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EXPLANATION

The BRSA having main objective ensuring confidence and stability in
financial markets is publishing this periodical Report including the
evaluations concerning the performances of banks, financial holding
companies and leasing, factoring and finance firms as well as significant
developments realized in financial sector pursuant to the Article 97(3) of
the Banking Law Nr. 5411.

This issue of Financial Markets Report is composed of three sections. The
report includes the evaluations related to international and national
economic developments, performance analysis by functional group and
sector basis of banks, financial leasing, factoring and consumer financing
companies, risk level and capital adequacy of the banking sector.

In this Report, data related to banks, unless otherwise specified, cover
domestic and also foreign branch offices of the banks and are presented
by consolidating thereof.

The BRSA declines any liability on account of tables and charts published
in the Financial Markets Report.

Periodic information included in any issue of Financial Markets Report may
be changed as a result of updating due to various reasons in the following
issues.

The Report was prepared depending on data received from the
database by the date of July 31, 2008. The updates following the
mentioned date are outside the scope of the Report.
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GENERAL EVALUATION

Fluctuations in global financial markets lead by developed countries in the last
year influence the global economic activity negatively. Furthermore, it is
observed in the last three-month period that the growth in global extent presents
a negative appearance, the inflationist pressures continues and the ambiguities
increased more. In addifion to these, the fact that a new phase started in which
investment banks are included within problems originated by USA mortgage
market caused the global outlook to decompose further. However, while an
economic conjecture which only the developed countries would be influenced
was mentioned in the first half of the year, now it is a period in which emerging
economies cannot decompose evidently and may prominently be influenced
more from the said crisis. Although most of the loss of the banks were realized and
they passed on their losses relating to housing loans, it is expected that the
reflections of the crisis in financial markets on real economy to come out more
clearly. In order to overcome the loan shortage, cenfral banks announce
common measures. However, the loan shortage which has not been overcome
yet and the trust which cannot be established in markets cause the economic
reflections to be perceived by means of the decrease in asset prices. Reputation
risk which increased rapidly for all financial institutions lead by investment banks,
going beyond the housing financing institutions, increased in a level preventing
the market operation. Measures the developed countries fook accordingly are
important in solving current problems as well as the reestablishment the trust of
savers and gaining reputation for the system back again. Loan cost increase in
this environment shall definitely effect the economies in need of fund. In this
period, decreasing demand in addifion to the production increase of OPEC and
oil prices peak levels decreased sharply which created a relief in current
inflationist pressures. However, it is observed that prices lead by food follow a
stable tendency in high levels. This situation creates an inflation risk in global scale.
Presently, it is observed that the outlook is damaged in global scale, volatility in
financial markets increased and economic effects of loan shortage began to be
perceived. Hence, it is observed that economies and financial systems which can
preserve market trust and strong capital structure will experience the period with
minimum damage.

Turkish economy grew by 1.9% in the second quarter of 2008, below the average
of previous periods. Despite the rapid increase in the first quarter of 2008 and the
deceleration in the second quarter, continuous growth is carried on for 26
quarters. Agriculture sector having diminished and manufacture and
construction industries grown slower than previous years in the second quarter are
factors limiting the economic growth in this period. Having analyzed manufacture
industry production index which is a pioneer indicator in growth and manufacture
industry capacity usage ratio which is about current period production, no potent
signal that there will be a strong growth in the third quarter. Moreover, consumer
optimism having decreased and the deceleration in domestic demand make a
high growth rate difficult for the following period. January-August 2008 data in
financial discipline which is as important as money policy in respect of
macroeconomic and financial stability designates to an improvement when
compared to the same period of the year, however current deficit continues to
be a risk factor in macroeconomic stability. In addition to this, annual consumer
inflation reached to the highest value in the last four years in July 2008 however
decreased slightly in August 2008, due fo the developments in food and energy

BRSA iii Financial Markets Report /June 2008



prices. On the ofther hand, the possibility of jumping the reflections of crisis in
global financial markets to Turkey, possible difficulties for real sector and financial
institutions in reaching international funds in global crisis environment, possible
negative effect of the expected economic deceleration in euro zone on foreign
demand of Turkey and decrease possibility of the share of direct investments in
financing current deficit are factors creating fragility.

As of June 2008, share of consumer loans within household consumer expenses
increased by 0.9 points when compared to the end of the previous year and
realized as 14.6%. In the said period, share of credit cards within consumer loans
composition decreased by about 20% in the end of 2007 from 17.9%. The increase
in the relative share of consumer loans continued and amounted to 80.1% from
70% in the end of 2004.

Turkish finance sector grew by 12.1% in the first half of 2008 when compared to
the end of 2007 and amounted to TRY 861.8 billion; ratio of GDP to total financial
sector assets was realized as 91.9%. In the said period, real growth in total assets of
banking sector was about 6.5%. It is considered that this growth obtained in an
environment in which fluctuatfion in external financial markets confinues
contribute to the economy.

In June, while TL deposit, FX account, parficipation funds, government securities
and repos portfolios of domestic residents increased when compared to the
previous three-month period, precious metal accounts, Eurobond, investment
funds and stock choices decreased, total portfolio size amounted to TRY 494.9
billion. Total portfolio of abroad residents decreased slightly; while Eurobond
portfolio increased stock, government securities and deposit portfolios decreased
when compared to the three-month period. The increase in total size of
investment portfolio by about 5% in the first half of the year designates the
performance in recent years is hard to catch up this year.

Depending on the strategy in banking sector to grow by expanding branch welbs
rapidly, it is observed that the increase tendency in branch and personnel
number continues in the second quarter of the year. The number of ATM which is
one of the alternative transaction canals increased by 9% in the first half of the
year. The fact that the increase rate in the number of POS decelerated when
compared to previous years is considered positive in respect of operational
productivity.

Strong capital structure, high asset quality, profitability ratios which preserve their
positive process, well-managed exchange rate designates that strong financial
structure is maintained. The fact that the said progress was obtained in a period
which serious problems are experienced enabled the soundness of the sector to
be tested. BRSA-PI preserved its progress above the base year value in the first six-
month period of the year. While liquidity and own-funds which are the
components of performance index decreased when compared to the end of the
previous year, profitability and asset quality components increased. Serious
fluctuation in global markets is practically a stress test for the sector. In the first half
of the year, it is evaluated as a result of this stress test that the sector preserved its
strong outlook in financial stability as of the current indicators.

The total assets of banking sector grew nearly by 13% within the first half of year. It
is seen that the growth within the second quarter remained behind the growth
within the first one. The share of loans which are the most important item within
total assets is increased but its growth rate has slowed down within the second
quarter. The slowdown occurred in demand throughout economy is considered
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as the determinant in this development. Among the fund resources of banking
sector, the deposit has shown a growth above the one of balance sheet within
the second quarter. The decrease experienced in the debts to banks item is
interpreted as the liquidity constriction in foreign markets to affect negatively the
borrowing possibilities of the sector.

The TL part of banking sector total assets is increased by 2.3 points to 68% in June
2008 comparing to previous quarter; while the share of TL liabilities is increased by
1% to 65.3%. It is seen that the infermediation functions in banking sector keep
getting stronger. As of June 2008, throughout sector loans/deposit ratio is realized
as 84.4%. The demographic structure, life standards increasing dependent to the
augmenting national income, the continuation of macroeconomic and financial
stability are still the fundamental determinants in the building-up of the
intermediations function. In June 2008, the profit of banking sector is increased by
2.3% comparing to the same period of previous year. Dependent on the
decrease seen in incomes provided from asset sales and in the securities portfolio,
the interest profitability from securities made the profitability decrease too,
however the relative reduction occurred in deposit interest rates compared to
last year and thus the decrease of interest expenses to deposit had an effect
increasing the profitability.

Total off-balance sheet transactions have reached to TRY 495 bilion as of June
and their ratio to total asset is 75.4%. This development is mostly emanated from
the increase occurred in derivative instruments.

As of June 2008, there are 58 financial leasing companies, 78 factoring
companies and 9 consumer financing companies operating in the non-banking
finance sector. It is seen that the own funds profitability in financial leasing sector
has shown a serious decrease within the period of June, that the share of NPLs
within total receivables is in an increasing tendency and it has reached to 5.7%
within this period. In factoring sector, a decrease is seen in the share of NPLs within
total receivables within the second quarter of year. There are also increases in its
asset and own funds profitability. Again it in this period, the share of NPLs of
financing companies in total loans is increased by 0.2 points and their own funds
profitability is increased by 2.1 points and their asset profitability is increased by 0.3
points.

Within the framework of the developments in financial sector, the risks faced by
the banking sector did not change much within the second quarter of year when
compared to the first quarter. As of the second quarter, in parallel with the
increase in the amount of loans, the amount of NPLs is increased by 7.7% to TRY
10.8 bilion comparing to first quarter. The share of NPLs without guarantees within
fotal NPLs is increased slightly. It is seen that the decrease in reserves for
contingencies/NPLs ratio is still continuing. The increasing tendency seen in the
share of FX loans within total loans is reversed as of June. In June 2008, the NPL
rafio of loans is realized as 3.04%. When loans are analyzed by sectors, it is
significant to see that as of this period, the NPL ratios of loans granted fo
agriculture, industry, services sectors have decreased, while the NPL ratios of
individual loans have increased. Within this period, the share of short-termed loans
within total loans is increased by 0.6 points compared to March 2008 to 45.5%.

The June 2008 loan risk scenario results which included the scenarios inquiring the
cash and non-cash loans to be transformed to losses by 1% and 5% did not
change much comparing to the period of March 2008 for CAR variations. The
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amounts of losses appeared as a result of these scenarios as well as their ratios to
own funds have increased a little.

The commercial portfolio is decreased by 5.1% within the second quarter of 2008,
as a result of the reduction seen in the amount of securities available for sale and
marketable securities, and it is realized as TRY 129.4 billion. As a result of scenario
analysis made for measuring the market risk for the period of June 2008, it is seen
that the effect of variations in the prices of second hand GS and Eurobond on
capital is decreased partially compared to previous period but the effect of
variations in the stock and investment fund prices on capital did not change.

The On-Balance Sheet Open Position (OBSOP) and Off-Balance Sheet Position
(OBSP) which entered to a decreasing tendency within the first quarter of 2008
have shown an important augmentation within the second quarter and they
have realized above USD 14 bilion and USD 13.9 billion by absolute value as of
end-June 2008. The FX Net General Position (FXNGP)/ Own Funds ratfio did not
change much. It is seen that throughout sector, the sensitivity against exchange
rate variations has increased.

The one-month deficit which is increase by absolute value in TL and FX within the
first quarter of 2008 has entered to a decreasing tfendency within the second
quarter. The FX deficit for 1-3 months did not change considerably but the TL
surplus for 1-3 months is increased significantly within the second quarter of 2008.
The decrease seen in TL deficits within the last quarter is evaluated as a positive
development for structural interest rate risk. The scenario analysis results designate
that the sensitivity against structural interest rate risk is increasing in TL while it is
decreasing in FX.

Throughout sector, the FX and total liquidity adequacy ratios related to second
maturity tfrench have decreased compared to previous period and have realized
respectively as 132.4% and 132.9%. The reason is that the growth rate of total
assets is lesser than the growth rate of total liabilities.

Within the period of June 2008, the toftal own funds of banking sector are
increased by 1.9% comparing fo previous quarter to TRY 82.4 billion. The risk
weighted assets of sector are increased by 4.8% to TRY 493.8 billion. The capital
adequacy ratio of sector is decreased by 0.5 points to 16.7 within the second
quarter. This ratio is quite high than 12% which is target ratio and 8% which is legall
ratio. When the risks which may be faced because of negative developments
occurred in global markets recently are considered, it is seen that the sector has
an adequate capital level.

As of June 2008, the banking sector profit has increased by 2.3% comparing to
June 2007 and is realized as TRY 8.3 bilion. Even if in international markets
numerous banks have declared loss, the Turkish banking sector maintains its
profitability. As of June 2008, 47.2% of the sector’s total incomes are composed of
interests taken form loans. The share of fees and commissions taken from loans
and the banking service income within total incomes is 2.1%. The relative weight
of these income items shows that the profitability of sector is emanated mostly
from intermediation activities and thus the customer- focused profitability
tendency is continuing within the sector.
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1 ECONOMIC FRAMEWORK and DEVELOPMENTS
11  Global Outlook
1.1.1  Macroeconomic Developments

The fluctuations experienced in global financialrkeds, especially in developed countries, since
June 2007 have negative effects on global econautigity. Furthermore, it is seen that global
slow-down probability has increased, inflationisegsures continue and uncertainties increased
more in the last quarter. As a matter of fact, rima¢ional institutions updated downwards their
global economic activity predictions which theyisad in the summer period. IMF announced its
global growth ratio for 2008 as 3,9% in SeptemliBasides, the developments experienced in
financial markets in the second half of Septemiens that the slow-down in global economy
will continue and the main argument will slide fralre decomposition of developed economies
and developing economies to the sharpness andhleofjtglobal slow-down. JP Morgan
industry/service and industry indexes are realizebbw the threshold values in June. Although
aggregated industry production index increased wbempared to the previous month, the
regression is predicted to continue. As a resulact, industry and services sectors were below the
threshold value spontaneously in June, July andustugnd it is a sign for a more significant
global slow-down.

Chart 1.1-1: JPMorgan GLB, PMI and 12-Month CPI @es for Selected Regions
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As a matter of fact, macroeconomic predictions dasddor 2008 and 2009 for countries selected
by Bloomberg within the scope of recent developmeints out that growth rate of developed
countries will significantly be below the potentiatios. On the contrary, a more moderate slow-
down is predicted for certain developing count(iB€).

Chart 1.1-2: Growth Predictions by Selected Coastri
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When price developments by global scale are obdeiéferent from the previous quarter, it is
seen that the inflation pressure which arose foha ihcrease in energy prices, decreased
relatively. Accordingly, it is seen that the inftat ratios of especially the developing countries
improved. However, an inflation risk is in questionfurther periods for the developed country
economies which had a rapid monetary expansionh@ direction of the financial crisis
experienced. Furthermore, although there is aiveladecrease in energy and goods prices in
global markets, the high level of the volatility pnices increases the uncertainties. Besides, while
the indolence in labor force market in developedntaes limits the wage increases, it is probable
that the burden brought on public financing in orte resolve the crisis in many developed
countries, especially in the USA, shall lead tdaitibnist pressures. Therefore, although therais a
improvement in inflation rates in general in thérdhquarter of 2008, it is seen that all
international institutions point out the inflatioisk for the following period.

Chart 1.1-3: CPI Inflation Predictions by Selec@&alintries
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When the developments are analyzed by regions sién that, beyond the expectations, the USA
economy grew by 3,3% in the second quarter of 2T08. expectations of official institutions for
this period are about 1,9% and the expectationprivfate intuitions are about 2,7% level.
Depending on the regression in the USA economyeaally in the increasing speed of final
demand, as of the second half of 2007; the raticuofent transactions deficit to national income
regressed. The increasing exportation performargehincreased by the help of poor USD is the
fact behind the growth experienced in the secorattquof 2008. When the price developments
are analyzed, it is seen that especially the isg®adn energy and food prices increased the
inflation up to 5,4% in August. Seasonally corrdctmemployment rate increased by 0,4 points to
in August when compared to the previous month aatized as 6,1%.

Chart 1.1-4: USA Current Transactions Balance /GBRiget Deficit /GDP and Interest Rates
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Beside the developments experienced in macroecanimhicators in the USA in the second half
of the year, the mortgage market-centered finarmials experienced in the USA within the last
one year, entered into a new phase including tmksdJntil the beginning of September, the
USA was foreseeing to remove the liquidity shortag¢he market by funding the banks within
the framework of the principles it declared in feevious period. However, two big housing
financing companies Fannie Mae and Freddie Mactaten over by the USA government on
September 07, 2008. This situation increased tinéidence depression in the market and it also
means possible costs of the crisis will increagmiicantly. On September 14, 2008, Lehman
Brothers declared bankruptcy following its announeat of its last quarter loss by USD 3,9
billion as of August and on September 15, 2008 kB#rAmerica bought Merrill Lynch for about
USD 50 billion and this was a sign for a new peiiio@vhich the financial crisis also comprises the
banking sector. As a matter of fact, FED openededitchannel up to USD 85 billion to AIG
which is one of the most important insurance corgsaim the world in return for 79,9% shares of
AIG will be transferred to the control of the gomerent. For the reason of such a measure, FED
showed that AIG'S system would otherwise be moegife and therefore the bankruptcy is
avoided because it might lead to additional prolslem

Within the scope of the developments experiencethénmiddle of September, the uncertainty
over the USA economy increased rapidly and accghdiRED, European Central Bank (ECB),

Central Bank of Japan (BoJ), Central Bank of Careth Central Bank of Switzerland declared
liquidity-increasing common measures on SeptemBer2008. The said plan which comprises a
liquidity injection amounting to about USD 247 Hilh targets to remove the global credit
shortage. Then, the central banks of Australiaydgr Denmark and Sweden also participated in
the said measures. Thus, total USD liquidity suppbglobal central banks increased to USD 277
billion.

Table 1.1-1: USD Liquidity Supports of Central Bank

Liquidity Liquidity Liquidity
USD Billion Facility Facility Facility
ECB 110 Switzerland 27 Denmark 5
Japan 60 Canada 10 Sweden 10
England 40 Australia 10 Norway 5

Source: US Treasury, FED.

As a result of the fact that banking sector in tf#A is facing liquidity shortage due to bad asset
quality and the weight of liquidity shortage is fieasing as a systemic risk factor, it is announced
that the USA Treasury will implement a plan towafidancial system as of September 23 by also
taking the support of the FED. According to firgcthrations, USA Treasury buys the said bad
assets which are a problem for financial systemréurn of USD 700 billion by targeting to
provide a base price to enable at least the poiredtion in the market and to avoid the crisis. As
a matter of fact, this plan was also supportednbgrnational institutions. Nevertheless, to avoid a
systemic crisis, it is highlighted that liquiditygport and secondly purifying of bad assets from
the balance sheets of financial institutions is antgnt and besides capital structure of financial
system shall be strength. In order for financiadtesn to regain operation and to avoid current
crisis effects to turn into a credit shortage agadlto a widespread macroeconomic crisis, it is
obligatory that the liquidity shortage be removed ¢he capitals of financial institutions are made
strong. As a result, the financial crisis experahdin the USA has the possibility to spread to
banking sector and lead a credit shortage andctedse the period of and depth of the economic
slow down.

Following the growth by 0,7% in Euro Zone in thesfiquarter of 2008, GDP decreased by 0,2%
in the second quarter as expected. Also the reagress consumption and the weakening in

investment expenditures were effective on this bgrment. The regression in oil prices is

expected to have positive impacts on real expaedaiiome and the economic activity is

expected to have a relative improvement in the neimg of the year.
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Chart 1.1-5: Short-term and Long-term Interest Rate
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As of August 2008, Euro Zone harmonized inflatidnconsumer prices (HICP) is realized as
3,8% and there existed a slackening when comparetthet previous months. However, ECB
increased its 2008 and 2009 inflation expectatioriss September predictions. This is seen as the
results of the uncertainties experienced in finaihoiarkets and the measures taken by central
banks against the liquidity shortage.

Table 1.1-2: Changes in ECB Euro Zone Prediction

2007 2008 Pred. 2009 Pred.
Real GDP — June 2008 2,7 15-2,1 1,0-2,0
Real GDP — September 2008 2,6 1,1-1,7 0,6-1,8
HICP — June 2008 2,1 3,2-3,6 1,8-3,0
HICP — September 2008 2,1 3,4-3,6 2,3-2,9

While European central bank revised its growth jmteahs downwards and inflation expectations
upwards, the latest reliance indexes and employuhetiat announced relating to the region seem to
be lead to worse realizations.

Chart 1.1-6: Euro Zone and England Economic Confiddndexes
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Although there is a compulsory slackening in monetmlicy in Euro Zone, the ratio of public
debt stock to GDP decreased to 66,4% in 2007 wisiéts lowest level since 1995. Within this
scope, finance policies are to be used in a mdigiexft manner in order to remove the possible
effects of the financial crisis in Euro Zone.

GDP decreased by 0,7% in Japan in the second quHr008. The narrowing in exportation
performances and in domestic demand are also detsnfor the said regression. Although
exportation is expected to have a relatively strpagormance in 2008, growth is foreseen to be
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under pressure. Beside the weakening in the grpetformance, CPI inflation increased to 2,3%
in July 2008 by also the impact of the increasest prices. Japan Central Bank (BoJ) did not
change interest rates and held them at 0,5% lav&ligust.

Chart 1.1-7: Consumer Confidence Indexes
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Face to these problems within the Japanese ecortbmgovernment put into practice a stimulus
package amounting approximately USD 107.5 billimgluding also the tax deduction, in the
beginning of September. While preparing an addiidsudget for this package, the financing
resources were not still clear. Furthermore, thestrection tendency within the other economic
fields is very important for the exportation perfance which is a fundamental determinant for
Japan.

At the point that the financial crisis has reachigds seen that the economies of developing
countries are slowly entering within its impact arerhe slowdown tendency observed in
developed countries causes the decline of growtts raf emerging economies. When the Asia
zone within the first quarter of 2008 is observiéds seen that the growth have lost acceleration
but kept its high level. In China, the growth dexed by 10.1% within the second quarter of the
year, however the vivacity especially in domestiemdnd. As of July 2008 the relative

amelioration of the inflation is still continuing.

Chart 1.1-8: Interest Expectations and Current Aot®Balance/GDP Estimates
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There is a slowdown observed in the growth perfaigeaof Latin America, the price increases
have fastened since the beginning of 2008. In Brd® growth has realized as 1.6% within the
second quarter of 2008, the CPI inflation is 6.28%@f&July. The Brazil has a economic structure
based on exportation, so it is expected that it bdé affected negatively especially from the
distortion in international demand conditions.
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It is seen that Russia maintained its high growtk (10.4%) within the second quarter of year and
the unemployment rate maintained its low level ¥&.3However, as of August the yearly price
increases have realized as 15%.

While the growth rates are slowing down, the pitereases are gaining speed in all counties.
Moreover, amelioration in interest rates is notestpd within this period. It is predicted that
within this period, the economies requiring extérsaurce will be affected more from the
changing conditions. However, the confidence aaHikty that each economy will be able to offer
to global investors will determine the level ofedfion. Especially economies which will be able
to increase their variety in the market and to naéintheir economic constitutions will be affected
the least from the global slowdown.

The main risk factor which is pointing for globatamomy in the present conjuncture, is the
possibility of the loan crisis appeared in US eaopcABD to spread to the banking sector and
thus the system may be faced with a capital inageguand be exposed to a wide lost of
credibility. The prestige risk which has exceedeé housing finance institutions and increased
quickly in all financial institutions, especially ithe investment banks, has reached to a level
where it can affect the functions of the marketthivi this framework, it is important that the
measures taken by developed countries shall resiodveurrent problems, but also re-establish the
confidence of savers so the system may gain igilgtigy. In case of the functions of markets do
not return to their normal state, it is still highgossible that the loan constriction may affecteno
deeply the production and the present global slewdmay transform into a deep recession.

1.1.2 Developmentsin Financial Markets

The difficulties experienced in global markets exls disruption in the economic view in the
whole world the increasing vulnerability and unaérties caused the reduction of asset prices in
financial markets.

The “financial situation” index prepared by Bloomppehas decreased to its lowest level as of
September 2008. Similarly, the MSCI World stock keaindex shows sharp decreases. Alongside
the general disruption of the economic view in ktotarkets, the downward revision of the firms’
income projections, which resulted by importanséss

Chart 1.1-9: Bloomberg Financial Situation Inded &2SCI World
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Table 1.1-3: Annual Value Losses in Some Stock Mtsrks of end-September 2008

By National Monetary Unit By US Dollar
Value by Year-End Sept-Ag. 2008 Value by Year-End Sept-Ag. 2008
DJI -16,9 -4,5 -16,9 -4,5
Mexico. Bolsa -13,2 -2,5 -11,7 -6,6
Brazil -18,9 -6,9 -20,9 -16,3
Japan Nikkei -22,6 -9,4 -17,2 -6,6
FTSE 300 -25,3 -5,8 -25,3 -6,2
MSCI Europe -27,5 -54 -27,5 -5,8
DAX-Germany -23,5 -3,9 -24,2 -4,3
Euronext 150 -24,0 9,1 -24,0 -9,5
Ireland -44.8 -14,9 -44.8 -15,3
Russia RTS -43,0 -20,7 -43,0 -20,7
ISE-100 -34,5 -8,7 -37,8 -12,2
China Shenzen -22,7 -9,1 -54,1 -2,9

When the stock market is observed, it is seen titateconomic and financial view which is
already disrupted relatively since the beginning yefar, is deteriorated quickly after the
developments in September and in the stock maddetieveloping countries there are losses by
US Dollar around 9%.

The loan markets have entered under additionalspresbecause of loss expectations related to
firms and especially to financial institutions atige distortions in balance sheets and the loan
spreads are increased generally. It is importansee that this situation is appeared despite
decrease of oil and commaodity prices within theosecperiod of year and the measures taken in
USA to correct the balance sheets of financiaitutsbns.

Within the period following the taken over of BedBtearns in March a relative amelioration is
occurred in loan spreads, however within the seapratter of year the pressures have increased
again. In September, the fact that the crisis i mhortgage system have become to a level
including also investment banks increase more ppheasls.

Chart 1.1-10: iTraxx Indexes and CDS
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Moreover, the constriction in monetary markets targd also in September and as it is mentioned
within the previous section, this pressure conthumtil the common liquidity measures of
developed countries’ central banks. The inflatiomaerns increasing in addition to the liquidity
constriction as well as the diminution of exterrdimancing possibilities are challenging the
emerging market economies. The relief created kydibcrease of energy and good prices was

BRSA 7 Financial Markets Report /June 2008



short-termed the change in the view of these ec@®imas started to be reflected in the loan
spreads and stock prices of these countries.

The emerging market economies which protected thedadthy view within the whole 2007 and
within the first two quarter of 2008 are facing yelifferent conditions within the recent period.
The fact that the economic outlook of developednecties is weakening by the crisis is
deteriorating the out sourcing possibilities. Whhis is combined with the increasing inflation
risk, the expectations related to company profitd profitabilities are deteriorating and the asset
prices are affected negatively.

Chart 1.1-11: EMBI General and Selected Countries
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The difficulty in financial markets which is contimg since June 2007 and the weakening in the
performances of developed economies and espedrallySA in addition create also explicit
effects on international markets. When the realharge rate indexes prepared by BIS are
analyzed, the pointing subject is that US dollad lese value within 2008 in real basis and then
re-entered into a relative value-gaining processfate end of second quarter of year. As it is
mentioned before, within this period the trade beda of the USA experienced a relative
amelioration within the framework of low dollars.hé&h the developing countries are observed,
TRY kept gaining value. The monetary units of Rassid Brazil which experienced value loss in
real basis within 2007 have started to re-gain exakurthermore, it is monitored that nominal
exchange rates have high volatility within the feamork of the uncertainties in financial markets.

Chart 1.1-12: BIS Real Exchange Rate Indexes
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Another development in the international financetarkets within the third quarter of year is the
diminution observed in energy, agriculture and jones metal prices. The price of oil which was
in an increasing tendency since a long time is deareased below 100 US Dollars. Within this
last period, as a result of the diminution in decham addition to the increase of production by
OPEC, the oil prices have experiences sharp dexgdamm top levels.

Chart 1.1-13: Product Price Indexes
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1.2 National Economic Outlook

The Turkish economy had grown by 1.9% within theosel quarter of 2008, which is below the

expectations. Despite the slowing down tendencyhiwitthe second quarter alongside the
relatively fast increase within the first quarté2608, the continuous growth tendency is going on
since 26 quarters. When it's analyzed for long-tainte the 90’s; it is seen that the economy
which grew by 1% in average within the period 08292002, has reached a high growth rate
within the period of 2003-2007 with 6.9% and thatayed below this average within the first

two quarters of 2008.

Chart 1.2-1: Average Growth Rates and Growth Perémice within the Second Quarter of 2008
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Within the second quarter of 2008, among the maomemic activity branches, the growth rates
of the manufacturing industry, the wholesale andilré¢rade, and the activities of transportation-
storage, communications and financial intermedmtimstitutions; which make important
contributions to the national income have realiziggher that the economy in general. While these
sectors were the main activity branches which edrthe growth within the said period, the
diminution of the agricultural sector and the slgmowth of manufacturing industry and
construction sector when compared to previous years the factors limiting the growth within
the second quarter.

On the other hand, the banking sector data showthigaloan volume kept growing within the
second quarter of 2008 and that the financial tutstins kept funding the real and household
sectors. As a matter of fact, when the nationadiime is discussed according to the expenses, it is
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observed that comparing to previous year domestisumption of settled household is increased
by 2.9%, the final consumption expenditure of ttetesis increased by 7% and the gross fixed
capital formation is increased by 1.1% (despitentbgative share of public, due to the fact that the
private construction sector investments were detemnt).

Chart 1.2-2: Industry Production Index, Capacitagss and Employment Indicators
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When analyzed manufacture industry capacity usagie which is an important indicator about
manufacture industry production index which is pi@neer indicator of growth and current period
production, no strong signal is observed that theitebe a strong growth in the third quarter.
However, while manufacture industry production ndlecreased only slightly in the first half of
2008 when compared to the same period of the puswear, capacity usage ratio decreased. In
addition to this, despite the relative boom in emuit activity, unemployment rate does not
decrease. Although unemployment ratio decreasedughout Turkey in May 2008 when
compared to the previous month, it realized abteesame period of the previous year. In long
term, while unemployment ratio being high is a risgadevelopment in income creation capacity
of household, it is risky in realization of liabiés for indebted households.

There was no evident increase tendency in produaifomain durable consumption goods and
sales of domestic white goods. Furthermore, thé¢ fla@t pessimism in consumer trust index
continued in August 2008, domestic demand waszegliveaker in the second quarter of 2008
when compared to the first period. On the otherdhatceleration in food and energy prices
caused an upward movement in inflation ratios sittee beginning of 2008 and the annual
consumer inflation reached to the highest valudast four years as of July 2008 by 12.06%.
However, as of July 2008, the outlook of food psiemd the possibility of energy price inflation to
remain limited as oil prices decreased may redbee pressure in general price level in the
remaining period of the year. However, annual caoreuinflation decreased by 11.13% as of
September 2008.

Table 1.2-1: Central Government Budget Realization

% Change

TRY Million 2007 Jan-Aug. 07 % Share 2008 Target an-Aug. 08 % Share Jan-Aug. 08/07
Budget Expenses 204.068 15.931 7,8 222.553 20.437 9,2 28,3

Expenses Excluding Interest 155.315 11.613 75 66.563 12.297 7,4 5,9

Interest Expenses 48.753 4.318 8,9 56.000 8.140 14,5 88,5
Budget Incomes 190.360 19.459 10,2 204.556 26.447 12,9 35,9
Budget Balance -13.708 3.529 -25,7 -17.997 6.010 33,4 70,3
Non-Interest Balance 34.045 7.847 23,0 38.003 5;.1 37,2 80,3

Source: Ministry of Finance (Public Accounts Bufigt

In financial discipline which is as important as matary policy in point of macroeconomic and

financial stability, January-August 2008 data imdés an improvement when compared to the
same period of the previous year. Increase budgenies in the said period is more rapid than the
increase in budget expenses and accordingly bumdd@bce increased by 70.3%when compared to
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the previous period and gave a surplus by TRY léhil Moreover, non-interest surplus in August
2008 constituted 37.2% of target budget surplus.

Table 1.2-2: Selected Balance of Payments Items

USD Million 2004 2005 2006 2007 Oca.-Tem.07  Ocarrl08 % Change
Current Accounts -14.431 -22.137 -31.893 -37.753  22.140 -31.554 42,5
Foreign Trade Balance -22.736 -32.988 -40.941 -46.705 -25.255 -35.249 39,6
Capital and Finance Account 13.388 20.302 32.066 6.612 19.984 35.917 79,7
Direct Investments (net) 2.005 8.967 19.065 29.0 12.748 7.529 -40,9
Abroad -780 -1.064 -924 -2.106 -1.768 -1.829 3,5
Domestic 2.785 10.031 19.989 22.205 14.516 358. -35,5
Portfolio Investments (net) 8.023 13.437 7.373 177 8.530 2.535 -70,3
Stocks 1.427 5.669 1.939 5.138 3.754 3.351  -10,7
Notes Payables 7.984 9.001 9.463 -2.358 56.20 -364 -105,9
Other Investments (net) 4.184 15.745 11.742  82ZB. 6.569 26.512 303,6
Business Loans (Liabilities) 4.201 310 674 4.228 3.097 5.610 81,1
Loans (Liabilities) 6.133 11.610 16 27.353 14.640 26.721 82,5
General Provisions -267 -4.637 .228 -3.901 -2.567 2.209 -186,1
Banks 5.708 9.248 5.814 5.608 13.6 5.277 46,1
Other Sectors 5.106 9.880 19.010 25.646 13.595 19.235 41,5
Reserve Assets -824 -17.847 -6.114 -8.032 -7.863 59 -6 -91,6
Current Deficit/GDP (%) -3,7 -4,6 -6,1 -5,7 - - -

Source: CBRT

Foreign demand was relatively strong as of Jandaly-2008, however while export grew when
compared to the same period of the previous yeaimasrt increased, foreign trade deficit
continued to increase. Ratio of export to impocréased moderately when compared to the same
period of the previous year.

On the other hand, the fact that the current defmntinues to increase is a risk factor in point o
macroeconomic stability. However, current deficit January —July 2008 increased by 42.5%
when compared to the same period of 2007 and amduatUSD 31.5 billion. In the said period,
net capital inflow realized in direct investmerteni decreased by 40.9% and net USD 2.5 billion
of input was realized in portfolio investments.drperiod in which global crisis are experienced,
abroad residentsbtainedpositions in stock market and government securitiasket (along with
the net purchase by USD 413 million in July 2008hat buyers.

Chart 1.2-3: Current Accounts, Capital Movemenessdtves and Real Exchange Index
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Source: CBRT

Another matter as simultaneously important as dgnpvimflation and current deficit is the

development of domestic and foreign debt. Hencetotdl gross foreign debt stock which

amounted to USD 284.4 billion in June 2008, 43.&/constituted of debts of non-financial
institutions belong to private sector. Having cdesed this ratio was 26.3% in the end of 2004; it
is understood that dependence of real sector tmagjtredit market increased gradually.
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Table 1.2-3: Gross Foreign Debt Stock Indicators

(%) 2004 2005 2006 2007 2008/ 2008/l
Short Term /Total Foreign Debt 19,8 22,0 19,7 16,917,1 18,3
Long Term / Total Foreign Debt 80,2 780 80,3 83,1829 81,7
Public Sector / Total Foreign Debt 60,4 51,0 4256,13 34,6 33,0
Private Sector / Total Foreign Debt 396 490 57,83,9 65,4 67,0
Private Financial Institutions/ Private Sector 633, 38,8 40,1 36,3 35,0 34,6

Private Sector Non- Financial Institutions / Prev&ector 66,4 61,2 59,9 63,7 65,0 65,4
Private Sec. Non- Finan. Institutions / Total FgreDebt 26,3 30,0 34,4 40,7 42,5 43,8

Total Foreign Debt Stock/GDP 41,2 350 390 375 - -
Source: TT
Chart 1.2-4: Debt Stocks, Domestic Debt Stock R#arest and Average Maturity
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On the other hand, real interest of domestic dewkswhich is mainly based as basic strategy on
TL terms and fixed interest instruments decreasédeatly, while its weighted average maturity
followed a light downward progress. Global finahdlactuations and ambiguities may influence
the maturity and interest structure of domestictdegatively. On the other hand, the fact that
domestic risks lessened facilitates the real istei@ decrease and the maturity to get longer. As
the domestic ambiguities decreased considerabhgdent period, it is possible that the cost of
public financing is influenced positively.

On the other hand, global and national economicldgvnents had a series of influences on
monetary and capital markets. Nevertheless, altfidlig Central Bank policy interest ratio which
is decreased in parallel with the domestic demaandowed in the end of 2007 decreased by
15.25% in the beginning of 2008, it is increasedlby75% following the increases performed in
May, June and July 2008. However, the said ratis nd stable in August and September 2008,
depending on the expectations that internationatlitrconditions and the problems in global
economy will continue to limit the total demand, time other hand the fact that domestic
ambiguities having decreased will support domedtimand and the decrease expectations in oil
and commodity prices. On the other hand, domesticexternal shocks have reflected to ISE and
national index displayed a decrease tendency fraane®ber 2007 to June 2008. However,
recovery tendency in ISE index turned into flucimatand decrease again as not only the domestic
outlook improved but also the responses of theadlauthorities to problematic areas in global
credit markets are occasionally assessed positbyelparkets.
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Chart 1.2-5: Interest Rates and ISE Indexes
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Although the ambiguities in domestic economy disigd, it grows difficult for the last two
quarters of the year to close in positive perforogardue to the negative developments in global
economic conditions. In case the measures takatebgloped economies in order to get over the
global crisis been effected and foreign investanstioue to trust Turkish economy, it is possible
that growth tendency to continue even though deatss. Furthermore, a possible global decrease
in food, energy and commodity prices will influengdemestic inflation Outlook positively. Yet,
there are some risk factors which might affect Tahleconomy in the remaining part of 2008. The
factors creating fragility are; the possibility tmunce for crisis in global finance markets to
Turkey, the possible difficulties the real sectad dinancial institutions may encounter in access
to international funds in global crisis environmetite possible negative influence of economic
deceleration expected in euro zone to foreign demimmeign demand of Turkey and the
possibility of the share of direct investments imrent accounts financing to decrease.
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Box 1: Development in Household Borrowing

When analyzed the real development of householdwuer loans, it is observed that total credit
expansion rate which grew about by 100% in 2003520@creased relatively since 2006
according to the national and international dewelepts. This tendency continued during
January-June 2008 period. However, the share ofwoar loans within household consumer
expenses as of June 2008 period increased by th& pchen compared the end of previous year
and was realized as 14.6%.

Chart: Ratio of Consumer L oans Private Final Consumption Expenses
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card debt balances and non-performing credit caxdaivables.

Source: BRSA, TSI

The share of credit card payables within consuman lcomposition decreased in the said period
by 17.9% from about 20% in the end of 2007. Theease in the relative share of consumer loans
continued and increased by 80.1% from 70% in the @h2004. The increase in household

becoming conscious in point of credit card usagei@tas the differentiation between consumer

credit interest rates and credit card interest sratecame evident were affective in this

development.

Chart: Development of Household Debt Burden and Development of Household Financial
Assets
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Source: BRSA, TSI, CMB, CBRT, TT.

When analyzed the financial asset portfolio of letwdd in real terms; it is observed that total
portfolio grew in real terms by 21% when comparedthe end of 2007. When analyzed the
portfolio structure, it is observed that while thweighted share of saving deposit, participation
fund and current accounts total continue, the sloéreonsumer pension funds increased. The
share of other investment instruments decreaseiibar
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2 FINANCIAL SECTOR OUTLOOK
2.1 General Outlook of Financial Sector
211 Asset Development of Financial Sector

Turkish finance sector grew by 12,1% when compdecethe previous year-end to TRY 861,8

billion in the first half of 2008. In this periodotal assets of banking sector which comprises
76,2% of the finance sector grew by 12,9%. Whenirtbeease in CPI is taken into consideration,
it shows a real growth by 6,5%. This growth whishobtained in such circumstances where the
fluctuation in foreign financial markets continueghought to have contributions to economy. The
growth of non-baking financial is seen to be liditelatively in the second quarter of the year.
Within this context, it is possible to say that tthevelopments experienced in foreign financial
markets reflect on the said sectors in a more hegatanner. The ratio of total assets of finance
sector to GDP which may be evaluated as an indidatofinancial deepening is realized as

91,9%.

Table 2.1-1: Asset Size of Finance Sector

%
Distribution Asset/GDP

(TRY Billion) 2003 2004 2005 2006 2007 Mar.08 J@.0 Jun.08 (%) Jun.08
Banks 255 313,8 406,99 4995 5816 634,0 656,9 76,2 69,0
Financial Leasing
Companies 5,0 6,7 6,1 10,0 13,7 15,3 15,2 1.8 1,7
Factoring Companies 2,9 4,1 53 6,3 7,4 7,9 8,7 0 1, 0,9
Consumer Fin.
Companies 0,8 15 25 34 3.9 4,3 4,4 0,5 0,5
Insurance Companies 7,6 9,8 14,4 17,4 20,5 22,7 523 2,7 2,5
Retirement Companies 3,3 4,2 57 7,2 9,9 11,010,3 1,2 11
Securities Intermediary
Agencies (1) 1,3 1,0 2,6 2,7 3,9 3,9 4,0 0,5 0,4
Sec. Inv. Partner. 0,2 0,3 0,5 0,5 0,7 0,6 0,6 0,1 0,1
Sec. Inv. Funds 19,9 24,4 29,4 22,0 26,4 26,6 244 28 2,9
Real Estate Inv. Partner. 1,2 14 2,2 2,5 3,9 3,8 40 0,5 0,4
CBRT 76,5 74,7 90,1 104,4 106,6 1145 109,8 12,7 512
Total 3704 437,7 5600 6686 768,66 8446 861,38 0,00 91,9

Source: BRSA, CBRT, Treasury, CMB, Associatiohefrisurance and Reinsurance Companies of Turlssgofation of
Capital Markets Intermediary Institutions of Turk@wrkish Statistical Institute

(1) Includes Association of Capital Markets Intediary Institutions of Turkey member institutiomsleDecember 2007
data.

CBRT data are obtained from the CBRT analytic badasheet.

2.1.2 Investment Preferences of Domestic Residents and Residents Abroad

While TL deposit, FX deposit, participation fundSpvernment Securities, repo portfolios of
domestic residents increased in June when comp@ardtie previous quarter, preference for
precious metal accounts, Eurobond, investment famdisstocks decreased. Total size of portfolio
investments belonging to domestic residents inede TRY 494,9 billion as of June 2008.
Precious metal accounts, participation bank fuRsdeposit and deposit are the most increased
items in the portfolio of domestic residents in fhet half of 2008. Increased interest of deposit
and similar participation funds due to the compmiiexperienced in deposit market and relatively
low risk under current conjuncture is thought tcelffective on the said preference.

There is a slight decrease in total portfolio afidents abroad; while Eurobond portfolio increased
stock, Government Securities and deposit portfotlesreased when compared to the previous
quarter. The decrease in ISE 100 by about 40%siffitst half of the year determined the decrease
in stock portfolio of residents abroad which isitheost important portfolio preference. The
increase of total size of investment portfolio tpat 5% in the first half of the year points oudtth
the performance in recent years is hard to be éxpaad within this year.
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Table 2.1-2: Investment Preferences of Domestiédeass and Residents Abroad

P. % G. % 07/12-
TRY Million Distribution Distribution 08/06
Domestic Residents 2005 2006 2007 2008/06 08/06 08/06 % Change
TRY Deposit 141.716 168.943 206.081 228.596 46,2 ,8 38 10,9
FX Deposit Accounts 82.128 108.754 111.619 127.933 25,9 21,7 14,6
Precious Metals
Accounts 96 250 152 241 0,0 0,0 58,6
Part. Banks Collected
Funds 8.369 10.788 14.626 17.096 3,5 2,9 16,9
GS 55.276 55.781 56.852 62.006 12,5 10,5 9,1
Eurobond 5.348 5.413 4.309 3.961 0,8 0,7 -8,1
Investment Funds 29.374 22.012 26.381 24.440 4,9 1 4 -7,4
Repo 1.486 2.202 2.733 2.484 0,5 0,4 -9,1
Retire. Inv. Funds 1.219 2.821 4.558 5.167 1,0 0,9 13,4
Stocks 23.020 26.256 31.070 22.980 4,6 3,9 -26,0
Total 348.032 403.220 458.381 494.904 100,0 83,9 0 8,
Residents Abroad
Stocks 33.483 35.083 69.876 43.664 56,5 7,4 -37,5
GS 17.528 24.512 30.375 27.600 35,7 4,7 -9,1
Eurobond 634 555 376 600 0,8 0,1 59,6
Deposit 3.434 4.186 4.947 5.466 7,1 0,9 10,5
Total 55.079 64.336 105.574 77.330 100,0 13,1 8-26,
GENERAL TOTAL 403.111 467.556 563.956 589.556 100 4,5

Source: BRSA, CMB, ISE, CBRT, Central Registratigancy
PS: P. % Distribution = Partial % Distribution, @% Distribution = General % Distribution

2.2
221

Banking Sector Outlook
Market Structure Outlook

Depending on the strategy of growing by expandirgliranch nets in banking sector, the trend of
the increase in number of branches and personmginced in the second quarter of the year.
From the point of view of the increase in numbebEnches and personnel, it is remarkable that
participation banks have a growth above the seggaeral. The number of ATMs which are one
of the alternative transaction channels grew byi®%he first half of the year. The slow down in
the increasing speed of number of POS when compariee previous year is deemed as positive
from the point pf view of operational productiviffhe decrease in the number of credit and credit
card customer in the first quarter of the year waan increasing tendency again in the second
quarter.

Table 2.1-1: Structural Indicators of Banking

2003 2004 2005 2006 2007 Mar.08 Jun.08
Number of Banks 55 53 51 50 50 50 50
Public Deposit Banks 3 3 3 3 3 3 3
Private Deposit Banks 18 18 17 14 12 11 11
Banks under the SDIF 2 1 1 1 1 1 1
Foreign Deposit Banks 13 13 13 15 17 18 18
Development and Investment Banks 14 13 13 13 13 13 13
Participation Banks 5 5 4 4 4 4 4
Number of Branches 6.078 6.219 6.537 7.296 8.117 .378 8.722
Deposit Banks 6.046 6.186 6.220 6898 7.653 7886  2038.
Development and Investment Banks 32 33 25 42 42 44 48
Participation Banks 292 356 422 448 471
Number of Personnel 124.030 127.944 138.724 180.79167.760 173.075 177.175
Deposit Banks 118.603 122.592 127.851 138.426 123.2 157.942 161.483
Development and Investment Banks 5.427 5.352 5.126 5.255 5.361 5.395 5.378
Participation Banks 5.747 7.112 9.187 9.738 19.3
Number of ATM 12.726 13.556 14.836 16.513 18.795 9.500 20.451
Number of POS (Thousand) 662 912 1.141 1.283 1.629 1.697 1.818
Number of Deposit Accounts (Thousand) 78.790 80.087 82.958 86.131 91.063 94.400 87.011
Number of Participation Accounts (Thousand) 1.202 1.414 1.623 1.697 1.751
Number of Credit Customers (Thousand) 18.707 25.168 29.153 30.685 35.403 34.343 36.044
Number of Credit Card Customers (Thousand) 25.155 25.580 27.658 24.284 25.070
Number of Banks 755 1.008 1.086 1.268 1.264

Source: BRSA, BCC
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2.2.2 Changesin Performance Indicators

Strong capital structure, high asset quality, peesitprofitability ratios, good management of
exchange rate risk points out that financial sttenstill continues. The s4rious fluctuation
experienced in global markets was exactly a stetdor the sector. In the first half of the yatr,

is seen that the sector keeps its strong view dowpto the current indicators obtained as a result
of the said stress test. Similarly, the fact tleattsr hold its free capital about 75% is important
show that own funds are used for funding real bamldctivities. The fact that sector's FX net
general position is well below the legal limits slsothat Exchange rate management is made
successfully. ROA and ROE ratios shows that stqomaditability performance continues despite
the negative developments experienced in foreigrikets.

Table 2.2.1-2: Financial Soundness Indicators ofldB®y Sector

(%) 200¢& 200¢ Jun.0”  Sep.0" Dec.0’ Mar.0¢  Jun.Ot
Capital Adequacy Standard Ra 23,7 22,2 18,7 19,4 18,¢ 17,2 16,¢
Free Capital /Total Own fun 65,7 72, 73,€ 75,¢ 75,2 75,% 75,2
FX Net General Pos. /Own fur -0,2 0,f -1,2 0,1 -0,2 1.2 0,2

NPLs /Gross Loan 4.8 3.8 3.6 3.6 3.t 3.1 3.1

Provisions for NPLs /NPL 88,7 89,7 87,1 87.€ 86,¢ 84.¢ 82t
Individual Loans /Total Loan 31,1 32,2 31,2 32,¢ 33,2 31,¢ 32,2
Number of Profi-making Banks /Total Numbt  45/51 41/5C 45/5( 45/5( 46/£0 40/5(C 44/5(
Assets of Prof-making Banks /Total Asse 93,¢ 99,4 99,€ 99,€ 99,2 99,( 99,t
Return on Assets (RO. 1,7 2,5 2,S 2,5 2,8 2,8 2.t

Return on Equities (RO 10,¢ 19,2 23t 20.t 21.¢ 21.¢ 20,C
Net Int. Inc. After Prov. /Total Gross Incor 30,¢ 26,¢ 26,2 26,¢ 26,7 27,C 26,¢
Non-Interest Income /Nc-Interest 52,C 79,8 80,¢ 75,2 72, 73.¢ 72.€

(1) Total Gross Income = Interest Income +Non-Intedlesbme

The developments occurred in the Banking Regulatinod Supervision Agency Performance
Index (BRSA-PI), built to monitor the performancétbe banking sector as of the first half of
2008 are evaluated below.

« BRSA-PI kept its value over the base year in that fialf of the year.

*  When compared to the previous year, liquidity amch dunds which are among performance
index components decreased, while Exchange rate msnagement decreased, the
compounds of profitability and asset quality inced

< Indicators relating to capital adequacy continuétg¢ocontrolled decreasing tendency due to
the regulations entered into force and the increaksan portfolio.

* A slight decrease was experienced in exchangemikagement when compared to the first
quarter of the year. The decrease in FX assetdXlilies was effective on this development.

« The continuation of the strong view of intermediatfunctions in the sector provided that the
increase in profitability compound of the indexctintinue.

* Among BRSA-PI compounds, asset quality compountth@index which has a motion below
the base year during the whole observation perégd its view in the second quarter of 2008.

Table 2.2.1-3: Banking Sector Performance Index o

Exc. Rate 1o Totil
Period Pl Liquidity Own Funds Risk oy | p”_}fh(
2003 100,0 100,0 100,0 100,0 01,0 T Priate
2004 100,2 100,2 99,6 100,1 1005
2005 100,1 100,7 99,4 29,8 m,;
2006 100,7 100,5 99,4 100,1
2007 100,8 101,8 99,7 99,1 9
03/2008 100,8 101,8 99,1 99,2 99,0
06/2008 100,6 101,5 98,8 98,6 94,5
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Box 2:Capital Structure Analysis in Turkish BankiBgctor

Share Public, Private and Foreian Distribution
JULY 2008 of Global Capital Stre (%'

Bank pyplic Private  Proportional
Bank sin Share (*)
ABN AMRO BANK 0.2 0.C 0.C 100.( 0.C 100,
ADABANK 0.C 100.( 0.C 0.C 0.C 0.C
AKBANK T.A. S. 11.2 0.C 63.¢ 10.c 25.¢ 36.1
ALTERNATIFBANK 0.2 0.C 99.¢ 0.C 0.1 0.1
ANADOLUBANK A. S. 0.2 0.C 100.( 0.C 0.C 0.C
ARAP TURK B. . 0.1 15,4 20,¢€ 64,C 0.C 64,C
UNICREDIT BANCA DI ROMA 0.C 0.C 0.C 100.C 0.C 100.(
BANK MELLAT ] 0.C 0.C 0.C 100.( 00 100.(
BANKPOZITIF KREDI VE KALKINMA BANKASI 0.2 0.C 35.C 65.C 0.C 65.C
BIRLESIK FON BANKASI A.S. 0.1 100.( 0.C 0.C 0.C 0.,C
CALYON BANK T.A.S. 0.C 0.C 0.C 100.C 0.C 100.(
CITIBANK 0.7 0.C 0.C 100.( 0.C 100.(
CALIK YATIRIM 0.C 0.C 100.( 0.C 0.C 0.0
DENIZBANK 2.7 0.C 0.2 75,C 24.¢ 99,¢
DEUTSCHE BANK AS. 0.2 0.C 0.C 100.C 0.C 100.(
DILER YATIRIM 0.C 0.C 100.( 0.C 0.C 0.C
FINANSBANK A.S. 3.8 0.C 10.C 51,7 38,2 90.C
FORTIS BANK AS. 1.7 0.,C 57 65,(C 29,2 94,2
GSD YATIRIM B. 0.C 0.C 100.C 0.C 00 0.C
HABIB BANK 0.C 0.C 0.C 100.( 0.C 100.(
HSBC BANK 2.2 0.C 0.C 100.( 0.C 100.(
ILLER B. 0.€ 100.( 0.C 0.C 0.C 0.C
JP MORGAN CHASE BAN! 0.C 0.C 0.C 100.C 0.C 100.(
MERRILL LYNCH 0.C 0.C 0.C 100.( 0.C 100.(
MILLENIUM BANK 0.2 0.C 0.C 100.( 0.C 100.(
NUROL YATIRIM B. 0.C 0.,C 100,( 0.,C 0.C 0.C
ING BANK A.S. 2.2 0.C 0.C 100.C 0.C 100.(
SOCIETE GENERALLI 0.1 0.C 0.C 100.( 0.C 100.(
SEKERBANK 11 0.C 52,7 0.C 47,2 A7.:C
T.C.ZIRAAT B. 14.C 100.( 0.,C 0.,C 0.C 0.C
T.EKONOMI B. 2.1 0.C 88.: 0.C 117 11.7
T.GARANTI B. 11.7 0.C 37.1 20.¢ 42,1 62.¢
T.HALK B. 7.C 75.C 19.1 0.C 5.¢ 5.6
T.IS BANKASI 13.C 0.,C 78.1 0.,C 21.¢ 21.¢
T.KALKINMA B. 0.1 99.1 0.c 0.C 0.C 0.C
T.SINAI KALKINMA B. 0.8 8.4 85.C 0.C 6.€ 6.€
T.VAKIFLAR B. 7.3 74.F 4. 0.C 21t 21t
TAIB YATIRIM BANKASI A. S. 0.C 0.,C 0,7 99,3 0.C 99,
IMKB TAKAS VE SAKLAMA BANKASI A. S. 0.2 0.C 95.1 4.¢ 0.C 4.¢
EUROBANK TEKFEN AS. 0.2 0.C 6.& 93.2 0.C 93.2
TEKSTIL BANKASI A.S. 0.2 0.C 96.2 0.C 3.8 3.6
TURKISH BANK 0.1 0.,C 60,(C 40,C 0.C 40,C
TURKLAND BANK A.S. 0.1 0.C 0.C 100.C 0.C 100.(
TURKIYE IHRACAT KREDI BANKASI A.S. 0.7 100.( 0.C 0.C 0.C 0.C
WESTLB AG 0.1 0.C 0.C 100.( 0.C 100,
YAPI VE KREDI B. 9.3 0.,C 17.2 76,2 6.€ 82,¢
ALBARAKA TURK KATILIM BANKASI A. S. 0.7 0.C 26.7 61.¢ 11.4 73.3
ASYA KATILIM BANKASI A. S. 1.2 0.C 72.C 0.C 28.C  28.C
KUVEYT TURK EVKAF FINANS KURUMU A.S. 0.7 0.C 19.¢ 80.z 0.C 80.z
TURKIYE FINANS KATILIM BANKASI A. S. 1.C 0.C 40,C 60,(C 0.C 60,(C

Toplam (%) 1000  26.6 319 24.3 171 415
Share excluding the shares of foreigner (proposicend stock market) and public (Turkey) and inglgdthe shares of
stock market not held by real persons, foundatisnpplementary funds, foreign residents and sinsitereholders.
(*)Proportional Calculation = (foreign share ratim the bank * bank’s assets) / total assets ofstetor
(**)Total = Proportional calculation + stock markethares
Source: BRSA, CRA, Data from Banks. Tianthly data is temporary; there may be some mistakes emanating from
rounding off and differences between informatiourses.

According to asset sizes as of July 2008, the sbfapeiblic capital in Turkish banking sector is &%, and the share of
private capital is 31,9%. On the other hand, adngrthe calculations made regarding the banks diacisfer process of
which is over in the same period and considerirgriéw foreign capital investments made in differates, the share of
global capital in Turkish banking system is 24,38hen the stocks held by foreign residents (17.18¢kstarket shares)
are added to this ratio, the total foreign capitere becomes 41,5%.
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Intermediation costs in the banking sector incréadightly due to the increase in interest paid to
deposit by banks in the second quarter of the ye@rest margin increased from 5,3 points which
is March 2008 to 5,6 points. The interventionsdecreasing the tax and similar public liabilities
in banking sector may lead to a more effectivermeliation function and it may prevent banking
services to slide to abroad.

Table 2.2.1-4: Developments on Intermediation €ost

(%) 2005 2006 Jun.07  Sep.07 Dec.07 Mar.08 Jun.08
(a) Net interest paid to Depositor (c-b) 16,6 19,7 19,0 19,1 18,3 18,2 19,3

(b) Tax Paid by Depositor (point) 3,6 3,5 3,4 3,4 23 3,2 3,4

(c) Interest Paid by Bank 20,2 23,2 22,4 22,4 21,5 21,4 22,7

(d) Public Burden on Deposit (point) 1,2 1,2 1,2 21, 1,2 1,2 1,3

(e) Loan Interest Rate (c+d) 21,4 24,4 23,6 236 2,72 22,6 24,0

(f) Taxes Paid by Loan Customer (point) 0,7 1,0 0,9 0,9 0,9 0,9 1,0

(g) Total Loan Cost on Customer (e+f) 22,1 25,4 524, 24,5 23,6 23,5 24,9

(h) Interest Margin (point) (g-a) 55 57 55 55 35 53 5,6

(i) Public Burden Share within Total Loan Cost

(h/g) 25,0 22,4 22,3 22,3 22,5 22,6 22,6
(a) Net interest rate left to the customer afteg tteduction of public burdens in the mentioned
periods.

(b) Public burdens taken like income tax stoppageepositors.

(c) Yearly TRY deposit interest rate with 1 one-timanaturity given to depositor by Bank.

(d) Public qualified payments collected by bankifrdepositors composed of the SDIF premiums
on funds, participation share to the BRSA expenglitand legal reserves liabilities.

(e) At-par loan interest rate calculated by bank tynsidering that profit and operational
expenditure margins as null.

(H The cost decreasing effect of deduction ofkBanand Insurance Transaction Tax and taxes
considered as expenditure from tax assessmerkeés tato consideration.

2.2.3 Banking Sector Balance Sheet Analysis

Total assets of banking sector grew by 13% in ifs¢ fialf of the year. The growth was below the
first quarter in the second quarter of the yeath@ugh the share of loans which is the most
important item in total assets increased, theeesfow down in its growth speed. The slow down
experienced in the second quarter of the year & démand in economy in general was a
determiner for this development. The deposit whichmong the fund resources of the banking
sector increased well beyond the balance sheettlyr@lue decrease experienced in debts to banks
item is evaluated as the liquidity shortage expeéel in foreign markets had negative impacts on
the indebtment facilities of the sector.

Table 2.2.1-5: Fundamental Balance Sheet Sizdsedbéector

TRY Billion 2005 2006 Mar.07  Jun.07 Sep.07 Dec.07Mar.08  Jun.08
Assets

Cash Values 31 45 33 3.3 35 5 47 4,9
Banks, CBRT and Money

Market Receivables 331 40,3 54,2 57,3 53,3 552 562 66,5
Securities 143 158,9 165,6 166,8 166,5 164,7 136,4173,0
Net NPL 0,9 0,9 1,0 1,2 1,2 14 15 1,9
Loans 156,4 219 230,3 2475 261,4 285,6 319,6 342,7
Subs., Affiliates and Jointly

Controlled Partnerships 11,1 9,2 9,6 9,8 10,1 10,8 10,0 10,2
Other 59,3 66,9 51,3 48 47,5 58,9 99,3 57,8
Total 406,9 499,7 515,3 533,7 543,5 581,6 634,0 ,%656
Liabilities

Deposit (Funds Collected) 2515 307,6 3195 3319 36,38 356,9 389,8 405,8
Debts to Banks (including 82,3
Money Markets and CBRT) 54,8 70,9 67,3 67,9 66,1 1,67 85,1

Own funds 54,7 59,5 64,2 66,4 71,6 75,9 76,0 77,2
Other 45,9 61,6 64,2 67,6 69,5 77,2 83,1 91,6
Total 406,9 499,7 515,3 533,7 543,5 581,6 634,0 ,%656
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Banking sector had a fund flow amounting to TRY33Rillion in April-September 2008. Nearly
half of the increase in funds was obtained fromodépwvhile the fund amount obtained from own
funds was about 4%. 72% of the funds obtained asal un the financing of loans. Securities
portfolio decreased by 16% of total amount changhé said period.

TL portion of total assets of banking sector inseshby 2,3 points when compared to the previous
quarter and realized as 68,0% in June 2008. Theedse in FX assets is in securities portfolio and
loans had effects on the said increase. The fadt BX exchange rate increased by 4% when
compared to the previous quarter had effects orintrease of the share of TL liabilities by 1
points to 65,3%.

Chart 2.2.1-1: Development of TL-FX Assetsand Liabilities
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Intermediation function is continuing to get strdnghe banking sector. The ratio of loans/deposit
in sector general is realized as 84,4% as of J@i8.2Demographic structure, increasing life
standards depending on the increasing nationalmegocontinuation of macroeconomic and
financial stability are the main factors for théeinmediation function to get strength.

Chart 2.2.1-2: Shareof Loansin Total Assetsand Deposits by Groups
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It is seen that no significant change is experidnicethe distribution of loans by types in the
banking sector in June 2008 and individual loarstiisthe weighted item.

Chart 2.2.1-3: Distribution of Loans by Types
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Total loan volume of the banking sector increasgd®0,2% when compared to end-2007 and
realized as TRY 343 billion in the first half of @®. The increase in loans in the second quarter of
the year was relatively lower than the first quadiee to the impact of the slow down in economic
growth. However, total loans which increased by 1i%he first half of 2007 when compared to
end-2006 and it increased by 20,2% in the first 682008 when compared to end- 2007 and this
shows that there does not exist a slow down inttkied. The said determination is also valid
within the context of commercial loans and indiatlloans.

When change indexes relating to total and indiidoans granted by banking sector, it is seen
that the increase in both commercial and corpdostes between the period of 2002 and March
2008 accelerated in 2007 and the said tendencycalginued in 2008. Especially individual loans
had a high growth speed since 2002. When incrgaesdsof individual loans by types is analyzed,
it is seen that the fastest increase is experieimckdusing loans.

Chart 2.2.1-4: Loan Indexes
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98% of the individual loans are granted by depbaitks. Among deposit banks, private deposit
banks have a share of 58% and foreign banks habam of 20%. Foreign banks have a better
performance in individual loans when compared &rtbhare in total assets.

Table 2.2.1-6: Distribution of Personal Loans omBag Groups

TRY Billion 2004 2005 2006 2007/06 2007/09 2007/12 2008/03 2008/06
Deposit 26,44 45,52 67,16 77,17 83,7 92,6 99,26 ,8B07
-Public 5,37 8,73 14,21 16,75 18,11 20,57 22,63 824,
-Foreign 2,73 5,58 12,82 15,06 16,48 18,59 23,71 ,125
-Private 18,34 31,21 40,13 45,36 49,11 53,44 52,92 57,88
Participation - 1,19 1,88 2,11 2,16 2,19 2,17 2,45
DIB 0,01 0,02 0,06 0,12 0,16 0,2 0,23 0,26

The increase in share of consumer loans in indalithans composition is remarkable. Consumer
loans which consisted about half of individual Isas of 2004 comprise 72% thereof as of June
2008. The increasing tendency in hosing loansdsnbst significant factor for this development.
While housing loans increased more than 14 foldsnfl2004 to June 2008, consumer loans
increased by 6 folds and credit cards increase@ Iylds. Another remarkable development in
consumer loans is the slow down in vehicle loarge $hare of vehicle loans in consumer loans
which was 33% in 2004 decreased to 8% in June 20@8icle loans had a relative limited
increase by 1,4 folds in the said period. The sluireredit cards in individual loans decreased
during the said period from 52% to 28% by the inipat increase in market saturation,
consciousness of consumer and the related regugatio
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Table 2.2.1-7: Distribution of Personal Loans

TRY Billion 2004 2005 2006 2007/03 _2007/06 _ 2007/09007/12 _ 2008/03 _ 2008/06
ConsumerLoans '%7% 20462 47575 50495 55527 61163  67.877  73.368 .1009
Housing 2631 13037 23377 24530 26961 73D. 32.448 35445  37.919
Vehicle 4194 6445 6661 6215 6086 5979 .156 6012  6.049
Logﬂgi"id“a' 5585 8715 15719  17.269  19.924  22.633 25860 788.1 30.936
Other 320 1264 1818 2482 2556 2822 34143734  4.196
Credit Cards 1892 17250 21526 21927 23874 24860 27.103  27.598 6030
Instaliment 3784 6103 9027 9090 9685 8B7 10.772 10878  11.851
" St\g’l'lmtr‘é 1013 11156 12499 12837 14189 15073 16331 16720 7588
Lo n'gd“’id“a' 2605 46721  69.001 72422 79401 86023 94980  1009609.707

Deposit weighted resource structure in bankingosecbntinues. In the resource composition
which was in a stable motion in the recent yeavsm €unds have a share of 12%, debts to banks
have a share of 13%, deposit 62% and foreign ressurave a share 0f14%.

The global crisis being experienced increased that of indebtment from foreign markets.

However, growth potential of Turkish economy andg fositive structure as well as strong
financial structures of banks obtaining fund frooreign markets and good risk management
implementations are evaluated as factors whichpeitbetuate obtaining foreign resources. When
funds from foreign markets are analyzed by bankesdtis seen that the share of small-scale
banks for syndication loans is about 10% and tle esource are mostly used by large-scale
banks. 90% of securitization loans are used byelaale banks while small-scale banks don’t
have a share.

Table 2.2.1-8: Development of Sources from Forailgmkets

Weighted
USD Billion 2003 2004 2005 2006 2007 2008/3 2008/6 AVerage
Maturity
2008/6
Syndication Loans 3,8 6,5 8,1 12,5 13,2 13,2 13,3 1,6
Securitization Loans 2,8 35 7,0 9,2 13,1 13,0 612, 7,6
Total 6,6 10,0 15,1 21,7 26,4 26,2 25,9 4,7
Chart 2.2.1-5: Distribution of Loans from ForeigraMets by Bank Scale
(%) (%)
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2.2.4 Banking Sector Income Statement Analysis

The profit of banking sector increased by 2,3%.inel2008 when compared to the same period of
the previous year. In this period new actors inkilaeking sector targeted to increase their market
share with various products and services and @veduated that profitability may be waived a
little. The decrease in the income from sales sttshad impacts on the decrease of other non-
interest income and accordingly led to relativétyited increase of profitability. Depending on the
decrease in securities portfolio, interest incomsenfsecurities decreased and the relative decrease
experienced in deposit interest rates when compar#ite previous year led to decrease in interest
expenditures paid to deposit. The increase in aetinterest income is evaluated as an important
factor for the continuation of the profitability ahe banking sector. The development of
alternative service channels other than the bramobéains facilities to customers and besides it
has a potential to create serious service incomédoks. The continuation of branching in the
banking sector and the proliferation of new senfiedds are increasing the need of qualified
personnel. Accordingly, the employment of new pensb and transfers between banks occurring
in all levels are the facts that pulling the saarnwithin the sector. The banking sector finished t
year 2007 with a loss in the capital market tratisas; within the first half of 2008, it made
profit. The exchange transactions from which neaRY 1.6 billion profit had been made in the
last end-of-year, are affected from the fluctuatiomthe foreign financial markets and losses have
been made within the first three months, whicle@#d negatively the profitability. As of June, it
is seen that this item is a positive value whickadow that it may not affect the profitability.

Table 2.2.1-9: Development of Selected Income SBtatg Items

% Change.(When Compared to the Same Period

TRY Million % Distribution of Previous Year)
12.0 06.0
12.07  03.08 06.08 7 03.08 8 12.07 03.08 06.08
11.44 23.56
Interest from Loans 39.363 9 0 55,8 58,9 59,2 36,2 30,2 29,1
12.75
Interest from Securities 24.511 6.382 7 34,7 32,9 32,1 13,3 4,3 4,4
Other 6.679 1.596  3.452 9,5 8,2 8,7 25,6 -6,8 4,3
19.42 39.76 100, 100,
Interest Income 70.553 8 8 0 100,0 0 26,3 16,8 17,7
19.39
Interest to Deposits 35.444 9.384 6 79,6 79,3 78,7 26,5 11,1 13,4
Interest to Banks 5.263 1.356 2.668 11,8 11,5 10,8 22,4 7,5 5,5
Other 3.797 1.092 2.587 8,5 9,2 10,5 66,0 27,4 42,4
11.83  24.65 100, 100,
Interest Expenditures 44.503 3 0 0 100,0 0 28,6 12,0 14,9
1511
Net Interest Income (Exp.) 26.049 7.595 8 - - - 22,7 25,2 22,6
Wage and Commissions
from Loans 2.050 573 1.217 128 11,9 13,0 18,8 20,1 20,4
Banking Service Income 8.283 2.315 4.847 51,7 47,951,7 25,4 26,5 24,1
Other 5.692 1.949 3.314 35,5 40,3 35,3 -10,2 77,4 4 9
100, 100,
Total Non-Interest Income  16.025  4.837  9.377 0 100,0 0 9,2 42,0 18,0
Personnel Expenditures 7.974 2233 4694 359 34,86,3 22,1 26,1 23,9
Provisions 3.031 1.390 2.162 13,6 21,2 16,7 25,3 9,610 95,3
Other 11.213 2.918 6.067 50,5 44,6 46,9 14,4 23,9 0,72
Total Non-Interest 12.92 100, 100,
Expenditures 22218 6.541 4 0 100,0 0 18,5 36,5 30,3
Net Non-I nterest | ncome - -
(Exp.) -6.193  1.704  3.547 - - - 51,8 23,0 79,3
Capital Marker Oper. Profits - 1227,
(Loss.)(Net) -811 408 455 61,9 9 62,1 -169,1 543,3 -310,3
Foreign Exchange Profits 126, 1871,
(Loss.) (Net) 1664  -622 28 9 0 3,9 -197,2 -422,1 96,2
Other 459 247 250 35,0 7431 34,0 -1475,4 -38.245,8 -7,6
Total Other Non-Interest 100, 100,
Inc. (Exp.) 1.312 33 733 0 100,0 0 -329,9 -87,0 -75
Tax Provision 3.350 973 2.065 - - - 7,3 22,0 24,5
Net Profit (L oss) 14859 3920 8281 - - - 30,8 14,4 23

BRSA 23 Financial Markets Report /June 2008



2.2.5 Off-Balance Sheet Transactions

The total off-balance sheet transactions have exhdiRY 495 billion as of June and their share
within total balance sheet size is 75.4%. This t@ment was mostly because of the increase in
derivative financial instruments of which its shari¢hin total balance sheet size is increased by 10
points compared to the same period of previous. year

Table 2.2.1-10: Development of Off-Balance Sheeain$actions

% Increase
Compared to Same
Period of Previous
Year

12.06 12.07 03.08 06.08 12.06 12.07 03.08 06.08.0712 03.08 06.08

TRY Million Share within Balance Sheet (%)

Tot. Off-Bal.
She. Trans. 277444 385544 482155 495.018 555 66,3 76,1 75,4 39,0 57,7 43,7
(1+2)

Non-Cash

Loans and 86.721 96.743 112.085 119.682 17,4 16,6 17,7 18,216 1 27,2 32,1
Liabilities (1)
Commitments
(2
Derivative
Financial 107.151 160.444 232306 231.985 21,4 27,6 36,6 35,39,7 88,0 73,1
Instruments
Other
Commitments

190.724 288.801 370.070 375.336 38,2 49,7 58,4 57,%1,4 70,1 47,8

83.573 128.357 137.765 143.352 16,7 22,1 21,7 21836 46,6 19,6

Derivative transactions have growth by 45% in J@0@8 compared to end-2007. The Swap
transactions having the biggest share within dévigatransactions and which aim to provide
protection against exchange rate risk are increbgegD.9%. Another pointing within the second
quarter of 2008 is that all derivative transactibesides swap transactions have decreased. The
options which are second range within derivatiemsactions since the end of year 2006, showed
a fast increase within the first quarter of yead &nen they decreased considerably within the
second quarter.

The derivative products shall be evaluated as &i@ninstruments requiring a serious
specialization because of their sophisticated stracand which are in relationship with the banks’
internal control, supervision and technologic iefracture. The derivative products are considered
as a required instrument especially to managexbleamge rate risk; their usage to make irrational
profit outside this aim could engender risk for #eetor in the confidence to the system and its
soundness.

Chart 2.2.1-6: Development of Derivative Transatsi
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2.3  Non-Banking Financial Sectors

As of June 2008, after the annulment of officialthauwizations of 12 companies and the

establishments of 2 new companies, there are 38dial leasing companies operating within the
sector. Within the same period, after the annulnoértfficial authorizations of 7 companies and

the establishment of 3 new companies the numbéaabring companies decreased to 78; and
after the establishment of 1 new company the nurabeonsumer financing companies increased
to 9.

2.3.1 Financial Leasing Sector Activities

In the financial leasing sector, with also the ictpaf the current global crisis it is observed that
the own funds profitability has shown a considezal#crease within the period of June. Similarly,
the asset profitability has decreased too. Howaternumber of companies bearing a loss within
the sector remained the same in June compared tohMahe on-balance sheet FX net position
ratio has turned into positive since March and 4t8% within the period of June. In paralel with

these developments, it is seen that the share dfsNHthin total receivables maintains its

tendency to increase and that it expanded by 14i#igas of the second quarter of 2008 to 5.7%.

Table 2.3-1: Major Indicators Related to Finantiaasing Sector Performance

Dec.06 Dec.07 Mar.08 June08
NPLs /Gross Receivables % 3,1 3,7 4 5,7
Number of Loss-making Companies 18 19 10 10,0
Term Profit/Total Own Funds % 19,1 14,1 20,1 11,4
Term Profit/Total Assets % 3,8 2,5 35 2,1
On-Balance Sheet FX Net Position/Own Funds % -5,5 -9,4 4,9 4,8
Transaction Limit Ratio (< 30) 4,7 59 5,3 50

In conjunction with the negative developments witktie world finance markets, the assets of
financial leasing companies have shown a declind.% within the period of June 2008. It is

observed that the decreasing assets are mostlyatedaftom the decrease by 1.7% in financial
leasing receivables and the increase by 2% in apg@visions.

Table 2.3-2: Major Balance Sheet Items of Finanogsing Sector

Share within

Balance Sheet
TRY Billion 2006 2007 Mar.08 June08 June08

Balance Sheet Items

Banks 0,5 0,8 0,7 0,8 5,0
Financial Leasing Receivables (Net) 8,5 11,7 13,5 3,11 87,1
NPLs (Net) 0,1 0,2 0,4 0,4 2,9
Other Assets 0,8 1,0 0,8 0,8 5,0
Total Assets 10,0 13,7 15,3 15,2 100,0
Loans Granted 7,3 10,3 12,0 11,8 78,0
Own Funds 2,0 2,5 2,7 2,8 18,4
Other Liabilities -3,1 -4,7 -3,5 -2,5 -16,3
Total Off-Balance Sheet Accounts 6,2 8,1 11,1 12,2 80,1

The receivables have decreased above the declitfeeitotal assets and their share within the
balance sheet decreased to 87.1%. However, thivabtes from banks which compose 5% of the
companies’ assets increased by 5%. In this diffipatiod, the increase by 4.2% in own funds is
considered as a positive development against degsslis.
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Table 2.3-3: Financial Leasing Receivables

Dist. By Customer Group

ﬁm\gn) De7c'° Magr'o J“geo SEL‘/Oa)re Growth (%) Ind Ent. _SME___ Non-Fin. __ Other
(SME) Comp. *
Agriculture 899 951 927 71 25 8.6 31 18 34.9
Industry 5122 5762 5734 438 05 476 487 464 15,2
Services 5818 6448 6381 487 9.7 435 476 513 49.8
Other 43 58 60 05 34 03 05 05 0.1
Total 11.88 13.218 13.10 - 1556 529 4685 1.563
3 1 0.9 6

*All customers —Individual Enterprises (SME)-Comwiat Enterprises Qualified as SME —Non-Financiahpanies

As a major item in the balance sheet, the finanlgaking receivables are TRY 13.1 billion
according to the receivable notification recordée Tdistribution of these receivables did not
change much comparing to previous period; the shfradustrial sector is 43.8%, the share of
services sector is 48.7%, the share of agricultseator is 7.1% and the share of other sectors is
0.4%.

When the distribution of receivables by customeayugs is analyzed; it is seen that the share of
individual enterprises is 11.9%, the share of SNAE40.4%, the share of non-financial companies
is 35.8% and the share of other customers is 11.9%.

Table 2.3-4: Selected Income Statement Items drfeilal Leasing Companies

08/06-07/06 Change by

TRY Million Dec.06 Dec.07 Mar.08 June08 %

Core Activity Income 954,9 1.287,4 389,9 764,2 28,0
Other Activity Income 1.812,5 1.695,4 1.701,7 2.892 334,7
Personnel Expenses 83,5 100,6 31,9 61,2 23,7
Core Activity Expenses 630,3 835,0 58,5 115,2 -67,5
Other Activity Expenses 1.779,9 1.768,9 1.609,4 42,8 292,3

FX Transactions(net) -19,6 -24,4 30,9 26,0 -297,3
Term Net Profit 363,2 348,1 195,0 317,2 68,6

As it was in the first quarter, when compared te pgeriod of June 2007, the financial leasing
incomes increased by 28% within the period of J20@8. On the other hand the growth rate of
interest expenses decreased comparing to previensdp they grew by 72.4% within the first
quarter while they grew by 51.1% in the second guatomparing to the same periods of the
previous year. A similar development is observedhim growth rate of personnel expenses. The
growth rate which was 32.1% within the first quaremained limited as 23.7% within the second
quarter compared to the same period of previous. yEae fluctuations occurred in financial
markets also affected the profitability of sectodaompared to the growth by 79.1% in the term
net profit realized in the first quarter, in thesed one, a growth by 68.6% is realized compared to
the same period of previous year. Within this framek, the profit of sector increased from TRY
188.1 million to TRY 317 million.

2.3.2 Factoring Sector Activities

It is observed that the increase in the share afsN® factoring companies within total receivables
in March 2008 turned to be a decrease by 0.5 poiniane 2008. Similarly, the asset profitability

increased by 1.8 points and the own funds profitgbhcreased by 6 points. In parallel with these

positive developments, the number of loss-makingpanies decreased from 24 to 15. On the
other hand, the receivables to own funds ratior{Saation limit ratio) increased by 0.5 points and
the on-balance sheet FX net position decreased/mpyoints.
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Table 2.3-5: Major Indicators Related to FactorSegtor Performance

Ara.06 Ara.07 Mar.08 Haz.08
NPLs /Gross Receivables % 2,3 3,2 5,3 48
Number of Loss-making Companies 11,0 13,0 24,0 15,0
Term Profit/Total Own Funds % 27,9 21,0 1,8 8,7
Term Profit/Total Assets % 7,8 5,6 0,5 2,3
On-Balance Sheet FX Net Position/Own Funds % -43,3 -48,0 -60 -52,3
Transaction Limit Ratio ( < 30) 3,0 3,3 2,8 3,3

The assets of factoring companies showed a bettéormance comparing to the first quarter and
within the period of June 2008, they grew by 32 &mpared to previous year. It is seen that the
financing source of growth of the assets is masteyincreasing financial and commercial debts.
However it is seen that in balance sheet, the Nfib of receivables increased from 3.4% to 4.8%
compared to previous year. Nevertheless, the Fattthis ratio decreased to 4.8% in the second
quarter of year from 5.3% in the previous quaiteevaluated as a positive development.

Table 2.3-6: Major Balance Sheet Items of Facto8egtor

Share within

Balance Sheet
TRY Million 2006 2007 Mar.08 June08 June08

Asset
Banks 0,6 0,6 0,4 0,3 3,9
Factoring Receivables (Net) 51 6,2 6,5 7,5 85,5
NPLs (Net) 0,0 0,0 0,1 0,1 0,7
Other 0,6 0,7 1,0 0,9 9,9
Total 6,3 7,6 7,9 8,7 100
Liabilities

Loans Granted 4,2 4,9 5,3 6,1 69,6
Own Funds 1,8 2,0 2,3 2,3 26,3
Other 0,4 0,6 0,3 0,4 4,1
Total 6,3 7,6 7,9 8,7 100
Total Off-Blance Sheet Accounts 18,5 23,4 26,9 29,5 337,5

The factoring receivables having the most importdnare within the assets with 85.5% increased
by 15.8%, which is better that in first quarterdaheir share within the assets increased by 3.4
points.

Table 2.3-7: Factoring Receivables

TRY Dec.07 Mar.08 June08 Share % Growth (%) Comm. Ent. SME* Other**
Million

Agriculture 106 111 150,3 1,6 35,4 1,9 2,4 15
Industry 4.443 4.596 5.101 67,9 11,0 66,5 65,4 45,7
Services 1.874 2.018 2.441 29,8 21,0 30,7 31,5 52,2
Other 55 51 72 0,8 41,1 1 0,7 0,6
Total 6.477 6.776 7.764 100,0 14,6 6.442 1130 235

*Non-Financial Companies (SME)+Individual EnterpsSME)
**All Customers-Non-Financial Companies -SME

Comparing to the period of June 2007, the factoiiegmes increased by 23.1%. Within the same
period, while interest expenses increased by 2laB8bpersonnel expenses increased by 51.4%,
the net expenses from other activities decreasegD®p6. In the second quarter of 2008, the term
profit increased by 85.4% comparing to the sameogeof previous year. The term profit
increased due to the decrease by 50.2% of theBEXpenses and Losses from Total Other
Activities which cleared the reduction of term proin previous year resulting from the
augmentation in provisions because of NPLs; theemse of exchange rates which caused
exchange losses exceed exchange profits; the swrefinterest payments generated by the
increase of interest rates.
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Table 2.3-8: Selected Income Statement Items dbFRag Companies

TRY Million Dec.06 Dec.07 Mar.08 June08 08/06-07(CiBange %
Factoring Incomes 1.021,2 1.400,8 374,0 816,2 23,1
Interest Expenses 495,2 608,3 163,2 348,9 21,9
Personnel Expenses 106,2 139,7 44,1 93,2 51,4
Total Income from other Activities- Net Exp. 140,9 -81,7 -40,5 -9,3 -50,2

Tax Provision 61,0 78,0 2,6 19,4 -31,7

Net Profit of Period 490,8 426,6 41,7 200,2 85,4

2.3.3 Consumer Financing Companies Sector Activities

Within the period of June 2008, the share of NPLBnancing companies in total loans increased
by 0.2 points, while the own funds profitabilitycieased by 2.1 points and the asset profitability
by 0.3 points; the on-balance sheet net positiccredesed by 56.1 points. In this period, the
number of loss-making companies also decreasesdased from 4 to 3 in the second quarter.

Table 2.3-9: Major Indicators Related to Consuniaafcing Sector Performance

Dec.06 Dec.07 Mar.08 June08
NPLs /Gross Receivables % 2,4 2,2 4,6 4,8
Number of Loss-making Companies 0 1 4 3
Term Profit/ Total Own Funds % 19,0 17,0 57 7,6
Term Profit/ Total Assets % 1,4 1,3 0,4 0,7
On-Balance Sheet FX Net Position / Own Funds % 3-15 -161 -381 -324,9
Transaction Limit Ratio (< 30) 13,6 12,2 12,0 10,0

The assets of financing companies increased by in4¥%e period of June 2008, when compared

to March 2008. It is seen that the principle sowtée growth is the increase in the own funds.

The growth rate of loans remained far below thedase by 6.5% observed in the previous period
and is realized as 1.3%. On the other hand, thee sifdoans within balance sheet decreased only
by 0.2 points. The share of NPLs increased by 0idtp and realized as 3.3%. It is observed that
the funds placed in banks itemized in the balarteets of financing companies increased

considerably by 23.8% and in parallel with this elepment their share within the assets increased
by 0.8 points to 4.3%.

Table 2.3-10 Major Balance Sheet Iltems of Consufirencing Sector

Share within
Balance Sheet
TRY Billion 2006 2007 Mar.08 Haz.08 June08
Assets
Banks 0,1 0,0 0,2 0,2 4,3
Loans 3,2 3,7 3,9 4,0 90,6
NPLs (Net) 0,0 0,1 0,1 0,1 3,3
Other 0,1 0,1 0,1 0,1 1,7
Total 3,4 3,9 4,3 4.4 100
Liabilities
Loans Granted 2,8 3,2 3,4 3,5 79,0
Own Funds 0,2 0,3 0,3 0,4 8,7
Other 0,4 0,4 0,5 0,5 12,4
Total 3,4 3,9 4,3 4,4 100
Total Off-Balance Sheet Accounts 2,2 3,3 1,0 1,1 424

When the data related to loans are observed clogielg seen that total loans of consumer
financing companies increased by 2.7% in the pesfodline 2008, and that the biggest growth is
realized in industrial sector with 12.9%. While thkares of individual enterprises and SMEs
within loans increased respectively by 0.8 and gints, the share of commercial companies is
decreased by 8.5 points and the share of othevroess decreased by 2.5 points.
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Table 2.3-11: Financing Companies’ Loans

(TRY Million)  Dec.07 Mar.08  June08 Share  Growth By Customer Group

(%) (%) Ind. Comm. SME* Other**
Agriculture 12,8 12,6 11,2 0,3 -11,4 0,0 0 1,3 0,0
Industry 2.555,0 2656,1  2985,9 72,6 12,9 95,8 57,7 41,4 78,5
Services 579,6 651,4 690,2 16,8 6,7 1,2 17,5 57,2 8 0
Other 656,3 688,0 424.8 10,3 -40,1 2,9 24,9 0,1 7 20,
Total 3.804 4008,1 4112,0 100,0 2,7 1.247 988 8H, 2.022

*Non-Financial Companies (SME)+Individual Enterps§SME)

**All Customers-Individual (consumers)- Non-FinaacCompanies - Non-Financial Companies (SME)-
Individual Enterprises(SME)

Comparing to the period of June 2007, in the penbddlune 2008, the financing incomes of

financing companies increased while their net inesmfrom other activities decreased.

Accordingly, the financing incomes increased by 3@B& interest expenses increased by 2.5%
and personnel expenses increased by 38.8% whiterimeprofit decreased by 7.8%.

Table 2.3-12: Selected Income Statement Itemsraricing Companies

TRY Million Dec.06 Dec.07 Mar.08 June08 08/06-07@iange %
Financing Incomes 445,7 548,4 181,8 340,7 30,0
Interest Expenses 335,9 427,1 114,9 233,6 2,5
Personnel Expenses 31,3 36,2 9,7 23,3 38,8
Total Income-Expenses from Other

Activities Net 29,1 29,7 -11,8 2,2 -95,7

Other Activity Expenses 0,2 -0,1 0,0 0,0 0,0

Tax Provision 17,1 23,8 4,9 7,0 -53,6

Net Term Profit 46,2 49,7 18,6 28,7 -7,8
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3 RISK, CAPITAL and PROFITABILITY EVALUATION
3.1 Loan Risk

The loan volume which was TRY 319.6 billion aslué first quarter of 2008 is increased by 7.2%
and has reached to TRY 342.7 billion within theoget quarter. Even if within the period of
December 2007—March 2008, the FX loan volume dkernce a big increase, this tendency was
reversed within the second quarter of year. Withia second quarter of year, the FX loans are
decreased by 0.5% comparing to previous quartemeend realized as TRY 85.6 billion. The most
important reason in this decrease was the decimazered in exchange rates between the two
periods. The increase observed in FX indexed laaitisin the first quarter of year remained
limited within this period due to same reasons wad realized as 3.3%. Accordingly, the FX
loans and FX indexed loans which grew rapidly witthie first quarter of year 2008 have slowed
down within second quarter, yet more a partial dase by TRY 0.4 billion was occurred in FX
loans.

The non-cash loans and liabilities grew by 6.8%hinithe second quarter of year compared to the
first one and reached to TRY 119.7 billion. Thershaf FX non-cash loans within total non-cash
loans which was 58% by the end of 2007 is increase2D08, and is realized as 63% within the
second quarter as it was in first quarter.

The NPL of banking sector are increased by 7.7%RY¥ 10.0 billion within the second quarter.
The decrease observed in the reserved provisiohgPtoratio is still continuing. This ratio was
realized as 82.5% in the same period. While byetie of 2006 there were provisions reserved by
90% of NPLs, within the second quarter of 2008 thifo is decreased nearly by 8 points and this
fact is evaluated as a negative fact for loan mskagement.

Within the second quarter of 2008, the share oftdieomed loans within total loans seems to
increase moderately. Additionally, the terms ofdireards and consumer loans are elongated. It is
interesting to observe that, especially the shdrdong-termed consumer loans within total
consumer loans has increased by 1.2 points to 9Wi#in the second quarter of year. Within the
framework of these data, it can be said that thmdeof loans excluding personal ones have
generally shortened. Within this period, when dtfslyzed by monetary type, it is observed that in
both short and long terms, the share of FX loarkimiotal loans have decreased moderately.

Table 3.1-1: Distribution of Loans by Term and Mtarg Unit

% Loans Credit Cards Consumer Loans

Dec. 07 Mar.08 June08 Dec.07 Mar.08 June08 @&c. Mar. 08 June08
Total Short-Termed 459 44,9 45,5 98,8 99,4 99,0 8 9, 9,3 8,1
TL 38,3 36,2 37,7 98,6 99,2 98,9 9,8 9,3 8,1
FX 7,6 8,7 7,8 0,2 0,2 0,1 0,0 0,0 0,0
Total Long-Termed 54,1 55,1 54,5 1,2 0,6 1,0 90,2 0,79 91,9
TL 37,8 36,9 37,4 1,2 0,6 1,0 90,2 90,7 91,8
FX 16,3 18,1 17,1 0,0 0,0 0,0 0,0 0,0 0,0
Total 100,0 100,0 100,0 100,0 100,0 100,0 100,0 ,aL00  100,0
TL 76,0 73,1 75,1 99,8 99,8 99,9 100,0 100,0 100,0
FX 24,0 26,9 24,9 0,2 0,2 0,1 0,0 0,0 0,0

When the distribution of large loans extended bpkisais analyzed, it is seen that within the
second quarter of 2008 the amount of loans whiehhégher than 10% of the banks’ own funds
and which are between 10%-20% is increased whempaced to the first quarter of 2008 and that
the share of the total of these loans is increésdd in total own funds and total loans. In June
2008, the loans which are higher than the 10% ok&aown funds to total own funds ratio is
increased by 7.8 points comparing to the previouartgr to 45.1%, and the loans which are
equivalent to 10%-15% of the banks own funds taltotvn funds ratio is increased by 7.6 points
to 25.7%, and the loans equivalent to 15%-20% efadinks’ own funds to total own funds ratio is
increased by 1.1 points to 15.3%. This situatioevaluated as a negative development for the
concentration risk of loans. Nevertheless, as efsdime period, the loans which are equivalent to
20%-25% of the banks’ own funds have decreasedrasiia as well as their share within loans
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and own funds. The ratio of loans equivalent to ZIB% of the banks’ own funds to total own
funds, which was 5.0% as of March 2008 is decrets8®% in June 2008.

Table 3.1-2: Distribution of Large Loans ExtendgdBanks

Dec.07 Mar.08 June08
% Rate to Own Rate to Rate to Own
Funds Loans Funds Rate to Loans Rate to Own FunBsite to Loans
Higher than 10 29,9 7,0 37,3 8,4 45,1 9,5
Betweenl10-15 12,8 3,0 18,1 4,1 25,7 5,4
Between 15-20 75 1,8 14,2 3,2 15,3 3,2
Between 20-25 6,9 1,6 5,0 1,1 3,9 0,8

*Loans granted to a natural person or legal entitya risk group which is 10% or higher than
10% of the own funds are considered as large loans.

Within the second quarter of 2008, there were npoirrant changes in the distribution of loans by
size and number of customers. In the distributigrsizes, the total amounts of loans higher than
TRY 1 million and the ones lesser than TRY 51 tlamashave still the biggest shares. Within this
period, the loan amount per customer kept incrgasirall loan scales similarly to the previous

period.

Table 3.1-3: Distribution of Loans by Size and bynhber of Customers

Loan Amount Total Loans (%) Nr. Of Customers (%) Loan Amount @ast. (TRY Th.)
Dec.07 Mar.08 June08 Dec.07 Mar.08 June08 Dec.07 Mar.08 June08
Higher than TRY 1 million 40,55 43,1942,79 0,06 0,07 0,07 5.494 6.083 6.209
TRY 501 Th.-TRY 1 million 5,02 482 488 006 0,06 0,07 698 706 713
TRY 101 Th.-TRY 500 Th. 13,58 13,0713,09 056 0,63 0,63 194 194 196
TRY 51 Th.-TRY 100 Th. 776 760 766 089 100 1,03 70 71 71
Lesser Than TRY 51 Th. 33,09 31,3231,57 98,43 98,24 98,21 3 3 3
General Total 100,00 100,00 100,00 100,00 100,00 100,00 8 9 10

Within the second quarter of 2008, the little deseeoccurred in the amount of loans granted to
the industrial sector caused the share of loansteplato this sector within total loans to decrease
by 1.1 points. The increase in the loans grantexetoices sector made increase the share of loans
granted to this sector within total loans. When L ratios are analyzed by sectors, it is seen
that in all sectors the NPL ratios are still desmeg. The NPL ratio of industry, agriculture and
services sectors which was 3.22 in March 2008 weadsed to 2.80 in June 2008. When the
structure of non-cash loans granted to these seianalyzed, it is observed that the shares of
loans granted to the sectors of agriculture andstrg within total non-cash loans are increasing.

Table 3.1-4: Distribution of Corporate and Commartbans by Sectors

Distribution by Sectors of Cash Loans

June 08 (%) Short- Medium-Long NPL Ratio Non-Cash Loans
Termed Termed Total (Gross)

Agriculture 6,45 4,93 5,71 2,76 1,22

Industry 46,11 32,53 39,90 3,73 43,91
Mining 2,26 1,16 1,71 1,53 2,99
Manufacturing Ind. 43,01 28,28 36,31 4,02 37,34
Electricity-Gas-Water 0,84 3,09 1,88 0,17 3,58

Services 47,44 62,54 54,39 2,12 54,87

Total* 100,00 100,00 100,00 2,80 100,00

Tot. Corp. and Com. Loans (TRY

Billion) 120,08 114,19 241,71 119,68

Corp. and Com. Loans/Total Loans 76,39 60,64 67,83 66,79

Mar. 08 (%)

Agriculture 6,62 4,96 5,81 3,07 1,11

Industry 46,88 34,42 41,07 4,29 42,82
Mining 2,22 1,21 1,71 1,50 2,83
Manufacturing Ind. 43,73 29,98 37,39 4,63 36,73
Electricity-Gas-Water 0,94 3,23 1,98 0,16 3,26

Services 46,49 60,62 53,12 2,41 56,07

Total* 100,00 100,00 100,00 3,22 100,00

Tot. Corp. and Com. Loans (TRY

Billion) 109,10 110,28 226,14 112,09

Corp. and Com. Loans/Total Loans (%) 75,87 62,25 ,3868 66,23

*Does not include the loans granted to the sectdrzgriculture, industry and services.
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When the sub-sectors are analyzed as of the pefiddarch 2008-June 2008, it is seen that the
sub-sector of textile and textile products have lilggest share for NPLs, that its NPL ratio is
increased from 10.89% to 11.16%, and that the Nfib of credit cards is decreased from 6.12%
to 5.91%.

Table 3.1-5: Sub-Sectors Having the Biggest Sharb’L

Mar.08 June08
Share Share and Range Share and Range
within NPL  NPL/Total within Cash Share within  NPL/Total within Cash Loans

(%) Loans (%) Loans (%) NPL (%) Loans (%) (%)
Credit Cards 18,12 6,12 8,74 (4) 18,58 5,91 9,28 (3
Textile and Textile Products 13,52 10,89 3,48 (7) 3,82 11,16 3,46 (9)
Other 11,46 2,80 12,51 (1) 10,64 6,76 4,6 (6)
Wholesale Trade and Brokerage 6,12 1,88 10,02 (3) ,20 7 2,17 10,19 (2)
Food, Beverage and Tobacco 5,95 4,04 4,44 (6) 6,67 3,88 5,19 (5)
Individual Loans Other 5,16 5,01 3,08 (10) 4,79 24,5 3,17 (11)
Construction 4,07 2,62 4,75 (5) 4,55 2,67 5,2 (4)
Retail Trade and Individual Goods 3,23 4,70 2,09 (1 3,57 4,28 2,5 (14)
Agriculture* 2,95 3,02 2,98 (11) 2,93 2,70 3,31)(10
Individual Loans Housing 2,61 0,74 11,04 (2) 2,92 0,83 10,98 (1)

*Fishing and hunting are not included.

Within the period of March 2008 - June 2008, tdt®lLs are increased by 7.7% to TRY 10.8
billion. When the indemnification structure of teedPLs is analyzed, a little increase is observed
in the share of the ones which are not guaranteéganwWPLs. This increase can be considered as
a negative development for loan risk managememeaally within the framework of r3ecent
developments occurring in loan markets. Nevertlselg® guarantee amounts to loans ratio is still
augmenting. Especially the loans having secondtfaindl group guarantees to total loans ratio kept
increasing and were realized respectively as 73an% 75.9% in June 2008. Furthermore, the
decrease seen in the share of loans having footlpgof guarantee within total loans is evaluated
as a positive fact for reducing loan risk.

Table 3.1-6: NPL Indemnification and Guarantee rimfation

Gross Balance Proportional Distribution by
(TRY million) Guarantee (%) Total Guarantee/Loan (%)
Dec07 Mar08 June08 Dec07 Mar08 June08 Dec Ofar08 June 08

Total Non-Performing Loans 10.345 10.070 10.843 0,40 100,0 100,0 36,3 39,4 40,7
a) With I. Group Guarantee 54 27 30 0,5 0,3 0,3 5,08 54,3 50,2
b) With Il. Group Guarantee 3.891 3.643 3.871 637, 36,2 35,7 64,1 70,5 73,7
c) With Ill. Group Guarantee 1.739 1.728 1905 816 17,2 17,6 62,5 73,8 75,9
d) With IV. Group Guarantee 243 242 244 2,4 2,4 3 2 50,7 46,1 39,7
e)Without Guarantee 4.417 4.430 4.792 42,7 440 244
Re-Structured Receivables 477 198 197
Rec. Attributed to a New Redemption Plan 387 344 296

The decrease observed generally in NPL ratios @728 still continuing within the first two
quarters of year. When it's analyzed in sectoraidyahe most remarking matter within the second
quarter of year is the decrease occurred in NRbsaff loans granted to agricultural and industrial
sectors. Nevertheless, the fact that this ratimase volatile in the agricultural sector compared t
other sectors shall be taken into consideratiore WL ratio of individual loans which is in a
decreasing tendency since March 2007 is increased97% as of the second quarter of 2008.
When it's observed generally, the NPL ratio whicasw3.05% in March 2008 did not change
much and is realized as 3.04% in June 2008.

Table 3.1-7: NPL Ratios in Sectoral Basis

% Dec. 06 March 07 June 07 Sept. 07 Dec. 07 MaBch 0  June 08
Individual 2,98 3,12 3,07 3,02 2,88 2,84 2,97
Agriculture 6,78 4,05 2,99 4,27 4,61 3,07 2,76
Industry 4,57 5,17 5,24 4,97 4,80 4,29 3,73
Services 2,80 2,66 2,47 2,51 2,49 2,41 2,12
Other 5,98 4,54 5,80 5,18 4,62 2,79 6,68
Total 3,71 3,65 3,64 3,58 3,42 3,05 3,04

The scenario analysis results related to June 2@08ot include mush changes compared to the
period of March 2008 in CAR variation basis. Aldittincrease is observed in loss amounts
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appearing as a result of these scenarios and iinrttte to own funds. Within the first quarter of
year, the share of probable loss to be appearsim @al% of cash loans to be transformed into loss
within own funds was 3.4%; this share is increased.6% within the second quarter. This result
can be attributed to the fact that the growth ddttbans was higher than the growth rate of own
funds. Accordingly, the possible losses which mayemanated from loan risk may affect more
the own funds and thus, the capital adequacy.

Table 3.1-8: Loan Risk Scenario Analysis Results

Mar.08 June08
CAR Loss/
Scenario (TRY Million) CAR Loss/ Variation Oown
Variation ~ Own Funds CAR (Points) Funds
Loss  CAR (%) (Points) * (%) Loss (%) ** (%)
1% of Cash Loans to be Transformed into
Loss 2.628 16,01 -0,50 3,41 2.821 15,51 -0,51 3,60
5% of Cash Loans to be Transformed into
Loss 13.142 13,95 -2,56 17,01 14.107 13,39 -2,63 18,01
1% of Non-Cash Loans to be Transformed
into Loss 776 16,37 -0,14 1,01 826 15,87 -0,15 1,05
5% of Non-Cash Loans to be Transformed
into Loss 3.879 15,77 -0,74 5,03 4.130 15,27 -0,75 5,28

Notes: The data related to lller Bankasi is exchlide
* The average CAR of March 2008 period is 16.51%.
**The average CAR of June 2008 period is 16.02%.

3.2 Market Risk

Commercial portfolio, in the second quarter of 2088 to the decrease in securities available for
sale and securities trading portfolio amount, desed by 5.1% when compared to the previous
quarter and was realized as TRY 129.4 billion. i2aive financial instruments amount in which a
considerable increase was observed in the firstteuaf 2008, experienced a partial decrease in
the second quarter of the year. Derivative findriostruments decreased by TRY 232.0 billion in
the second quarter of 2008.

There observed no considerable change in commeuoidfolio by types in March 2008-June
2008 period. GS continues to constitute the biggesght in the said structure. When commercial
portfolio is analyzed as of currency types, whakes the attention is the share of TL securities
within total increased by 75% from %70 in the setqoarter. In addition to this, developments in
global markets and ambiguity environment arise adingly continue to increase the interest to
fixed interest securities.

Table 3.2-1: Distribution of Commercial Portfolig Becurities Types

Mar.07 Jun.08

% TL FX Total TL FX Total

GS 69,58 15,08 84,66 74,72 9,74 84,46
Variable Interest 34,78 8,77 43,56 39,00 3,48 82,4
Fixed Interest 34,80 6,31 41,10 35,71 6,26 41,97

Eurobond 0,00 12,21 12,21 0,00 12,26 12,26
Variable Interest 0,00 0,01 0,01 0,00 0,00 0,00
Fixed Interest 0,00 12,20 12,20 0,00 12,25 12,25

Stock and Investment Fund 0,35 0,07 0,41 0,37 0,06 0,43

Other 0,13 2,59 2,72 0,16 2,70 2,85
Variable Interest 0,02 2,33 2,35 0,02 2,43 2,45
Fixed Interest 0,11 0,26 0,37 0,13 0,27 0,41

TOTAL 70,06 29,94 100,00 75,24 24,76 100,00
Variable Interest 34,80 11,11 45,91 39,02 5,91 9414,
Fixed Interest 34,90 18,77 53,67 35,85 18,79 54,63
Other 0,35 0,07 0,41 0,37 0,06 0,43

Average composite interest rate of GS in secondwmket which decreased by 16% in September
2007 was realized as 16.7% in the end of 2007rdste which increased again in 2008 due to the
fluctuation in global markets increased to 18.5%falslarch 2008. The said increase continued as
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of the second quarter of the year and the ratiotioeed reached to 21% in June 2008. Interest
rates which began to follow a more stable progiegsarallel with the fact that the influence of the
fluctuation diminished around the end of 2007, lmetgafollow a higher progress in 2008 as the
secondary influences of fluctuation increased. $4ie situation continued in the second quarter.
The fact that the fluctuation in interest ratesréased again in 2008 causes an increased in the
market interest rate risk the sector is exposed to.

When analyzed the scenario analysis for June 2@68d it is observed that the effect of change
in second hand GS prices on capital decreasedalyanihen compared to the previous period.

This was led by the decrease experienced in fixadrést GS amount in June 2008 when
compared to the previous period and the increasammfunds caused this. It is observed that
deposit banks of which the ratio of fixed inter&$ amount they had in their portfolio to their

capital is high shall extremely influence from thaessible changes in GS prices. In March 2008-
June 2008 period, fixed interest GS amount includecbmmercial portfolio decreased by TRY

1.8 billion, while total own-funds increased by TRY3 billion in the same period.

Table 3.2-2: Effects of Possible Changes in Seddawdd GS Prices

- - ——
June 2008 (TRY Million) Changes in Second-Hand GS Prices %

-10 -5 -1 1 5 10
Commercial Fixed Interest Effect of Changes in Prices to Capital (%)
Portfolio GS Own-fund

Deposit 127.326 52.199 64.417 81 -41 -08 08,1 4 81
DIB 2.037 938 9.639 -10 -05 -0,1 0,1 0,5 1,0
Total 129.364 53.138 74.056 -72 -36 -07 07 3672
March 2008 (TRY Million)

Cgr;]rrt?;?glal Fixed Interest GS own-fund Effect of Changes in Prices to Capital (%)
Deposit 133.915 53.959 64.198 -84 -42 -08 08,2 4 84
DIB 2.444 1.301 9.307 1,4 -07 -01 01 0,7 14
Total 136.359 55.261 73.505 -75 -38 -08 08 3,875

In parallel with the decrease in total commerciattiplio, fixed interest Eurobond amount
decreased in the second quarter of 2008. Havingdattek partial increase in own-funds to the said
decrease resulted in a decrease in the influentieeofhange in Eurobond prices in the scenario
analysis made upon June 2008 data. The fact thafixtd interest Eurobond/own-fund ratio of
deposit banks is high caused the effect of the gésiin Eurobond prices on capitals of banks
became more evident.

Table 3.2-3: Effects of Possible Changes in Eurdi@rices

Changes in Eurobond Prices %

June 2008 (TRY Million) 10 5 1 1 5 10

Commercial
Portfolio Fixed Interest Eurobond Own-fund Effect of Changes in Prices to Capital (%)
Deposit 127.326 15.219 64.417 24 -12 -02 02,2124
DIB 2.037 296 9.639 -0,3 -0,2 0,0 0,0 0,2 0,3
Total 129.364 15.515 74.056 21 -10 -02 0,2 1,02,1
March 2008 (TRY Million)
Commercial
Portfolio Fixed Interest Eurobond Own-fund Effect of Changes in Prices to Capital (%)
Deposit 133.915 16.084 64.198 25 -13 -03 03,3125
DIB 2.444 299 9.307 -0,3 -02 0,0 0,0 0,2 0,3
Total 136.359 16.383 73.505 22 -11 -02 0,2 1,12,2

ISE index which is analyzed within the scope otktprice risk, due to the global financial crisis,
follows a downward progress in 2008. The index dased by 35.000 in June 2008 from 56.000 in
the end of last year. The ambiguity environment ¢fhebal crisis has brought increases the
volatility of ISE index. Nevertheless, the ISE imd& which daily yield volatility approximated to
4% in March 2008 began to follow a more stable prsg around the second quarter.
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Chart 3.2-1: ISE-100 Index and Daily Return Volstil
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The fact that there was no significant change in-famds as well as in stock and investment fund
amount of which price changes on the capital ofsiagtor are rather limited in comparison to the
changes in GS and Eurobond prices, as its shahinveidmmercial portfolio is limited enabled the
scenario analysis which analyze the effects ofctisnges in stock and investment fund prices to
display no considerable change in June when cordparilarch.

Table 3.2-4: Effects of Possible Changes in Stoacklavestment Fund Prices

Change in S+IF Prices (%)
-10 -5 -1 1 5 10

June 2008 (TRY Million)

Commercial
Portfolio Stock and Investment Fund Own-fund  Effet€hanges in Prices to Capital (%)
Deposit 127.326 501 64.417 -0,08 -0,04 -0,01 0,01,040 0,08
DIB 2.037 45 9.639 -0,05 -0,02 0,00 0,00 0,02 0,05
Total 129.364 546 74.056 -0,07 -0,04 -0,01 0,01 40,0,07
March 2008 (TRY Million)
Deposit 133.915 522 64.198 -0,68,04 -0,01 0,01 0,04 0,08
DIB 2.444 44 9.307 -0,050,02 0,00 0,00 0,02 0,05
Total 136.359 566 73.505 -0,08,04 -001 0,01 0,04 0,08

In-balance sheet position (IBP) and off-balanceesiposition (OBP), which started a decrease
tendency in the first quarter of 2008 experiencethaificant increase in the second quarter of the
year and was realized as 14 in absolute value &Id WU3.9billion as of the end of June 2008.

FXNGP/Own-fund ratio which displayed an importantriease in March 2008 fluctuated in =

1.5% band in the second quarter of the year.

Chart 3.2-2: FXNGP and FX Risk Capital Requirement
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It is noteworthy that the capital of Developmentd amvestment banks shall be influenced
positively from exchange increases and negativedynfexchange decreases. It is observed that
scenario results applied upon June 2008 data helpntp participation banks of which
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FXNG/Own-fund ratio decreased in absolute valuelpced more positive results when compared
to the previous period. This situation derived fréime fact that on-balance sheet and foreign
exchange net general positions of the said barkgasitive. It is observed that the sensitivity to
exchange changes increased throughout the sector.

Table 3.2-5: Effects of Possible Changes in Rates

Change Ratio in Rates (%)

As of June 27, 2008 (USD Million) -20 -10 1 5 25 50
In-Balance IBP/OwWn- _ _
Sh_e_et own-fund fund FXNGPFXNGP/Own- Effect of the Change in Exchanges to Capital
Position (%) fund (%) (%)
(IBP)
Deposit -14.326 56.921 -25,2 98 0,2 503 252 -0,25 -1,26 -6,29 -12,58
Developmer 94 7.888 1,2 28 0,4 -0,24 -0,12 0,01 0,06 0,30 0,60
Participation 349 2.116 16,5 32 1,5 -3,30 -1,65 0,16 0,82 4,12 8,25
Total -13.883 66.925 -20,7 158 0,2 4,15 2,07 -0,21 -1,04 -519 -10,37

3.3  Structural Interest Rate Risk

When analyzed the change in the period, it is ofesethat one-month deficit which increased in
absolute value in TL and FX in the first quarter2®08 entered into a decrease tendency in the
second quarter of the year. While there observedigmificant change in 1-3 months FX deficit
levels, 1-3 months TL surplus increased considgrabthe second quarter of 2008. The decrease
observed in TL deficits in the last quarter is eradd as a positive development in respect of
structural interest rate risk.

In the second quarter of 2008, it is observed #lvarage placing interest decreased by about 1.1
points to 11.3%, while average interest cost degmeby 0.8 points to 7.7%. There was no
important change in interest margin.

Chart 3.3-1: Development of Interest Deficitsehaist Margin and Components
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According to the scenario analysis conducted ireotd determined the structural interest rate risk
level the sector is exposed to, the effect of agerchanges on profitability of the bank is
calculated, given residual terms to reprising afeés and liabilities of banks and average placing
interest and liability cost are data. In the catiohs, it is assumed that the sensitivity of theets
and liabilities of banks to interest does not cleadgring the analysis period. Furthermore, it is
assumed in the analysis that there is no liabifiput and the time value of money is neglected. In
the Table below, according to the scenario 3, Tergsts increased by 1 points after 1 month, 2
points in 1-3 months period, 3 points in 3-6 mormghsod and 6 points in 6-12 months period.
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Table 3.2-1: Scenarios Concerning Structural IisteRate Risk and Results

Change in TL Interests (points)

Change in FX Interests (points)

Scenarios 1 month 1-3 months 3-6 months 6-12 months 1 month 1-3 months 3-6 months 6-12 months
Scenariol 1,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00
Scenario2 0,00 0,00 0,00 0,00 1,00 0,00 0,00 0,00
Scenario3 1,00 2,00 3,00 6,00 0,00 0,00 0,00 0,00
Scenario4 0,00 0,00 0,00 0,00 0,25 0,50 0,75 1,50
Scenario5 1,00 1,00 1,00 1,00 0,50 0,50 0,50 0,50
Scenariob 10,00 0,00 0,00 0,00 5,00 0,00 0,00 0,00
Scenario? 0,00 0,00 10,00 0,00 0,00 0,00 5,00 0,00
Scenario8 -1,00 0,00 0,00 0,00 0,00 0,00 0,00 0,00
Scenario9 0,00 0,00 0,00 0,00 -1,00 0,00 0,00 0,00
Scenariol0 -1,00 -2,00 -3,00 -6,00 -0,25 -0,50 -0,75 -1,50
Profit/Loss December 07 March 08 June 08

(TRY Million) TP FX Total TL FX Total TL FX Total
Scenariol -1.194 0 -1.194 -1.497 0 -1.497 -1.666 0 -1.666
Scenario2 0 -690 -690 0 -866 -866 0 -732 -732
Scenario3 -11.954 0 -11.954 -15.953 0 -15.953 -16.850 0 -16.850
Scenario4 0 -3.895 -3.895 0 -4.772 -4.772 0 -4.246  -4.246
Scenario5 -4.830 -2.475. -7.305 -6.641 -3.022 -9.664 -6.563 -2.732 -9.295
Scenariob -11.942 -3.451 -15.394  -14973  -4.330 -19.303 -16.658 -3.660 -20.318
Scenario7 -18.316 -8.506 -26.822 -18.893 -11.218 -30.111 -23.558 -9.954 -33.511
Scenario8 1.194 0 1.194 1.497 0 1.497 1.666 0 1.666
Scenario9 0 690 690 0 866 866 0 732 732
Scenariol0 11.954 3.895 15.850 15.953 4772 20.726 16.850 4.246  21.096

According to the scenario results being appliedjrtanalyzed the alternative profits and losses
arise in TL and FX items, it is observed that Ttatgrofit and loss values in all scenarios are
higher in absolute value in June 2008 period wheenpared to March 2008 period; while FX total
profit and loss values are lower.

When analyzed the scenarios expressing the unieames in interests, it is observed that loss
amount in Scenario 1 representing the 1 point Terest rate increase in 1-month period which
was TRY 1.497 million in March 2008 period was cddted as TRY 1.666 million. Similarly,
loss amounts in Scenario 2 representing the 1 i interest rate increase in 1-month period
which was TRY 866 million in March 2008 period weealized as TRY 732 million in June 2008
period. These results designate the sensitivigtricctural interest rate risk increases in TL witile
decreases in FX.

34  Liquidity Risk

Having considered the development of daily foreggehange and total liquidity adequacy ratios
in bank groups basis, it is observed that in Deparsil Development and Investment bank groups,
daily foreign exchange liquidity adequacy ratiosl @otal liquidity adequacy ratios were realized
above the determined bottom limits, despite thealse tendency when compared to the previous
period. In participation banks group, both FX aathit liquidity adequacy ratios increased when
compared to the previous period.
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Chart 3.4-1: Development of FX and Total Liquididequacy Ratios Concerning the First
Maturity Tranche
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Throughout the sector, foreign exchange and tafaldity adequacy ratios concerning the second
maturity tranche displayed a decrease tendency wberpared to the previous period and were
realized as132.4% and 132.9%, respectively. Theoreaf this development is the increase rate in
total assets is lower that the increase rate al tiabilities.

Table 3.4-1: FX and Total Liquidity Adequacy Ratimmponents Concerning Second Maturity
Tranche

(TRY Million) March 08 Jun.08 March 08 Jun.08 (TRWllion)
Assets TL FX TL FX TL FX TL FX Liabilities
Cash Assets and 24515  6.841 28060  6.348  107.273 33.078 117.248 38.219 .
CBRT Deposit
CBRT, Banks
Fair Value and 114.139  27.772  107.908 21.036  4.452  2.568  3.043  2.272 and Abroad
Securities Available Centers and
for Sale Branches

Banks Abroad Centers

and Branches 23504  19.890 25779  21.980 2,662  1.960  3.026  2.005 Other Loans
Receivables 9.604 4.525 6.554 4.719 33.844  2.50610.053 2.764  Other Liabilities
Off-Balance

77544 13571  65.113  9.740 12.587  1.590  13.423  1.913 Sheet

Loans Transactions

Securities Held to 18589 2906  19.319  2.323 37.787 28285 54394  36.251 Derivative

Maturity Transactions

52 6 45 3 198.606 70.077 231.187 83.424 Total

Derivative 38.056  27.610 54422  44.271

Transactions

Total 306.094 103.122 307.198 110.421

Second Maturity
Liquidity Adequacy 154,1 147,2 132,9 1324
Ratio

In bank groups basis, when analyzed the developmifdreign exchange and total liquidity
adequacy ratios concerning the second maturityhén first quarter of 2008, it is observed in
Development and Investment bank group that FX diggiratio maintained its decrease tendency
when compared to the previous period, while tatplitlity rate entered into an increase tendency.
Moreover, it is observed that both FX and totalidity ratios in Deposit bank group are in a
decrease tendency, while the both liquidity adeguatios in Participation bank groups are in an
increase tendency. On the other hand, liquiditygadey ratios concerning the second maturity
tranche in all bank groups are above the bottorit.lim
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Chart 3.4-2: Development of FX and Total Liquidifdequacy Ratios Concerning Second
Maturity Tranche
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3.5 Capital Adequacy

Capital adequacy ratio which was 17.2% in March&périod was realized as 16.7% as of June
2008. The decrease by 0.5 points observed in ttendequarter was derived from the increase in
the amount subject to credit risk. However, 0% mgkighted assets of the sector decreased by
11% in recent period; total own-funds of the Bagkiector increased by 1.9% in June 2008
period when compared to March 2008 period and wakized as TRY 82.4 billion; risk weighted
assets increased by 4.8% to TRY 493.8 billion.

Table 3.5-1: Own-fund, Risk Weighted Assets andi@bpdequacy Ratio

Own-fund (TRY Million) RWA (TRY Million) CAR

2008/< 2008/¢ % chane 2008/< 2008/¢ % chang 2008/C  2008/¢  Point chang
Secto 80.83¢ 82.40( 1,.¢ 471.09¢ 493.82: 4,€ 17,2 16,7 -0,£
Deposit 69.63¢ 70.12; 0,7 435.75¢ 456.60! 4,8 16,C 154 -0,€
DIB 9.41« 9.74¢ 3.t 15.71( 15.95¢ 1€ 59,¢ 61,1 1,2
Participatiol 2.499 3.1556 1.162,7 20.737 22.331 7,7 13,6 14,1 5 0
State 17.14( 14.78: -13,¢ 98.40¢ 102.05¢ 3,7 17,2 14,5 -2,€
Private 39.29: 41.25( 5,C 247.42! 260.857! 954,% 15,¢ 15,¢ -0,1
Foreign 12.49; 13.46° 7,8 88.81" 92.61¢ 4,2 14,1 14,5 0,4
Big Scale 52.62¢ 52.11¢ -1,C 319.41¢ 335.29! 5,C 16,5 15,¢ -1,C
Medium Scal ~ 14.29: 20,20: -99,¢ 109.16! 120.56° 10,¢ 13,1 16,¢ 3,7
Small Scal 14.62% 10.70¢ -26,¢ 43.61 39.03¢ -10,5 33t 27,4 -6,1

As of June 2008, CAR of the banking sector was aldd@#6 the target ratio and 8% the legal ratio.
This situation, given the negative developmentsnlel in global markets recently; designates
that the banking sector preserves its prudentiaiageh to the possible risks.

When analyzed risk weighted assets, own-fund apdatadequacy ratio as index; it is observed

that risk weighted asses in deposit banks arenmore rapid increase tendency when compared to
own-funds, however the increase tendency in owldun development and investment banks are
more rapid. CAR tendency for the sector in genisrad a moderate decrease tendency.

Chart 3.5-1: Own-fund, Risk Weighted Assets andi@bpdequacy Ratio Index
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When analyzed the proportional shares of the iteomstituting own-fund, it is observed that tier-I
constitute 97.4% of own-fund total before the valaee decreased from capital. The said ratio
increased by 2.1 points when compared to the pusvieriod. In the said period, paid-up capital
increased by 5.4% while legal reserves increased®2%%. The increase in items mentioned
designates the capital structure of the sectosigonger.

As tier-ll is higher than the values decreased fimapital throughout the sector, own-funds are
higher than tier-I. This situation caused Tier tiacavhich constituted of the ratio of tier-1 to kis
weighted assets is lower than CAR which is caleddiy taking own-funds as basis. As of June
2008, tier-1 ratio was realized as 16.3%.

Table 3.5-2: Own-fund Components

2007 2008/3 2008/6 % Change
TRY % % % (08/03-

Million Share TRY Million  Share TRY Million Share 08/06)
Tier-I 74.638 96,4 77.021 95,3 80.249 97,4 4,2
-Paid-up Capital 31.623 40,8 31.801 39,5 33.509 40,9 5,4
-Legal Reserves 33.661 43,5 20.390 47,0 24.879 51,4 22,0
-Net profit of the period and profit of
previo%s year P P 15.408 19,9 27.360 33,6 8.740 10,6 -68,1
Net loss of the period and the part of loss of
previous years which cannot be met by 18.756 -24,0 33.200 -40,7 18.062 -21,8 -45,6
legal reserves
Tier-Il 7.138 9,2 7.505 9,3 6.216 7,5 -17,2
-General provisions, 2.534 3,3 2.946 3,6 3.177 3,9 7,8
-Debts Quasi Secondary Capital 3.347 4,3 4.813 6,0 5.157 6,3 7,1
Third Generation Capital 0 0,0 0 0,0 0 0,0 -
Values Decreased from Capital.-) 4.339 5,6 3.690 6 4, 4.064 4,9 10,1
Own-funds 77.436 100,0 80.835 100,0 82.400 1000 9 1,

It is observed that the biggest proportional desgeia 0% risk weighted assets was realized in
assets subject to risk weight by TRY 18.5 billiocthe decrease both observed in A group
securities available for sale included in secwsitwrtfolio by YTU 5.9 billion and in non-cash
loan and commitments included in A group guaramteextended to those in Al group were
effective in this developmentin the said period, 100% risk weighted assetsemsed by TRY
21.8 billion and 6.5%. In the same period, while #mount subject to market risk decreased by
8.4%; the amount subject to operational risk exgreed no change.

Table 3.5-3: Amounts Subject to Risk and Risk WaaghAssets

08/3-6
2007 2008/3 2008/6 %Chan.
%
TRY Million % Share TRY Million Share TRY Million % Share

Assets with 0% of Risk Weight 229.758 34,6 166.674 26,6 148.170 -11,1 -11,1
Assets with 10% of Risk Weight 0 0,0 0 0,0 0 - -
Assets with 20% of Risk Weight 63.713 9,6 42.289 7 6, 45.310 5,6 7,1
Assets with 50% of Risk Weight 78.757 11,9 80.371 2,81 84.613 53 53
Assets with 100% of Risk 335.604 357.453 6,5
Weight 290.711 43,9 53,5 6,4
Assets with 150% of Risk 1.688 1.831 8,5
Weight - - 0,3 8,5
Assets with 200% of Risk 120 141 17,5
Weight - - 0,0 17,0
Amount Subject to Credit Risk 343.275 83,9 386.613 82,1 411.467 83,3 6,4
Amount Subject to Market Risk 14.854 3,6 25.376 54  23.249 4,7 -8,4
Amount Subject to Operational 12,5 59.104 12,5 59.104 12,0 0,0
Risk 51.180
Total Risk Weighted Assets 409.309 100,0 471.09: 100,0 493.821 100,0 4,8

When analyzed the information regarding the shaminimum capital to be held concerning the
risks being exposed to within total capital adeguait is observed that the highest share
throughout the sector belongs to the capital ligbdoncerning credit risk. However, while credit

1 Al Group: Treasury, CBRT, Public Participation Administration, Turkish Privatization Administration, central banks and central and
regional administrations of OECD countries and Eximbank

A Group guarantees: Securities issued by those included in A Group or upon their guarantee or in return for cash or guaranteed to be
paid by them, bailment and guarantees of those included in A Group and cash
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risk capital liability constitutes 83.3% of totabhmital liability; market risk capital liability
constitutes 4.7% of the total. In the said pericapital liability which is calculated for foreign
exchange risk evaluated according to market riskesponds to 1% of the total liability by TRY
355 million.

Table 3.5-4: Distribution of Legal Capital Liabyfit

2008/6 Deposit DIB Participation B. Total
TRY % TRY % TRY % TRY %

Million Million Million Million
Credit Risk Capital Liability 30.325 83,0 1.025 ,80 1.598 89,5 32.917 83,3
Market Risk Capital Liability ~ 1.797 4,9 64 5,0 7 40, 1.860 4,7
-Exchange Risk Capital 355 1,0 27 2,1 45 0,3 386,5 1,0
Liability
Operational Risk Capital 4.406 12,1 188 14,7 181 10,1 4.728 12,0
Liability
Total Capital Liability 36.528 100,0 1.277 100,0 .786 100,0 39.506  100,0

3.6  Profitability Analysis

Profit of the banking sector increased by 2.3%uine]J2008 and was realized as TRY 8.3 billion
when compared to June 2007 period. Although mamksdeclared loss in international markets,
Turkish banking sector continues to increase itdifability. Profitability and accordingly own-
funds of the sector having increased creates agigoound for the possible risks the fluctuation
observed in global markets may create on Turkistking sector in the following periods.

When analyzed the selected income and expense @émhe banking sector, it is observed that
interests from loans constitute 47.2% of total mes as of June 2008. When compared to June
2007, interests from loans increased by 29.1%. iCrmetérest incomes increased by TRY 12.1
billion in the second quarter of the year when caref to the previous quarter and was realized as
TRY 23.6 billion. In the last one-year period, imsts from securities increased by 4.4%, yet
below the increase in interests from loans. Hadogsidered the securities portfolio of the sector
grew by 4.5% in the last 1-year period; securiligerest incomes increased with an increase in
parallel with the portfolio.

When analyzed the expense items of the sectas;dbgerved that interests to deposit constitute
51.6% of total expenses; on the contrary the sbhtiee interests to financial markets remained in
12.2% levels. Given these, it comes to the conafutiiat the deposit weighted financing structure
of the sector is preserved.

While interest incomes of the sector in the lagear period increased by 17.7%; increase rate in
interest expenses was realized as 14.9%. In thk p@iod, net interest incomes of the sector
increased by 22.6%. The increase in net interestnies when compared to the previous period is
by 99.1%.

The share of fees and commissions from loans ankifog service incomes within total incomes
is 12.1%. Total of the said items increased by 9@when compared to March 2008.

When analyzed the distribution of income items imithotal incomes, it is observed that
profitability was basically derived from intermedja activities and the customer-focused
profitability tendency maintained in the sector.
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Table 3.6-1: Outlook of Selected Income Statemmh$

08/06-  08/06-

Share in total 07/06  08/03

Jun.07 2007  Mar.08 Jun.08 income or

o expense % %

TRY Million Change Change
Interests from Loans 18.251 39.363 11.449 23.560 2 47 29,1 105,8
Interests from Financial Markets 1.635 2.777 1.0041.896 38 159 888
Interests from Securities 12.220 24511 6.382 BR.7 25,6 4.4 99,9
Total Interest Incomes 33.781 70.553 19.428 39.768 79,7 17,7 104,7
Interests to Deposit 17.102 35.444 9.384 19.396 .6 51 13,4 106,7
Interest to Financial Markets 4225 8815 2.258 574. 12,2 8.4 102,8
Total Interest Expenses 21.447 44503 11.833 D4.65 65,6 14,9 1083
Net Interest Incomes 12.335 26.049 7.595 15.118 3 30, 22,6 99,1
Fees and Commissions from Loans 1.010 2.050 573 2171. 2,4 20,4 1124
Banking Services Incomes 3904 8283 2315 4847 7 9 24,1 1094
Total Non-Interest Incomes 7.944 16.025 4837 B.37 188 18,0 93,9
Operation Expenses 4423 9271 2558 5.381 14,3 7 21, 110,4
Capital Market Transactions Profits (Losses)216 -811 408 455 1,2 -310,3 115
Foreign Exchange Profits (Losses) 739 1664 622 8 2 0,1 -96,2 -104,5
Total Non-Interest Expenses 9.922 22218 6.541 92W. 34,4 30,3 97,6
Net Profit of the Period 8,1 14,9 3,9 8,3 0,0 2,3 112,8

SP Interest Incomes: Securities Trading Portfoli@ecurities Available for Sale + SHT

Interests from Financial Markets: Interests fromnRa + Interests from Money Markets + Interests fi@everse Repo Transactions
Banking Service Income: Transfer Commissions +égtihn and Payment Commissions +Credit Card Fees@ommissions + Other
Operation Expenses: Personnel Expenses+ Severamc@@vision Expense + Amortization Expenses

Interests to Financial Markets: Repo Interest Exggn+ Interest Expenses to Banks + Money MarketSaetions Interest Expense
Capital Market Operation Income/Loss: SecuritiesdPase/Sale Profit/Loss + Profit/Loss from DeriwatiFinancial Instruments

In the second quarter of the year, return on asssdsreturn on equities of the banking sector
decreased slightly and the said figures were redlas 2.6% and 20.3%, respectively. In the same
period, return on equities ratio of big-scale bad&sreased. This situation derived from the fact
that the increase rate in total own-funds is highan the increase in net profit of the period in
big-scale banks. While in the said period a modedatcrease is observed in return on assets and
equities of small-scale banks; return on asset®guodies of medium-scale banks increased.

Table 3.6-2: Return on Assets and Equities Ratios

ROA % ROE %
Dec.0 Dec.0 Dec.0 Dec.0 Mar.0 Jun.O0 Dec.0 Dec.0 Dec.0 Dec.0 Mar.0 Jun.O
4 5 6 7 8 8 4 5 6 7 8 8

Sector 2,3 1,7 2,4 2,8 2,8 2,6 16,4 11,8 20,0 21,21,4 20,3
Deposit 2,3 1,5 2,4 2,7 2,7 2,5 17,7 11,7 21,1 123,228 21,6
Participation - 3,0 3,3 3,2 3,1 3,0 - 33,5 30,8 ,327 25,7 24,6
DIB 2,9 58 5,2 5,0 4,9 4,8 6,7 12,1 10,8 10,5 10,410,1
Big Scale 2,3 1,2 2,3 2,8 2,9 29 16,7 9,1 20,9 ,924 253 22,7
I\S/I:;gjm 2,1 3,0 2,6 2,2 1,8 2,1 15,0 22,7 23,1 18,1 15,2 ,915

Small Scale 2,8 3,5 2,5 35 3.3 2,9 16,0 13,9 96 181 113 10,8

When conducted the ratio analysis of the bankirosen respect of profitability, it is observed
that the income endowment capacity of assets inetkan June 2008 period. However, total
incomes to total assets ratio increased by 8.7#tersaid period. On the other hand, total expenses
to total liabilities ratio increased by 3.3 points.

In the analyzed period, as the increase rate grest is lower than the increase rate in interest
expenses, ratio of interest incomes to intereseresps decreased slightly. In the said period,
interest incomes are 1.6 times of interest expenses

Net interest margin which displays how much intefesome the banks secured from their total
assets was realized as 6.2% as of June 2008. \Wtelest creating potential of interest yielding
assets in the said period was 7.8%; interest exgett interest costing liabilities was 4.7%.
Accordingly, spread which is equal to the differetietween interest income margin and interest
expense margin of the bank is positive and by 3%the same period, ratio of non-interest
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incomes to non-interest expenses increased by Whéh compared to the previous period and
was realized as 78.2%.

Table 3.6-3: Ratios Concerning Profitability Indimes

Dec.0 Dec.0 Dec.0 Dec.0 Dec.0 Mar.0 Jun.0

3 4 5 6 7 8 8
Total Incomes /Average Total Asset 20,7 17,5 15,3551 16,2 4,3 8,7
Total Expenses / Average Total Liability 18,1 13,412,6 11,8 12,5 3,3 6,6
Interest Incomes /Interest Expenses 140,8 177,6 ,317460,9 158,0 1639 161,3
Net Interest Margin (Net Interest Incomes / Averageal
Asset) 51 7,8 8,0 8,9 10,7 3,1 6,2
Interest incomes/Interest-yielding assets 19,7 216,12,6 12,9 14,0 3,5 7,8
Interest expenses/Interest-costing liabilities 14,29,6 7,4 8,4 9,5 2,3 4,7
Spread 55 6,7 51 4,6 4,5 1,2 3,0
Non-Interest Incomes/ Non-Interest Expenses 56,7 ,1 56 51,8 76,8 71,9 74,1 78,2
Interest Incomes/Total Income 84,4 83,2 81,1 79,8188 804 79,7
Interest Expenses/Total Expense 68,5 61,0 55,8 6587,1 649 65,6
Operating Expenses/Total Income 27,6 29,9 36,4 4 26,25,4 26,5 259
Interest to Deposit /Average Deposit 16,6 11,0 9,510,0 10,8 2,7 55
Interest Incomes from Loans /Average Loans 19,92 ,8718 16,71 15,15 16,09 4,34 8,5
Interests from Securities Portfolio /Average SP 524, 18,1 14,0 14,0 14,8 3,8 7,5

Spread: (Interest incomes/ Interest-yielding agsetterest expenses/Interest-costing liabilifies
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