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Report on review of interim condensed
consolidated financial statements to the board of directors of
Kuveyt Tirk Katiim Bankasi Anonim Sirketi

Introduction

We have reviewed the accompanying interim condensed consolidated financial statements of Kuveyt
Turk Katihm Bankasi A.S. and its subsidiary (“the Group”) as at June 30, 2008 comprising of the
interim consolidated balance sheet as at June 30, 2008 and the related interim consolidated
statements of income, changes in equity and cash flows for the six month period then ended and
explanatory notes. Management is responsible for the preparation and presentation of these interim
condensed consolidated financial statements in accordance with International Financial Reporting
Standards IAS 34 Interim Financial Reporting (“IAS 34”). Our responsibility is to express a conclusion
on these interim condensed consolidated financial statements based on our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements
2410, “Review of Interim Financial Information Performed by the Independent Auditor of the Entity”. A
review of interim financial information consists of making inquiries, primarily of persons responsible for
financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards on
Auditing. Consequently, it does not enable us to obtain assurance that we would become aware of all
significant matters that might be identified in audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying
interim condensed consolidated financial statements are not prepared, in all material respects, in
accordance with 1AS 34,

Consk &z}owar

August 25, 20
Istanbul, Turkey

A member firm of Ernst & Young Global Limited



Kuveyt Tirk Katiim Bankasi Anonim Sirketi and its Subsidiary

Interim consolidated balance sheet
at June 30, 2008 |
(Currency - In thousands of New Turkish Lira - YTL)

|
|
|
|
|
|
i
i

| June 30, December 31,
| 2008 2007
Notes Unaudited Audited
Assets ‘
Cash and balances with the Central Ba:nk 201,585 155,508
Deposits with banks and other financial institutions 733,839 421,431
Reserve deposits at the Central Bank of Turkey 225,483 191,811
Financial assets - available-for-sale 577 577
Financial assets - held to maturity 6,137 5,852
Financial assets held for trading 95 133
Due from financing activities, net 4 3,325,602 2,747,645
Minimum financial lease payment receivable, net 5 139,385 160,940
Derivative financial instruments 2,831 3,978
Other assets 53,722 23,719
Construction projects, net 3,011 3,140
Investment properties, net 61,228 59,389
Property and equipment, net 6 79,509 69,742
Intangible assets, net 1,814 1,591
Deferred tax assets 9 7,183 7,886
4,842,001 3,853,342
Non-current assets held for sale or a diéposal group held for sale 7 2,245 6,673
Total assets 4,844,246 3,860,015
Liabilities and shareholders' equity
Due to other financial institutions and banks 621,638 433,318
Current accounts and profit / loss sharing investors’ accounts 8 3,529,391 2,969,670
Other liabilities 35,962 34,372
Provisions 3,527 3,226
Derivative financial instruments 3,583 6,647
Income taxes payable 9 10,454 7,816
4,204,555 3,455,049
Liabilities directly associated with assets classified as held for sale - 544
Total liabilities 4,204,555 3,455,593
Shareholders’ equity :
Share capital 10 500,000 260,000
Share issue premium 10 23,250 23,250
Legal reserves and retained earnings 116,441 121,172
Total shareholders' equity 639,691 404,422
Total liabilities and shareholders’ equity 4,844,246 3,860,015

The policies and explanatory notes ‘on pages 6 through 21 form an integral part of the interim

condensed consolidated financial statements
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Kuveyt Tiirk Katilim Bankasi Anonim Sirketi and its Subsidiary

Interim consolidated income statement
for the six month period ended June 30, 2008
(Currency - In thousands of New Turkish Lira - YTL)

June 30,2008 June 30, 2007
‘ Notes Unaudited Unaudited
Continuing operations |
Income from financing activities: :
Profit/loss sharing accounts | 149,934 101,514
Current accounts and equity i 43,578 45,211
Profit on deposits with other banks and flnanC|aI institutions 14,601 11,015
Profit on financial leases 8,345 7,187
Total income from financing activities 216,458 164,927
Profit shares distributed to participation accounts (131,227) (80,695)
Profit shares distributed to banks and financial institutions (13,156) (15,011)
Net financing income 72,075 69,221
Provision for impairment in due from fmancnng activities and lease
receivables, net | 45 (29,044) (8,615)
Net financing income after reserve for impairment in due from financing
activities and lease receivables 43,031 60,606
Foreign exchange gain, net | 12,851 4,854
Net financing income after net foreign exchange gain 55,882 65,460
Fee and commission income 66,882 49,953
Income from construction projects, net | 46 291
Net trading income/(expense) : 22,541 (6,331)
Other income ‘ 10,700 2,790
Totai other operating income 100,169 46,703
Fees and commission expense ! (11,535) (7,770)
Staff costs ‘ (51,296) (35,113)
Depreciation and amortization expense w (7,699) (5,351)
Withholdings and other taxes } (2,300) (2,079)
Rent expense : (6,483) (4,787)
Other expenses (23,613) (18,525)
Total other operating expense (102,926) (73,625)
Profit before income tax 53,125 38,538
Current tax charge ‘ 9 (10,454) -
Deferred tax (charge) / credit | 9 (703) (520)
Net income for the period from continuing operations 41,968 38,018
Net income after tax for the period from a discontinued operation 291 (848)
Net income for the period 42,259 37,170
Earnings per share for net income attributable to the ordinary equity holders
of the Group during the period (in full YTL per share) 12 0.126 0.165
Earnings per share for net income attributable to the ordinary equity holders
of the Group during the period (in fuII YTL per share) from continuing
operations 12 0.126 0.169

The policies and explanatory notes on pages 6 through 21 form an integral part of the interim

condensed consolidated financial statements.
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Kuveyt Tiirk Katihim Bankasi Anonim Sirketi and its Subsidiary

Interim consolidated statement of changes in equity

for the six month period ended June 30, 2008
(Currency - In thousands of New Turkish Lira - YTL)

| Share
| Share issue Legal Retained
Notes capital premium reserves earnings Total
Balances at January1, 2007 200,188 - 6,095 63,840 270,123
|
Share capital increase ; 59,812 - - (13,312) 46,500
Transfer from retained earnings to legal reserves - - 1,811 (1,811) -
Dividends paid ‘ - - - (2,529) (2,529)
Share issue premium i - 23,250 - - 23,250
Net income for the period | - - - 37,170 37,170
\
Balances, at June 30, 2007, unaudited 260,000 23,250 7,906 83,358 374,514
Balances at Januaryl, 2008 260,000 23,250 7,906 113,266 404,422
Share capital increase ‘
cash | 10 200,000 - - - 200,000
from reserves ‘ 10 40,000 - (40,000) -
Transfer from retained earnings to legal reserves - - 4,407 (4,407) -
Dividends paid i 11 - - - (6,990) (6,990)
Share issue premium ‘ - - - - -
Net income for the period | - - - 42,259 42,259
Total income and expense for the period : - - - 42,259 42,259
Balances, at June 30, 2008, unaudited 500,000 23,250 12,313 104,128 639,691

The policies and explanatory notes on pages 6 through 21 form an integral part of the consolidated

financial statements.
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Kuveyt Turk Katihm Bankasi Anonim Sirketi and its Subsidiary

Interim consolidated cash flow statement
for the six month period ended June 30, 2008
(Currency - In thousands of New Turkish Lira - YTL)

June 30, 2008 June 30, 2007

Notes Unaudited Unaudited
|
Cash flows from operating activities: 1
Net profit before income tax from continuing operations 53,125 38,538
Net profit from discontinued operations ‘ 291 (848)
Adjustments to reconcile net income to net cash used in operating activities:
Gain/(loss) on sale of investment security | - (154)
Gain/(loss) on sale of property and eqmpment intangible assets and investment
properties ‘ 1,990 (787)
Depreciation and amortization | 7,699 5,747
Reserve for employee termination benefits 561 775
Reserve for impairment in due from financing activities 4,5 29,044 8,615
Expense accrual of participation accounts 8 6,910 2,184
Reserve for/(reversal ofy impairment in constructlon projects, property and
equipment and investment property ‘ 769 988
Income accrual of funds invested and reserve deposut (48,545) 15,310
Expense accrual of funds borrowed 969 8,824
Net change in derivative financial instruments (1,917) 8,195
Income taxes paid : (7,816) -
Gain on disposal of discontinued operation j 7 (691) -
Operating profit before changes in operating assets and liabilities 42,389 87,387
Net changes in : :
Reserve deposits at the Central Bank of Turkey (33,211) (21,991)
Due from financing activities (558,917) (371,859)
Minimum financial lease payment receuvables 21,555 3,448
Other assets and construction projects (30,643) (1,082)
Current accounts and profit/loss sharing investors’ accounts 555,698 139,161
Other liabilities : 1,590 (2,459)
Payment for employee termination benefits (260) (392)
Net cash used in operating activities (1,799) (167,787)
Cash flows from investing activities: |
(Increase) / decrease in available-for-sale, held-to-maturity and held-for-trading
securities (247) (5,824)
Purchase of property and equipment, |ntang|ble assets and investment properties (22,473) (9,122)
Proceeds from sale of property and equnpment intangible assets and investment
properties 955 1,749
Proceeds from sale of a subsidiary, net of cash disposed 7 1,688 -
Net cash provided by / (used in) investing activities (20,077) (13,197}
Cash flows from financing activities:
Increase in share capital i 10 200,000 46,500
Share issue premium i - 23,250
Dividends paid 11 (6,990) (2,528)
Increase in due to financial institutions and banks 187,351 287,902
Net cash provided by financing activities 380,361 355,124
Net increase / (decrease) in cash and cash equivalents 358,485 174,140
Cash and cash equivalents at the beginning‘of the period 576,939 385,149
Cash and cash equivalents at the end of the period 935,424 559,289
Profit share received § 168,374 180,237
Profit share paid ! 151,644 93,521

The policies and explanatory notes on pages 6 through 21 form an integral part of the interim
condensed consolidated financial statements.
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Kuveyt Tiirk Katihm Bankasi Anonim Sirketi and its Subsidiary

Selected notes to interim condensed consolidated

financial statements June 30, 2008
(Currency - In thousands of New Turkish Lira - YTL)

1. Corporate information

General

Kuveyt Tirk Katihm Bankasi A.$. (a Turkish joint-stock company-the Bank) was formed in accordance
with the provisions of Decree No. 83/7506, issued on December 16, 1983 relating to the establishment
of Special Finance Houses in Turkey. The Bank obtained permission from the Central Bank of Turkey
(CBT) on February 28, 1989 and commenced its operations on March 31, 1989. Currently, the Bank is
continuing its operations under the purview of the Banking Regulation and Supervision Agency
("BRSA”) and the Banking Law No. 5411, dated November 1, 2005. The Bank’s head office is located
at Buyukdere Caddesi No: 129, 34394 Esentepe Sisli/istanbul/Turkey. The parent and the ultimate
parent of the Institution is Kuwait Fipance House.

The interim condensed consolidated financial statements were approved by the Board of Directors of
the Bank on August 25, 2008. The General Assembly and certain regulatory bodies have the power to
amend the statutory financial statements after issue.

Nature of activities of the bank and its subsidiaries

At June 30, 2008, the Bank’s core business is operating in accordance with the principles of interest-
free banking as a participation bank by collecting funds through current and profit/loss sharing
accounts, and disbursing funds to its customers.

The Bank’s subsidiary, Kérfez Gayrimenkul Ingaat Taahhit Turizm San. ve Tic. A.S. (“Kérfez”), in
which the Bank has 100% shareholding was incorporated in June 1996 according to the Turkish
Commercial Code. Korfez's head office is registered in Bllylikdere Caddesi, No: 129, 34394 Esentepe
Sisli/istanbul. Kérfez is engaged in development and marketing of real estate projects in Turkey,
including Gire Project, which comprises the construction of 199 “time-sharing” houses in Edremit-
Balikesir. Kérfez's main sources of revenue are from the sales of these projects and expert valuations
carried for third parties. |

2. Basis of presentation and accounting policies

2.1 Basis of preparation

The interim condensed consolidated financial statements of the Bank and its subsidiary (collectively —

the Group) have been prepared in accordance with International Accounting Standards (IAS) 34
“Interim financial reporting” ‘

The interim condensed consolidated financial statements do not include all the information and
disclosures required in the annual financial statements, and should be read in conjunction with the
Group’s annual financial statements as at December 31, 2007.

(6)



Kuveyt Tiirk Katihm Bankasi Anonim Sirketi and its Subsidiary

Selected notes to interim condensed consolidated
financial statements June 30, 2008 (continued)
(Currency - In thousands of New Turkish Lira - YTL)

2, Basis of presentation and éccounting policies (continued)
2.2 Significant accounting poli¢ies

The following new standards, amendments to standards or interpretations are mandatory for the first
time for the financial year beginning 1 January 2008 and but are not relevant for the group.

» IFRIC 12, “Service Concession Arrangements”.

¢ IFRIC 14, “IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and
their Interaction”. ;

Standards, Interpretations and amendments to published standards that are not yet effective

Certain new standards, amendments and interpretations to existing standards have been published

that are mandatory for accounting periods beginning on or after January 1, 2009, but which the Group
has not early adopted, as follows: |

. IFRIC 15, "Agreements for the Construction of Real Estate", was issued on 3 July, 2008 and is
effective for annual periods beginning on or after 1 January 2009 and must be applied
retrospectively. IFRIC 15 provides guidance on how to determine whether an agreement for the
construction of real estate is within the scope of IAS 11 'Construction Contracts' or IAS 18
‘Revenue’ and, accordingly, when revenue from such construction should be recognised. The

Group / Company is in the process of assessing the impact of this interpretation on its financial

statements ‘

. IFRIC 16, "Hedges of a Net Ihvestment in a Foreign Operation", was issued on 3 July, 2008 and
is effective for annual periods beginning on or after 1 October, 2008 and can be applied
retrospectively or prospectively. IFRIC 16 clarifies three main issues, namely:

1. A presentation currency does not create an exposure to which an entity may apply hedge
accounting. Consequently, a parent entity may designate as a hedged risk only the
foreign exchange differences arising from a difference between its own functional
currency and that of its foreign operation.

2. Hedging instrument(s) may be held by any entity or entities within the group.
3. While IAS 39, 'Financial Instruments: Recognition and Measurement', must be applied to
determine the amount that needs to be reclassified to profit or loss from the foreign

currency translation reserve in respect of the hedging instrument, IAS 21 'The Effects of
Changes in Foreign Exchange Rates' must be applied in respect of the hedged item.

This interpretation will have no impéct on the Group’s financial statements.

(7)



Kuveyt Tirk Katilim Bankasi Anonim $irketi and its Subsidiary

Selected notes to interim condensed consolidated
financial statements June 30, 2008 (continued)
(Currency - In thousands of New Turkish Lira - YTL)

|
2. Basis of presentation and accounting policies (continued)

2.3 Foreign currency translatiojn

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are translated at the rate of

exchange ruling at the balance sheet date announced by the Central Bank of Turkey (CBT). All
differences are taken to the income statement as foreign exchange gain / (loss).

Foreign currency exchange rates used by the Group as of respective period-ends are as follows :

Dates 1 USD/YTL EUR/YTL
June 30, 2007 1.3147 1.7696
December 31, 2007 1.1647 1.7102

1.9271

June 30, 2008 1.2237
3. Segment information ‘

The following table presents income and profit and certain asset and liability information regarding the
Group’s business segments as of and for the six months period ended June 30, 2008 and 2007,

respectively. |

Corporate International and

i and investment

For the six month period ended Retail commercial banking and
June 30, 2008 ! banking banking treasury Other Unallocated Total
Income from financing activities | 71,689 130,028 14,741 - 216,458
Profit shares distributed ‘ (89,324) (38,471) (16,510) (78) (144,383)
Net fees and commission income j 24,107 34,986 (3,746) - 55,347
Other income : 4,038 13,491 22,079 - 6,530 46,138
Total operating income ' 10,510 140,034 16,564 (78) 6,530 173,560
Provision for impairment in due from financing ‘

activities and lease receivables 1 (11,157} (17,887) - (29,044)
Net operating income (647) 122,147 16,564 (78) 6,530 144,516
Operating expenses, net | (3,631) (3,004) (84,756) (91,391)
Income before taxation (4,278) 122,147 16,564 (3,082) (78,226) 53,125
Tax charge (11,157) (11,157)
Net income for the year from continuing :

operations : (4,278) 122,147 16,564 (3,082) (89,383) 41,968
Net income for the year from discontinued '

operations ! - - - 291 - 291
Net income for the year ! (4,278) 122,147 16,564 (2,791) (89,383) 42,259

8)



Kuveyt Turk Katihm Bankasi Anonim Sirketi and its Subsidiary

Selected notes to interim condensed consolidated

financial statements June 30, 2008 (continued)
(Currency - In thousands of New Turkish Lira - YTL)

3. Segment information (continued)
International
Corporate and  and investment
Retail commercial banking and
Asset and liabilities as of une 30, 2008 banking banking treasury Other Unallocated Total
Due from financing activities and financial ‘
lease payments receivable, net 11,147,286 2,317,701 - - - 3,464,987
Financial assets — available for sale i - - 577 - - 577
Financial assets — held for trading i - - 95 - - 95
Financial assets — held to maturity ‘ - - 6,137 - - 6,137
Other - 286,849 918,312 41,667 125,622 1,372,450
Total assets 1,147,286 2,604,550 925,121 41,667 125,622 4,844,246
Due to other financial institutions and Banks \ - - 621,638 - - 621,638
Current and profit / loss sharing investors’ |
accounts 12,393,036 1,038,025 34,089 - 64,241 3,529,391
Other | - 367 3,583 16,206 33,370 53,526
Total liabilities 2,393,036 1,038,392 659,310 16,206 97,611 4,204,555
Capital Expenditures | ; ; ; ; 22,473 22,473
Depreciation and Amortization i - - - - 7,699 7,699
| International
1 Corporate and  and investment
For the six month period ended June 30, Retail commercial banking and
2007 banking banking treasury Other Unallocated Total
Income from financing activities 50,254 103,658 11,015 - - 164,927
Profit shares distributed (58,788) (21,742) (15,011) (165) - (95,706)
Net fees and commission income 21,251 22,543 (1,611) - - 42,183
Other income 979 2,838 (6,331) - 4,118 1,604
Total operating income 13,696 107,297 (11,938) (165) 4,118 113,008
Provision for impairment in due from
financing activities and lease receivables (3,363) (5,252) - - - (8,615)
Net operating income 10,333 102,045 (11,938) (165) 4,118 104,393
Operating expenses, net (2,898) - - (2,775) (60,182) (65,855)
Income before taxation 7,435 102,045 (11,938) (2,940) (56,064) 38,538
Tax charge ) - - - - (520) (520)
Net income for the year from continuing
operations 7,435 102,045 (11,938) (2,940) (56,584) 38,018
Net income for the year from
discontinued operations - - - (848) - (848)
Net income for the year 7,435 102,045 (11,938) (3,788) (56,584) 37,170

(9)



Kuveyt Tiirk Katihm Bankasi Anonim Sirketi and its Subsidiary

Selected notes to interim condensed consolidated
financial statements June 30, 2008 (continued)
(Currency - In thousands of New Turkish Lira - YTL)

3. Segment information (continued)
International
I Corporate and and Investment
Asset and liabilities as of December i Retail commercial Banking and
31, 2007 Banking Banking Treasury Other  Unallocated Total
Due from financing activities and financial :
lease payments receivable, net 1933,450 1,975,135 - 2,908,585
Financial assets — available for sale : - - 577 577
Financial assets — held for trading ! - - 133 133
Financial assets — held to maturity ! - - 5,852 - - 5,852
Other : - 34,337 787,376 25,214 97,941 944,868
Total assets 933,450 2,009,472 793,938 25,214 97,941 3,860,015
Due to other financial institutions and Banks : - - 433,318 433,318
Current and profit / loss sharing investors’
accounts 1,920,819 933,399 74,091 - 41,361 2,969,670
Other | - 702 6,647 13,689 31,567 52,605
Total liabilities 1,920,819 934,101 514,056 13,689 72,928 3,455,593
Capital Expenditures 45,961 45,961
Depreciation and Amortization 11,923 11,923

4, Due from financing activities, net

As of June 30, 2008 the Bank took possession of collateral (lands and buildings) from customers
amounting to YTL 3,379 (December 31, 2007 - YTL 3,050), which are classified as investment
properties in the balance sheet as it is held for either rental income or capital appreciation through

selling of those properties.

June 30, December 31,

2008 2007

Performing ‘
Funds invested from profit/loss sharing accounts 1,855,936 1,381,741
Funds invested from current accounts and equity 1,314,861 1,285,189
Income accruals on due from financing activities 89,144 41,061
3,259,941 2,707,991

Funds in arrears ‘
Funds invested from profit / loss sharing accounts 90,701 54,194
Funds invested from current accounts and equity 75,171 67,569
165,872 121,763
Total 3,425,813 2,829,754

Impairment allowance

Funds invested from current accounts and equity (48,402) (34,377)
Funds invested from profit / loss sharing accounts (51,809) (47,732)
(100,211) (82,109)
Total due from financinggctivities 3,325,602 2,747,645
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Kuveyt Tiirk Katihm Bankasi Anonim Sirketi and its Subsidiary

Selected notes to interim condensed consolidated
financial statements June 30, 2008 (continued)
(Currency - In thousands of New Turkish Lira - YTL)

4. Due from financing activitigs, net (continued)

Movement in impairment allowance for funds disbursed is as follows :
|

| June 30, June 30,

i 2007 2007
Balance at 1 January | 82,109 80,650
Provisions — bank 28,778 8,567
Provisions - participation accounts 6,430 4,727
Recoveries of amounts previously provided for (5,653) (5,487)
Reserves written off in current period (11,453) -
Balance at the end of period 100,211 88,457

The Bank’s share in total recoveries from allowances previously provided for due from financing
activities and minimum finance lease payments receivable is YTL 2,398 (December 31, 2007 — YTL

5,248) and this amount is included in other income.

The impairment allowance of YTL 100,211 (December 31, 2007 — 82,109) is made up of a specific

and collective allowance. The movement in the collective allowance is analyzed below.

The movements in the collective reserve allowance for financing receivables are as follows:

June 30, June 30,
2007 2007

Balance at beginning of period 1 12,728 9,001

Provisions - bank i 2,111 1,578

Provisions - participation accounts j 3,070 940

Allowance at the end of the period 17,909 11,519
5. Minimum financial lease payment receivable, net

June 30, December 31,

2008 2007

Gross investment in finance leases 141,660 172,934

Unearned finance income (16,754) (22,593)

Total impaired receivables 19,255 14,173

Impairment allowance (4,776) (3,574)

Minimum lease payment receivable, net 139,385 160,940

‘ June 30, June 30,

Movements in the impairment allowance 2008 2007

Balance at 1 January 3,574 7,180

Provisions — Bank 266 48

Provisions - participation accounts 1,309 539

Recoveries of amounts previously provided for (28) (978)

Reserves written off in current year (345) -

Balance at the end of the period 4,776 6,789

(11)






