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Bank Capital Strengthening Program

1. Introduction

Developments in the national and global economigsng 2001 have
caused a slow down in the recovery of the Turkiginking sector due to
negative impacts on assets, own funds’ sufficieacy the quality of the loan
portfolios. Accordingly, a need has arisen to gitean through new legal
instruments the existing program aimed at the wesiring of the banking
sector. As a consequence thereof, changes have ibade in the legal
framework to:

v Allow the formation of asset management compamesrder to
resolve non-performing assets, and thereby imptbeeliquidity
of assets retained by the banks,

v" Allow efficient functioning of debt restructuringgstems to ensure
that real sector companies which meet certainr@jtand have
lost their financial strength due to the finan@asis, carry on with
their activities,

v’ Strengthen the capital structures of banks, whigvehbeen
damaged by the crisis.

The capital support provided to banks is an impartammponent of this
process as it allows a macro level interventiothansector. Indeed, in addition
to the existing steps being taken, this additiocaimponent allows a
comprehensive, fast and once-only interventionhm sector. Thus, it will be
possible to put an end to speculation about unoéigsa likely to be faced by
participants in the economy in the future. Furthemen the new strengthening
strategy will also contribute to breaking the vigocircle of banking sector
crisis and real sector crisis, as it will provideraction between the real sector
and the financial sector, opening up a new perg@etdb the restructuring
process.

The main objectives of the strengthening strategy a

v Transition to a secure banking system through gtheming of
banks’ capital,

v" Increasing and maintaining transparency in the iShrlbanking
system, and

v Broadening of real sector-oriented credit oppottesi



The recapitalization program is structured to aghithese aims, based on
the following principles:

Equal and fair treatment of all banks in capitedrsgithening,
Process subject to clear and objective rules wiiheaise agenda,
Avoidance of any moral hazard effects through guiaes
obtained for public funds provided,

Limiting costs of restructuring through rapid intention and
limited/controlled provision of funds,

Transparency of the process and informing the pwtleach step,
Incentives for banks’ shareholders to increasetaapi
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The legal basis of the new recapitalization progrseh up within the
framework of these objectives and principles cdaa®$§the regulations below:

v' Amendment to the Banks’ Act through Act No: 4743,

v' Regulation on Principles and Procedures related the
Restructuring of the Banking Sector,

v' Regulation on the Principles and Procedures of aRriv
Independent Audit to be Carried Out According tewigional
Article 4 of the Banks’ Act.

2. Phases of the Recapitalization Program

The recapitalization program consists of three gha3hese phases are
summarized in Diagram 1.

v Assessment Phase: the financial status of all fgricammercial
banks with new and improved accounting standardsrised at
based on a three-phase audit procedure carriedroat fair and
impartial basis, utilizing independent audit ingiibns.

v' Bank Recapitalization Phase: In case losses cdmmotet through
reserves, assumption of all the bank's losses lgresiolders
through the convening of the bank’'s General Assgjrddlowing
the bank also to make other decisions necessalyding making
a decision regarding cash capital increases.

v’ State Recapitalization Phase: Recapitalizatiorhefltanks, which
may occur if the bank’s CAR is positive but belowércent, to be
achieved through capital participation and/or sdbated debt
from public sources with appropriate security aaféguards.



DIAGRAM 1: Bank Restructuring Program Phases
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2.1 Assessment Phase

The three-phase-assessment set up to increase ffibieney of the
recapitalization program as providing the sectdhwiansparency is one of the
most critical steps of the program. This is expdcto be achieved by the
standards imposed and the principles adopted ferasessments, such as
inflation accounting and consolidated reporting, veall as the checks and
balances put in place such as the cross contrttheoffirst and second audit
processes.

In the assessment process a three-phase-audibevdbrried out, the first
and second phases being performed by independeitingunstitutions, and the
third and final evaluation being made by the BRSAe working plan of the
assessment phase is given in Diagram 2.

2.1.1 First independent audit

Besides financial statements of banks (balancetsle@mme statement,
cash flow statement, own funds table and supplesmeast well as footnotes
thereof) the first audit brings along the obligatidor banks to prepare
supplementary reporting schedules within the fraorévef detailed instructions
by the BRSA. These supplementary reporting scheduds well as the
instructions for the preparation of these stateman¢ defined in the Annex to
the Regulation on Principles and Procedures related Roivate Independent
Audits to be Carried Out According to Provisionaltiicle 4 of the Banks’ Act
Instructions for preparing the supplementary rapgrschedules and statements
are focused on four areas:

v’ Capital adequacy,

v’ Credit Portfolio and counterpart risk,

v Risk groups to which the bank belongs,

v" Structured transactions and other income recognisisues.

As detailed in the published regulations, everykb&n responsible for
preparing basic data for the completion of the repg statements and
supplementary reporting schedules included in theeX of the regulations. The
independent auditing institution that is to carwt the first phase of the audit,
must, in addition to auditing the financial statemse examine the
supplementary reporting schedules prepared byahks) and complete specific
sections of the report to be filled in by the aoditBanks retain their
responsibilities for consistent and accurate inftion to be supplied. The
independent auditing institution is held resporesilbor their reporting on
whether the bank-prepared schedules are consatenaccurate, and supplying
adjustments when they are not.



DIAGRAM 2: Assessment Phase
(February 1 — May 15, 2002)
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In preparing the financial statements and the smpehtary reporting
schedules, the accounting and reporting rules téaken as a basis are: the
specific regulation on the assessment process, BRR§élations on accounting
standards to be applied by banks, BRSA regulatiomsuniform chart of
accounts, and other relevant announcements madethby BRSA and
International Accounting Standards (IAS), respettiv

2.1.2 Special issues related to the preparation bhancial statements

Special issues related to the preparation of fihratatements may be
classified under four broad categories:

v" Inflation accounting,

v Consolidated reporting,

v Inclusion of material changes to financial statetmemfter
December 2001,

v’ Special issues related to the assessment.

a) Inflation accounting

The bank’s actual financial status requires thatfthancial statements be
prepared so as to reflect the current purchasingepoof the currency.
Therefore, the principle of application of inflati@ccounting is taken as a basis
in the preparation of financial statements.

In the restatement (as the assessment is basedffererd rules than
previously required) of financial statements in@dance with the framework
of inflation accounting, an indexation adjustmeanttdr calculated based on the
wholesale price index will be used. Within thisni@work, the items subject to a
restatement will be balance-sheet items such asedagtion, subsidiaries,
affiliated companies, reserved securities (inclgdimose that are held for
reserve and liquidity requirements) and other shrargsactions, along with own
funds and all income statement items. Monetary stem the balance-sheet and
non-monetary items evaluated at their current vaue excluded from this
restatement (such as FX, precious metals and ghares

In cases where the amounts restated within thisidveork exceed the
current value, the amounts in question will beestdiased on their market value
by establishing an adequate provision. The preiitd losses arising from this
restatement will be recorded under the “net cumyeposition profit (loss)
account” on the income statement.



b) Reporting and Auditing on a Consolidated and iBanly Basis

Banks must prepare consolidated financial statesnédnthe bank is the
parent entity and the parent has one or more finhmstitutions over which the
bank has effective control (the “financial groupThe independent audit must
be performed on these consolidated financial stam¢smas well as the bank only
financial statements. This will allow the deposstorinvestors and other
interested parties to be well informed about thearicial position and
performance of the financial group.

c) Taking into account events occurring after tldabce-sheet date

The auditors are not only responsible for the augliof balance-sheets
dated 31.12.2001, but also for taking into consitlen the impact on the
financial statements of events occurring after blaance sheet date up to
31.03.2002 or up to the date of submission of ih@ntial statements and audit
reports to BRSA.

d) Special issues related to assessment

As a part of determining the banks’ actual finahstatus, non-monetary
items in the financial statements will be subjecatrestatement through the use
of inflation accounting, while monetary items whle evaluated within the
framework of existing regulations. Notable aspeatsthese regulations are
summarized below.

v' Loan portfolio assessment and provisioning

Taking the bank’s balances classified as standaddcéosely monitored,
the auditor will ensure that the audit coverageieadd from the total of cash
and non-cash credits in the commercial loan paootfand other receivables
portfolios is the higher of 75 percent of the conaal portfolios by value or the
largest 200 customer exposures.

All loans extended to the risk group to which trank is linked are to be
included within the scope of this analysis. Moreovfeone loan becomes a non-
performing loan (NPL), then all loans extended tnmbers of that borrower’s
risk group will be subject to specific audit.

The valuation of collateral taken by banks in exgefor the loans the
banks extend is to be checked by the auditor usitiger independent expert
reports or real estate valuation company repogpedding on the nature of the
collateral in question.



v' Evaluation of derivative instruments

Forward and option agreements along with otherlamagreements and
structured financial products will be checked adeoice with criteria stated in
the regulation to determine validity. The requiegjustments are to be proposed
by the auditor for transactions regarded as fouigi It is of particular
importance that the auditor is required to enshe¢ the accounting policies
applied reflect the economic substance of everdgramsactions and not merely
their legal form.

v Accounts which do not have the nature of free deposounts

Banks’ deposits, and assets having the nature pdsis, along with FX
accounts which have not been found to be free aeposounts in other banks,
both in the country and abroad, will be transferiethe related accounts. This
will ensure that the banks comply with the relevesgulations including the
provisioning rules for assets, which in substanmealbquid and carry risk.

v’ Evaluation of swap bonds

FX denominated securities issued within the framé&wof the swap
operation transacted in June 2001 will be reevatudtrough indexation of their
yield rate to the swap rate, and through the distoaie obtained by a 1-point
reduction from the eurobond interest rate.

When compared with eurobonds, swap bonds have ansith shorter
maturity period and their yields vary according nwturities. As the risk
premium of eurobonds varies according to maturiaesl as there is a declining
trend in yields, the discount rate shall be caleddy a reduction based on the
eurobond interest rate.

v' Evaluation of FX-accounts

In those cases where the valuation exchange rdte tised in the valuation
of FX accounts has not been defined, the rate taudexl will be the FX
purchasing rate on the date of the banks’ balaheets This rate should not
differ by more than +/- 2,5 percent from the exad®mnate of the CBT on the
same date.

e) First independent audit report

The audit to be carried out by independent auditnsgjtutions in the first
phase of the assessment process is a more comgireheRrercise compared to
the ordinary annual audits. In addition to issuneesduditors take into account in
their ordinary annual audit, the independent angliinstitutions must, for this
first independent audit, include in their reportetiter the audit has been carried
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out in accordance with the instructions stipulatedhe regulation, along with
their consideration of events occurring during pleeiod of the audit and their
influence on the bank’s financial statements. Thelitareports prepared in
accordance with this framework are to be submiiteitie BRSA by the auditors
along with consolidated and unconsolidated findrsti@ements including final
adjustments and supplementary reporting schedules.

The report to be prepared as a result of the awatiied out will also
include the bank’s CAR calculated both on a codstéid and unconsolidated
basis. In case either of these ratios is below r8gm, the amount of capital
necessary to bring each ratio up to 8 percentheiltalculated and reported. In
the calculation of the CAR, market risk will be lmded using the standard
method.

The audit report prepared by the first institutisrto be submitted to the
BRSA no later than 01.04.2002.

2.1.3Control of first audit's compliance with independert audit principles
and procedures: second institution review

The second institution to be designated by the BR@IAcheck the bank’s
compliance with the regulations and instructionspmeparing the financial
statements and completing the supplementary regodchedules, as well as
review the reports of and adjustments raised byfitee auditor, ensuring that
the audit carried out by the first institution Heeen in accordance with BRSA'’s
published principles and procedures for independamdits. The second
institution will clearly state the deficiencies,stakes and differences in opinion
which it has found in the bank’s financial statetsemand supplementary
reporting schedules, as well as in the reports gregp by the first institution,
which it deems likely to have an impact on finah@tatements. The second
institution will submit its report to the BRSA with15 working days from the
date on which it has received the bank’s finansiatements and supplementary
reporting schedules and the report prepared bfirgtenstitution.

Regulations on the principles and procedures iklate the second
institution review will be announced separately.

2.1.4 Help Desk

A help desk has been established to provide promppropriate and
consistent solutions for the problems that may d=ed by the banks or the
auditing institutions during the assessment process
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2.1.5 Final assessment to be made by the BRSA

The financial statements and supplementary regpdchedules prepared
by the banks and the reports prepared by the imdigmé audit institutions will
be compared with the evaluations made for each harkresult of surveillance
and on-site supervision activities by the BRSA. Witthis framework, BRSA
will consult with the bank and the auditing indtiduns, as appropriate, and make
a final assessment of the bank’s financial statésnen

Banks’ financial statements which are in complianttd the Regulation’s
provisions based on the assessments made by theintlependent audit
institutions and by the Agency, and which, basedtlo® independent audit
institutions’ reports, have a capital adequacy dash ratio under 8 percent, the
BRSA will notify the bank of the required capitahaunt.

2.2 Strengthening of Banks’ Capital by Shareholders

The second phase of the recapitalization procesdsswith BRSA's
notification to the banks. This process which may feferred to as the
“strengthening of Banks’ capital by shareholdershage comprises the
following:

v convening of ordinary general assemblies by albiueks,

v the presentation to the shareholders of the acfungncial
situations of the banks as determined in the fipstase
assessments, and,

v’ for the banks whose capital adequacy standard istiender 8
percent, the required recapitalization resolutitmbe made by
shareholders in an extraordinary general assemelgting to be
held on the same day together with other requigedlutions.

The flow plan concerning the strengthening of Bankapital by
shareholders phase is provided in Diagram 3. Thedsde setting out the Phase
2 process is given in Diagram 4.

2.2.1 Consequences on banks of BRSA'’s notification

Banks whose capital adequacy standard ratio isr8ept or more will
present to shareholders the bank’s balance shdgirafit and loss accounts, as
forwarded to them by the BRSA, in accordance whth general provisions of
the ordinary general assembly meetings of the barksh have already been
postponed.
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Banks which are not able to cover their losses wexisting reserves, base
on the results of the Phase 1 assessments, willobked by the Agency to
increase their capital and to take additional messsu
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DIAGRAM 3: Bank Recapitalization Phase
(May 15 - June 30, 200:

BRSA Notification/ Banks’ Bank notifies BRSA of Capital Bank reports to BRSA BRSA anaylsis and
notification to L. advertisement of general general assembly actions increase recapitalization results review
banks the general assembly
assembly
Dispatch investor Decision of the
information to Extraordinary
shareholders / General
Assembly
Adequate capital —
\_/_ Norn?al superr\)/ision BR_S_A
v activities will be -« decision
General Assembly decisions carried
-Ratification of financial statements| 3-year business|
*Decreasing the capital by the
amount of loss
*Taking decision for the capital l
increase A plan Inadequate capital —
'Authonzatlon of_ the Board of_ including Additiongl measupres need
Dlrgctors regarding the following measures for to be taken
subjects: non-performing
* Principles and procedures loans and
for the exercising the right similar
of first refusal, measiire
« Sale of the shares,
 Issuing convertible bonds,
« Application to BRSA for
capital support Any other
*Merger & acquisition plans (where K information
relevant) and dccumen
.J

BRSA assessment
surveillance proarar

13




Banks
with a CA
of 8% or mo

DIAGRAM 4: Schedule for Bank Recapitalization Pres¢*)
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Starting with the date of receiving the notificaticghe banks whose capital
adequacy standard ratio is under 8 percent will:

v submit the measures that will be taken to the Agemithin seven
days

v convene their ordinary general assemblies withiledh days in
order to ratify their audited financial statements,

v convene their extraordinary general assembliesimfifieen days
in order to decrease/increase capital and to resallvother issues
that need to be ratified according to the Regutatio

Banks whose capital must be increased will come tdecision about
capital restructuring requirements and actions hieirt extraordinary general
assemblies. Furthermore, in the extraordinary geressembly meetings, the
shareholders must resolve to authorize an irredecatntractual arrangement
enabling the Fund to nominate members to the bofditectors in cases where
the Fund becomes a shareholder of the bank. Atgoboard of directors will
need to be authorized by the shareholders regatiegsage of the right of first
refusal, the issuance of ordinary share capital siabscription by the Fund
together with providing suitable security to thenBuo address risks of moral
hazard, and, issuance and sale of convertible dutaded bonds in connection
with the restructuring program.

2.2.2 Regulations speeding up the capital increapeocess

Regulations speeding up the extraordinary geness¢mblies’ meetings,
decision procedures and the implementation of adewssare as following:

v" The minimum number of general assembly membersinesfor
the meeting to take place has been brought dowf fercent, and
the minimum number of votes required for decisioaking has
been brought down to a simple majority.

v" The condition that certain decisions be ratified thg preferred
shareholders’ general assembly has been removed.

v" The announcement period for the extraordinary gearessembly
has been shortened, and the registration and aoemant
procedures have been simplified.

2.2.3 Informing Public and Investors in Publicly Listed Banks

While regulations speeding up the capital increpsecess are being
established, keeping the public informed as welpedecting the rights of the
minority shareholders have been taken into conaiuber.
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To ensure that the General Assemblies which atek into consideration
the banks’ actual financial situations as deterohine the first phase
assessments, the banks’ ordinary general assend®$ings in respect of their
activities for the year ended 31 December 2001 Hepe:n postponed until the
banks receive their respective notification lettieosn the BRSA. Accordingly,
the banks involved in the recapitalization proogslsnot publish their financial
statements, which are to be made available acaptdithe Capital Market Act,
the Commercial Act and other relevant regulatiaml, not be published until
the General Assembly Meetings mentioned in the Régu. Each participating
bank’s interim (first quarter) financial statemewntl also not be published until
these General Assembly Meetings are held.

By waiting for the two-phased independent auditesssients to be
completed, together with BRSA surveillance and sup®n assessment results
will enable the public and, in particular, all isters to obtain recent
independently audited and assessed information ecoimg the financial
situation of each of the banks.

Within the framework of providing investors and theblic with relevant
and reliable information that is significant in thecapitalization process, the
following additional steps are being taken:

v Minority shareholders with rights for the subsdoptto additional
shares in their banks are to be informed at theoénlde first five
days of capital increase period, and prior to thsibscription
deadline, by the ISE (Istanbul Stock Exchange) ok t
commitments made by the major shareholders regartheir
subscription to the capital increase.

v’ Banks must provide the public with accurate andfigaht
information in accordance with detailed requirersemf an
information memorandum/prospectus for the righgses

v BRSA will review and approve the offering memoramdwr
prospectus for the rights issue.

2.3 State Recapitalization Phase

The banks that are not able to bring their camidkquacy ratios to 8
percent, despite the measures taken and the capaaase resulting from
decisions taken at by the General Assembly, mayicgzate in the capital
support program, which is the third phase of tleapéalization program. This
program is summarized in Diagram 5.

16



DIAGRAM 5: State Recapitalization Phase
(June 30, 2002 and aft
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2.3.1 Application to the Agency

The Banks, which want to participate in capitalup program, will apply
to the BRSA with the following:

v" the decision of extraordinary general assemblypfiya

v’ 3-year business plan,

v' a plan including measures to be taken by the baokh as
resolving non-performing loans, to strengthen seastructure,

v any other information and documents that the Ageaqyires.

2.3.2 Assessment principles of the Agency

The Board will decide whether the capital suppatt e provided or not,
the amount and the form of the support, in accareamith the capital increases
achieved and all the information submitted, withie context of the request
made by the bank.

The Board can decide to take the following actieggarately or together;

v" Injection of capital to reach a capital adequaeydard ratio of 5
percent, for banks with capital adequacy ratio tgredhan 0
percent but less than 5 percent and a market sifaa¢ least 1
percent as of September 30, 2001, provided thatptioposed
contribution of the SDIF does not exceed the pasigualifying
contributions made by the shareholders and othdicipants in
the capital increase,

v' Regardless of the bank’s market share, provisioautbrdinated
debt in the form of 7-year convertible bonds tocrea capital
adequacy standard ratio of 9 percent, to the bamis have a
capital adequacy standard ratio of 5 percent oemor

The decision of the Board regarding the provisidérthe public support
will, in the keeping with the transparency prineipbe publicized in the Official
Gazette within five days, and all transactions réigg the capital support are to
be competed within fifteen days.

2.3.3 Source of the support

The capital contribution to the bank by the Fundl take the form of
government securities issued at market terms. Tim®uat extended as
subordinated debt will take the form of governmdéwinds with a 7-year
maturity, and 2-year non-repayment period, and eatry a maximum spread of
5 percent.
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2.3.4 Measures taken to secure public funds

In the process of providing capital support, commeibts of majority
shareholders will be taken in order to secure th#ip support. Also, additional
requirements are stated in the Regulation:

In case of provision of capital (Tier 1 capital)port:

v' Banks can not distribute dividend without the priaritten
approval of the Board,

v BRSA, for the periods it will decide, will requestports from
participating banks concerning compliance withtieisiness plan
and may take measures regarding these reports.

v' If the Banks do not take the required measuregitesotification
by BRSA of the measures that need to be takerpringsions of
Article No. 14 of Banks Act will be applied.

v The fraction of the shares of majority shareholdengesponding
to amount provided by the Fund will be pledgedi® Fund by the
majority shareholders in order to secure the chpaatribution.

v' The pledged shares cannot be seized, transferrgidedged to
third parties; and preliminary seizure or injunoti@annot be
applied

v The majority shareholders commit to cover the pidédifference
between the consideration arising from the salthitol parties of
the Fund’s shareholding and the costs incurredhgy Rund in
initially acquiring the shares, through the transfethe ownership
of the pledged shares from the majority sharehslttethe Fund.

v' The majority shareholders commit not to transfethiod parties
any shares they hold that are not subject to tedgal before the
sale of all the Fund'’s shares in the bank.

v' Majority shareholders can in the first instance kbg Fund's
shares by exercising their first right of refusihe price of these
shares cannot be less than the cost incurred yuhe.

In case of the provision of the subordinated déir(2 capital):

v' Banks cannot distribute dividends without the priaritten
approval of the Board.

v The fraction of the bonds which are not paid badkair maturity
or any unpaid interest accrued will be convertéd ghares.

v In banks whose capital adequacy standard ratiangscbelow 5
percent over time, the subordinated debt will baveoted into
shares. In the conversion process, the “recalalieital” which
Is loss-deducted capital to arrive at a net asseevper share will
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be taken into consideration for the valuation o ttonversion
price.

v" The lowest one of three alternate values: net asdet per share,
the value of shares issued by the bank during dpéat support
program, and the current market value of shards beitaken as
the basis price for the conversion of the bonds shiares.

v' The general assembly or the board of directors bérk cannot
make a decision that can prevent the exercisirigeofights arising
from convertible bonds.

v' Banks cannot transfer the government bonds theyd rad
subordinated debt granted to third parties witltbatprior written
approval of the Agency.

3. Exit of the Public Sector from the System

The public sector policy for support to banks ise thesult of the
extraordinary conditions brought about by the eaaicocrisis, and will be
applied temporarily and one time only. It is engmsa that the public support in
the bank capital strengthening program will be phdasut gradually, by
ensuring normalization both in the banking sectod & the economy, more
generally.

In this context, shares held by the public secsoa aesult of capital support
may not only be sold to existing shareholders, dsb may be sold to third
parties. Repayment of subordinated debt prior tturrigt is also possible.

3.1 Exit through Share Transfer Agreement to be siged with Majority
Shareholders

Major shareholders of the banks receiving publigpsut retain the right to
repurchase the shares held by SDIF in parallel wéhimprovement on their
financial structure. With this aim, a sale contreetween SDIF and majority
shareholders can be signed during the recapitaizaiperation, the minimum
conditions of which are the following;

v The selling price is the total amount comprising ttominal value
of government bonds issued for the acquisitionhefghares, plus
the compounded interest including an added 5 pesprad to the
interest rate, which is to be determined by thea3uey.

v' The payments will be made in quarterly installmewtthin 18
months.

v' The possession and title of the SDIF held shared shly be
transferred to the majority shareholders upon ptogf the final
payment.
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v' If the majority shareholders default on the paynsaftedule, then
the agreement would be annulled and the majorigredtolders
would be repaid only the principal amounts theyehpaid.

3.2 Exit through Sale of Shares to Third Parties

SDIF’s shares can be sold to third parties. If SPUEs its shares for sale in
the 18 months following the recapitalization opemat majority shareholders
may exercise their right of first refusal.

v Shares will be put up for sale by bid, auction wvate placement.

v' The announcement of the sale will be publishedhi ©fficial
Gazette.

v" In case of a sale within the first 18 months follegvthe provision
of public support, the majority shareholders wal &dvised of the
potential sale and provided with an opportunityetercise their
first right of refusal.

v Shareholders wishing to make use of their righffict refusal
should apply to the BRSA within 15 days followindpet
announcement in the Official Gazette.

v" In this circumstance, the majority shareholders megrcise their
right of first refusal by paying the highest of thellowing
alternatives: the cost price, the net book value ghare, or the
market price.SDIF can sell the shares to thirdigsrt the right of
first refusal is not exercised by the majority senider.

v' If the selling price to third parties is less ththe cost price, then
the majority shareholders, through their transferthe pledged
shares to the SDIF, will cover the loss which othse would have
been borne by the public

3.3 Exit related to Bonds Convertible into Shares

The public sector will exit its investment in bondsued by the bank with
the repayment by the bank, of the capital and aotated interest of the sources
under the form of subordinated debt on due-date.sIibordinated debt can also
be paid back before the maturity date by the bamksold to the majority
shareholders.

v' Banks may, by paying the interest and other costsabh and with
BRSA approval, repurchase the bonds prior to migturi

v Unpaid subordinated debt and accumulated but uripdest can
be converted into shares at BRSA discretion.

v In a situation where the required capital increas@not be
achieved by the shareholders in a bank where th&® @as

21



declined below 5 percent, the SDIF will convert thends into
shares. A new write down of capital will be reguairto establish
the new net asset value per share as at the camveliste.

v In this conversion transaction, the conversiorcgmvill be the
lowest of the following: the bank’s most recent asset value per
share, the nominal value of the shares or, the @hgrkce of the
shares.

4. Other Issues

The Bank Capital Strengthening Program targets rdstoration of a
healthy structure to the sector to ensure efficferancial intermediation. The
program encourages mergers and acquisitions inrotdeincrease cost
effectiveness and efficiency. Furthermore, in orderencourage banks to
resume their intermediation role and to continulieg, the law stipulates that
public resources used for capital increase areetdeht to the real sector in
accordance with prudent banking practices.

4.1 Incentives for Mergers and Acquisitions

The Capital Strengthening Program encourages shaiks to effect
commercially justified mergers and acquisitiongv&te commercial banks with
an asset market share below 1 percent (as of Seete?01) may apply for
Tier 1 capital contribution by the SDIF, providddht they meet this threshold
through approved mergers or acquisitions. Bankbk an asset market share
below 1 percent should apply to the BRSA for prprapal of mergers or
acquisitions by 30 April 2002.

In performing a merger or acquisition, detailedtnnstions for banks and
first auditing institutions will additionally be &eed through a separate
regulation and announced to the public as “Detaitstiuctions for Banks and
Auditors/ Supplementary Reporting Schedules forgdes and Acquisitions”

4.2 Actions to Minimize Credit Crunch

In order to jump-start the financial intermediatiprocess, banks are to
offer to real sector companies outside their grabp,amount equivalent to at
least 60 percent of the public support (in formt&fr-1 capital injection)
provided to them by June 30, 2003.

4.3 Fulfillment of Tax Liabilities during Recapitalization Period

The assessment phase of the Banks’ Financial Statemdated 31
December 2001 will cause delays in finalizing théeancial statements and
thus the determination of the provisional tax amdporate tax bases of the
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banks. Due to this delay, banks have applied tavtimestry of Finance with a

request of counting this delay as a force majeex¢rdordinary events beyond
ones’ control) mentioned in Section 13 of Tax Pdaee Law. The Ministry of

Finance allows an additional period to the bankspfeparing their provisional

tax returns due such extraordinary events.

4.4 Accordance with Prudential Regulations during Asessment Phase

Certain prudential regulations take into accourd Hank’'s equity, own
funds or other financial measures that will be sabjo the assessment process.
During the period of the assessment process, thksbare to use their own
calculations of these variables in determining teading limits, capital
adequacy ratios and other reporting requiremerasale subject to prudential
regulations.

The banks need to comply with the prudential regaia based on the
bank's revised financial statements within 6 momtter the finalization of the
assessment results, as notified by the BRSA.

5. Conclusion

The Bank Capital Strengthening Program is to bdiegpn a transparent
fashion, with clear and objective criteria and at@dance with an appropriate
timetable to ensure that the program is both effecnd rapid. In addition to
providing a comprehensive one-time only solutiorihie lack of capital from a
macroeconomic perspective, the program adoptsoaoug approach in dealing
with the structural and operational problems thastein the Turkish banking
sector. In order to ensure domestic and internakioconfidence in a
recapitalization program that includes use of mutinds for the restructuring of
banks, the BRSA gives particular importance to ftlllowing aspects of the
recapitalization program:

v’ Effective use of international experience,

v Transparent and fair assessment,

v" Uniform treatment of all participating banks,

v Adequate and timely provision of information to fhsblic,

v Mechanisms to protect minority shareholder rigats],

v' Mechanisms to ensure an efficient and prudent fipelalic funds
with appropriate incentives and safeguards.

The following benefits are to be obtained from ac&ssful application of
the program:
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v' Maximize participation by bank owners and sharetiddin

increasing banks’ capital.

Minimize the costs of bank restructuring.

Create an appropriate environment for viable mergand

acquisitions.

v Create a transparent and adequately capitalizekifzgpeector and
thereby increase confidence in the sector.

v' As banks would be adequately capitalized they wdagdmore
willing to participate in corporate loan restruabgr agreements
and to establish viable asset management companies.

v A transparent and sound banking system is likelgittact higher
participation from local and foreign investors.

v Create an appropriate environment to gradually @luag the full
deposit guarantee mechanism that has historicaldy & negative
effect on market discipline.

AN

The successful implementation of the Bank Capitedri§thening Program,
the Istanbul approach on corporate loan restrugjuagreements and the
establishment of asset management companies eadlflglbe a challenge for the
banking sector, the corporate sector and the regylauthorities. However, the
program also holds the key to overcoming the stratiproblems of the Turkish
banking sector and implementing appropriate acoogrstandards, leading to a
sound and competitive banking sector.
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