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upgrades and significant improvements in the investment climate.

The nation’s aims for 2023, the year marking the 100" anniversary
of the establishment of the Republic, are nothing short of ambitious
and visionary; joining the world’s “Top 10” league, with a target GDP
of $2tn, increasing exports to $500bn, stepping up the production of
energy (which includes, among other initiatives, more than doubling
electricity generation), upgrading transportation and healthcare
infrastructure by building new bridges across the Bosphorus and the
Dardanelles straits, and constructing hospital cities.

The geostrategic importance of Turkey, particularly with regards
to energy, is unquestionable, as the Executive Vice President of the
Atlantic Council (AC), Damon Wilson underlined at the 2013 Atlantic
Council Energy & Economic Summit held in Istanbul on 20-21
November 2013, “Whenever America is thinking of the challenges it
faces in the Middle East or elsewhere in the wider Eurasian and MENA
regions, it always needs to consult with Turkey, because of its unique
influence and impact on the area. Not only is Turkey placed at the
cross-section of this region, but throughout the last decade it has
produced a remarkable mix of political stability and economic growth”.

Despite the issues Turkey’s leadership faces, Wilson and the AC

Staying the Cour

Undoubtedly 2013 was not an easy year for Turkey. In fact, it was possibly its most
critical one since the AKP (the Justice and Development Party) swept to power in
2002, with an overwhelming victory that smashed the DSP-MHP-ANAP coalition led
by Bulent Ecevit, and earned the party over two thirds of parliamentary seats in the
Grand Assembly. At that time, Turkey was facing its harshest economic depression
in modern times and the country was literally on the brink of collapse. The structural
reform package adopted by the one-party administration put an end to 30 painful
years of hyperinflation, setting Turkey on a steady path to recovery which has
turned it into one of the most talked-about success stories of this past decade.

are strong advocates, “We are coming back to Turkey to show our
commitment, and we look forward to growing this summit bigger and
bigger every year,” he declared, “We want to help Istanbul consolidate
its position not just as an important centre for energy debates but
also as a financial hub. We are looking at strengthening the ties with
those countries that are coming back to the table over and over again,
whether they be from the Middle East, the Caucasus or Europe. We
want to help more and more American business leaders meet their
Turkish counterparts and, at the same time, leverage the beautiful
platform of Istanbul to continue to forge the building blocks that knit
together our transatlantic relationships here in this country”.

He further explained: “The US believes that the spectacular

BY MICHELE GRIMALDI » Everything seemed to be going well
until 28 May 2013, when a seemingly peaceful sit-in protest against
an urban development plan for Istanbul’s Gezi Park, was met with
firm opposition by the police. The dispute quickly turned into an
arm-wrestling exercise and went on for days until it eventually
culminated in the eviction of the demonstrators, which led to days
of violent clashes.

The resolute, in some instances disproportionate, handling of
the crisis sparked a large wave of unrest throughout the nation,
triggering a series of strikes and protests that saw 3.5m people

ENERGY

involved in 5,000 demonstrations. It was not long before the entire
world became aware of the new set of challenges facing Prime
Minister Recep Tayyip Erdogan’s government. The events made
headlines news across the globe sending out a different image of
the country from the one that had been celebrated.

Up to that point, Turkey had generally been considered a secular
role model of wise governance, political stability and socioeconomic
growth - and with good reason. Since the Erdogan administration’s
rise to power, GDP had consistently grown at a yearly average of
over 5%, foreign investments had been pouring in at unprecedented
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Explorer by Mission,

Leader by

Vocation

“Turkish firms look for long-
term, committed partners and
they tend to strike collaborations
with this type of investors”

CAFER OKRAY
Founder & Chairman of UDAS

levels, inflation had been kept under control, the banking sector
had given proof of resilience and the Turkish middle class had
expanded from a meagre 25% in the mid-1990s to the over 60% of
today. Overall, the “Erdogan cure” had boosted Turkey’s GDP from
$196bn in 2001 to the $789bn of 2012 (nominally three times bigger,
according to World Bank data).

Few leaders around the world could claim to have achieved
more. One year later, the situation seems to be far from settling
down. And with three successive elections - municipal, presidential
and parliamentary - many would imagine that the incumbent
Prime Minister and his entourage have more than one reason to
be concerned. However, local elections held in Turkey on 30 March
2014 proved a good litmus test for the popularity of the Erdogan
government with the AKP winning the majority. Perhaps it's not
so surprising since Turkey has much to its credit; a large internal
market with a burgeoning middle class, a fast-growing economy,
unparalleled geographical location, attractive tax rates, equal
incentives for domestic and foreign investors, ongoing infrastructural

capital and our human resource pools are limited in comparison
with mature global players and multinationals”.

TPAO recently signed a contract with the Afghani government
to start drilling in the northern part of the country and it is also
seeking for opportunities in Libya, Iraq and other hydrocarbon
rich territories in the region. “We are trying to diversify our
portfolio as much as we can, while keeping a coherent strategy
and remaining consistent with our core mission,” says Sisman,
“We are well positioned onshore, and although we
currently explore a mere 15% of our national
territory, we are fully capable of undertaking
all kinds of projects going forward. We own
around 60% of the existing licenses, and

growth Turkey has been experiencing through this last decade is
manageable and sustainable, as long as it can set up a strong regulatory
framework. So the challenge for Turkey is to protect its environment
while enhancing and maximising its economic competitiveness”.

A man who knows a thing or two about Turkey’s special appeal
to foreigners as an investment destination is Cafer Okray. In 1982
he established a consulting firm - UDAS - that stemmed from
his long experience as an advisor first to ICl, then Midland Bank,
now HSBC Turkey. “The years | spent at ICl and Midland made me
realise that there was an increasing number of foreign companies
eager to come to Turkey,” says Okray. As Founder & Chairman, he
explains how UDAS acts as a boutique investment bank, “We advise
foreign companies on project financing and development, but most
importantly tell them what businesses to get involved in and who to
partner-up with. With offices in Istanbul and Ankara, the firm boasts
vast experience and expertise in dealing with a variety of European
clients, mostly medium to large-sized companies from Britain,
Italy and Spain”. He continues, “British companies have in Turkey
a reliable partner. While it may be late for the larger companies to
enter the market, opportunities abound for SMEs. What we offer
at UDAS s tailor-made consulting services from beginning to end.
Wherever we do not have direct knowledge of a given area, we scout
for the right professionals who can offer our clients the required
skills and expertise, from law firms to chartered accountants”.

Okray attributes the high customer loyalty UDAS has achieved
to the ability to follow its clients closely, from the outset until
completion. He explains, “Turkish firms look for long-term,
committed partners and they tend to strike collaborations with this
type of investor. Companies with a purely speculative approach
are generally frowned upon and looked at with a certain degree of
suspicion in this country. Such companies are perhaps best advised
to look at markets other than Turkey”.

Of the same opinion as Okray is Chris Gaunt, Chairman of the
British Chamber of Commerce of Turkey (BCCT). In a recent encounter
with the Turkish press, he referred to British investors as being
fundamentally optimistic regarding Turkey’s positive medium and
long-term growth prospects. Underlining the presence of more than
2,600 British companies, and its position as the 2" largest foreign
business community after Germany, he pointed out how Turkey’s deep
and consolidated experience across the MENA region represents today,
“an invaluable asset for British companies seeking to reach those high
potential emerging markets in partnership with Turkish companies”.

agenda. According to a recent report by the International
Energy Agency, Turkey has a production potential of 20tn
cubic feet of shale oil and gas, indicating that this area
deserves some serious attention too. Two such projects
are currently being developed, one in Thrace and another
one in partnership with Shell in Southeast Turkey. Like
nearly every other company in Turkey, TPAO is also looking
towards 2023, the year of the centennial of the Republic,
as a motivator for the achievement of grand objectives.
One of them is transforming the company into a
first-class international player. “We must become
more flexible, agile and swift if we want to remain
competitive. To that end, we have decided that by

Being Turkey’s sole national oil company, TPAO’s key responsibility is to meet the
country’s unquenchable craving for energy, through the development of domestic
and international resources. Oil and gas exploration is its core business, both onshore
and offshore, and its Acting CEO, Besim Sisman explains what makes TPAO a leader,
“Although we are a state-owned company, we enjoy a high degree of autonomy

and are able to take independent decisions with regards to projects, growth and the

can sell some to other operators, if they so
wish”. Acknowledging TPAO’s limitations,
the Acting CEO remarks, “On the offshore
side, it is still too expensive for us to operate
on a stand-alone basis. Consider that in the
Black Sea the waterbed has a depth of around

2018 we will transfer all kinds of service functions

- such as drilling, seismic research and well testing

- to specialised companies so that we can become
just an operator. TPAO will be the mother company
and the other companies will operate under its
umbrella”.

overall improvement of our services to the Turkish people. We are one of those few
government entities who think and act very much like a private company”.

s the current man in charge, Sisman is aware of the
Acomplexity of the task at hand, “The formidable

growth experienced by Turkey over this past decade
has placed quite a burden on us; our country craves energy,
we are on a sharp curve and need to turn the corner at a
high speed. Yet, if we want to remain steady on the road
and avoid tipping over, we must keep our trajectory and
balance”.

Turkey’s limited availability of domestic energy resources
has led to its inevitable dependence on imports, primarily
oil and gas. That dependence today amounts to roughly 75%
of the nation’s consumption needs, making it imperative
for a company like TPAO to seek opportunities in foreign
markets. That is easier said than done however, as the strong

potential of some countries is often offset by prohibitive project
development costs, while other nations have stability issues, a
nearly saturated or very competitive environment. Therefore
a careful evaluation of the risk-benefit factor is indispensable
before proceeding in any given direction.

And the company’s global ambitions do not stop at the
region’s borders as Sisman explains, “We want to enter markets
that can contribute to enhancing our international profile, so
we are scouting for opportunities across the entire worldwide
spectrum, including Africa, the Middle East, Central Asia and
even South America. We are aware of the existing challenges
and know that for a company like TPAO, being successful on
the international stage involves more than just having the right
people in our organisation. Scale is also important, and both our

2,000 metres, so if you want to drill you have
to spend around $250-300m for only one well
and sometimes you have to drill 15 to 20
wells before you find something”.
Before commencing drilling
in the Black Sea he explains
that around $40om was
invested in seismic research
alone, and $100m more to
conduct the same studies in
the Mediterranean. “When it
comes to offshore operations,
we clearly cannot compete
with the multinationals; these
kinds of investment require a
partner,” explains Sisman.
Unconventional operations
are also high on TPAO’s

BESIM SISMAN
Acting CEO of TPAO

“On the offshore side, it is still

too expensive for us to operate
on a stand-alone basis” we

Sisman concludes with a direct invitation to
potential foreign companies interested in
entering their position in the market,
“Turkey is a shining star today
and we are getting many
offers of collaboration as a
result. TPAO can be a valuable
partner in joint operations
across the region, for we are
a governmental company,
thus we are smaller than
multinationals and easier

to deal with. In addition,
have experience,
skilled  manpower and

most importantly, a deep
knowledge of the region and
its business culture”.
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FDI

Diversification
IS the Name of
the Game

Which countries have shown the strongest interest to invest
in Turkey in recent years?

Since this administration took office in 2002, in the aftermath of a
financial crisis that had driven Turkey to the brink of collapse, we
engineered a complete turnaround of the situation, set the country
on a steady growth path and encouraged foreign participation
across a wide range of industries. As a result, we were able to
draw over $123bn worth of fresh foreign direct investment (FDI)
to our economy in less than 12 years. Considering that during
the previous 80 years Turkey had totalled a mere $15bn in FDI,
you realise how effective our action has been by comparison. As
Turkey’s Investment Support and Promotion Agency (ISPAT), one
of our main challenges and successes has been to diversify the
sources of our FDI inflows, and at the same time channel them
towards multiple economic sectors and geographical areas,
including some of our most remote regions. While doing so, we
have also promoted a significant expansion of our export activities,
thereby outbalancing the risks connected to the global downturn
and the ensuing debt crisis, which have had a devastating effect
on a number of our traditional markets, including the EU. We are
particularly proud to have attracted large amounts of new capital
from India, Japan, Russia, Malaysia, the Gulf countries and the
US, and are confident that this trend will continue going forward,
bringing more investments from non-traditional partners. Looking
back at where we started, we are very proud of what we achieved
so far.

What particular business sectors have foreign investors set
their sights on, as a preference?

Considering the stock value of the existing FDI in Turkey, the
area of investment with the most appeal so far has been the
manufacturing sector, followed by financial services, energy, ICT,
retail, healthcare, and mining. Further delving into the industrial
sector indicates food and beverage, automotive, electronics,
chemicals, pharmaceuticals, petrochemicals and machinery
manufacturing as the main recipients of FDI. Last year 25% of
the total FDI went to our construction sector; it has been such a
popular FDI draw that, according to a survey by the Association
of Foreign Investors in Real Estate, in 2012 Turkey was ranked
the 3™ most attractive real estate investment destination among
emerging countries. This is particularly encouraging if compared to
Europe and the US, where the real estate market has been nearly
knocked out by the crisis. Much of our success in this area is to
be attributed to the enactment of a new real estate law by our
government, which has allowed foreign nationals to buy and own
real estate in Turkey without the reciprocity principle.

Out of Turkey’s rich economic mix, the energy sector arguably
holds the strongest growth potential, with renewables and
petrochemicals deserving special attention, as well as R&D and
innovation, thanks to a series of important incentives that we are
now able to offer to prospective investors.

We are looking with great anticipation at 2023, the year we
will celebrate the centennial of the foundation of our Republic,
which represents a key milestone in our nation’s cultural and
historical path. Our goals for such a unique occasion include
reaching 10™ position in the ranking of the world’s top economies,
having a GDP of $2tn and $soobn in exports, upgrading our
energy, transportation and healthcare infrastructure through the
construction of hospital cities and more than doubling electricity
generation. Another major national target is to turn Istanbul into a
regional and international financial centre.

Having been tested - on multiple occasions - by global economic
crises in the past, Turkey now has one of the most stable and
profitable financial sectors in its region. The Turkish government’s
Istanbul Finance Center project (IFC) offers global companies the
opportunity to run their financial operations in the region through
Istanbul, taking advantage of an attractive incentive package, a
skilled workforce, and a global cosmopolitan city with a vibrant
economy and social life.

How does Turkey’s special investment zone programme
enhance the opportunities for investment?

Over the past decade, Turkey has embarked on a comprehensive
legal and structural reform program aimed at improving its overall
investment climate, and the government has devised specific
tools to encourage FDI inflows. For instance, it has created special
investment zones - such as Free Economic Zones (FEZ), Organized
Industrial Zones (01Z) and Technology Development Zones (TDZ)
- offering various tax holidays, deductions and other valuable

“Out of Turkey’s rich economic
mix, the energy sector arguably
holds the strongest growth
potential, with renewables

and petrochemicals deserving
special attention, as well

as R&D and innovation”

ILKER AYCI
President of ISPAT

support mechanisms, as well as tailor-made incentives for R&D
and innovation activities, due to the strong added-value they
represent for our economy.

Turkey has had an Investment Incentives System for years,
which has been regularly adjusted to the ever-changing domestic
and global environment. Its latest version, effective since 2012,
is focused on reducing our current account deficit, boosting the
production of high value-added goods and channelling fresh FDI
to our less developed regions. It comprises four different sets of
incentives, distinguishing between general, regional, large-scale
and strategic investments. Investors can benefit from special
value-added tax (VAT) exemptions and corporate tax reductions,
as well as support for social security premiums, interest payment
and land allocation. Naturally, investors in growing regions will be
granted additional incentives and a larger scope of support. The
new scheme aims to facilitate the development and the structural
transformation of certain industries related to commonly imported
goods, and/or characterised by a considerable trade deficit. As
such, it encourages investments in defence, automotive, aerospace
and aviation, maritime freight and passenger transportation,
pharmaceuticals, education, tourism and mining. Strategic
investors in these sectors are especially welcome and are treated
with the highest level of attention.

Which other policies or new programmes are helping ISPAT
make the business case for prospective investors?

The FDI law introduced in 2003 guarantees equal treatment for
everyone, without differentiating between local and international
investors. Also, our corporate tax rate was decreased from 33%
to 20% and several bureaucratic hurdles were removed, so our
entire legal framework is now perceived as more business and
investment-friendly. Furthermore, the government established
the so-called “Coordination Council for the Improvement of the
Investment Environment”, where the private sector is asked to
contribute its feedback to the process. So far, the Council has
simplified and rationalised the regulations on investing in Turkey,
developed specific policies to enhance the competitiveness of our
investment environment, and reduced the administrative barriers
encountered by both local and foreign investors in all phases
of the investment process, including the operating period. To
further strengthen the body, the government has established the
“Investment Advisory Council” which gathers senior executives
from prominent multinational companies. Thanks to these kinds of
initiatives and our reforms, Turkey climbed from 59" to 43 place
in the World Economic Forum'’s Global Competitiveness Index
2012-2013.

How would you rate the quality of education in Turkey
today, and what level of cooperation exists between the
academic and the professional community?

Our universities and vocational training schools offer world-class
education and are highly effective at enhancing the capabilities
and overall competitiveness of our students, as well as our
labour force. Technoparks represent excellent venues for the
implementation of university-business cooperation mechanisms
though the involvement of academicians, students and research
staff. They also provide entrepreneurs with a training platform
through which they can enhance their competences in areas
as diverse as computer software, IT, internet technologies,
portal installation and configuration, simulation, electronics,
meteorological and geographical information systems, medical
software and informatics. Turkey boasts 5o Technoparks, of
which 34 are already operational and 16 are currently under
construction.

ENERGY

Renewable Energy:
Solar on the Rise

Though poor in fossil fuel reserves, Turkey boasts an abundance of renewable energy
sources (RES); so much so that the government has made meeting 30% of its energy
consumption needs through renewables one of its key objectives for 2023. The law
on the utilisation of renewable energy resources (Law 5346), has been effective since
18 May 2005 and has been amended several times, most recently in October 2013.

with wind and hydro - has finally started to attract

investments. Turkey holds a high potential for solar
energy due to its geographical location; according to recent
studies, it has an annual duration of sunshine totalling 2,640
hours (7.2 hours a day) and an average annual solar irradiance
of 1,311 kWh/ma2. Its technical solar energy potential stands at
380bn kWh/year.

Currently, solar plants classified as large-scale installations
(above 1MW) or small-scale installations (up to 1MW) are
subject to different regulations. Companies wishing to build
large-scale solar plants must first obtain a preliminary licence
from the Energy Market Regulatory Authority (EMRA), which
gets converted into a full licence upon commencement of the
plant’s construction. During such preliminary phase, which lasts
a maximum of 24 months, the generation company obtains the
required permits to build its generation facility.

At present, the energy produced with photovoltaic
technology benefits from an incentive of 13.3 dollar cents per
kWh for 10 years, provided the production plant has started
operations before 31 December 2015. After which date, it will
be up to the government to decide what percentage to set as
the feed-in tariff. In any case, the amount will not be higher
than that currently in place. Additionally, if the mechanical or
electro-mechanical equipment of the power plant is produced
locally, a premium shall be added to the feed-in tariffs during
the first 5 years of operation.

With regards to small-scale plants, no licence is required,
and the procedure is much more streamlined than that for
establishing large-scale units. In fact, the owner can be an
individual entity - and not just a legal entity - and no tender

S olar energy - until now in the background, in comparison

is required. All that is needed is for a request to be made to
the local utility company and to obtain a permit from the
municipality to build the plant. The last step is the signing of a
so-called “interconnection agreement” between the applicant
and the utility company. Producers can use the generated
energy to satisfy their own consumption needs, but also sell
the energy to the Regional Network Operator.

The current law establishes that power plants under
1 MW capacity are entitled to direct their excess (unused)
energy to the grid and be considered renewable energy
support mechanism participants. For this, they get paid a
feed-in-tariff of 13.3 dollar cents per kWh for the 10-year
period following the plant’s commissioning. The feed-in-tariff
policy sets a fixed and guaranteed price at which generators
can sell their power on the electricity market. As a result,
investors can obtain a constant price linked to the US dollar,
thereby avoiding surprises in revenue expectations due to
price fluctuations.

Ankara is pursuing a model of “widespread generation”
across the national territory, aimed at multiplying small-
scale energy plants in such a way that consumers can be
turned into producers, able to access energy and monitor its
utilisation independently. This system allows the electricity
network to minimise the losses because the proximity to
the final consumer implies a shorter transport route and a
lower dispersion along the distribution line. At the same
time this guarantees a higher adaptability and flexibility
of the production centres vis-a-vis consumption centres
like factories and households. This will inevitably lead to a
significant cost-cutting of electricity bills, especially for energy
intense activities.

What would you say to corporate decision-makers today
who are concerned about unrest in the region, as well as
in Turkey?

Turkey disposes of all the necessary economic, political and military
means to live peacefully and provide stability to a region that is
notoriously ridden with conflict. Over the years, we have endured
much upheaval in the area and yet managed to maintain economic
stability in Turkey. Today we are no longer an unpredictable country
and we enjoy the confidence of international investors. Since
the onset of the global financial crisis, Turkey has been the only
country to have been upgraded several notches, and our garnering
of “investment-grade” by Fitch, Moody’s and JCR is evidence of this
continuing and growing confidence.

What are the most noteworthy infrastructure projects being
undertaken in Turkey at this time?

Of the plethora of projects that are set for completion by 2023,
these deserve a special mention - the 3 Bosphorus Bridge, the 3
Istanbul Airport, and our motorway and urban renewal projects.
Jointly designed by French and Swiss engineers and measuring
1.4km in length and 59 metres in width, the 3™ Bosphorus Bridge
will be the world’s o longest suspension bridge, featuring

B

eight lanes and two rail tracks. Part of the 26okm-long Northern
Marmara Motorway, it is due to open in mid-2015.

Our government attaches great importance to our road
network. During 2002-2011 around 15,000km of divided roads
were built, for a total length of around 21,000km, and another
15,000km will be added by 2023. In terms of our highway network,
there are 12 Built-Operate-Transfer (BOT) projects currently
running and scheduled for completion by 2023, representing a
total investment of $47bn. A further development phase, to be
completed by 2035, will bring their total cost to $84bn.

The new Istanbul Airport will be located in the northern part of
Istanbul’s European side and it will be the world’s largest airport,
with an annual capacity of 15om passengers. Its expected impact
on our economy is enormous, both as an income generator and as
a job creator.

Our urban infrastructure is in dire need of redevelopment,
and since Turkey is an earthquake-prone country, last generation
anti-seismic technology must be employed. It has been calculated
that nearly 7m residential buildings will be rebuilt, out of a total
of 20m - amounting to about $400bn worth of investments. This
large-scale upgrading of infrastructure is expected to raise Turkey’s
appeal as an investment destination to unprecedented levels.

EVERYONE IS HERE

World's best sports events plus thousands of new movies and much more.. §
With 41 HD and more than 350 channels, D-Smart provides
various and rich entertainment content in Turkey.
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Strides to Develop
Advance Unabated

Blessed with a regional geo-strategic location that is second to none, Turkey has for
centuries acted as a natural connecting point between Europe, the Middle East, the
Caucasus and Central Asia. A highly diverse and culturally stimulating land - clustered
with vast stretches of uncontaminated nature, breathtaking scenery, historical and
archaeological riches, spread over an area of 783,562 km2 and home to more than 76m
people - Turkey offers tourists endless opportunities for discovery. Likewise, it is one of
the most promising business and investment frontiers in the world, particularly in the
areas of energy, finance, real estate, iron and steel, petrochemicals, automotive and ICT.

access to a vibrant domestic market that keeps expanding under

the thrust of rising demand and booming demographics; it also
means having a chance to leave a footprint in a macro-market of
over 1.5bn people having a collective GDP of $22tn - all in close
proximity within less than a 3-hour flight from Istanbul. Finally, it
means becoming next-door neighbour to the region with over 70%
of the planet’s primary energy reserves as well as being adjacent to
one of its largest energy consumers, Europe. With these few facts
in mind, no serious foreign investor can afford to overlook Turkey’s
immense long-term potential.

While growing numbers of tourists are already flocking to the
country, attracted by its natural beauty, hospitality and tolerance,
it is the Investment Incentives Scheme - the newly revised version
of which is effective as of 1 January 2012 - that holds the greatest
promise to turn the Anatolian peninsula into the ultimate “golden
goose” for international investors. This initiative - which has
existed for decades - has undergone various adjustments through
the years in response to the ever-changing global environment.
In its latest upgraded version it reveals a more sector-oriented

I nvesting in Turkey today though, is not only about gaining

tourists represented 78.9% of total travellers to Turkey, while
Turkish citizens living abroad made up the rest. More remarkably
yet, annual revenues registered an 11.4% increase over 2012, at
$32.31bn; a figure abundantly exceeding the $30bn target that
Prime Minister Erdogan had indicated as a new “record-breaker”
of his administration. Indeed, the strategy pursued by the
government has so far paid off; ever since the AKP took office
the number of foreign visitors has grown exponentially - jumping
from 12.8m in 2002 to nearly triple that today. This is a growth rate
which is almost twice as fast as Europe’s and 2.5 times faster than
the world’s. Turkey, the 10" most popular tourist destination back
then, has in the last dozen years, risen to 6 place, and the latest
projections indicate that by 2023 it will likely reach 6om tourists
with $8obn in revenues.

Without taking anything away from the stunning beaches
and pristine bays scattered along its Aegean and Mediterranean

coastlines, nor its historical and archaeological sites, much of
Turkey’s ever-growing popularity is owed to Istanbul, one of the
world’s most sought after destinations, and for good reason. The
sprawling metropolis - home to more than 15sm inhabitants - offers
holidaymakers a virtually endless list of attractions to choose from,
derived from its rich past as capital of the Byzantine and Ottoman
Empires, as well as years of relentless development. Among others, it
boasts a myriad of hotels catering to all budgets, tastes and personal
needs, able to satisfy even the most discerning of travellers.

The spectacular expansion experienced by Turkey in recent years
has boosted the demand for energy to unprecedented heights. So
much so, that in order to meet its future requirements, the country
will need investments in excess of $100bn over the next decade.
This is of concern to the government, as currently a mere 26% of
its energy requirements are generated domestically while the rest
comes from a diversified portfolio of imports. In an attempt to reduce
the country’s vulnerability to external fluctuations, the Ministry of
Energy, under the stewardship of Taner Yildiz, has embarked on
an aggressive, multi-dimensional strategy aimed at achieving full
energy security, through the diversification of its supply sources and
routes, the optimisation of its energy efficiency and the stepping
up of investments in nuclear power and renewables. Currently 7th
in the world and 1st in Europe for geothermal resources, Turkey is
aiming to cover 30% of its electricity needs from renewables by
2023. The country is also thought to have substantial reserves of
shale gas in Thrace, in the Central Anatolian provinces of Ankara,
Konya, Nevsehir, as well as in Erzurum in Eastern Anatolia and
Diyarbakir in the Southeastern Anatolia regions.

Like some sectors in Turkey, the financial market is still in its
development stage, albeit highly liberalised and ready for further
expansion. By comparison to many of its western counterparts, it
is also a healthy sector because it was not as exposed to the toxic
assets which exacerbated the latest global financial crisis and thus
was relatively unaffected by it. Official figures reveal that during
2002-2010 the Turkish banking and insurance markets grew by
20% and 25% of CAGR respectively. The financial services sector
is indeed the fulcrum around which the administration’s long-term

Despite the

approach as well as a special focus on high-tech, high value-added multiple
and export-oriented investments. Among incentives worthy of
mention are the enhanced support instruments for sectors able Cha”enges 5.2
to generate technology transfer, the promotion of clustering H
activities and the channelling of capital flows to the country’s faced In ’:ecent > 4.8
least developed areas. If the new scheme works out, it may even months’ In
help reduce Turkey’s notorious current account deficit problem,
considered by many to be the nation’s Achilles’ heel. 2013 Turkey

Despite the multiple challenges faced in recent months, in 2013
Turkey attracted $12.6bn in FDI, 52% of which was from the EU, attraCted 3636
with Germany heading the pack, followed by the Netherlands and $12.6bn Worth 3333
Russia. In terms of FDI diversification, while the EU’s share went o 3
down from 68% to 52%, Asia gained 9 points, jumping from 22% Of FD’; 52 /O 3 28 28
to 31%. As of December 2013, around 37,000 companies operating Of Which was 2626 s
in Turkey were funded by foreign capital; 22,000 of them chose 232323,
Istanbul as their base. from the EU, , 21 24 o

Turkey has long understood that building a sound and e = 1.8 1.8
sustainable tourism industry is paramount to becoming a leading W’th Germany EEEE
economic player on the global stage. The country is already one heading 3
of the world’s hottest tourism spots, with 35m foreign visitors a 1.0 0.9
year. By 2023 the target is to reach som visits, $50bn revenues the paCk, ' TSP SR P TS SRR OB EE YR EETESERIESE D
per annum, a bed capacity of 1.5m, and 65 marinas along the _fO”OWEdb the §5§ géé% ’_gi§§ & 7;5:.;% %8% §%§§§E gégf_ﬁ Egé&%ﬁ
7,200km-stretch of coastline. A further important goal is to turn its y 2= o g o=y E SCoTogn @ @ % § 8 <
medical, religious, conventional, fair, cultural, sports and thermal Netherlands 3 z g’ < =

venues into successful income and employment generating
operations. According to the latest official data, last year foreign

and Russia

Source: OECD Economic Outlook No: 91, June 2012

MEDIA

Fast-Track Achiever in for

the Long Haul

D-Smart, Turkey'’s second largest Direct-to-Home (DTH) digital platform, commenced operations in
2007 and by the end of its sth year of activity it had already reached $350m in revenues and 1.6m
subscribers, a third of whom were free-to-air customers. Today it holds a 28% share of the Turkish
Pay-TV market and 40% of the satellite dish market, with both figures showing an upward trend.

broadcasting group in Turkey, headed up by Chairwoman

Arzuhan Dogan Yalcindag. DTVH comprises entertainment
channel KANAL D, news channel CNN Turk, drama
production companies D Productionand InDhouse,
music production company DMC, mainstream
channel Tv2, three national radio stations and
a number of thematic channels. Being part
of such an established and diversified media
conglomerate represents a major advantage
as the CEO of D-Smart, Ali Guven points out,
“The name Dogan in our industry is a synonym
for trust, strong ethics and pursuit of excellence.
Working with us means having a solid partner
that thinks long-term and rewards
quality”.

Ankara-born Guven is an
outgoing, articulate and well-
travelled manager who brings
to his role significant inter-
national experience as an
executive in Saudi Arabia and
France, and who served six years
as the Vice President of IBM
Turk. He describes D-Smart as
an “integrated entertainment
company” rather than a simple
Pay-TV or digital platform,
and explains why, “In the past, TV-watching was free in Turkey
but starting from the 1980s, the sector witnessed an important
expansion, and a number of paid services were incorporated into
the existing supply basket. TV products today are delivered to a
subscriber’s home together with all the other digital entertainment,
and TV has thus become just one of the items of the menu”. He
adds, “Turkey is a country with more than 75m people, representing
roughly 2om households. Currently, only 27% of those households
are paying to watch TV while the rest are accessing it for free, by
investing just a few dollars in a box and a satellite dish. This free-
content broadcasting from Turksat will never end, because it is a
public right and our government will never change this; our only
solution as Turkish operators is therefore to create valuable content,
so that people will have a reason to pay for TV services”.

When asked what differentiates D-Smart from its competition,
Guven'’s answer exudes at once self-confidence, boldness and vision,
“Digiturk is the current market leader, and it has been in the market
longer than us. D-Smart on the other hand, is fresh, hungry and
driven. One of our strategies consists in observing what Digiturk
does and leveraging its experiences, whether positive or not, turning
them to our advantage. In other words, if it does things right we
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The company is part of Dogan TV Holding (DTVH), the largest

ALI GUVEN
CEO of D-Smart

“We offer competitive,
comprehensive service

bundles inclusive of internet”

follow in its footsteps; conversely, if it makes a mistake, we choose
a different route”. However, innovation in terms of content and
approach remains imperative as Guven explains, “Being newer to
the market gives us an additional edge over our competitor in that
Turkish people need new brands and look for new stimuli. So, while
Digiturk remains the ‘reflex brand’, we aim to become ‘the brand
of choice of the new households’. We pride ourselves on offering
superior HD quality through Turksat, as opposed to Eutelsat, which

is the satellite used by our competitor. In fact, Turksat - being
' positioned closer to Turkey - guarantees a much better viewing
quality. We can tap into the 12m households that are watching
Turksat channels with a free box, by simply getting them to
switch to D-Smart; all we have to do is replace
their current box with ours, which comes
with a 24-month subscription. Finally, we
offer competitive, comprehensive service
bundles inclusive of internet. Aside from
our Pay-TV business, we are the second
largest ADSL and the third largest
internet provider in Turkey,
with over 364,000 subscribers,
by getting Pay-TV and internet
together, our customers pay less,
get more and have access to
better quality service”.

With specific attention to
TV content, Guven cites sport
as the most valuable product,
indicating that in Turkey sport essentially means football and
basketball. Digiturk is broadcasting the Turkish Football and
Basketball League, while D-Smart airs the top European Leagues,
for both sports. “If you are a newly-formed household and you are
not interested in the Turkish Football League, then your first choice
will most likely be D-Smart,” affirms its CEO.

Another highly popular item is Turkish drama, a product that
enjoys strong success abroad, particularly in the Balkans and the
Arab world, and that apparently has a positive impact even on
tourism, as growing numbers of travellers are asking to visit the
locations where their favourite shows are filmed.

“Despite the international success of our drama productions,”
laments Guven, “They only account for $50-6om of our exports.
That amount should be at least ten times higher. One of our greatest
limitations is that Turkey is not a truly global country yet, we are still
too inbound-driven”. He concludes, “Dramas represent a segment
of our industry where the potential is palpable and the return is
guaranteed. We welcome any foreign players interested in joining
our company to tap into this highly promising and under-exploited
area”. Guven reports a growing interest in D-Smart by foreign players,
despite the challenges the nation has faced in recent months which
could have suggested the adoption of a more cautious approach
towards Turkey. “If you know what you are doing and you operate
in a smart way, investing in Turkey’s Pay-TV and media industry is
- and will remain - a safe bet,” he declares, “At least as long as our
household growth outperforms our population growth”.
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Overall, Istanbul’s exotic
charm, vibrant fast-paced
economy and overall quality
of life represent a package
that is indeed hard to match

vision and reform activity has been built; the Istanbul Financial
Center project (IFC) that was launched in October 2009 has its very
“raison d’etre” in Turkey’s pivotal position within the region and its
proven resilience to the fluctuations that are endemic in this part of
the world. From this perspective, Istanbul offers foreign companies
an unmatched platform from which to build a profitable business
across the wider region; as evidence by the success of industry
giant Coca-Cola, which currently controls over 100 countries from
its Istanbul headquarters. Relocating to this megalopolis is not just
a good deal for multinationals though; it is also an extraordinary
opportunity for smaller-sized companies aiming at acquiring critical
mass or strengthening their international profile. Overall, Istanbul’s
exotic charm, vital fast-paced economy and overall quality of life
represent a package that is indeed hard to match.

Although the commercial capital remains the key magnet, the
same is also true of the whole of Turkey. Few emerging economies
nowadays can boast an equally attractive set of assets, such as a
massive internal market; a young, skilled and multicultural human
resource pool. The nation’s dynamic private sector, responsible for
$153bn in exports and a 325% increase in the period 2002-2012 is
evidence of a booming and stable economy, that during the same
decade more than tripled its GDP from $231bn to $786bn. An
investment-friendly administration - so far capable of attracting to
the country $123bn worth of FDI - is adroit at leveraging its privileged
access to a macro-region embracing Europe, Eurasia, the Middle
East and North Africa, and benefits from numerous important
advantages linked to having
a Customs Union agreement
with the EU and a Free Trade
Agreements with 21 countries.
Indeed, with its modern, cons-
tantly upgraded transportation
telecommunications and energy
infrastructure Turkey is often
an inevitable choice for those
investors looking at the bigger
picture and pursuing long-term
returns.

REPUBLIC OF TURKEY PRIME MINISTRY
INVESTMENT SUPPORT AND
PROMOTION AGENCY OF TURKEY
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Akbank was named "The Best Bank in Turkey” and
"The Most Valuable Banking Brand in Turkey”
by five major international organisations.”
Thanks to all our valuable stakeholders, to whom we owe our success.
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BANKING

to the World

Martin Spurling, HSBC Group General Manager & CEO, HSBC Turkey shares
his views on the country’s long-term growth prospects and outlines the
bank’s efforts to support Turkey’s global economic integration.

What major trends are shaping the global banking industry
nowadays?

In general banks are still working through the challenges created
by the 2007-2008 global financial crisis; many institutions are
focused on achieving savings, improving corporate governance and
generating returns from core markets. This dynamic will continue
to influence the market over the next few years, with management
action becoming critical as new regulatory systems take shape.

As banks begin to curtail their global activities, companies with
international aspirations, including those in Turkey, may find it more
difficult to access the capital required to target foreign markets.
Nonetheless, HSBC will remain a global bank ready to support such
companies, in line with our heritage and our mission to connect
customers to business opportunities around the world.

It will be interesting to see if EU countries can make further
progress in 2014 on the establishment of a banking union, which
promises to facilitate credit flows and reduce financial risks on the
continent. Meanwhile, regarding Eurozone growth, we
are seeing encouraging signs of a recovery, which
would benefit banks by boosting credit demand
and investment from corporates sitting on cash
reserves. This recovery is proceeding slowly
however, and interest rates are likely to remain
low for the foreseeable future.

In 2014 and beyond, banks in the global
trade business will continue to target the
fastest-growing international trade corridors,
especially south-south corridors connecting
Asian markets. And finally, a key move for
banks will be enhancing the customer experience
by developing better products, and by
investing in new digital and data-
driven technologies.

What is your outlook for the
Turkish economy and the
banking sector?

HSBC economists project that
Turkey will record a GDP growth
rate of 2.2% in 2014 due to
reduced public investment and
consumer spending, as well as
tighter monetary conditions.
However, we maintain our
strong belief in the nation’s
longer-term prospects - espec-
ially if policymakers can enact
productivity-boosting  reforms
- and we are confident that the
country will continue to provide
attractive  opportunities  to

TOURISM

2 E

MARTIN SPURLING

“Balance sheets in the public

sector are quite healthy,

with the government
maintaining a sovereign debt
to GDP ratio below 40%"”

HSBC Group General Manager & CEO, HSBC Turkey

investors. This is reflected by the fact that HSBC Group has identified
Turkey as one of its 20 priority markets, with our two home markets
being the UK and Hong Kong. In the banking sector, during the
first half of 2014 we expect further pressure on sector margins and
reduced loan growth as markets adjust to new regulations and
higher interest rates.

How resilient is Turkey’s financial sector to systemic risks and
external shocks?
As 2013 unfolded, financial markets in Turkey experienced increased
volatility amid domestic developments and US Fed tapering
concerns. By the year’s end, the local equity index had fallen,
government bond yields had risen and the Turkish lira was hitting
a series of record lows against the dollar. In December, annual
consumer inflation rose to 7.4%, above the central bank’s 5% target,
and the current account deficit widened to nearly 8% of GDP.
Nonetheless, over the last decade Turkey has developed strong
buffers against systemic risks and potential economic shocks.
Balance sheets in the public sector are quite healthy, with
the government maintaining a sovereign debt to GDP ratio
below 40%. Moreover, Turkey’s well-capitalised banking
sector remains a source of national strength, especially in
turbulent times. At the end of 2013, the non-performing
loan ratio in the industry was well below the European
average. At HSBC Turkey, we maintained a healthy capital
adequacy ratio of 15% in 2013, comfortably above both
local and international requirements.

Finally, it is important to remember that, in the longer
term, Turkey will still count on a large domestic market,
young population, diversified industrial base and
strategic geographic location. In the
view of HSBC, Turkey’s competitive
advantages - especially its inter-
national connectivity - will play

a key role in driving the nation’s

future economic development.

Indeed, we support this process

as we strive to be Turkey’s

"Leading International Bank".

What is HSBC Turkey’s
business strategy for 2014
and beyond?

As mentioned, our strategic

objective is to be Turkey’s
"Leading International Bank",
and this calls for growth

across all of our business lines:
Commercial Banking (CMB),
Retail Banking and Wealth
Management (RBWM), Global

ID’s Top Pick in Istanbul

With over half a century of uninterrupted
service to the city and a proud member
of the exclusive Design Hotels family
since 2011, Gezi Hotel Bosphorus (GHB)

is one of Istanbul’s longest established
and finest hospitality brands.

Taksim Square, GHB features fabulous panoramic views

of the Bosphorus and Istanbul’s ever-changing skyline.
Firmly adhering to its “home away from home” and “whatever
whenever” service philosophy, the hip 67-room boutique
hotel offers its clientele a bespoke lodging solution in the heart
of Istanbul’s entertainment district that is hard to match.

As of April 2014, the hotel also boasts a brand new dining
and wining venue named Fiamma. The elegant yet cosy
restaurant is operated by Vittorio Sindoni, an experienced
international restaurateur whose winning formula is to serve
healthy Mediterranean cuisine where tradition and innovation go
hand in hand, giving priority to fresh local products. For a dining
experience to be truly special though, one further vital ingredient
is needed - the personal touch. As Sindoni effectively puts it, “A
restaurant is not just about good food and good service, it’s also

S trategically located just steps away from the world famous

about the experience; it's about meeting old friends and making
new ones”. Istanbul is where elements of ancient civilisations and
modernity coexist so it seems to be the perfect place to do just
that - a real cultural melting pot since the dawn of time.

www.gezibosphorus.com
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Banking, Global Private Banking and Global Markets. In 2014, we will
seek to boost our market share in strict target areas, focus on cost
efficiency, achieve greater synergy among our business lines, invest
in direct channels, and further leverage the global connectivity of
HSBC Group to facilitate the success of Turkish businesses in both
local and foreign markets.

In CMB, we aim to support cross-border trade in Turkey through
our International Growth Fund, and help the country do more
business with fast-developing economies in Asia, Africa and the
Middle East. By 2020, China and Saudi Arabia will replace France
and the United States in the list of Turkey’s top four export markets.
With respect to the global renminbi (RMB) business, which Turkey is
well positioned to benefit from, HSBC is the first bank to settle RMB
in six continents, and has facilitated RMB transactions in over 50
countries as the leading foreign bank in mainland China.

Regarding RBWM, Turkey has achieved the critical $10,000 per
capita GDP threshold, making the country ripe for sustained growth
in this segment. To capitalise on retail opportunities in Turkey,
RBWM will prioritise relationship-led lending, reshaping customer
propositions with a digital focus, and treating customers with fairness
and transparency. By adopting a customer-centric approach, RBWM
recently disrupted the market by launching a fee-free banking
proposition. Further, RBWM will prioritise wealth management in
2014 by ensuring that our relationship managers address the needs of
Turkey’s upwardly mobile middle class. We have had much success in
this area, as reflected by the fact that our GIF Turkey Equity Fund was
named the Best Global Fund in its class (over one, three and five-year
categories) at the 2013 Euro Fund Awards.

In Global Banking, we aim to penetrate further into the
multinational client business, thereby bringing more foreign
investors to Turkey. In Global Markets, we seek to increase our
market share in key segments such as cash equities and equity
derivatives, and reinforce our position as one of the country’s largest
foreign exchange dealers. And in Global Private Banking, we will
continue to leverage the footprint of HSBC Group to offer market-
leading products and services. As an example of this, in early 2014
Euromoney magazine named us the “Best Private Bank in Turkey” in
the $10m to $30m asset category.

Global Reach:
HSBC Turkey
Commercial
Banking

HSBC serves Turkey with a full range
of services and an uncompromising
dedication to customer satisfaction.
HSBC’s 24 years of experience in the
market has allowed it to develop a
broad distribution network, as well
as a strong retail and commercial
banking customer base.

HSBC Turkey has prioritised Commercial Banking (CMB).

By helping both local and foreign companies seize
opportunities in Turkey’s large domestic market, and by
facilitating the overseas expansion of Turkish enterprises,
CMB plays a key role in the country’s globally integrated
economy.

To support foreign businesses with aspirations in Turkey,
and to leverage the global footprint of HSBC Group, in early
2012 HSBC Turkey established its International Banking
Team. Comprising a group of highly qualified professionals
who speak 8 different languages and have extensive
international experience, the team works closely with HSBC
offices worldwide and handles subsidiary requirements for
small, medium and multinational clients.

Moreover, in July 2013 HSBC Turkey launched its
“International Growth Support” campaign as part of a
global HSBC initiative that has already been implemented
in the UK and France, among other countries. The campaign
provides trade funding and expert advisory services to CMB
customers that have existing or potential international
business. As such, it represents a significant financial
commitment to both foreign and local firms in Turkey.

To help the country fully capitalise on its strategic
geographic location, CMB also links the territory to
emerging international trade and investment trends. One
such trend is the increased use of the renminbi (RMB)
which became the second most widely used trade finance
currency in the world in 2013. In Turkey, CMB recently
offered the first RMB Export Documentary Credit discount
transaction ever made to a Turkish business. In turn, this
promoted RMB awareness in the market and boosted the
client’s sales revenue.

Looking ahead, Turkey’s global connectivity will allow
the economy to benefit from fast growing trade links with
emerging markets and established links with Western
nations. As noted in the latest HSBC Global Connections
Report on Turkey, while Europe is expected to remain
crucial for the country’s industrial activities, the share of
Turkish exports destined for Europe will gradually diminish
as more dynamic markets emerge in the Middle East and
Asia. CMB will continue to support Turkey as it seeks to
capitalise on these new opportunities, in line with the
commitment from HSBC to become the nation’s “Leading
International Bank”.

I nordertofacilitate the nation’s growth and development,

60 years of strong experience...

Working hard for the future, we have
achieved great success since 1954.
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