the occurrence of a Non-Viability Event as set out below.
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As of the date of this Prospectus, there are a number of corrective, rehabilitative and restrictive measures that
the BRSA may require to be taken under Articles 68 to 70 of the Banking Law (No. 5411) prior to any
determination of Non-Viability of the Issuer. In conjunction with any such determination by the BRSA, losses
may be absorbed by shareholders of the Issuer upon the revocation of the Issuer’s operating licence pursuant
to Article 71 of the Banking Law (No. 5411) and its subsequent liquidation in accordance with the provisions
of the Banking Law (No. 5411) and Turkish Commercial Code (No. 6102). However, the Write-Down of the
Notes under the Equity Regulation may take place before any such revocation and liquidation.

Pursuant to the first paragraph of Condition 6.1, while the Notes may be Written-Down before any revocation
and liquidation as described in the preceding paragraph, the Write-Down must take place in conjunction with
such revocation of the Issuer’s operating licence pursuant to Article 71 of the Banking Law (No. 5411) and
subsequent liquidation in accordance with the Banking Law (No.5411) and Turkish Commercial Code (No.
6102) in order that the respective rankings described in Condition 3.1 are maintained and the relevant
loss(es) are absorbed by Junior Obligations to the maximum extent possible. In this respect, such action will
be taken as is decided by the Board of the BRSA. Where a Write-Down of the Notes does take place before the
liquidation of the Issuer, Noteholders would only be able to claim and prove in such liquidation in respect of
the Prevailing Principal Amount of the outstanding Notes following the Write-Down.

6.1  Write-Down of the Notes
If a Non-Viability Event occurs at any time, the Issuer shall:
(@)  pro rata with the other Notes and all other Parity Loss-Absorbing Instruments; and

(b)  in conjunction with, and such that no Write-Down (as defined below) shall take place without
there also being:

(1 the maximum possible reduction in the principal amount of, and/or corresponding
conversion into equity being made in respect of, all Junior Loss-Absorbing Instruments
(including Additional Tier I Capital ([lave Ana Sermaye)) in accordance with the
provisions of such Junior Loss-Absorbing Instruments; and

(if)  the implementation of Statutory Loss-Absorption Measures, involving the absorption by
all other Junior Obligations (including Common Equity Tier I Capital (Cekirdek
Sermaye)) to the maximum extent allowed by law of the relevant loss(es) giving rise to
the Non-Viability of the Issuer within the framework of the procedures and other
measures by which the relevant loss(es) of the Issuer giving rise to the Non-Viability
Event may be absorbed by such Junior Obligations pursuant to Article 71 of Banking
Law (No. 5411) and/or otherwise under Turkish law and regulations,

reduce the then Prevailing Principal Amount of each outstanding Note by the relevant Write-Down
Amount (any such reduction, a “Write-Down”, and “Written-Down” and “Writing Down” shall be
construed accordingly).

For these purposes, any determination of a Write-Down Amount shall take into account the absorption
of the relevant loss(es) by all Junior Obligations to the maximum extent possible or otherwise allowed
by law and the Writing Down of the Notes pro rata with all other Parity Loss-Absorbing Instruments,
thereby maintaining the respective rankings described under Condition 3.1 above.

The Issuer shall notify the Noteholders of any Non-Viability Event in accordance with Condition 13 as
soon as practicable upon receiving notice thereof from the BRSA; provided that prior to the
publication of such notice the Issuer shall deliver to the Fiscal Agent the statement(s) in writing
received from (or published by) the BRSA of its determination of such Non-Viability Event. The Issuer
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6.2

shall further notify the Noteholders in accordance with Condition 13 and deliver to the Fiscal Agent
the statement(s) in writing received from (or published by) the BRSA specifying the Write-Down
Amount as soon as practicable upon receiving notice thereof from the BRSA.

A Non-Viability Event may occur on more than one occasion and the Notes may be Written-Down on
more than one occasion, with each such Write-Down to involve the reduction of the then Prevailing
Principal Amount of each outstanding Note by the relevant Write-Down Amount.

Noteholders will have no further claim against the Issuer in respect of any Written-Down Amount of
the Notes and if, at any time, the Notes are Written-Down in full, the Notes shall be cancelled
following payment of interest accrued and unpaid to (but excluding) the date of such final Write-Down
and Noteholders will have no further claim against the Issuer in respect of any such Notes.

Interpretation
For the purposes of this Condition 6:

“Junior Loss-Absorbing Instruments” means any Loss-Absorbing Instrument that is or represents a
Junior Obligation;

“Loss-Absorbing Instrument” means any security or other instrument or payment obligation that has
provision for all or some of its principal amount to be reduced and/or converted into equity (in
accordance with its terms or otherwise) on the occurrence or as a result of a Non-Viability Event
(which shall not include ordinary shares or any other instrument that does not have such provision in
its terms or otherwise but which is subject to any Statutory Loss Absorption Measure);

“Non-Viability Event” means the determination by the BRSA that, upon the incurrence of a loss by the
Issuer (on a consolidated or non-consolidated basis), the Issuer has become, or it is probable that the
Issuer will become, Non-Viable;

“Non-Viable” means, in the case of the Issuer, where the Issuer is at the point at which the BRSA may
determine that: (i) its operating licence is to be revoked pursuant to Article 71 of the Banking Law
(No. 5411) and (ii) the Issuer be liquidated in accordance with the provisions of the Banking Law (No.
5411) and Turkish Commercial Code (No. 6102), and “Non-Viability” shall be construed accordingly;

“Parity Loss-Absorbing Instruments” means any Loss-Absorbing Instrument that is or represents a
Parity Obligation;

“Statutory Loss Absorption Measure” means any procedure or measure under the laws of Turkey by
which the relevant loss(es) of the Issuer giving rise to the Non-Viability Event may be absorbed by
Junior Obligations; and

“Write-Down Amount”, in respect of an outstanding Note, means the amount by which the Prevailing
Principal Amount of such Note as of the date of the relevant Write-Down is to be Written-Down,
which shall be determined as described in Condition 6.1 and may be all or part only of such Prevailing
Principal Amount, in each case as specified in writing (including by way of publication) by the BRSA,
and “Written-Down Amount” shall be construed accordingly.

While a Write-Down of the Notes may take place before the absorption of the relevant loss(es) giving
rise to the Non-Viability Event to the maximum extent possible by Junior Obligations, such loss
absorption might be taken into account by the BRSA, where relevant, in the determination of the Write-
Down Amount in order for the respective rankings described in Condition 3.1 to be maintained on any

Write-Down as provided in Condition 6.1.
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7

Payments

7.1

7.2

7.3

7.4

Payments in respect of Notes

Payment of principal and interest on a Note will be made by transfer to the registered account of the
relevant Noteholder or by U.S. Dollar cheque drawn on a bank that processes payments in U.S. Dollars
mailed by uninsured mail at the risk of the holder entitled to the Note to the registered address of such
Noteholder if it does not have a registered account. Notwithstanding anything else herein to the
contrary, payments of interest due otherwise than on an Interest Payment Date and payments of
principal will only be made against surrender of the relevant Certificate at the specified office of any of
the Agents. Interest on Notes due on an Interest Payment Date will be paid to the holder shown on the
register of Noteholders at the close of business on the date (the “record date”) being the 15th day
before the due date for the payment of interest (or, if such 15th day is not a London Business Day, the
first London Business Day prior to such 15th day).

For the purposes of this Condition 7.1, a Noteholder’s registered account means the U.S. Dollar
account maintained by or on behalf of it with a bank that processes payments in U.S. Dollars, details of
which appear on the register of Noteholders at the close of business: (a) in the case of principal, on the
second Payment Business Day (as defined in Condition 7.4) before the due date for payment; and (b)
in the case of a payment of interest due on an Interest Payment Date, on the relevant record date, and a
Noteholder’s registered address means its address appearing on the register of Noteholders at that time.
Payment of the interest due in respect of each Note on redemption will be made in the same manner as
payment of the principal amount of such Note.

In this Condition 7.1, “London Business Day” means a day (other than a Saturday or Sunday) on
which commercial banks are open for general business (including dealings in foreign currencies) in
London.

Payments subject to Applicable Laws

Payments in respect of principal and interest on the Notes are subject in all cases to: (a) any fiscal or
other laws and regulations applicable thereto in the place of payment, but without prejudice to the
provisions of Condition 9; and (b) any withholding or deduction required pursuant to an agreement
described in Section 1471(b) of the U.S. Internal Revenue Code of 1986, as amended (the “Code”), or
otherwise imposed pursuant to Sections 1471 through 1474 of the Code and any regulations or
agreements thereunder or official interpretations thereof (“FATCA”) or any law implementing an
intergovernmental approach to FATCA.

No Commissions

No commissions or expenses shall be charged to the Noteholders in respect of any payments made in
accordance with this Condition 7.

Payment on Business Days

Where payment is to be made: (a) by transfer to a registered account, payment instructions (for value
the due date or, if that is not a Payment Business Day, for value the first following day which is a
Payment Business Day) will be initiated; and (b) by cheque, the cheque will be mailed on or before the
Payment Business Day preceding the due date for payment; provided that, with respect to both sub-
paragraphs (a) and (b), in the case of a payment of interest due otherwise than on an Interest Payment
Date, or any payment of principal, if later, on the Payment Business Day on which the relevant
Certificate is surrendered at the specified office of an Agent (provided that if such Certificate is
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7.5

7.6

surrendered later than 10:00 a.m. (London time) on any Payment Business Day, then such payment
may be initiated or mailed (as applicable) on the following Payment Business Day).

A Noteholder will not be entitled to any interest or other payment for any delay after the due date in
receiving the amount due if the due date is not a Payment Business Day, if the Noteholder is late in
surrendering its Certificate (if required to do so) or a cheque mailed in accordance with this Condition
arrives after the due date for payment or is lost in the post.

None of the Issuer or the Agents will have any responsibility or liability for any aspect of the records
relating to, or payments made on account of, beneficial ownership interests in the Notes held through
the facilities of Clearstream, Luxembourg or Euroclear or for maintaining, supervising or reviewing
any records relating to such beneficial ownership interests.

In these Conditions, “Payment Business Day” means a day (other than a Saturday or Sunday) on which
commercial banks are open for general business (including dealings in foreign currencies) in New
York City, London and Istanbul and, in the case of presentation of a Certificate, in the place in which
the Certificate is presented.

Partial Payments

If the amount of principal or interest which is due on the Notes is not paid in full, the Registrar will
annotate the register of Noteholders with a record of the amount of principal or interest in fact paid.

Agents

The names of the initial Agents and their initial specified offices are set out immediately following
these Conditions. The Issuer reserves the right at any time to vary or terminate the appointment of any
Agent and to appoint additional or other Agents provided that:

(a)  there will at all times be a Fiscal Agent;

(b)  so long as the Notes are listed on the Irish Stock Exchange, there will at all times be a Paying
Agent (which may be the Fiscal Agent) having a specified office in such place as may be
required by the rules and regulations of the Irish Stock Exchange or any other relevant
authority;

(c)  there will at all times be a Paying Agent (which may be the Fiscal Agent) in a jurisdiction other
than the jurisdiction in which the Issuer is incorporated; and

(d) there will at all times be a Registrar.

Notice of any termination or appointment and of any changes to the specified office of an Agent will
be given to the Noteholders promptly by the Issuer in accordance with Condition 13.

8 Redemption and Purchase

8.1

8.2

Redemption at Maturity

Unless previously redeemed or purchased and cancelled as provided below, the Issuer will redeem the
Notes at their then aggregate Prevailing Principal Amount on the Maturity Date.

Redemption for Taxation Reasons

If as a result of any change in, or amendment to, the laws or regulations of a Relevant Jurisdiction (as
defined in Condition 9), or any change in the application or official interpretation of the laws or
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8.3

regulations of a Relevant Jurisdiction, which change or amendment becomes effective after 24 March
2017, on the next Interest Payment Date, the Issuer would:

(@) be required to: (i) pay additional amounts as provided or referred to in Condition 9; and (ii)
make any withholding or deduction for, or on account of, any Taxes imposed or levied by or on
behalf of the Relevant Jurisdiction, where such requirement cannot be avoided by the Issuer
taking reasonable measures available to it; or

(b)  no longer be entitled to claim a deduction in calculating its tax liability in a Relevant
Jurisdiction in respect of the payment of interest to be made on such Interest Payment Date, or
the value of such deduction to the Issuer, as compared to what it would have been on 24 March
2017, is, or would be, reduced,

then, subject to Condition 8.8, the Issuer may, at its option, having given not less than 30 nor more
than 60 days’ notice to the Noteholders in accordance with Condition 13 (which notice shall be
irrevocable and shall specify the date fixed for redemption), redeem all, but not some only, of the
Notes then outstanding, at any time at their then aggregate Prevailing Principal Amount together with
interest accrued and unpaid to but excluding the date of redemption. Prior to the publication of any
notice of redemption pursuant to this Condition 8.2, the Issuer shall deliver to the Fiscal Agent:

Q) in the case of sub-paragraph (a) above: (A) a certificate signed by two authorised signatories of
the Issuer stating that the requirement referred to in sub-paragraph (a) above will apply on the
next Interest Payment Date and cannot be avoided by the Issuer taking reasonable measures
available to it and (B) if applicable in accordance with Condition 8.8, a copy of the BRSA’s
written approval for such redemption of the Notes (with, if necessary, an English translation
thereof) and (C) an opinion of independent legal advisers of recognised standing to the effect
that the Issuer has or will become obliged to pay such additional amounts as a result of such

change or amendment; or

(i)  in the case of sub-paragraph (b) above: (A) a certificate signed by two authorised signatories of
the Issuer stating that the requirement referred to in sub-paragraph (b) above will apply on the
next Interest Payment Date, (B) if applicable in accordance with Condition 8.8, a copy of the
BRSA’s written approval for such redemption of the Notes (with, if necessary, an English
translation thereof) and (C) an opinion of independent tax advisers of recognised standing to the
effect that on the next Interest Payment Date the Issuer is or will no longer be entitled to claim
such deduction (or the value of such deduction has or will be so reduced) as a result of such
change or amendment.

Redemption at the option of the Issuer (Issuer Call)

The Issuer may, subject to Condition 8.8, at its option, having given not less than 30 nor more than 60
days’ notice to the Noteholders in accordance with Condition 13 (which notice shall be irrevocable),
redeem all, but not some only, of the Notes then outstanding, on the Issuer Call Date at their then
aggregate Prevailing Principal Amount together with interest accrued and unpaid to but excluding the
Issuer Call Date.

The Notes may not be redeemed or purchased prior to the Maturity Date except as otherwise set out in
Condition 8. The Maturity Date is 29 March 2027 and the first call date (referred to as the Issuer Call
Date herein) will be 29 March 2022. Accordingly, the Notes will not be redeemed within the first five
years following the Issue Date, except as otherwise set out in Condition §.
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8.4

8.5

8.6

8.7

8.8

Redemption upon a Capital Disqualification Event

If a Capital Disqualification Event occurs at any time after the Issue Date, the Issuer may, subject to
Condition 8.8, having given not less than 30 nor more than 60 days’ notice to the Noteholders in
accordance with Condition 13 (which notice shall be irrevocable and shall specify the date fixed for
redemption), redeem all, but not some only, of the Notes then outstanding at any time at their then
aggregate Prevailing Principal Amount together with interest accrued and unpaid to but excluding the
date of redemption. Prior to the publication of any notice of redemption pursuant to this Condition 8.4,
the Issuer shall deliver to the Fiscal Agent (i) a copy of the confirmation in writing by the BRSA
required for the purposes of limb (ii) of the definition of Capital Disqualification Event, if applicable,
and (ii) a certificate signed by two authorised signatories of the Issuer stating that such Capital
Disqualification Event has occurred.

For the purposes of this Condition 8.4:

(8)  “Capital Disqualification Event” means if, as a result of (i) any change in applicable law or
regulation (including the Equity Regulation), or (ii) the application or official interpretation
thereof, which change in application or official interpretation is confirmed in writing by the
BRSA, all or any part of the aggregate Prevailing Principal Amount of the outstanding Notes is
not eligible for inclusion as Tier 2 capital of the Issuer; and

(b)  “Tier 2 capital” means tier 2 capital as provided under Article 8 of the Equity Regulation.
Purchases

Except to the extent permitted by applicable law, the Notes shall not be purchased by, or otherwise
assigned and/or transferred to, or for the benefit of (a) any entity which is controlled by the Issuer or
over which the Issuer has significant influence (as contemplated in the Banking Law (No. 5411) and
the Equity Regulation) (a “Related Entity”) or (b) the Issuer. If so permitted, and subject to Condition
8.8, the Issuer or any Related Entity may at any time purchase or otherwise acquire Notes in any
manner and at any price in the open market or otherwise. Subject to applicable law, such Notes may be
held, resold or, at the option of the Issuer or any Related Entity for those Notes held by it, surrendered
to any Paying Agent and/or the Registrar for cancellation.

Cancellations

All Notes that are redeemed by or on behalf of the Issuer will forthwith be cancelled and, accordingly,
may not be held, re-issued or resold.

Notices Final

Upon the expiry of any notice as is referred to in Conditions 8.2, 8.3 and 8.4 above, the Issuer shall be
bound to redeem the Notes in accordance with the terms of such Condition.

Conditions to redemption or purchase

Neither the Issuer nor any Related Entity may redeem or purchase the Notes, as applicable, before the
Maturity Date other than as provided in this Condition 8.

Any redemption or purchase of Notes in accordance with this Condition 8 (other than redemption on
the Maturity Date) is subject to, if and to the extent then required by the BRSA or the Equity
Regulation, the Issuer giving notice to the BRSA and the BRSA granting permission to the Issuer to
redeem or purchase the Notes, as applicable.
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Taxation
9.1 Payment without Withholding

All payments in respect of the Notes by or on behalf of the Issuer will be made without withholding or
deduction for, or on account of, any present or future taxes, duties, assessments or governmental
charges of whatever nature (“Taxes”) imposed or levied by or on behalf of any Relevant Jurisdiction
unless the withholding or deduction of the Taxes is required by law. In that event, the Issuer will pay
such additional amounts as shall be necessary in order that the net amounts received by the
Noteholders after such withholding or deduction shall equal the respective amounts which would have
been receivable in respect of the Notes in the absence of the withholding or deduction, except that no
additional amounts shall be payable in relation to any payment in respect of any Note:

(8  to a holder (or to a third party on behalf of a holder) who is liable for Taxes in respect of the
Note by reason of such holder having some connection with any Relevant Jurisdiction other
than the mere holding of the Note; or

(b)  presented for payment in Turkey; or

(c)  presented for payment more than 30 days after the Relevant Date (as defined below) except to
the extent that a holder would have been entitled to additional amounts on presenting the same
for payment on the last day of the period of 30 days assuming that day to have been a Payment
Business Day (as defined in Condition 7.6).

Notwithstanding any other provision of these Conditions, in no event will the Issuer be required to pay
any additional amounts in respect of the Notes for, or on account of, any withholding or deduction
required pursuant to FATCA (including pursuant to any agreement described in Section 1471(b) of the
Code) or any law implementing an intergovernmental approach to FATCA.

9.2  Interpretation
In these Conditions:

(@)  “Relevant Date” means, with respect to any payment, the date on which such payment first
becomes due but, if the full amount of the money payable has not been received by the Fiscal
Agent on or before the due date, it means the date on which, the full amount of the money
having been so received, notice to that effect has been duly given to the Noteholders by the
Issuer in accordance with Condition 13; and

(b)  “Relevant Jurisdiction” means Turkey or any political subdivision or any authority thereof or
therein having power to tax or any other jurisdiction or any political subdivision or any
authority thereof or therein having power to tax to which the Issuer becomes subject in respect
of payments made by it of principal and interest on the Notes.

9.3 Additional Amounts

Any reference in these Conditions to any amounts payable in respect of the Notes shall be deemed also
to refer to any additional amounts which may be payable under this Condition 9.

Prescription

The Notes will become void unless claims in respect of principal and/or interest with respect thereto are made
within a period of 10 years (in the case of principal) and five years (in the case of interest) from the Relevant
Date.
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13

Events of Default
If any of the following (each an “Event of Default”) occurs:

(@)  default is made by the Issuer in the payment of any principal or interest due in respect of the Notes or
any of them and the default continues for a period of seven days in the case of principal or 14 days in
the case of interest; or

(b)  a Subordination Event occurs; or

(¢)  any order is made by any competent court or resolution is passed for the winding-up, dissolution or
liquidation of the Issuer,

the holder of any Note may:

Q) in the case of (a) above, institute proceedings for the Issuer to be declared bankrupt or insolvent
or for there otherwise to be a Subordination Event, or for the Issuer’s winding-up, dissolution or
liquidation, and prove in the winding-up, dissolution or liquidation of the Issuer; and/or

(i) in the case of (b) or (c) above, claim or prove in the winding-up, dissolution or liquidation of
the Issuer,

but (in either case) may take no further or other action to enforce, claim or prove for any payment by the
Issuer in respect of the Notes and may only claim such payment in the winding-up, dissolution or liquidation
of the Issuer.

In any of the events or circumstances described in (b) or (c) above, the holder of any outstanding Note may
give notice to the Issuer that the Note is, and it shall accordingly forthwith become, immediately due and
repayable at its then Prevailing Principal Amount, together with interest accrued and unpaid to (but excluding)
the date of repayment, subject to the subordination provisions described under Condition 3.1 above.

The holder of any Note may at its discretion institute such proceedings against the Issuer as it may think fit to
enforce any obligation, condition, undertaking or provision binding on the Issuer under the Notes (other than,
without prejudice to the provisions above, any obligation for the payment of any principal or interest in
respect of the Notes, including any damages awarded for breach of any obligations), provided that the Issuer
shall not by virtue of the institution of any such proceedings be obliged to pay any amount or amounts sooner
than the same would otherwise have been payable by it, except with the prior approval of the BRSA.

No remedy against the Issuer other than as provided above shall be available to the holders of Notes, whether
for the recovery of amounts owing in respect of the Notes or otherwise in respect of any Event of Default or
in respect of any breach by the Issuer of any of its obligations, covenants or undertakings under the Notes.

Replacement of Certificates

If any Certificate is lost, stolen, mutilated, defaced or destroyed, it may be replaced at the specified office of
the Registrar upon payment by the claimant of such costs and expenses as may be incurred in connection with
the replacement and on such terms as to: (a) evidence of such loss, theft, mutilation, defacement or
destruction; and (b) indemnity as the Issuer may reasonably require. Mutilated or defaced Certificates must be
surrendered before replacements will be issued.

Notices to the Noteholders

All notices to the Noteholders will be valid if mailed to them at their respective addresses in the register of
Noteholders maintained by the Registrar. The Issuer shall also ensure that notices are duly given or published
in a manner which complies with the rules and regulations of any stock exchange or other relevant authority
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on which the Notes are for the time being listed. Any notice shall be deemed to have been given on the day

after being so mailed or on the date of publication or, if so published more than once or on different dates, on

the date of the first publication.

Meetings of Noteholders and Modification

141

14.2

Meetings of Noteholders

The Agency Agreement contains provisions for convening meetings of the Noteholders to consider any
matter affecting their interests, including the sanctioning by Extraordinary Resolution of a
modification of the Notes, these Conditions or any of the provisions of the Agency Agreement. Such a
meeting may be convened by the Issuer and shall be convened by the Issuer if required in writing by
Noteholders holding not less than five per cent. of the then aggregate Prevailing Principal Amount of
the Notes for the time being outstanding. The quorum at any meeting for passing an Extraordinary
Resolution will be one or more person(s) present holding or representing more than 50 per cent. of the
then aggregate Prevailing Principal Amount of the Notes for the time being outstanding, or at any
adjourned meeting one or more person(s) present whatever the Prevailing Principal Amount of the
Notes held or represented by him or them, except that at any meeting the business of which includes
the modification of certain of these Conditions (including modifying the Maturity Date or any date for
payment of interest thereon, reducing or cancelling the amount of principal or the rate of interest
payable in respect of the Notes, altering the currency of payment of the Notes or amending the Deed of
Covenant in certain respects) the necessary quorum for passing an Extraordinary Resolution will be
one or more person(s) present holding or representing not less than two-thirds, or at any adjourned
meeting not less than one-third, of the then aggregate Prevailing Principal Amount of the Notes for the
time being outstanding. An Extraordinary Resolution passed at any meeting of the Noteholders will be
binding on all Noteholders, whether or not they are present at the meeting.

The Agency Agreement provides that: (a) a resolution in writing signed on behalf of the Noteholders of
not less than 75 per cent. of the then aggregate Prevailing Principal Amount of the Notes for the time
being outstanding (whether such resolution in writing is contained in one document or several
documents in the same form, each signed on behalf of one or more Noteholders) or (b) consent given
by way of electronic consents through the relevant clearing systems by or on behalf of Noteholders of
not less than 75 per cent. of the then aggregate Prevailing Principal Amount of the Notes for the time
being outstanding will, in each case, take effect as if it were an Extraordinary Resolution and shall be
binding upon all Noteholders.

Modification

The Fiscal Agent and the Issuer may agree in writing, without the consent of the Noteholders, to any
modification of any of these Conditions, the Deed of Covenant or any of the provisions of the Agency
Agreement which is, in the opinion of the Issuer, either: (a) for the purpose of curing any ambiguity or
of curing, correcting or supplementing any manifest or proven error or any other defective provision
contained herein or therein; or (b) following the advice of an independent financial institution of
international standing, not materially prejudicial to the interests of the Noteholders. Any such
modification shall be binding on the Noteholders and, unless the Fiscal Agent agrees otherwise, any
modification shall be notified by the Issuer to the Noteholders as soon as practicable thereafter in
accordance with Condition 13.

15 Further Issues

The Issuer may from time to time without the consent of the Noteholders create and issue further notes having

terms and conditions the same as those of the Notes, or the same in all respects save for the amount and date
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of the first payment of interest and the date from which interest starts to accrue, which may be consolidated

and form a single series with the outstanding Notes.

Rights of Third Parties

No rights are conferred on any person under the Contracts (Rights of Third Parties) Act 1999 to enforce any

term of this Note, the Agency Agreement or the Deed of Covenant, but this does not affect any right or

remedy of any person which exists or is available apart from that Act.

Governing Law and Submission to Jurisdiction

17.1

17.2

17.3

Governing Law

The Agency Agreement, the Deed of Covenant and the Notes are, and any non-contractual obligations
arising out of or in connection with the Agency Agreement, the Deed of Covenant and the Notes will
be, governed by and construed in accordance with English law, except for the provisions of Condition
3 which will be governed by, and construed in accordance with, Turkish law.

Jurisdiction of courts of England

The Issuer irrevocably agrees for the benefit of the Noteholders that the High Court of Justice of
England and Wales in London (and any competent United Kingdom appellate court in respect of any
appeal relating to any judgment or order originally of the High Court of Justice of England and Wales)
are to have exclusive jurisdiction to settle any disputes which may arise out of or in connection with
the Notes (including a dispute relating to any non-contractual obligations arising out of or in
connection with the Notes) and accordingly submits to the exclusive jurisdiction of the High Court of
Justice of England and Wales in London (and any competent United Kingdom appellate court in
respect of any appeal relating to any judgment or order originally of the High Court of Justice of
England and Wales). The Issuer waives any objection to the High Court of Justice of England and
Wales in London (and any competent United Kingdom appellate court in respect of any appeal relating
to any judgment or order originally of the High Court of Justice of England and Wales) on the grounds
that they are an inconvenient or inappropriate forum.

The Noteholders may take any suit, action or proceedings arising out of or in connection with the
Notes (including any proceedings relating to any non-contractual obligations arising out of or in
connection with the Notes) (together referred to as “Proceedings”) against the Issuer in any other court
of competent jurisdiction and concurrent Proceedings in any number of jurisdictions to the extent
allowed by law.

Consent to Enforcement

The Issuer agrees, without prejudice to the enforcement of a judgment obtained in the High Court of
Justice of England and Wales in London (and any competent United Kingdom appellate court in
respect of any appeal relating to any judgment or order originally of the High Court of Justice of
England and Wales) according to the provisions of Article 54 of the International Private and
Procedural Law of Turkey (No. 5718), that if any action is brought in relation to the Issuer in a court in
Turkey in connection with the Notes, in addition to other permissible legal evidence pursuant to the
Civil Procedure Code of Turkey (No. 6100), any judgment obtained in the High Court of Justice of
England and Wales in London (and any competent United Kingdom appellate court in respect of any
appeal relating to any judgment or order originally of the High Court of Justice of England and Wales)
in connection with such action shall constitute conclusive evidence of the existence and amount of the
claim against the Issuer, pursuant to the provisions of the first paragraph of Article 193 of the Civil
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17.5

Procedure Code of Turkey (No. 6100) and Articles 58 and 59 of the International Private and
Procedural Law of Turkey (No. 5718).

Appointment of Process Agent

The Issuer hereby irrevocably and unconditionally agrees that service of process in England may be
made upon the London branch of Tiirkiye Is Bankasi A.S. (with an address on the Issue Date of
8 Princes Street, London EC2R 8HL, England) in relation to any proceedings in England in connection
with the Notes. The Issuer undertakes that in the event of such agent being unable or unwilling for any
reason so to act, it will as promptly as practicable appoint another person as its agent for that purpose.

Other Documents

The Issuer has in the Agency Agreement and the Deed of Covenant submitted to the exclusive
jurisdiction of the High Court of Justice of England and Wales in London (and any competent United
Kingdom appellate court in respect of any appeal relating to any judgment or order originally of the
High Court of Justice of England and Wales) and appointed an agent in England for service of process,
on terms substantially similar to those set out above.
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THE GLOBAL CERTIFICATE

The Global Certificate will contain the following provisions that apply to the Notes in respect of which it is
issued while they are represented by the Global Certificate, some of which modify the effect of the Conditions
of such Notes. Terms defined in the Conditions of the Notes have the same meaning in paragraphs one to six
below.

Accountholders

For so long as any of the Notes are represented by the Global Certificate, each person (other than another
clearing system) who is for the time being shown in the records of Euroclear or Clearstream, Luxembourg (as
the case may be) as the holder of a particular Prevailing Principal Amount of such Notes (each an
“Accountholder”) (in which regard any certificate or other document issued by Euroclear or Clearstream,
Luxembourg (as the case may be) as to the Prevailing Principal Amount of such Notes standing to the account
of any person shall be conclusive and binding for all purposes) shall be treated as the holder of such
Prevailing Principal Amount of such Notes (and the expression “Noteholders” and references to “holding of
Notes” or purchase or other acquisition of Notes and to “holder of Notes” shall be construed accordingly) for
all purposes other than with respect to payments on such Notes, the right to which shall be vested, as against
the Issuer, solely in the nominee for the relevant clearing system (the “Relevant Nominee™) in accordance
with and subject to the terms of the Global Certificate. Each Accountholder must look solely to Euroclear or
Clearstream, Luxembourg, as the case may be, for its share of each payment made to the Relevant Nominee.

Cancellation

Cancellation of any Note following its redemption or purchase by the Issuer or any of its Subsidiaries will be
effected by reduction in the Prevailing Principal Amount of the Notes in the register of Noteholders and by
the annotation of the appropriate schedule to the Global Certificate.

Payments

Payments of principal in respect of Notes represented by the Global Certificate will be made upon
presentation or, if no further payment falls to be made in respect of the Notes, against presentation and
surrender of the Global Certificate to or to the order of the Fiscal Agent or such other Agent as shall have
been notified to the holder of the Global Certificate for such purpose.

Distributions of amounts with respect to book-entry interests in the Notes held through Euroclear or
Clearstream, Luxembourg will be credited, to the extent received by the Fiscal Agent, to Euroclear or
Clearstream, Luxembourg, which in turn are expected to distribute such amounts to their accountholders in
accordance with the relevant system’s rules and procedures.

A record of each payment made will be endorsed on the appropriate schedule to the Global Certificate by or
on behalf of the Fiscal Agent and shall be prima facie evidence that payment has been made.

Payments of principal and interest in respect of the Global Certificate will be made, or procured to be made,
by or on behalf of the Issuer for settlement on the relevant payment date in accordance with the Agency
Agreement.

Notices

So long as the Notes are represented by the Global Certificate and the Global Certificate is held on behalf of a
clearing system, notices to Noteholders may be given by delivery of the relevant notice to that clearing system
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for communication by it to entitled Accountholders in substitution for notification as required by Condition
13. Any such notice shall be deemed to have been given to the Noteholders on the day after the day on which
such notice is delivered to such clearing system.

While any of the Notes held by a Noteholder are represented by the Global Certificate, notices to be given by
such Noteholder may be given by such Noteholder (where applicable) through the applicable clearing
system’s operational procedures and otherwise in such manner as the Fiscal Agent and the applicable clearing
system may approve for this purpose.

Registration of Title

Registration of title to Notes in a name other than that of the Relevant Nominee will not be permitted unless
Euroclear or Clearstream, Luxembourg, as appropriate, notifies the Issuer that it is unwilling or unable to
continue as a clearing system in connection with the Global Certificate and a successor clearing system is not
appointed by the Issuer within 90 days after receiving such notice from Euroclear or Clearstream,
Luxembourg. In these circumstances title to a Note may be transferred into the names of holders notified by
the Relevant Nominee in accordance with the Conditions, except that Certificates in respect of Notes so
transferred may not be available until 21 days after the request for transfer is duly made.

The Registrar will not register title to the Notes in a name other than that of the Relevant Nominee for a
period of 15 calendar days preceding the due date for any payment of principal or interest in respect of the
Notes.

Transfers

Transfers of book-entry interests in the Notes will be effected through the records of Euroclear and
Clearstream, Luxembourg and their respective accountholders in accordance with the rules and procedures of
Euroclear and Clearstream, Luxembourg and their respective direct and indirect accountholders, as more fully
described under “Book-Entry Clearance Systems”.

Exchange for Certificates

Interests in the Global Certificate will be exchangeable (free of charge), in whole but not in part, for
Certificates only upon the occurrence of an Exchange Event. For these purposes, “Exchange Event” means
that: (a) an Event of Default has occurred and is continuing, (b) the Issuer has been notified that Euroclear and
Clearstream, Luxembourg have been closed for business for a continuous period of 14 days (other than by
reason of holiday, statutory or otherwise) or have announced an intention permanently to cease business or
have in fact done so and, in any such case, no successor clearing system is available or (c) the Issuer has or
will become obliged to pay additional amounts that it would not be obliged to pay were the Notes represented
by the Global Certificate in definitive form. The Issuer will promptly give notice to Noteholders in
accordance with Condition 13 if an Exchange Event occurs. In the event of the occurrence of an Exchange
Event, Euroclear and/or Clearstream, Luxembourg (as applicable) or any person acting on their behalf (acting
on the instructions of any holder of an interest in the Global Certificate) may give notice to the Registrar
requesting exchange. Any such exchange shall occur not later than 10 days after the date of receipt of the first
relevant notice by the Registrar.
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TAXATION

This is a general summary of certain Turkish and other tax considerations in connection with an investment in
the Notes. This summary does not address all aspects of Turkish or any other tax law. While this summary is
considered to be a correct interpretation of existing laws in force on the date of this Prospectus, there can be
no assurance that those laws or the interpretation of those laws will not change. This summary does not
discuss all of the tax consequences that may be relevant to an investor in light of such investor’s particular
circumstances. Prospective investors are advised to consult their tax advisers with respect to the tax
consequences of the purchase, ownership or disposition of the Notes (or the purchase, ownership or
disposition by an owner of beneficial interests therein) as well as any tax consequences that may arise
under the laws of any state, municipality or other taxing jurisdiction.

References to “resident™ herein refer to tax residents of Turkey and references to “non-resident” herein refer
to persons who are not tax residents of Turkey.

Certain Turkish Tax Considerations

The following discussion is a summary of certain Turkish tax considerations relating to an investment by a
person who is a non-resident of Turkey in Notes of a Turkish company issued abroad. The discussion is based
upon current law and is for general information only. The discussion below is not intended to constitute a
complete analysis of all tax consequences relating to the acquisition, ownership or disposition of the Notes
that may be relevant to a decision to make an investment in the Notes. Furthermore, the discussion only
relates to the beneficial interest of a person in the Notes where the Notes will not be held in connection with
the conduct of a trade or business through a permanent establishment in Turkey. Each investor should consult
its own tax advisers concerning the tax considerations applicable to its particular situation. This discussion is
based upon laws and relevant interpretations thereof in effect as of the date of this Prospectus, all of which are
subject to change, possibly with a retroactive effect. In addition, it does not describe any tax consequences:
(a) arising under the laws of any taxing jurisdiction other than Turkey or (b) applicable to a resident of Turkey
or a permanent establishment in Turkey resulting either from the existence of a fixed place of business or
appointment of a permanent representative.

For Turkish tax purposes, a legal entity is a resident of Turkey if its corporate domicile is in Turkey or its
effective place of management is in Turkey. A resident legal entity is subject to Turkish taxes on its worldwide
income, whereas a non-resident legal entity is only liable for Turkish taxes on its trading income made
through a permanent establishment or on income otherwise sourced in Turkey.

An individual is a resident of Turkey if such individual has established domicile in Turkey or stays in Turkey
more than six months in a calendar year. On the other hand, foreign individuals who stay in Turkey for six
months or more for a specific job or business or particular purposes that are specified in the Turkish Income
Tax Law may not be treated as a resident of Turkey depending upon the characteristics of the stay. A resident
individual is liable for Turkish taxes on his or her worldwide income, whereas a non-resident individual is
only liable for Turkish taxes on income sourced in Turkey.

Income from capital investment is sourced in Turkey when the principal is invested in Turkey. Capital gain is
considered sourced in Turkey when the activity or transaction generating such income is performed or
accounted for in Turkey. The term “accounted for” means that a payment is made in Turkey, or if the payment
is made abroad, it is recorded in the books in Turkey or apportioned from the profits of the payer or the person
on whose behalf the payment is made in Turkey.
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Any withholding tax levied on income derived by a non-resident person is the final tax for the non-resident
person and no further declaration is required. Any other income of a non-resident person sourced in Turkey
that has not been subject to withholding tax will be subject to taxation through declaration where exemptions
are reserved.

Interest paid on notes (such as the Notes) issued abroad by Turkish corporates is subject to withholding tax.
Through the Tax Decrees, the withholding tax rates are set according to the original maturity of notes issued
abroad as follows:

o 10 per cent. withholding tax for notes with an original maturity of less than one year,

° seven per cent. withholding tax for notes with an original maturity of at least one year and less than
three years,

° three per cent. withholding tax for notes with an original maturity of at least three years and less than
five years, and

° 0 per cent. withholding tax for notes with an original maturity of five years and more.
Such withholding tax is the final tax for a non-resident person and no further declaration is required.

Interest income derived by a resident corporation or individual is subject to further declaration and the
withholding tax paid can be offset from the tax calculated on the return. For resident individuals, the entire
gain is required to be declared if the interest income derived exceeds TL 27,000 for 2014 together with the
gains from other marketable securities and real income from immovable property that were subjected to
withholding. For resident corporations, the total interest income is subject to declaration.

In general, capital gains are not taxed through withholding tax and therefore any capital gain sourced in
Turkey with respect to the Notes may be subject to declaration; however, pursuant to Provisional Article 67 of
the Turkish Income Tax Law, as amended by the Law number 6111, special or separate tax returns will not be
submitted for capital gains from the notes of a Turkish corporate issued abroad when the income is derived by
a non-resident. Therefore, no tax is levied on non-resident persons in respect of capital gains from such Notes
and no declaration is required.

A non-resident holder will not be liable for Turkish estate, inheritance or similar tax with respect to its
investment in the Notes, nor will it be liable for any Turkish stamp issue, registration or similar tax or duty
relating thereto.

Reduced Withholding Tax Rates

Under current Turkish laws and regulations, interest payments on notes issued abroad by a Turkish corporate
to a non-resident holder will be subject to a withholding tax at a rate between 10 per cent. and 0 per cent.
(inclusive) in Turkey, as detailed above.

If a double taxation treaty is in effect between Turkey and the country of the holder of the notes (in some
cases, for example, pursuant to the treaties with the United Kingdom and the United States, the term
“beneficial owner” is used) that provides for the application of a lower withholding tax rate than the local rate
to be applied by the corporation, then the lower rate may be applicable. For the application of withholding at a
reduced rate that benefits from the provisions of a double tax treaty concluded between Turkey and the
relevant jurisdiction in which the investor is a resident, an original copy of the certificate of residence signed
by the competent authority referred to in Article 3 of the Treaty is required, together with a translated copy
translated by a translation office, to verify that the investor is subject to taxation over its worldwide gains in
the relevant jurisdiction on the basis of resident taxpayer status, as a resident of the relevant jurisdiction to the
related tax office directly or through the banks and intermediary institutions prior to the application of
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withholding. In the event the certificate of residence is not delivered prior to the application of withholding
tax, then upon the subsequent delivery of the certificate of residence, a refund of the excess tax shall be
granted pursuant to the provisions of the relevant double taxation treaty and the Turkish tax legislation.
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SUBSCRIPTION AND SALE

Citigroup Global Markets Limited, HSBC Bank plc, J.P. Morgan Securities plc, Société Générale and
Standard Chartered Bank (the “Joint Lead Managers”) have, pursuant to a subscription agreement dated 24
March 2017 (the “Subscription Agreement”) and made among the Issuer and the Joint Lead Managers upon
the terms and subject to the conditions contained therein, jointly and severally agreed to subscribe for the
Notes at their issue price of 100 per cent. of the principal amount of Notes. The Issuer has agreed to pay the
Joint Lead Managers a combined management, underwriting and selling commission and certain costs and
expenses incurred by them in connection with the issue of the Notes. The Joint Lead Managers are entitled in
certain circumstances to be released and discharged from their obligations under the Subscription Agreement
prior to the closing of the issue of the Notes.

While application has been made by the Bank to the Irish Stock Exchange for the Notes to be admitted to the
Official List and trading on the Main Securities Market, the Notes constitute a new class of securities of the
Bank with no established trading market. The Bank cannot provide any assurances to investors that the prices
at which the Notes (or beneficial interests therein) will sell in the market will not be lower than the initial
offering price or that an active trading market for the Notes will develop. The Joint Lead Managers have
advised the Bank that they currently intend to make a market in the Notes; however, they are not obligated to
do so, and they may discontinue any market-making activities with respect to the Notes at any time without
notice. No assurance can be given that the application to the Irish Stock Exchange to admit the Notes to
listing on the Official List and trading on the Main Securities Market will be accepted.

In connection with the offering, one or more Joint Lead Manager(s) may engage in transactions that stabilise,
maintain or otherwise affect the market price of the Notes during and after the offering. Specifically such
persons may over-allot or create a short position in the Notes for their own account by selling more Notes
than have been sold to them by the Issuer. Such persons may also elect to cover any such short position by
purchasing Notes in the open market. In addition, such persons may stabilise or maintain the price of the
Notes by bidding for or purchasing Notes in the open market and may impose penalty bids, under which
selling concessions allowed to syndicate members or other broker-dealers participating in the offering of the
Notes are reclaimed if Notes previously distributed in the offering are repurchased in connection with
stabilisation transactions or otherwise. The effect of these transactions may be to stabilise or maintain the
market price of the Notes at a level above that which might otherwise prevail in the open market. The
imposition of a penalty bid may also affect the price of the Notes to the extent that it discourages resales
thereof. No representation is made as to the magnitude or effect of any such stabilising or other transactions.
Such transactions, if commenced, may be discontinued at any time.

The Joint Lead Managers and their respective affiliates are full service financial institutions engaged in
various activities, which may include securities trading, commercial and investment banking, financial
advisory, investment management, principal investment, hedging, financing and brokerage activities. The
Joint Lead Managers or their respective affiliates may have performed investment banking and advisory
services for the Bank and its affiliates from time to time for which they may have received fees, expenses,
reimbursements and/or other compensation. The Joint Lead Managers or their respective affiliates may, from
time to time, engage in transactions with and perform advisory and other services for the Bank and its
affiliates in the ordinary course of their business. Certain of the Joint Lead Managers and/or their respective
affiliates have acted and expect in the future to act as a lender to the Bank and/or other members of the Group
and/or otherwise participate in transactions with the Group.

In the ordinary course of their various business activities, the Joint Lead Managers and their respective
affiliates may make or hold a broad array of investments and actively trade debt and equity securities (or
related derivative securities) and financial instruments (including bank loans) for their own account and for
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the accounts of their customers and may at any time hold long and short positions in such securities and
instruments. Such investment and securities activities may involve securities and instruments of the Bank
and/or other members of the Group. In addition, certain of the Joint Lead Managers and/or their respective
affiliates hedge their credit exposure to the Bank and/or other members of the Group pursuant to their
customary risk management policies. These hedging activities could have an adverse effect on the future
trading prices of the Notes offered hereby.

The Joint Lead Managers and their respective affiliates may also make investment recommendations and/or
publish or express independent research views in respect of such securities or financial instruments and may
hold, or recommend to clients that they acquire, long and/or short positions in such securities or instruments.
The Joint Lead Managers make no assurances as to (i) whether the Notes will meet investor criteria and
expectations regarding environmental impact and sustainability performance for any investors; (i) whether
the use of the net proceeds will be used for Eligible Projects; or (iii) the characteristics of the Eligible
Projects, including their environmental and sustainability criteria.

United States

The Notes have not been and will not be registered under the Securities Act and may not be offered or sold
within the United States or to, or for the account or benefit of, U.S. persons except in certain transactions
exempt from the registration requirements of the Securities Act

Each Joint Lead Manager has agreed that (except in accordance with Regulation S) it will not offer, sell or
deliver the Notes: (a) as part of their distribution at any time or (b) otherwise until 40 days after the later of
the commencement of the offering and the Issue Date, within the United States or to, or for the account or
benefit of, U.S. persons and that it will have sent to each dealer to which it sells any Notes during the
distribution compliance period a confirmation or other notice setting forth the restrictions on offers and sales
of the Notes within the United States or to, or for the account or benefit of, U.S. persons. Terms used in this
paragraph have the meanings given to them by Regulation S under the Securities Act.

In addition, until 40 days after the commencement of the offering, an offer or sale of Notes within the United
States by any dealer that is not participating in the offering might violate the registration requirements of the
Securities Act.

Turkey

The Notes have not been and will not be offered or sold within Turkey under the provisions of the Capital
Markets Law No. 6362. Each Joint Lead Manager has represented and agreed that neither they, nor any of
their respective affiliates, nor any person acting on their behalf, has engaged or will engage in any directed
selling efforts within Turkey in connection with the Notes. Each Joint Lead Manager has further represented
and agreed that neither they nor any of their respective affiliates, nor any person acting on their behalf: (a) has
engaged or will engage in any form of general solicitation or general advertising in connection with any offer
and sale of the Notes in Turkey, or (b) will make any disclosure in Turkey in relation to the Issuer, the Notes
or the Prospectus without the prior consent of the Issuer, save as may be required by applicable law, court
order or regulation. Notwithstanding the foregoing, pursuant to the BRSA decision dated 6 May 2010 No.
3665 and in accordance with Decree 32, residents of Turkey may purchase or sell the Notes offshore on an
unsolicited (reverse inquiry) basis in the secondary markets only; provided that such purchase or sale is made
through licensed banks or licensed brokerage institutions authorised pursuant to BRSA and/or CMB
regulations and the purchase price is transferred through licensed banks authorised under BRSA regulations.
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United Kingdom

Each Joint Lead Manager has represented and agreed that: (a) it has only communicated or caused to be
communicated and will only communicate or cause to be communicated any invitation or inducement to
engage in investment activity (within the meaning of Section 21 of the Financial Services and Markets Act
2000 (the “FSMA”)) received by it in connection with the issue or sale of any Notes in circumstances in
which Section 21(1) of the FSMA does not apply to the Bank and (b) it has complied and will comply with all
applicable provisions of the FSMA with respect to anything done by it in relation to any Notes in, from or
otherwise involving the United Kingdom.

General

No action has been taken by the Bank or any of the Joint Lead Managers that would, or is intended to, permit
a public offer of the Notes (or beneficial interests therein), or possession or distribution of this Prospectus or
any other offering or publicity material relating to the Notes, in any country or jurisdiction where any such
action for that purpose is required. Accordingly, each Joint Lead Manager has undertaken that it will not,
directly or indirectly, offer or sell any Notes (or beneficial interests therein) or have in its possession,
distribute or publish any Prospectus, prospectus, form of application, advertisement or other document or
information in any country or jurisdiction except under circumstances that will, to the best of its knowledge
and belief, result in compliance with any applicable laws and regulations and all offers and sales of Notes (or
beneficial interests therein) by it will be made on the same terms.
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GENERAL INFORMATION

Authorisation

The issuance and sale of the Notes by the Bank and the execution and delivery by the Bank of the transaction
documents have been authorised pursuant to the authority of the officers of the Bank under a resolution of its
Board of Directors dated 30 January 2017.

Listing

An application has been made to the Irish Stock Exchange to admit the Notes to listing on the Official List
and trading on the Main Securities Market; however, no assurance can be given that such application will be
accepted. It is expected that admission of the Notes to the Official List and trading on the Main Securities
Market will be granted on or before the Issue Date, subject only to the issue of the Notes. The expenses in
connection with the admission of the Notes to the Official List and to trading on the Main Securities Market
are expected to amount to approximately €5,000.

Listing Agent

Arthur Cox Listing Services Limited is acting solely in its capacity as listing agent for the Bank in connection
with the Notes and is not itself seeking admission of the Notes to the Official List of the Irish Stock Exchange
or to trading on the Main Securities Market for the purposes of the Prospectus Directive.

Clearing Systems

The Global Certificate has been accepted into the applicable systems used by Euroclear and Clearstream,
Luxembourg (ISIN code XS1584113184 and Common Code number 158411318).

Significant or Material Change

There has been: (a) no significant change in the financial or trading position of either the Group or the Bank
since 31 December 2016 and (b) no material adverse change in the financial position or prospects of either the
Group or the Bank since 31 December 2016.

Interests of Natural and Legal Persons Involved in the Issue

So far as the Bank is aware, no natural or legal person involved in the issue of the Notes has an interest,
including a conflicting interest, that is material to the issue of the Notes.

Independent Auditors

The BRSA Financial Statements as of and for the year ended 31 December 2014 have been audited by KPMG
in accordance with the “Regulation on Authorisation and Activities of Institutions to Perform Independent
Audit at Banks” as published in the Official Gazette No. 26333 on 1 November 2006 and the “Standards on
Auditing” which are a component of the Turkish Auditing Standards published by the Public Oversight
Accounting and Auditing Standards Authority (“POA”).

The BRSA Financial Statements as of and for the years ended 31 December 2015 and 2016 have been audited
by KPMG in accordance with the “Regulation on Independent Audit of Banks” as published in the Official
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Gazette No. 29314 on 2 April 2015 by the BRSA and the “Independent Standards on Auditing” which are a
component of the Turkish Auditing Standards published by the POA.

KPMG, which is located at Kavacik Riizgarli Bahce Mah. Kavak Sok. No 29, 34805 Beykoz, Istanbul,
Turkey, is an independent certified public accountant in Turkey and is authorised by the BRSA to conduct
independent audits of banks in Turkey.

Litigation

There are no governmental, legal or arbitration proceedings (including any such proceedings that are pending
or threatened of which the Bank is aware) that may have, or have had, during the 12 months prior to the date
of this Prospectus, a significant effect on the Group’s financial position or profitability.

Documents Available for Inspection

The Group produces audited consolidated and unconsolidated annual financial statements. The BRSA
Financial Statements are originally produced in Turkish and translated into English. Copies of the
independent auditors’ audit reports and audited consolidated BRSA Financial Statements of the Group for the
years ended 31 December 2016, 2015 and 2014 and the independent auditors’ audit reports and audited
unconsolidated BRSA Financial Statements of the Bank for the years ended 31 December 2016, 2015 and
2014 (in English) may be obtained, and copies of the Bank’s articles of association (with a certified English
translation thereof) and the transaction documents referred to herein (including the forms of the Notes, the
Deed of Covenant and the Agency Agreement) will be available in physical form for inspection, for so long as
the Notes remain outstanding, at the offices of the Fiscal Agent and the Bank at Meclisi Mebusan Cad. No 81
Findikl1 34427 Istanbul, Turkey, with such financial statements also being available on the Bank’s website at
http://www.tskb.com.tr/en/investor-relations/financial-information (with respect to the Group’s consolidated
BRSA financial statements and the Bank’s unconsolidated BRSA Financial Statements) (such website is not,
and should not be deemed to, constitute a part of, or be incorporated into, this Prospectus). The telephone
number for the Bank’s headquarters is +90 212 334 5050.

Material Contracts

Except as disclosed in this Prospectus under “Business of the Group,” the Bank has not entered into any
material contract outside the ordinary course of its business that could result in the Bank being under an
obligation or entitlement that is material to its ability to meet its obligations in respect of the Notes.

207



APPENDIX 1
OVERVIEW OF SIGNIFICANT DIFFERENCES BETWEEN IFRS AND BRSA
ACCOUNTING PRINCIPLES

The financial statements and financial information included in this Prospectus have been prepared in
accordance with Turkish Accounting Standards (i.e., TAS), Turkish Financial Reporting Standards (i.e.,
TFRS) and the statements, communiqués and guidance published by the BRSA on accounting and financial
reporting principles (i.e., the BRSA Principles). Although the TFRS is almost an exact translation of IFRS, the
BRSA Principles, statements, communiqués and guidance differ from IFRS in some instances. Such
differences primarily relate to presentation of financial statements, disclosure requirements and accounting
policies. The following paragraphs summarise major areas in which the BRSA Principles and IFRS differ
from each other.

Consolidation

Consolidation principles under the BRSA Principles and IFRS are based upon the concept of the power to
control in determining whether a parent/subsidiary relationship exists and that consolidation is appropriate.
Control is typically exhibited where an entity has the majority of the voting rights. Under the BRSA
Principles, only subsidiaries and associates operating in the financial services sector are required to be
consolidated with a bank; the rest are carried at cost or at fair value. IFRS does not make such a sectoral
distinction in terms of consolidation.

Allowance for Loan Losses

Under the BRSA Principles, specific and general reserves for possible loan losses are provided for in
accordance with the Regulation on Provisions and Classification of Loans and Receivables issued by the
BRSA. All loans are grouped into five categories mainly depending upon their past due status and
creditworthiness of the borrower. The BRSA Principles have prescribed certain minimum provisioning rates
for groups comprising non-performing loans after taking into account collateral (specific provision) and a
separate rate for groups comprising performing loans (general provision - the general provision rate is
specified by BRSA and applied consistently across the Turkish banking sector).

The Bank’s policy is to provide fully (at a rate of 100 per cent.) for its non-performing loan portfolio. Legal
requirements allow differing minimum provisions depending on the category of the non-performing loan,
including minimum provisions of 20 per cent., 50 per cent. and 100 per cent. to be set aside for loans and
receivables in Groups III, IV and V, respectively (see “Turkish Regulatory Environment — Loan Loss
Reserves”). Under IFRS, for loans that have been identified as impaired, the amount of the impairment loss is
measured as the difference between the loan’s carrying amount and the present value of expected future cash
flows discounted at the loan’s original effective interest rate. IFRS requires a form of individual assessment
for loans that are individually significant and a collective assessment for loans that form part of a group of
loans with similar credit characteristics.

Deferred Tax

In accordance with IFRS, deferred tax is recognised on differences between the carrying amounts of assets
and liabilities in the financial statements and the corresponding tax bases used in the computation of taxable
profit, and are accounted for using the balance sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences and deferred tax assets are recognised for all deductible
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temporary differences to the extent that it is probable that taxable profits will be available against which those
deductible temporary differences can be utilised. On the other hand, under the BRSA Principles, it is not
permitted to recognise deferred tax on a general provision allocated based upon BRSA rules although it
constitutes a temporary difference based upon IAS 12 Income Taxes. Besides, under IFRS, the it shall be
calculated deferred tax base is required to be calculated for the difference between allowances for loan losses
calculated based upon the BRSA Principles and IFRS.

Presentation of Financial Statements

Although presentation of the financial statements under both the BRSA Principles and IFRS are similar to
each other, there are still differences (e.g., IFRS 7). BRSA financial statements are presented under a special
format determined by the BRSA. Similarly, both cash flow and comprehensive income statements are
presented using this specified format.

There are other similar differences in the accounting policies and disclosure requirements applied to
subsidiaries and associates that are subject to consolidation. These differences vary based upon the sector that
the related associate or subsidiary operates in, especially factoring and leasing services, which are subject to
specific BRSA policies/requirements.
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