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Overview of the Islamic Finance Market

The evolution of Islamic Finance

Evolution of Islamic Finance in the past four decades

Growth in Islamic financial
institutions

Geographic expansion into
Asia

= Commercial Islamic banks New financial products

YN - ormmercia samic banks

= Commercial Islamic banking = Takaful companies
products = |slamic investment

Geographic area

= Gulf/Middle East

Limited number of
institutions

= Commercial Islamic banking
products

= Takaful

= Project finance & syndications

Geographic area

= Gulf/Middle East
= Asia Pacific

Acceleration in market
growth
Internationalisation

Increase in growth rate
Expansion of retail banking
Further development of
products and services

= Commercial Islamic banks

= Takaful companies

= |slamic investment
companies

= Brokers/dealers

= |slamic investment banks

= Asset management
companies

= Commercial Islamic banking
products; Takaful

= Project finance & syndications

= Mutual Funds/Unit Trust

= Sukuks; Shariah-compliant
stocks; Islamic stockbroking

Geographic area

= Gulf/Middle East
= Asia Pacific
= Europe / America

= Commercial Islamic banks

= Takaful companies

= |slamic investment
companies

= Brokers/dealers

= Commercial Islamic banking
products

= Takaful

= Project finance & syndications

= Mutual Funds / Unit Trust

= Sukuks

= Shariah-compliant stocks

= |slamic stockbroking

Geographic area

= Gulf/Middle East
= Asia Pacific
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Overview of the Islamic Finance Market

Growth in Islamic Assets

Shariah-compliant financial assets have grown considerably

Although numbers are
difficult to estimate
given the fragmented
nature of the Islamic
Finance sector, a
conservative estimate is
that Islamic Finance
assets were worth
¢.$650bn in 2008

Islamic Finance assets
have grown by 15 to 30%
per annum in the past 5
years

Islamic Finance is no
longer a single product
business limited to one

or two geographies

Assets are expected to
grow by 15 to 20% in
2009 despite the current
financial crisis, and reach
approximately $1tr in
2010

1,200

High Net Other

1,000

Institutiona

800

600

10% 10%

400

200

2004 2005 2006 2007 2008 2009(f) 2010(f)

Source: The Banker, Celent, Moody’s, Bloomberg

3 GatehousePank



Overview of the Islamic Finance Market

International Expansion of Islamic Finance

Islamic financing is spreading outside its traditional market

) L
rainx

= $166m Sukuk issued

= Tax code modified
to allow Sukuk

by East Cameron . ?Suance

Gas Company in reaf,;ry. ¥

2006 Fon5| ering Suku
issuance

= Several Syndicated
Islamic Finance

= RecovCo. $14m
syndicated Islamic
facility in 2008

= Castor & Pollux

€221m syndicated

Islamic facility in

2007

= £137m Saxony-
Anhalt Sukuk issued
in 2004

e

a

B/
S

= Telecom ltalia
rumoured to be
looking at a possible
Sukuk issue in Asia

= Petrobras $50m
syndicated Islamic

facility in 2000

Traditional Islamic Finance market

B Non-traditional Islamic markets with interest in Islamic Finance

-
= Globexban

lamic faci
2006

sovereign
2009

= Danta $164m
syndicated Islamic
facility in 2008

= SREI $50m
Syndicated Islamic
facility in 2007

= $200m Corporate

= SG$200m sovereign
Sukuk programme
in 2009

= Sovereign Sukuk
platform in 2008

= Member of the
Islamic Financial
Services Board

= Japan Bank for

9
= GS Caltex, the oil
company,

roadshowed for a
Ringgit- Sukuk

= Hong Kong Airports
considering Sukuk
issue in 2009

= Noble Group $80m
syndicated Islamic
facility in 2008

= Member of the
Islamic Financial
Services Board

Source: News Reviews, Islamic Financial Services Board , 2008 World Islamic Competitiveness Report

GatehousePank


http://en.wikipedia.org/wiki/File:Flag_of_Thailand.svg

Description of Islamic Finance Products

Overview of the Murabaha Transaction

Description of the transaction Transaction structure

U Murabaha is the sale of an asset with some mark-up
added on the original cost

Supplier

U The financial institution purchases an asset from a
third party and sells it to the customer at a pre-
specified profit on a deferred payment basis

Sell asset Make upfront
. . at 1 payment
U A Murabaha transaction has the following purchase
characteristics: price

= The cost price of the asset is known to both the
buyer and seller

= The buyer pays the seller at a fixed agreed time
after receipt of the asset for an agreed mark-up

= The mark-up may be a lump sum or a certain Se':jf:f;:g
percentage of the purchase price price + mark-

= The mark-up can, and often does, relate to the up
prevailing LIBOR (or equivalent) rate

= Payment default will require the buyer to cover Customer
the seller’s stated cost of capital for this period

U A Murabaha transaction is a debt based transaction
and is therefore not tradable (as Shariah forbids
trading in debt) but can be transferred at par value

Financial

Institution

Deferred
2 payment

5 Gatehouse




Description of Islamic Finance Products

Overview of the Commodity Murabaha Transaction

Description of the transaction Transaction structure

U The entity requiring financing (the customer)
purchases a commodity, often through an agent, on

Financial
deferred payment terms I e
U The customer then immediately sells it at spot to a 4
third party Funds to | Deferred
. purchase 1 | payment
U The customer has until the end of the deferred commodity |

payment period to pay the original purchaser (the

. .y . . . Spot t
financial institution) the agreed cost-plus price P’ paymen

Metal

Investment
Agent

U Similar to a Murabaha, the commodity Murabaha :

Supplier
transaction has the following characteristics:

Sell commodity

3 5

Deferred
payment

= The cost price of the asset is known to both the Sell
buyer and seller commodity at

= The buyer pays the seller at a fixed agreed time pricgi“ﬁﬁj‘fﬁ
after receipt of the asset for an agreed mark-up

= The mark-up can, and often does, relate to the
prevailing LIBOR (or equivalent) rate

= Payment default will require the buyer to cover Spot payment
the seller’s stated cost of capital for this period

= A commodity Murabaha transaction is a debt
based transaction and is therefore not tradable
but can be transferred at par value

A

Sell commodity

Customer 4

U This structure has been mainly used by financial

institution for Islamic inter-bank liquidity
6 Gatehouse




Description of Islamic Finance Products

Overview of the ljara Transaction

Description of the transaction

U An ljara transaction closely reflects a conventional
lease agreement, applicable for property and capital
goods

U The financial institution purchases an asset and
leases it to a customer for fixed periodic payments

U An ljara may include an option / obligation for the
lessee to buy the asset at the end of the lease

U An ljara transaction has the following characteristics:

» The financial institution and the customer agree
on the terms of the lease.

= The financial institution purchases the asset
and leases it to the customer

= Whilst title of ownership does not pass to the
lessee, the usufruct does, and day to day
maintenance is also the responsibility of the
lessee

= Ownership related risks and expenses are borne
by the lessor, unless an independent Service
Agreement is entered into between lessee and
lessor

= Subsequent to either a balloon or amortising
payments, ownership can pass to the lessee at
the end of the lease period (“ljara muntahia bi
tamleek”) 7

Transaction structure

Financial
Institution

Funds to Lease
purchase 1 proceeds
asset

A4 Lease proceeds

<
<

SPV / Lessor 3

Customer

»
>

A Leases the asset

Buys 2 Delivers
asset asset

\4

Asset seller

Gatehouse



Disclaimer:

Please note that the materials contained in this presentation has been prepared for information
purposes only and not to give legal, investment, tax or any other advice whatsoever. Accordingly, no
representation, warranty or undertaking, express or implied, is made and no responsibility is
accepted by Gatehouse Bank plc as to the accuracy or completeness of the information contained or
incorporated herein. For the avoidance of doubt, Gatehouse Bank plc accepts no liability in relation
to the information contained or incorporated in this presentation.

This presentation is being furnished on a confidential basis to the recipient in connection with this
presentation and may not be used for any other purpose. This presentation is issued by Gatehouse
Bank plc and the information contained within it is confidential and may not be copied or distributed
by the recipient (except to the recipient’s professional advisers) without the prior written consent of
Gatehouse Bank plc. The recipient and its professional advisers should keep confidential all matters
contained within it which are not already in the public domain or subsequently become public other
than through the fault of the addressee or its advisers. By accepting delivery of this presentation, the
recipient agrees to the foregoing and to return this presentation promptly upon request of
Gatehouse Bank plc.
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