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TÜRK EKONOMI BANKASI ANONIM SİRKETI
====================================

CONSOLIDATED FINANCIAL STATEMENTS AS OF 

JUNE 30, 2002 

TOGETHER WITH AUDITORS' REPORT







A. A. Aktif Analiz S.M.M.M. A.Ş.

To the Board of Directors of
    Türk Ekonomi Bankası Anonim Şirketi:

1.	We have audited the accompanying consolidated balance sheet of Türk Ekonomi Bankası Anonim Şirketi (the Bank-a Turkish corporation) and subsidiaries as of June 30, 2002 and the related consolidated statements of income, shareholders' equity and cash flows for the six month period then ended, all expressed in the equivalent purchasing power of Turkish lira as of June 30, 2002.  These financial statements are the responsibility of the Bank's management.  Our responsibility is to express an opinion on these financial statements based on our audit.  

2.	We conducted our audit in accordance with International Standards on Auditing.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

3. In our opinion, the financial statements referred to in the first paragraph above present fairly, in all material respects, the consolidated financial position of Türk Ekonomi Bankası Anonim Şirketi and subsidiaries at June 30, 2002 and the consolidated results of their operations and cash flows for the six month period then ended in accordance with International Financial Reporting Standards as published by the International Accounting Standards Board. 

A.A. AKTİF ANALİZ 
SERBEST MUHASEBECİLİK MALİ MÜŞAVİRLİK ANONİM ŞİRKETİ
Member of Andersen Worldwide


by____________
  Esra Peri


İstanbul,
July 31, 2002.



TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

CONSOLIDATED BALANCE SHEETS AS OF JUNE 30, 2002 AND DECEMBER 31, 2001

(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)


	
	
	
	June 30,
	December 31,
	
	
	
	
	June 30,
	December 31, 

	ASSETS
	
	2002
	2001
	
	LIABILITIES AND SHAREHOLDERS' EQUITY
	2002
	2001

	
	
	
	
	
	
	
	
	
	
	

	CASH AND CURRENT ACCOUNTS WITH BANKS (Note 4)
	      128,873 
	       167,760 
	
	DEPOSITS (Notes 10, 16 and 19)
	
	

	
	
	
	
	
	
	
	Demand
	      375,110 
	        354,326 

	
	
	
	
	
	
	
	Time
	
	   1,821,673 
	    1,490,544 

	CALL AND TIME DEPOSITS WITH BANKS (Notes 4, 16 and 19)
	      749,038 
	       457,923 
	
	
	
	
	 
	 

	
	
	
	
	
	
	
	
	Total deposits
	   2,196,783 
	    1,844,870 

	
	
	
	
	
	
	
	
	
	
	

	INTERBANK FUNDS SOLD (Notes 4 and 19)
	      613,586 
	       579,907 
	
	
	
	
	
	

	
	
	
	
	
	
	FUNDS BORROWED (Notes 11, 16 and 19)
	
	

	FUNDS LENT UNDER SECURITIES
	
	
	
	
	Local banks
	        21,950 
	          32,717 

	  RESALE AGREEMENTS (Notes 4, 16 and 19)
	              180 
	       112,971 
	
	
	Foreign banks
	      476,888 
	        376,567 

	
	
	
	
	
	
	
	Under securities repurchase agreements
	        76,532 
	        228,436 

	
	
	
	
	
	
	
	
	
	
	

	RESERVE DEPOSITS AT CENTRAL BANK (Notes 5 and 19)
	      108,836 
	       113,912 
	
	
	
	
	
	

	
	
	
	
	
	
	PROMISSORY NOTES, net (Notes 12 and 19)
	              874 
	            6,083 

	
	
	
	
	
	
	
	
	
	
	

	MARKETABLE SECURITIES (Notes 6, and 19)
	      165,796 
	       182,239 
	
	
	
	
	
	

	
	
	
	
	
	
	DERIVATIVE FINANCIAL INSTRUMENT LIABILITIES (Note 20)
	           6,369 
	                467 

	
	
	
	
	
	
	
	
	
	
	

	LOANS, net (Notes 7, 16 and 19)
	   1,200,975 
	    1,052,736 
	
	
	
	
	
	

	
	
	
	
	
	
	OTHER LIABILITIES (Note 13)
	        94,811 
	        106,806 

	
	
	
	
	
	
	
	
	
	
	

	LEASE CONTRACT RECEIVABLES, net (Notes 8, 16 and 19 )
	        54,372 
	          53,172 
	
	
	
	
	
	

	
	
	
	
	
	
	TAXES PAYABLE:
	
	

	
	
	
	
	
	
	
	Taxes on income (Note 14)
	        19,888 
	          13,637 

	FACTORING RECEIVABLES, net (Note 19)
	        40,222 
	          46,015 
	
	
	Other taxes
	           6,537 
	            6,227 

	
	
	
	
	
	
	
	Deferred income tax (Note 14)
	                    - 
	            3,365 

	
	
	
	
	
	
	
	
	
	
	

	DERIVATIVE FINANCIAL INSTRUMENT ASSETS (Note 20)
	           6,257 
	               573 
	
	
	
	Total liabilities
	   2,900,632 
	    2,619,175 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	OTHER ASSETS (Note 13)
	        26,317 
	          21,653 
	
	MINORITY INTEREST PAYABLE
	        10,791 
	            8,897 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	DEFERRED TAX ASSET (Note 14)
	              193 
	                     - 
	
	SHAREHOLDERS' EQUITY:
	
	

	
	
	
	
	
	
	
	Share capital (Note 15)
	      396,201 
	        396,201 

	
	
	
	
	
	
	
	Transfers to share capital
	    (248,522)
	      (248,522)

	INVESTMENTS IN ASSOCIATES, net (Note 6)
	              539 
	            1,136 
	
	
	Retained earnings 
	        46,513 
	          90,443 

	
	
	
	
	
	
	
	Other reserves
	        10,208 
	            5,718 

	
	
	
	
	
	
	
	Current year/period net income/(loss)
	        15,419 
	        (43,903)

	PREMISES AND EQUIPMENT, net (Note 9)
	        36,058 
	          38,012 
	
	
	
	
	 
	 

	
	
	
	
	
	
	
	
	Total shareholders' equity
	      219,819 
	        199,937 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	Total liabilities and shareholders' equity
	   3,131,242 
	    2,828,009 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	CONTINGENCIES AND COMMITMENTS (Notes 16 and 20)
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	Total assets
	   3,131,242 
	    2,828,009 
	
	
	Guarantees given
	      844,487 
	        709,565 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	      844,487 
	        709,565 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	The accompanying notes are an integral part of these balance sheets.





TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

	CONSOLIDATED STATEMENTS OF INCOME

	
	
	
	
	
	
	

	FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2002 AND 2001

	
	
	
	
	
	
	

	(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)

	
	
	
	
	June 30, 2002
	
	June 30, 2001

	INTEREST INCOME:
	
	
	
	

	
	Interest on loans
	
	           92,308 
	
	     119,081 

	
	Fees and commissions on loans
	
	             2,790 
	
	         2,466 

	
	Interest on marketable securities
	
	           33,923 
	
	       35,263 

	
	Interest on deposits with banks
	
	           69,945 
	
	     153,099 

	
	Other interest income (Note 22)
	
	           15,332 
	
	       41,317 

	
	
	
	
	         214,298 
	
	     351,226 

	INTEREST EXPENSE:
	
	
	
	

	
	Interest on funds borrowed
	
	          (21,341)
	
	      (80,526)

	
	Interest on local currency deposits
	
	          (40,503)
	
	      (96,219)

	
	Interest on foreign currency deposits
	
	          (44,145)
	
	      (94,577)

	
	Other interest expense
	
	          (15,491)
	
	        (1,216)

	
	 
	
	
	        (121,480)
	
	    (272,538)

	
	
	
	
	
	
	

	
	
	Net interest income
	
	           92,818 
	
	       78,688 

	
	
	
	
	
	
	

	PROVISION FOR POSSIBLE LOAN LOSSES (Note 7)
	            (5,544)
	
	        (2,435)

	
	
	Net interest income after provision for possible loan losses
	           87,274 
	
	       76,253 

	
	
	
	
	
	
	

	FOREIGN EXCHANGE LOSS, NET
	
	            (4,299)
	
	      (44,629)

	
	
	
	
	
	
	

	OTHER OPERATING INCOME:
	
	
	
	

	
	Income from banking services
	
	           13,036 
	
	       13,680 

	
	Trading and investment securities trading income, net
	             4,263 
	
	       15,297 

	
	Other income (Note 22)
	
	           16,204 
	
	       29,269 

	
	
	
	
	           33,503 
	
	       58,246 

	
	
	
	
	
	
	

	OTHER OPERATING EXPENSES:
	
	
	
	

	
	Salaries and employee benefits
	
	          (25,039)
	
	      (27,456)

	
	Administration and other expenses 
	
	          (28,329)
	
	      (26,615)

	
	Taxation other than on income
	
	            (6,320)
	
	        (6,958)

	
	Depreciation and amortization (Note 9)
	
	            (5,921)
	
	        (4,794)

	
	
	
	
	          (65,609)
	
	      (65,823)

	
	
	Income before provision for income tax, minority interest and monetary loss
	           50,869 
	
	       24,047 

	
	
	
	
	
	
	

	PROVISION FOR INCOME TAX (Note 14)
	
	          (11,504)
	
	        (5,744)

	
	
	
	
	 
	
	 

	
	
	Income before minority interest and monetary loss
	           39,365 
	
	       18,303 

	
	
	
	
	
	
	

	MINORITY INTEREST
	
	            (1,319)
	
	         3,481 

	
	
	
	
	 
	
	 

	
	
	Income before monetary loss
	
	           38,046 
	
	       21,784 

	
	
	
	
	
	
	

	MONETARY LOSS
	
	          (22,627)
	
	      (59,234)

	
	
	
	
	
	
	

	
	
	Net income/(loss)
	
	           15,419 
	
	      (37,450)

	The accompanying notes are an integral part of these statements.



	TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

	
	
	
	
	
	
	

	CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

	
	
	
	
	
	
	

	FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2002 AND 2001

	
	
	
	
	
	
	

	(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)

	
	
	
	
	
	
	

	
	
	
	
	Legal and
	
	

	
	
	
	
	General Reserves/
	
	

	
	
	
	
	(Accumulated
	
	

	
	
	
	
	Deficit)
	
	Current

	
	
	Share
	Adjustment to
	Net of Transfers to
	
	Year

	
	Total
	Capital (*)
	Share Capital
	Share Capital
	Other Reserves
	Net Income/(Loss)

	Balances, December 31, 2000
	          238,068 
	        55,125 
	              341,076 
	                    (179,879)
	                                         (350)
	                        22,096 

	
	
	
	
	
	
	

	Transfers to legal and general reserves
	                        - 
	                    - 
	                            - 
	                        22,096 
	                                                - 
	                       (22,096)

	
	
	
	
	
	
	

	Foreign currency translation adjustment (Note 3.2 (d))
	               7,708 
	                    - 
	                            - 
	                                    - 
	                                       7,708 
	                                    - 

	
	
	
	
	
	
	

	Current period net loss
	           (37,450)
	                    - 
	                            - 
	                                    - 
	                                                - 
	                       (37,450)

	
	
	
	
	
	
	

	Provision for general banking risks
	                  945 
	                    - 
	                            - 
	                            (205)
	                                       1,150 
	                                    - 

	
	
	
	
	
	
	

	Balances, June 30, 2001
	          209,271 
	        55,125 
	              341,076 
	                    (157,988)
	                                       8,508 
	                       (37,450)

	
	
	
	
	
	
	

	Balances, December 31, 2001
	          199,937 
	        55,125 
	              341,076 
	                    (158,079)
	                                       5,718 
	                       (43,903)

	
	
	
	
	
	
	

	Transfers to legal and general reserves
	                        - 
	                    - 
	                            - 
	                       (43,903)
	                                                - 
	                        43,903 

	
	
	
	
	
	
	

	Foreign currency translation adjustment (Note 3.2 (d))
	               4,463 
	                    - 
	                            - 
	                                    - 
	                                       4,463 
	                                    - 

	
	
	
	
	
	
	

	Current period net income
	             15,419 
	                    - 
	                            - 
	                                    - 
	                                                - 
	                        15,419 

	
	
	
	
	
	
	

	Provision for general banking risks
	                        - 
	                    - 
	                            - 
	                               (27)
	                                             27 
	                                    - 

	
	
	
	
	
	
	

	Balances, June 30, 2002
	          219,819 
	        55,125 
	              341,076 
	                    (202,009)
	                                     10,208 
	                        15,419 

	
	
	
	
	
	
	

	(*) Share capital represents statutory historical paid-in capital.
	
	
	
	
	

	
	
	
	
	
	
	

	The accompanying notes are an integral part of these statements.




	TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

	
	
	
	
	

	CONSOLIDATED STATEMENTS OF CASH FLOWS

	
	
	
	
	

	FOR THE YEARS ENDED JUNE 30, 2002 AND 2001 

	
	
	
	
	

	(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)

	
	
	
	
	

	
	
	
	June 30,
	June 30,

	
	
	
	2002
	2001

	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	

	
	Income before provision for income tax, minority interest and monetary loss 
	50,869   
	       24,047 

	
	
	
	
	

	
	Adjustments for:
	
	

	
	
	Monetary gain/loss, net
	            7,532 
	      (46,771)

	
	
	Depreciation and amortization
	            5,921 
	        4,794 

	
	
	Provision for loan impairment
	            5,544 
	        2,435 

	
	
	Provision for retirement pay, net
	               534 
	           204 

	
	
	Provision for decline in value of marketable securities
	            1,106 
	               - 

	
	
	
	
	

	
	
	
	
	 

	
	Operating profit before changes in operating assets and liabilities
	          71,506 
	      (15,291)

	
	
	
	
	

	
	
	Net increase/(decrease) in funds borrowed from banks
	          89,554 
	    (247,540)

	
	
	Net increase/(decrease) in discounted promisory notes
	           (5,209)
	        4,868 

	
	
	Net (increase) in loans
	        (148,239)
	      (44,426)

	
	
	Net increase in deposits
	         351,913 
	     328,258 

	
	
	Net (increase) in interbank funds sold
	         (33,679)
	    (172,221)

	
	
	Net (increase)/decrease in interbank funds borrowed
	                   - 
	       (1,697)

	
	
	Net (increase)/decrease in call and time deposits with banks
	        (291,115)
	     208,606 

	
	
	Net (increase)/decrease in reserve deposits at Central Bank
	            5,076 
	      (23,191)

	
	
	Net (increase)/decrease in lease receivables
	           (1,200)
	       20,499 

	
	
	Net decrease in factoring receivables
	            5,793 
	       59,868 

	
	
	Net decrease in marketable securities 
	          16,443 
	     113,234 

	
	
	Net (increase)/decrease in funds lent under reverse repurchase agreements
	         112,791 
	      (76,151)

	
	
	Net increase/(decrease) in funds borrowed under securities repurchase agreements
	        (151,904)
	       35,653 

	
	
	Net (increase)/decrease in derivative financial assets
	           (5,684)
	        9,171 

	
	
	Net increase/(decrease) in derivative financial liabilities
	            5,902 
	      (24,745)

	
	
	Net increase/(decrease) in other assets and liabilities
	         (10,193)
	        5,470 

	
	
	Income taxes paid
	         (23,409)
	       (8,612)

	
	
	
	
	

	
	
	
	 
	 

	
	
	      Net cash provided by/(used in) operating activities
	         (83,160)
	     187,044 

	
	
	
	
	

	
	
	
	
	

	CASH FLOWS FROM INVESTING  ACTIVITIES:
	
	

	
	
	
	
	

	
	Proceeds from sale of investment securities
	            3,365 
	               - 

	
	Purchase of investment securities
	         (30,951)
	               - 

	
	Purchases of premises and equipment
	           (4,720)
	       (5,191)

	
	Disposals of premises and equipment
	            2,582 
	           344 

	
	Decrease in incestments in associates 
	               597 
	        2,087 

	
	
	
	 
	 

	
	
	      Net cash (used in) investing activities
	         (29,127)
	       (2,760)

	
	
	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	

	
	Share capital cash increase
	                   - 
	               - 

	
	Effects of consolidation
	                   - 
	               - 

	
	Net increase/(decrease) in minority interest payable
	            1,894 
	       (3,410)

	
	
	
	 
	 

	
	
	      Net cash provided by/(used in) financing activities
	            1,894 
	       (3,410)

	
	
	
	
	

	NET INCREASE/(DECREASE) IN CASH AND DUE FROM BANKS
	         (38,887)
	     165,583 

	
	
	
	
	

	CASH AND DUE FROM BANKS AT BEGINNING OF THE PERIOD
	         167,760 
	     128,331 

	
	
	
	 
	 

	CASH AND DUE FROM BANKS AT END OF THE PERIOD
	         128,873 
	     293,914 

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
	

	
	
	
	
	

	a)
	The cash paid by the Bank  for interest and income taxes and the cash received
	

	
	as interest during the six month periods ended June 30, 2002 and 2001 were as follows:

	
	
	
	
	

	
	Interest paid
	         222,940 
	256,074   

	
	
	
	
	

	
	Interest received
	         124,047 
	342,872   

	
	
	
	
	

	b)
	For purposes of the statements of cash flows, the Bank considers cash
	

	
	on hand and current accounts with banks as cash and cash equivalents.
	

	
	
	
	
	

	
	Cash and cash equivalents as previously reported in historical terms
	         149,120 
	88,811

	
	
	
	
	

	
	Effect of restatement
	          18,640 
	39,520

	
	
	
	
	

	
	Cash and cash equivalents as restated
	         167,760 
	     128,331 

	
	
	
	
	

	The accompanying notes are an integral part of these statements.









TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

NOTES TO FINANCIAL STATEMENTS – 

AS OF JUNE 30, 2002

(Currency -- Billions of Turkish lira in equivalent purchasing power 
at June 30, 2002 unless otherwise indicated)


NOTE 1- GENERAL

Türk Ekonomi Bankası A.Ş. (the Bank) is incorporated in Turkey and its head offices are located at Meclis-i Mebusan Caddesi, No: 35, Fındıklı-İstanbul/Turkey.

The Bank was originally incorporated in 1927 and in 1982 was acquired by the Çolakoğlu Group and renamed as Türk Ekonomi Bankası A.Ş.  The Bank remains under the control of the Çolakoğlu Group and is a bank with 71 branches (December 31, 2001 – 54) and 1,546 employees (December 31, 2001 – 1,263) (excluding the subsidiaries) as of June 30, 2002.

The subsidiaries of the Bank and the direct and effective shareholding percentages of the Bank in them at June 30, 2002 and December 31, 2001 were as follows:

	
	
	June 30, 2002
	
	December 31, 2001

	


Investee
	
	Direct
Share-
holding 
(%)
	
	Effective
Share-
holding 
(%)
	
	Direct
Share-
holding
(%)
	
	Effective
Share-
holding 
(%)

	
	
	
	
	
	
	
	
	

	The Economy Bank N.V.(Economy Bank)
	
	100.0
	
	100.0
	
	100.0
	
	100.0

	Petek International Holdings B.V.(Petek International
	
	
100.0
	
	
100.0
	
	
100.0
	
	
100.0

	TEB Yatırım Menkul Değerler A.Ş.(TEB Menkul)
	
	74.8
	
	91.8
	
	74.8
	
	91.8

	TEB Finansal Kiralama A.Ş.(TEB Leasing)
	
	68.8
	
	72.5
	
	68.8
	
	72.5

	TEB Factoring A.Ş.(TEB Factoring)
	
	65.8
	
	70.8
	
	65.8
	
	70.8

	TEB Portföy Yönetimi A.Ş.(TEB Portföy)
	
	55.9
	
	88.6
	
	55.9
	
	88.6

	TEB Sigorta A.Ş.(TEB Sigorta) (*)
	
	50.0
	
	50.0
	
	50.0
	
	50.0



(*)	The management of the Company is controlled by the Bank representatives.

As of June 30, 2002 and December 31, 2001, the financial statements of all subsidiaries have been consolidated.

The principal activities of the consolidated subsidiaries are as follows:

Economy Bank -- Commercial bank, which deals mainly with trade and commodity finance (incorporated in the Netherlands).

Petek International -- Private holding company (incorporated in the Netherlands).

TEB Menkul -- Rendering brokerage and investment banking services to customers in line with the rules of the Capital Market Board of Turkey (incorporated in Turkey).

TEB Leasing -- Leasing of industrial machinery, office equipment, various equipment and transport vehicles (incorporated in Turkey).
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TEB Factoring -- Providing both domestic and export factoring services to industrial and commercial enterprises in Turkey (incorporated in Turkey).

TEB Portföy -- Private company managing portfolios which are made up of the capital market instruments according to the rules of the related regulation and the Capital Market Law by making portfolio management agreements with the clients (incorporated in Turkey).

TEB Sigorta -- Rendering all types of property and casualty insurance services (incorporated in Turkey).

The operations of the Bank and the subsidiaries located in Turkey are mainly with local customers.

For the purpose of the consolidated financial statements of the Bank and its consolidated subsidiaries are referred to as “Bank”.
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The composition of the Bank’s operations by consolidated companies at June 30, 2002, December 31, 2001 and June 30, 2001 are as follows:


	
	
	

Bank
	
	
Economy
Bank
	
	
Petek International
	
	
TEB
Menkul
	
	
TEB
Leasing
	
	
TEB
Factoring
	
	
TEB
Portföy
	
	
TEB
Sigorta
	
	

Eliminations
	
	
Consolidated 
Total

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	June 30, 2002
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total assets
	1,926,192
	
	1,134,934
	
	4,596
	
	16,957
	
	81,780
	
	50,509
	
	3,770
	
	20,644
	
	(108,140)
	
	3,131,242

	
	Net interest income/net revenues
	74,770
	
	5,759
	
	3
	
	1,263
	
	9,599
	
	1,185
	
	157
	
	445
	
	(363)
	
	92,818

	
	Net income/(loss)
	10,181
	
	5,007
	
	2,964
	
	400
	
	4,238
	
	24
	
	101
	
	207
	
	(7,703)
	
	15,419

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	December 31, 2001
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total assets
	1,871,607
	
	881,432
	
	1,511
	
	17,652
	
	76,091
	
	60,363
	
	3,746
	
	22,939
	
	(107,332)
	
	2,828,009

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	June 30, 2001
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net interest income/net revenues
	37,934
	
	6,084
	
	-
	
	4,987
	
	14,287
	
	16,464
	
	361
	
	1,979
	
	(3,408)
	
	78,688

	
	Net income/(loss)
	(16,652)
	
	4,789
	
	10,261
	
	(1,538)
	
	(9,824)
	
	(3,418)
	
	408
	
	567
	
	(22,043)
	
	(37,450)
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NOTE 2- BASIS OF PRESENTATION OF FINANCIAL STATEMENTS 

2.1 Basis of Presentation

The Bank and its consolidated subsidiaries (except for Economy Bank and Petek International which maintain their books of account and prepare their financial statements in accordance with the statutory requirements in their respective countries of incorporation) maintain their books of account and prepare their statutory financial statements in Turkish lira in accordance with the Turkish Commercial Code, Financial Leasing Law, Banking Law, Capital Market Board and tax regulations.  The accompanying consolidated financial statements (the IFRS (International Financial Reporting Standards) financial statements) are based on the statutory records, which are maintained under the historical cost convention, with adjustments and certain reclassifications and restatement for the changes in the general purchasing power of Turkish lira for the purpose of fair presentation in accordance with IFRS as published by the International Accounting Standards Board.  The Bank and its consolidated subsidiaries adopted all standards, which were mandatory as of June 30, 2002.  No standards are adopted before their effective date.

The Bank’s IFRS financial statements are authorized for issue by the top management of the Bank on July 31, 2002.

The adjustments, which have been made to conform the statutory financial statements to IFRS relate mainly to deferred taxation, employee termination benefits, accounting for financial instruments and restatement to equivalent purchasing power of Turkish lira.  The effects of the differences between IFRS and the generally accepted accounting principles in the United States or countries other than Turkey, in which the IFRS financial statements may be used, have not been quantified herein.

The restatement for the changes in the general purchasing power of the Turkish lira as of June 30, 2002 is based on IAS 29, which requires that financial statements prepared in the currency of a highly inflationary economy should be stated in terms of the measuring unit current at the balance sheet date and corresponding figures for previous periods should be restated in the same terms.  One characteristic that necessitates the application of IAS 29 is a cumulative three-year inflation rate approaching or exceeding 100%.  

Inflation and devaluation rates for the years ended December 31, 2001, 2000 and 1999 and for the six-month periods ended June 30, 2002 and June 30, 2001 are stated below:

	

Dates
	
	Inflation
Rates (%) (*)
	
	Devaluation
Rates
(%) (**)

	December 31, 1999 (annual)
	
	62.92
	
	72.71

	December 31, 2000 (annual)
	
	32.66
	
	24.38

	June 30, 2001 (6 month period)
	
	44.54
	
	86.40

	December 31, 2001 (annual)
	
	88.56
	
	114.30

	June 30, 2002 (6 month period)
	
	12.54
	
	9.00



(*)	Based on the wholesale price indices announced by the State Institute of Statistics.
(**)	Based on the rate of exchange of U.S. dollar announced by the Central Bank of Turkey.
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The restatement was calculated by means of conversion factors derived from the countrywide wholesale price index published by the State Institute of Statistics.  Such indices during the current and prior years are as follows:

	Dates
	
	Index

	December 31, 1999
	
	1,979.5

	December 31, 2000
	
	2,626.0

	June 30, 2001
	
	3,795.6

	December 31, 2001
	
	4,951.7

	June 30, 2002
	
	5,572.0



The main guidelines for the above mentioned restatement are as follows:

-	The financial statements of prior year, including monetary assets and liabilities reported therein, which were previously reported in terms of the measuring unit current at December 31, 2001 and June 30, 2001 are restated in their entirety to the measuring unit current at June 30, 2002.

-	Monetary assets and liabilities reported in the consolidated balance sheet as of June 30, 2002 are not restated because they are already expressed in terms of the monetary unit current at that balance sheet date.

-	The inflation adjusted share capital amount has been derived by indexing each capital increase other than bonus shares from statutory revaluation fund from the date they were contributed (see Note 15).

· Non-monetary assets and liabilities which are not carried at amounts current at the balance sheet date and other components of shareholders’ equity (except for the revaluation surplus which is eliminated) are restated by applying the relevant conversion factors; being the change in the general price index from the date of acquisition to the closing date. The restated amount is reduced when it exceed the amount recoverable from the item’s future use.

· All items in the statements of income are restated by applying the appropriate relevant conversion factors with exception of depreciation, amortization, gain or loss on disposal of fixed assets (which have been restated based on the restated gross book values and accumulated depreciation/amortization) and provision for retirement pay liability which is already expressed in terms of the monetary unit current at June 30, 2002. 

· The effect of inflation on the Bank’s net monetary position is included in the statements of income and separately disclosed as a net monetary gain or loss.
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2.2 Changes in Accounting Policies

IAS 39:

In 2001, the Bank adopted IAS 39 – Financial Instruments, Recognition and Measurement, effective from January 1, 2001. 

Prior to adoption of IAS 39, all debt and equity securities, except for trading securities, originated loans and receivables and financial liabilities were measured at cost plus accrued interest calculated on a straight line basis or cost, providing only for permanent value impairments. IAS 39 has been applied prospectively in accordance with the requirements of this standard.

2.3 Measurement Currency

Based on the economic substance of the underlying events and circumstances relevant to the Bank, the measurement currency of the Bank and its consolidated subsidiaries, all operating in Turkey (except for Economy Bank and Petek International which operate in Netherlands), has been determined to be Turkish lira.


NOTE 3-  PRINCIPLES OF CONSOLIDATION AND SUMMARY OF
          	SIGNIFICANT ACCOUNTING POLICIES                     :

3.1	Principles of Consolidation:

	The consolidated financial statements of the Bank include the Bank and the companies that it controls. This control is normally evidenced when the Bank owns, either directly or indirectly, more than 50% of the voting rights of a Bank's share capital and is able to govern the financial and operating policies of an enterprise so as to benefit from its activities. The equity and net income attributable to minority shareholders' interests are shown separately in the balance sheets and statements of income, respectively.

Investments in associated companies (generally investments of between 20% to 50% in a company’s equity) where significant influence is exercised by the Bank are accounted for using the equity method.  An assessment of investments in associates is performed when there is an indication that the asset has been impaired or the impairment losses recognized in prior years no longer exist. All other investments are accounted for in accordance with IAS 39, Financial Instruments: Recognition and Measurement.  

The principles of consolidation followed in the preparation of the accompanying consolidated financial statements are as follows:

(a)	The balance sheets and statements of income of consolidated subsidiaries are consolidated on a line-by-line basis, and the carrying value of investments held by the Bank is eliminated against the related shareholders’ equity accounts,

(b)	All significant intercompany transactions, balances and unrealized surpluses and deficits on transactions between consolidated companies have been eliminated, 
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 (c)	The minority shareholders’ share in the net assets for the six month period ended June 30, 2002 and for the year ended December 31, 2001, have been presented as minority interest payable in the accompanying consolidated balance sheets, respectively.  The minority shareholders’ share in the results for the six month periods ended June 30, 2002 and 2001 have been presented as minority interest in the accompanying statements of income, respectively.

(d) For the purpose of consolidation, the EURO financial statements of Economy Bank and Petek International operating in the Netherlands have been translated to Turkish lira as explained in section 3.2 (d) below,

(e) Consolidated financial statements are prepared using uniform accounting policies for transactions and other events in similar circumstances, where necessary, the accounting policies used by subsidiaries have been changed to ensure consistency with the policies adopted by the Bank.


3.2 	Summary of Significant Accounting Policies:

(a)	Cash and Cash Equivalents:

For the purposes of cash flow statements, cash and cash equivalents comprise cash on hand and current accounts with banks. 

(b)	Originated Loans and Lease Receivables and Provisions for Impairment:

  Loans originated by the Bank by providing money directly to the borrower or to a sub-participation agent at draw down are categorized as loans and lease receivables originated by the Bank and are carried at amortized cost. Third party expenses, such as legal fees, incurred in securing a loan are treated as part of the cost of the transaction.

All loans and advances are recognised when cash is advanced to borrowers.

Based upon its evaluation of credits granted, management estimates the total credit risk provision that it believes is adequate to cover uncollectible amounts in the Bank’s loan and receivable portfolio and losses under guarantees and commitments. As required by IAS 39, if it is probable that the Bank will not be able to collect all amounts due (principal and interest) according to contractual terms of the loan; such loans are considered impaired and classified as “loans in arrears”. The amount of the loss is measured as the difference between the loans carrying amount and the present value of expected future cash flows discounted at the loan’s original effective interest rate or as the difference between the carring value of the loan and the fair value of collateral, if the loan is collateralized and foreclosure is probable. The reserve for possible loan and receivable losses is based on estimates and ultimate losses may vary from the current estimates.  The carrying amount of the asset is reduced to its estimated recoverable amount through use of an allowance for impairment account. These estimates are reviewed periodically and, as adjustments become necessary, they are reported in the statement of income in the periods in which they become known.  
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Impairment and uncollectibility are measured and recognized individually for loans and receivables that are individually significant, and on a portfolio basis for a group of similar loans and receivables that are not individually identified as impaired.  On the portfolio basis, management estimates that a 1.5% lump sum allowance over net investments in direct financing leases to third parties (excluding related parties) is adequate to cover future, potential or unforeseen uncollectible amounts in rentals receivable and in the net investment in direct financing leases.

The Bank ceases to accrued interest on those loans that are classified as “loans in arrears” and for which the recoverable amount is determined primarily in reference to fair value of collateral. The reserve is also reviewed for compliance with the Tax Procedural Law and Government Decrees and Communiques issued by the Banking Regulation and Supervision Board (BRSB) with respect to classification of loans and minimum reserve requirements.  

If the amount of the impairment subsequently decreases due to an event occurring after the write-down, the release of the provision is credited to the provision for loan losses expense. Unwinding of the discount is treated as income and remaining provision is then reassessed. Statutory and other regulatory loan loss reserve requirements that exceed these amounts, if any are dealt within the general banking reserve as an appropriation of retained earnings. 

Provision for general banking risks provided by the Bank’s subsidiary Economy Bank is included under legal and general reserves in the accompanying consolidated financial statements.

(c) Premises and Equipment and Related Depreciation and Amortization:

		Premises and equipment are carried at restated cost less accumulated depreciation in equivalent purchasing power at June 30, 2002.  When assets are sold or retired, their restated cost and accumulated depreciation are eliminated from the accounts and any gain or loss resulting from their disposal is included in the income statement.

		The initial cost of premises and equipment comprises its purchase price, including import duties and non-refundable purchase taxes and any directly attributable costs of bringing the assets to its working condition and location for its intended use.  Expenditures incurred after the fixed assets have been put into operation, such as repairs and maintenance, are normally charged to income in the period in the costs are incurred.  Expenditures incurred that have resulted in an increase in the future economic benefits expected from the use of premises are capitalized as an additional cost of premises and equipment.
 
		Depreciation and amortization are provided on the restated amounts of premises and equipment using the straight-line method.  The annual rates used, which approximate rates based on the estimated economic lives of the related assets, are as follows:

	Buildings
	
	2%

	Motor vehicles
	
	20%

	Furniture, fixtures and office equipment
	
	20%

	Leasehold improvements
	
	not less than 5 years
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The useful life and depreciation method are reviewed periodically to ensure that the method and period of depreciation are consistent with the expected pattern of economic benefits from items of property and equipment.

(d) 	Foreign Currency Transactions and Translation of 
	  the Financial Statements of Foreign Entities       :

		Gains or losses arising from foreign currency transactions are reflected in the statement of income as they are realized during the accounting year/period.  Foreign currency assets and liabilities at each year/period-end are translated into Turkish lira at the year/period-end foreign currency exchange rates.  The resulting foreign exchange gains or losses are recorded in the statement of income for the year/period-end.  Such gains and losses are reflected as foreign exchange loss, net in the accompanying financial statements.  The foreign exchange loss in the accompanying financial statements mainly represents cost of funding and trading loss.

	The assets and liabilities of the foreign entities as of the related year/period-ends were translated into Turkish lira by applying the exchange rates prevailing at respective dates.  The income statement items were translated to Turkish lira by using the year-end rate of exchange.  The impact of the difference between inflation and the rate of devaluation of the Turkish lira versus foreign currencies on the retained earnings of foreign entities is reflected as foreign currency translation reserve in the accompanying consolidated statement of shareholders’ equity.

(e) Accounting for Leases:

Finance Lease – As Lessor:
	
         The Bank presents leased assets as a receivable equal to the net investment in the lease finance income is based on a pattern reflecting a constant periodic rate of return on the net investment outstanding. Initial direct costs are recognized immediately as expenses. The Bank’s financial leases consist of full-payout leases of industrial machinery, office equipment, various equipment and transport vehicles. The excess of aggregate lease rentals plus the estimated residual value over the cost of the leased asset constitutes the unearned lease income to be recognized as income over the term of the lease and is recorded so as to produce a constant periodic rate of return on the net cash investment remaining in each lease. In calculating the present value (amortized cost) of leases the discount factor used is the interest rate implicit in the lease, when it is practicable to determine.
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	TEB Leasing has obtained investment incentive certificates from the Undersecretariat of the Treasury for its various investments in direct financing leases.  Such incentives include exemptions from custom duties on machinery and equipment to be imported and investment allowances at 100% on the approved capital expenditures.
	
	Investment allowances take the form of a deduction from statutory taxable profits for purposes of corporation tax calculations.  

	In the accompanying financial statements tax benefits relating to such allowances are recognized to the extent of the taxable temporary differences that give rise to deferred tax liabilities.

	Operating Lease – As Lessee:

	Leases of assets, mainly premises, under which all the risks and rewards of ownership are effectively retained by the lessors are classified as operating leases.  Lease payments under an operating lease are recognized as an expense on a straight-line basis over the lease terms. Initial direct costs incurred specifically to earn revenues from an operating lease are recognized as an expense in the income statements in the periods in which they are incurred.


(f)	Investments in Associates and Marketable Securities:

The Bank adopted IAS 39, Financial Instruments, Recognition and Measurement on 1 January 2001. Accordingly, investments are classified into the following categories: held-to-maturity, held-for-trading and available-for-sale. 

All purchases and sales of marketable securities are recognized at trade date. All equity participations and marketable securities are initially measured at cost, which is the fair value of the consideration given for them, including transaction costs.

i)	Investments in Associates:

	 The investments in associates are accounted for under the equity method.
                                           
 ii) 	Securities “Available-for-Sale”:

	Investments, other than trading, held-to-maturity and loans and receivables      originated by the Bank, are classified as available-for-sale. 

	Gold and share certificates and investment funds participation certificates are initially recorded at cost which is the fair value of the consideration given for them, including transaction costs and subsequently stated at fair value based on the quoted market prices at the balance sheet date. Any changes in the carrying value of gold, share certificates and investment fund participation certificates during the year are charged or credited to the statement of income.
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	Available-for-sale securities include debt securities primarily government bonds and treasury bills. Debt securities classified as 'available-for-sale' are stated at fair values, with resulting gain/(loss) and recognized in the statement of income. Fair value is determined by reference to their quoted market prices at the balance sheet date.

	Foreign currency denominated debt securities are valued at their closing prices and translated at the foreign currency year-end rate of exchange on the balance sheet date.

	Interest earned whilst holding available-for-sale securities is reported as interest income. Dividends received are included in dividend income. All related realized and unrealized gains and losses are included in net marketable securities trading income.
  	
iii)	Securities “Held-for-Trading”:

	Trading securities are securities, which were either acquired for generating a profit from short-term fluctuations in price or dealer’s margin, or are securities included in a portfolio in which a pattern of short-term profit taking exists. Trading securities are initially recognized at cost (which includes transaction costs) and subsequently re-measured at fair value based on quoted bid prices. All related realized and unrealized gains and losses are included in net marketable securities trading income. All purchases and sales of trading securities that require delivery within the time frame established by regulation or market convention (‘regular way’ purchases and sales) are recognised at trade date, which is the date that the Bank commits to purchase or sell the asset. Otherwise such transactions are treated as derivatives until settlement occurs.

iv)	Securities “Held-to-Maturity”:
	
	Investment securities with fixed or determinable payments and fixed maturity where management has both the intent and the ability to hold the security until the maturity are classified as held-to-maturity (HTM). Management determines the appropriate classification of the Bank’s marketable securities at the time of the purchase.

	Held-to-maturity securities include debt securities primarily government bonds and treasury bills initially recognized at cost, which is the fair value of consideration given for them, including transaction costs. Turkish lira denominated government bonds and treasury bills are carried at amortized cost by using the effective interest rate method.

	Interest earned whilst holding held to maturity securities is reported as interest income.    
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v)       Sales and Repurchase Agreements:

	Securities sold subject to a linked repurchase agreements (‘repos’) are retained in the financial statements as trading, available-for-sale or held-to- maturity securities and the counterparty liability is stated as funds borrowed under securities repurchase agreements as appropriate. Securities purchased under agreements to resell (‘reverse repos’) are recorded as funds lent under securities resale agreements. The difference between sale and repurchase price is treated as interest and accrued over the life of repo agreements using the effective yield method. Such transactions are short-term and mainly involve government debt securities. Securities lent to counterparties are also retained in the financial statements. Securities borrowed are not recognized in the financial statements unless these are sold to third parties, in which case, the purchase and the sale are recorded with the gain or loss included in trading income.  The obligation to return them is recorded at fair value as a trading liability.

(g) 	Income Taxes:

	The income tax charge is based on the profit for the period/year and considers deferred taxation.  Deferred tax liabilities and assets are recognized for the tax effects attributable to differences between the tax and financial reporting bases of assets and liabilities (i.e. future deductible or taxable temporary differences) and carry forwards, using the currently enacted tax rates and the balance sheet liability method.  The measurement of deferred tax assets is reduced, if necessary, by the amount of any tax benefits that, based on available evidence, are not expected to be realized.  In accordance with revised IAS 12, deferred taxation is provided on the temporary differences, which arise on the restatement of non-monetary assets through the application of IAS 29. Deferred tax assets and liabilities are not discounted. The deferred tax of the Bank has been computed using 33% as effective tax rate.

	As an exception, no deferred tax liability is recognized on taxable temporary differences associated with investments in subsidiaries and associates when the timing of reversal of temporary differences is controlled by the Bank and it is probable that the temporary differences will not reverse in the foreseeable future.

	Deferred tax liabilities have not been provided on undistributed earnings of subsidiaries to the extent the earnings are intended to remain indefinitely invested in those entities.

(h)	Trust Assets:

	Assets held by the Bank and its consolidated subsidiaries in fiduciary, agency or custodian capacities for its customers are not included in the accompanying balance sheets, since such items are not assets of the Bank and its consolidated subsidiaries.
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(i) 	Retirement Pay: 

	In accordance with existing social legislation, the Bank and its consolidated subsidiaries incorporated in Turkey are required to make lump-sum termination indemnities to each employee who has completed one year of service with the Bank and whose employment is terminated due to retirement or for reasons other than resignation or misconduct.

	In the accompanying financial statements as of June 30, 2002 and December 31, 2001, the Bank and its consolidated subsidiaries have reflected a liability calculated using the Projected Unit Credit Method and discounted by using the current market yield at the balance sheet date on government bonds, in accordance with IAS 19 – Revised (Employee Benefits) which became operative for financial years starting on or after January 1, 1999.

The principal actuarial assumptions used at June 30, 2002 and December 31, 2001 are as follows:

	
	
	%

	Discount rate
	
	70

	Expected rate of salary/limit increases
	
	60



The above rate for salary/limit increases was determined based on the Government’s future targets for yearly inflation.

Actuarial gains and losses are recognized in the income statement in the period they occur.

The computation of the liability is predicated upon the retirement pay ceiling announced by the Government.  As of June 30, 2002 and December 31, 2001 the ceiling amounts are TL1,104 million and TL978 million, respectively.  The liability is not funded, as there is no funding requirement.

Effective July 1, 2002, the retirement pay ceiling has been increased to TL1,160 million.

(j)	Provisions:

A provision is recognised when, and only when, the Bank has a present obligation (legal or constructive) as a result of a past event and it is probable (i.e. more likely than not) that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate.

Where the effect of the time value of money is material, the amount of a provision is the present value of the expenditures expected to be required to settle the obligation. When discounting is used, the increase in provision reflecting the passage of time is recognised as interest expense.
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(k)	Funds Borrowed:

Borrowing costs are expensed as incurred.  Funds borrowed are initially recognized of the proceeds received, net of transaction costs.  They are subsequently carried at amortized costs using the effective interest rate method, the difference between net proceeds and redemption value being recognized in the net profit or loss for the period over the life of the borrowings.
                                                                   
 (l)	Financial Instruments:

Financial assets and financial liabilities carried on the balance sheet include cash, current, call and time deposit accounts with banks, marketable securities, loans, factoring and lease contract receivables and other assets, deposits and funds borrowed and other payables.  The accounting policies on recognition and measurement of these items are disclosed in the respective accounting policies found in this Note.

Financial instruments are classified as liabilities or equity in accordance with the substance of the contractual arrangement.  Interest, dividends, gains, and losses relating to a financial instrument classified as a liability are reported as expense or income.  Distributions to holders of financial instruments classified as equity are charged directly to equity.  Financial instruments are offset when the Bank has a legally enforceable right to offset and intends to settle either on a net basis or to realise the asset and settle the liability simultaneously.

Derivative Financial Instruments:

Derivative financial instruments that are not designated as hedging instruments are classified as held-for-trading and carried at fair value, with changes in fair value included in net profit or loss. As of June 30, 2002 and December 31, 2001 there are no derivative instruments that are designated as hedging instruments.

Derivative financial instruments include foreign exchange contracts, interest rate futures, forward rate agreements, currency and interest rate swaps, currency and interest rate options (both written and purchased) and other derivative financial instruments which are initially recognized in the balance sheet at cost (including transaction costs) and subsequently remeasured at their fair value. 

Such contracts are entered into mainly to mitigate exposure to foreign currency risk.  Fair values are obtained from quoted market prices, to the extent publicly available, discounted cash flows and option pricing models as appropriate. All derivatives are carried as assets when fair value is positive and as liabilities when fair value is negative.

(m)	Fair Value of Financial Instruments:

	Fair value is the amount at which a financial instrument could be exchanged in a current transaction between willing parties, other than in a forced sale or liquidation, and is best evidenced by a quoted market price, if one exists.

	The Bank using available market information, management’s judgement and appropriate valuation methodologies has determined the estimated fair values of financial instruments.
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	The following disclosure of the estimated fair value of financial instruments is made in accordance with the requirements of IAS 32.  To the extent relevant and reliable information is available from the financial markets in Turkey, the fair value of the financial instruments of the Bank is based on such market data.  

	The fair values of the remaining financial instruments of the Bank can only be estimated.  The estimates presented herein are not necessarily indicative of the amounts the Bank could realize in a market exchange.

	The following methods and assumptions were used to estimate the fair values of the Bank’s financial instruments.

Financial Assets

Monetary assets for which fair value approximates carrying value:

For cash and deposits with banks and the Central Bank and interbank funds sold carried at cost or amortized cost, fair value is estimated to approximate carrying value due to their short-term nature.

Balances denominated in foreign currencies are translated at year-end exchange rates.

The fair values of marketable securities are determined by reference to the market values available at the balance sheet date (see Note 6).

The fair value of investments in associates, which are not listed at the stock exchange, is estimated to approximate the carrying value net of any reserve for impairment.

The carrying values of loans, lease (Notes 7 and 8) and factoring receivables, net of provisions are determined by using current interest rates for similar instruments at the balance sheet date to approximate their fair values. 

Financial Liabilities

Monetary liabilities for which fair value approximates carrying value:

The fair values of customer deposits, funds borrowed and other monetary liabilities stated at amortized cost are considered to approximate their respective carrying values due to their short-term nature.

The fair values of medium and long-term funds borrowed which include mainly floating rate borrowings, are considered to state their respective carrying values since the interest rates applied to the funds borrowed are dated periodically to reflect active market prices (Note 11).

	(n)	Contingencies:

Contingent liabilities are not recognized in the financial statements. They are disclosed unless the possibility of an outflow of resources embodying economic benefits is remote. A contingent asset is not recognized in the financial statements but disclosed when an inflow of economic benefits is probable.
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(o) Subsequent Events:

Post-year-end events that provide additional information about the Bank’s position at the balance sheet date (adjusting events) are reflected in the financial statements. Post-year-end events that are not adjusting events are disclosed in the note when material.
                                       
(p)	Earnings per Share:

Earnings per share (“EPS”) disclosed in the accompanying consolidated statements of income are determined by dividing net income by the weighted average number of shares that have been outstanding during the related year.

In Turkey, companies can increase their share capital by making a pro rata distribution of shares (“Bonus Shares”) to existing shareholders without consideration for amounts resolved to be transferred to share capital from retained earnings and revaluation surplus.  For the purpose of the EPS calculation such Bonus Share issues are regarded as stock dividends.  Dividend payments, which are immediately reinvested in the shares of the Bank, are regarded similarly.  Accordingly, the weighted average number of shares used in the EPS computations is derived by giving retroactive effect to the issue of the following shares without consideration through June 30, 2002.

	
	Number of Shares (in millions) Issued Attributable to

	
	Transfers 
from 
Retained
Earnings
	
	Transfers 
from
Revaluation
Surplus
	
	
Reinvestment
of Dividend
Payments
	
	


Total

	1995 and before
	32
	
	247
	
	2,969
	
	3,248

	1996
	-
	
	330
	
	1,270
	
	1,600

	1997
	1,022
	
	596
	
	4,382
	
	6,000

	1998
	529
	
	682
	
	7,277
	
	8,488

	1999 
	600
	
	2,062
	
	16,338
	
	19,000

	2000
	-
	
	-
	
	26,068
	
	26,068

	2001
	-
	
	-
	
	-
	
	-

	2002
	-
	
	-
	
	-
	
	-

	
	2,183
	
	3,917
	
	58,304
	
	64,404



(q)	Income and Expense Recognition:

	Interest income and expense are recognized in the income statement for all interest bearing instruments on an accrual basis using the effective interest method based on the actual purchase price. Interest income includes coupons earned on fixed income investment and trading securities and accrued discount and premium on treasury bills and other discounted instruments. Commission income and fees for various banking services (such as granting letters of guarantees, letters of credit and money transfers, commissions of factoring transactions) are recorded as income at the date the related service is performed or prepayments made. 
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(r)	Segment Reporting:

Business segments: for management purposes the Group is organised into 4 major operating businesses. The Group does not have geographical segments. Financial information on business segments is presented in Note 21.

(s)	Risk Management Policies and Practices:

The Risk Management Group, established in 2001 in line with the regulatory directives, is comprised of three departments.  Market Risk Department is responsible for measurement of the risk losses in, on and off balance sheet positions arising from movements in market prices.  A dedicated member of the Board is assigned as Risk Supervisor.  Credit Risk Department is recently established. The internal rating system for corporate credits is being used by the Credit Control Department and a scoring system for retail banking was put in-effect in 2001.  Money Market placement lines and risks of the Group companies are monitored centrally by an in-house Line Limit System.  For the management of the Operational Risk, besides the Internal Audit and Operational Risk Department, Internal Control Centre (ICC) was established.  For the organizational purposes, operational (back office) and trading functions are separated.  The Asset Liability Committee (ALCO) meets weekly.  The Treasury Department using gap, duration and scenario analysis monitors the positions.  TL and Foreign Currency liquidity risk is monitored by the Treasury Department and  Risk Management Department on a real time basis and weekly updates are provided to the ALCO.  Counter-party limits are set by the Credit Committee and credit exposures are monitored by the Risk Management Department. The Credit analysis and credit approval process within the Bank is highly centralized. 

Market Risk: The Bank's interest and exchange rate risk exposure stemming from the fluctuations in the financial markets from holding on and off-balance sheet positions are assessed and Value-at-Risk (VaR) is computed by applying standard method when calculating the share capital commitment, in other words capital adequacy ratio (CAR). Additionally, scenario analysis and stress test methods are applied to determine the liquidity risk. 

i) Interest Rate Risk:  Interest rate risk indicates sensitivity of the Bank's financial position to the interest rate movements in the market. The first stage in measuring the interest rate risk is to place the instruments that are subject to interest rate risk into most relevant of the 13 maturity segments while taking the remaining maturity or time to re-pricing into account. In the second stage, instruments in various maturity segments are weighted with their risk-weighted averages to reflect the volatility of the interest rate that corresponds to the instrument's maturity structure.

ii) Exchange Rate Risk:  Exchange rate risk indicates the possibilities of the potential losses that the Bank is subject to due to the exchange rate movements in the market. While calculating the share capital commitment, all the foreign currency assets, liabilities and forward transactions of the Bank are taken into account. Net short and long position of Turkish Lira equivalent of each foreign currency is calculated. The value which will be a base for calculating the share capital commitment is computed by taking the higher absolute value of the position by adding to absolute net gold position. Share capital commitment is computed from out of this amount. 
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Operational Risk:  It is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external events. The management of operational risk is executed by a continuous testing of bank activities, a good management information system and back-up procedures, a strong internal control culture and by contingency planning. Security health checks and security policies and also risk assessment projects are completed.

Credit Risk:  Conservative credit allocating policy is maintained under the Credit Allocation and Risk Control Group. Credit Risk exposure is closely watched by making use of the rating of the companies, geographical distribution, sectors, credit limits and collateralization period.


NOTE 4-  CASH AND CURRENT ACCOUNTS AND CALL AND TIME DEPOSITS 
	   WITH BANKS, INTERBANK FUNDS SOLD AND FUNDS LENT UNDER
	   SECURITIES RESALE AGREEMENTS                                                      :

The details of cash and current accounts and call and time deposits with banks are as follows:
	
	
	
	
	June 30,
2002
	
	December 31,
2001

	Foreign currency cash, current, call and time 
	
	
	
	

	  deposit accounts with banks (excluding Central Bank):
	
	
	
	

	
	- Overnight placements 
	
	143,782
	
	194,005

	
	- Time deposits (*) 
	
	584,775
	
	245,481

	
	- Others
	
	117,189
	
	157,296

	Call accounts (2 day) at the Central Bank – foreign currency
	
	1,606
	
	1,549
	1,549

	
	
	Total foreign currency
	
	847,352
	
	598,331

	
	
	
	
	
	
	

	Turkish lira cash, current, call and time 
	
	
	
	

	  deposit accounts with banks (excluding Central Bank)
	
	
	
	

	
	- Overnight placements
	
	1,022
	
	16,418

	
	- Time deposits
	
	17,853
	
	470

	
	- Others
	
	4,074
	
	8,297

	Cash at the Central Bank - Turkish lira
	
	7,610
	
	2,167
	2,167

	
	
	Total Turkish lira
	
	30,559
	
	27,352

	
	
	
	
	
	
	

	
	
	Total
	
	877,911
	
	625,683



	
	
	
	
	June 30, 2002
	
	December 31, 2001

	Foreign currency placements:
	
	
	
	

	
	Maturity range
	
	July 1, 2002 - 
	
	January 2, 2002-

	
	
	
	
	July 30, 2002
	
	March 28, 2002

	
	Interest rate range
	
	0.90% - 5.00%
	
	1.00%-9.00%

	
	
	
	
	
	
	

	Turkish lira placements:
	
	
	
	

	
	Maturity range
	
	July 2, 2002 -
	
	January 2, 2002

	
	
	
	
	December 17, 2002
	
	

	
	Interest rate range
	
	43% - 62%
	
	55%-60%



(*)	Such amounts are mainly placed in European and American (United States of America) banks.
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Interbank funds sold represent placements at the interbank money market governed by the Central Bank  are as follows:

	
	
	
	
	June 30, 2002
	
	December 31, 2001

	Amount (TL)
	
	95,380
	
	118,889

	Maturity range
	
	July 1, 2002
	
	January 2, 2002-
January 4, 2002

	Interest rate range
	
	48%
	
	59%-62%

	
	
	
	
	

	Amount (Foreign currency)
	
	518,206
	
	461,018

	Maturity range
	
	July 1, 2002 – 
July 26, 2002
	
	January 2, 2002-
February 4, 2002

	Interest rate range
	
	1.88% - 2.13%
	
	2.75%-4.00%



Funds lent under securities resale agreements represent funds lent under contractual agreements to sell back at a predetermined sale price at the maturity date. As of June 30, 2002 and December 31, 2001, value at maturity of securities purchased under agreements to resell was TL180 and TL113,049, respectively.


NOTE 5- RESERVE DEPOSITS AT CENTRAL BANK:

	
Reserve deposits
	
	June 30, 
2002
	
	December 31, 2001

	  - TL 
	
	5,513
	
	7,726

	  - Foreign currency
	
	102,616
	
	105,483

	
	
	108,129
	
	113,209

	Value Adjustments:
	
	
	
	

	
	
	
	
	

	  - Interest Income Accruals
	
	707
	
	703

	    Total Reserve Deposits
	
	108,836
	
	113,912



According to the regulations of the Central Bank, banks are obliged to reserve a certain portion of their deposits other than interbank deposits.  Such reserves are deposited with the Central Bank.  As of June 30, 2002 and December 31, 2001 reserve deposit rates applicable for foreign currency and Turkish lira deposits are 11% and 4%, respectively.

Effective from August 2001, the Central Bank has started to give interest for the Turkish lira reserves deposited. The interest rate for this reserve is 22% as of June 30, 2002 (December 31, 2001 – 40%).
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NOTE 6- INVESTMENTS:

Investments comprise investments in associates and marketable securities.  

Investments in Associates

The details of the investments in associates at June 30, 2002 and December 31, 2001 are as follows:

	
	
	June 30, 2002
	
	December 31, 2001

	Investee
	
	Amount
	
	% (*)
	
	Amount
	
	% (*)

	Varlık Yatırım Ortaklığı A.Ş.
	
	238
	
	24.4
	
	431
	
	24.4

	TEB Kıymetli Madenler A.Ş.
	
	289
	
	66.1
	
	289
	
	66.1

	Factors International Holding S.A.
	
	-
	
	-
	
	403
	
	99.9

	Others
	
	12
	
	-
	
	13
	
	-

	Total
	
	539
	
	
	
	1,136
	
	



(*)	Represent direct shareholding of the Bank.

According to the General Meeting of Factors International Holding S.A. held on December 28, 2001, it was decided to liquidate Factors International Holding S.A. in 2002. In June 2002,  Factors International Holding S.A was liquidated.

Marketable Securities

The details of the marketable securities at June 30, 2002 and December 31, 2001 are as follows:

	
	
	
June 30, 2002
	
	
December 31, 2001

	“Held-for-trading”
	
	
	
	

	Government bonds and treasury bills issued by the Turkish Government
	
	7,014
	
	7,749

	Foreign currency bonds issued by the Turkish Government
	
	740
	
	-

	
	
	7,754
	
	7,749

	
	
	
	
	

	“Available-for-sale”
	
	
	
	

	Government bonds and treasury bills issued by the Turkish Government
	
	292
	
	3,471

	Gold
	
	214
	
	169

	Share certificates
	
	24
	
	7

	Eurobonds
	
	11,780
	
	6,910

	    Marketable securities sold under repurchase agreements (Turkish lira)
	
	76,179
	
	121,446

	
	
	88,489
	
	132,003

	
	
	
	
	

	“Held-to-maturity” 
	
	
	
	

	- Turkish lira
	
	
	
	

	Treasury bills issued by the Turkish Government
	
	296
	
	-

	Government bonds issued by the Turkish Government
	
	66,509
	
	42,487

	- Foreign currency (*)
	
	
	
	

	Foreign currency bonds issued by the Turkish Government
	
	1,492
	
	-

	Eurobonds
	
	1,256
	
	-

	
	
	69,553
	
	42,487

	
	
	
	
	

	Total
	
	165,796
	
	182,239



(*)	Turkish lira equivalent converted at prevailing year-end rate of exchange.
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The carrying values of the marketable securities held as "available-for-sale" and “held-for-trading” equal their market values at respective year/period-ends.

The carrying values of the marketable securities, which are “held-to-maturity”, differ from market values. The fair value of held-to-maturity securities is determined using market valuations. 

"Held-to-maturity" marketable securities, carried at amortized cost are those that the Bank intends to hold until maturity.  Accordingly, no provision has been made in the accompanying consolidated financial statements for carrying values exceeding current market values.

The following table summarizes such differences.

	
	
	June 30, 2002
	
	December 31, 2001

	
	
	
	
	Central
	
	
	
	
	
	Central
	
	

	
	
	Carrying
	
	Bank
	
	
	
	Carrying
	
	Bank
	
	

	
	
	Value
	
	Reserve
	
	Fair
	
	Value
	
	Reserve
	
	Fair

	
	
	(*)
	
	Values
	
	Value
	
	(*)
	
	Values
	
	Value

	Treasury bills and government bonds issued by the Turkish Government
	
	
66,805
	
	
69,641
	
	
62,004
	
	
42,487
	
	
42,267
	
	
42,193

	Eurobonds issued by the Turkish Government
	
	1,256
	
	(**)
	
	1,256
	
	-
	
	(**)
	
	-

	Foreign currency bonds issued by the Turkish Government
	
	
1,492
	
	
-
	
	
1,492
	
	
-
	
	
-
	
	
-



(*)	Including cost plus accreted discounts or accrued coupon interest – Amortized cost.
(**)  Central Bank values are not announced for such securities.
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The following table summarizes marketable securities that were deposited as collaterals with respect to various banking transactions 

	 
	

	
	
	June 30, 2002
	
	December 31, 2001

	
	
	
	
	 Carrying 
	
	
	
	 Carrying 

	
	
	Nominal
	
	Value
	
	Nominal
	
	Value

	
	
	
	
	
	
	
	
	

	Deposited against activities in the ISE
	
	
	
	
	
	
	
	

	  - Government bonds
	
	       3,000 
	
	               352 
	
	           500 
	
	             610 

	
	
	
	
	
	
	
	
	

	Deposited at Takasbank
	
	
	
	
	
	
	
	

	  - Government bonds
	
	          300 
	
	               296 
	
	                - 
	
	                  - 

	
	
	
	
	
	
	
	
	

	Deposited at Central Bank (government bonds
	
	
	
	
	
	
	
	

	  and treasury bills)
	
	
	
	
	
	
	
	

	  - Interbank transactions
	
	     32,000 
	
	          33,063 
	
	        5,000 
	
	          6,289 

	  - Repurchase transactions
	
	       5,000 
	
	            5,476 
	
	        3,000 
	
	          3,755 

	  - Foreign currency money market transactions
	
	     26,000 
	
	          27,618 
	
	      26,000 
	
	        31,833 

	
	
	
	
	
	
	
	
	













-23-
NOTE 7- LOANS:

Loans comprise the following:

	
	
	June 30, 
2002
	
	December 31, 2001

	Short-term loans
	
	1,041,820
	
	920,457

	Medium-term loans
	
	132,414
	
	94,884

	Loans in arrears
	
	16,915
	
	19,467

	
	
	1,191,149
	
	1,034,808

	Less: Reserve for impairment
	
	(14,119)
	
	(10,163)

	Loans, net 
	
	1,177,030
	
	1,024,645



	Value Adjustments:
	
	
	
	

	Interest Income Accrual
	
	23,945
	
	28,091

	Total Loans, net
	
	1,200,975
	
	1,052,736



As of June 30, 2002 and December 31, 2001, foreign currency loans amount to TL949,410 and TL809,640, respectively.

The Bank rescheduled TL 4,604 of its loans as of June 30, 2002.

Loans by industry groups excluding loans in arrears at June 30, 2002 and December 31, 2001 are as follows:

	
	
	
June 30, 
2002
	
	
December 31, 2001

	Credit institutions and discounted bills
	
	169,786
	
	161,217

	Electricity and optic devices
	
	48,584
	
	98,930

	Chemicals and chemical products
	
	101,746
	
	93,535

	Ready-to-wear textiles
	
	105,437
	
	82,531

	Food, beverage, tobacco
	
	71,152
	
	74,194

	Wood products
	
	61,492
	
	73,518

	Metals
	
	112,170
	
	73,412

	Other textiles
	
	105,103
	
	67,456

	Wholesale, retailing
	
	111,644
	
	55,991

	Transportation 
	
	37,984
	
	52,268

	Consumer loans
	
	65,456
	
	27,870

	Fuel products
	
	11,476
	
	27,854

	Construction
	
	23,766
	
	19,308

	Machinery
	
	38,246
	
	16,829

	Fiber, plastic
	
	12,270
	
	13,152

	Tourism, transportation, warehousing
	
	38,632
	
	13,024

	Mining, other than metals
	
	9,853
	
	6,177

	Leather and leather products
	
	3,421
	
	2,164

	Others
	
	46,016
	
	55,911

	
	
	1,174,234
	
	1,015,341



Average annual interest rate on Turkish lira and foreign currency loans are 54.3% (December 31, 2001 – 82%) and 6.9% (December 31, 2001 – 13.48%), respectively. 
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Changes in the reserve for impairment or loans were as follows:

	
	
	June 30, 2002
	
	December 31, 2001

	Balance, at beginning of the year
	
	10,163
	
	8,233

	Provision for impairment 
	
	6,118
	
	9,649

	Recoveries related to  items for which reserve was provided in prior years
	
	
(574)
	
	
(1,727)

	Amounts written off
	
	-
	
	(371)

	Monetary gain
	
	(1,588)
	
	(5,621)

	Balance, at end of the year
	
	14,119
	
	10,163



As of June 30, 2002, and December 31, 2001, the total fair values of loans are TL1,197,701 TL1,027,070, respectively. The interest rates used to determine the fair values of loans, applied on the balance sheet date to reflect active market price quotations are as follows;

	
	
	Interest Rates Applied
	

	
Currency
	
	June  30,
2002
	
	December 31,
2001
	

	
	
	
	
	
	

	Turkish lira
	
	58.00%
	
	67.00%
	

	US$
	
	7.00%
	
	7.31%
	

	EURO
	
	7.50%
	
	6.63%
	




NOTE 8- LEASE CONTRACT RECEIVABLES:

Lease contract receivables consist of rental receivable over the terms of the leases.

The rental receivables are as follows:

	Years
	
	June 30, 2002
	
	December 31, 2001

	2002
	
	26,461
	
	39,281

	2003
	
	26,684
	
	16,527

	2004
	
	8,326
	
	5,731

	2005
	
	2,174
	
	1,834

	2006
	
	96
	
	39

	
	
	63,741
	
	63,412

	Reserve for possible lease receivable losses
	
	(803)
	
	(893)

	Gross lease receivables
	
	62,938
	
	62,519

	Less: Unearned interest income
	
	(8,566)
	
	(9,347)

	
	
	54,372
	
	53,172



As of June 30, 2002 and December 31, 2001, foreign currency denominated gross lease contracts receivables amount to TL59,061 and TL56,495.

As of June 30, 2002 and December 31, 2001, the fair values of lease contract receivables are TL53,874 and TL51,083 respectively. 
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The interest rates used to determine the fair values of lease contract receivables, applied on the balance sheet date to reflect active market price quotations are as follows;


	
	
	Interest Rates Applied
	

	
Currency
	
	June  30,
2002
	
	December 31,
2001
	

	
	
	
	
	
	

	Turkish lira
	
	70.00%
	
	70.00%
	

	US$
	
	13.00%
	
	15.00%
	

	EURO
	
	14.00%
	
	17.00%
	




NOTE 9- PREMISES AND EQUIPMENT:

Premises and equipment comprise:

	
	
	June 30, 2002
	
	December 31, 2001

	Cost, as restated:
	
	
	
	

		Buildings
	
	9,435
	
	9,435

		Motor vehicles, furniture, fixtures and office equipment
		and leasehold improvements
	
	
73,111
	
	
70,491

	
	
	82,546
	
	79,926

	Less-Accumulated depreciation and amortization, as restated
	
	(46,488)
	
	(41,914)

	    Net book value, as restated
	
	36,058
	
	38,012



Additions to premises and equipment during the six-month period ended amounted to TL4,720 (December 31, 2001 – TL 10,381)
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NOTE 10- DEPOSITS:

An analysis of deposits is as follows:
	DEMAND
	
	June 30, 2002
	
	December 31, 2001

	Local currency deposits -
	
	
	
	

	    Commercial and saving deposits
	
	38,425
	
	55,564

	    Bank deposits
	
	613
	
	489

	Foreign currency deposits -
	
	
	
	

	    Commercial and saving deposits
	
	323,141
	
	289,370

	    Bank deposits
	
	3,183
	
	2,972

	    Gold deposits
	
	9,748
	
	5,931

	
	
	375,110
	
	354,326

	TIME
	
	
	
	

	Local currency deposits -
	
	
	
	

	    Commercial and saving deposits
	
	137,442
	
	175,401

	    Bank deposits
	
	17,384
	
	7,452

	Foreign currency deposits -
	
	
	
	

	    Commercial and saving deposits
	
	1,631,357
	
	1,285,544

	    Bank deposits
	
	14,232
	
	9,378

	    Gold deposits
	
	9,636
	
	6,336

	
	
	1,810,051
	
	1,484,111

	Value Adjustments:
	
	
	
	

	Interest Expense Accruals
	
	11,622
	
	6,433

	Total Time Deposits
	
	1,821,673
	
	1,490,544



The Bank mainly collects deposits from local companies and local individuals.

As of June 30, 2002 and December 31, 2001, the total fair values of time deposits are TL1,821,197 and TL1,490,608. The interest rates used to determine the fair values of time deposits, applied on the balance sheet date to reflect active market price quotations are as follows;

	
	
	Interest Rates Applied
	

	
Currency
	
	June  30,
2002
	
	December 31,
2001
	

	
	
	
	
	
	

	Turkish lira
	
	49.00%
	
	58.00%
	

	US$
	
	2.75%
	
	2.75%
	

	EURO
	
	3.00%
	
	4.00%
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NOTE 11- FUNDS BORROWED:

Funds Borrowed from Banks:

The details of funds borrowed from banks are as follows:

	
	
	June 30, 2002
	
	December 31, 2001

	State owned banks
	
	11,763
	
	31,326

	Other local banks
	
	8,952
	
	669

	Funds borrowed from local banks
	
	20,715
	
	31,995

	
	

	
	
	

	Value Adjustments:
	
	
	
	

	Interest Expense Accruals
	
	1,235
	
	722

	Total Funds Borrowed From Local Banks
	
	21,950
	
	32,717

	
	
	
	
	




	Borrowings from foreign banks (foreign currency in thousands)
	
	
	
	

	               Short-term – TL (in billions)
	
	24,224
	
	35,242

	               Short term – US$
	
	252,607
	
	141,533

	               Short term – DM
	
	-
	
	287

	               Short term – GBP
	
	3,372
	
	2,230

	               Short term – EURO
	
	11,675
	
	12,630

	               Medium and long-term – US$
	
	13,265
	
	47,137

	               Medium and long-term – DM
	
	-
	
	6,056

	               Medium and long-term – EURO
	
	3,972
	
	580

	               Medium and long term -CHF
	
	1,240
	
	1,386

	Turkish lira equivalent (in billions)
	
	475,291
	
	372,207

	
	
	
	
	

	Value Adjustments:
	
	
	
	

	Interest Expense Accruals
	
	1,597
	
	 4,360

	
	
	
	
	

	Total Funds Borrowed From Foreign Banks
	
	476,888
	
	376,567



The Bank has obtained a syndicated loan from foreign banks on November 27, 2001, amounting to US$100,000,000, maturing at November 26, 2002 and bearing a quarterly floating interest rate. 

As of June 30, 2002 and December 31, 2001, funds borrowed from local banks include funds obtained from state owned banks to finance certain export loans given to customers, under prevailing regulations, of which TL5,080 and TL13,817 were denominated in foreign currency, respectively.  Also, as of June 30, 2002 and December 31, 2001, funds borrowed from local banks include the borrowings of the subsidiaries from other local banks in Turkish lira ranging at annual interest rates 45% to 53.5%, and 81% respectively.

The borrowings from foreign banks mainly represent funds obtained from European and American (United States of America) banks.
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Further details of borrowings from foreign banks are as follows:

	
	
	
	
	June 30, 2002
	
	December 31, 2001

	DM denominated short-term borrowings:
	
	
	
	

	
	
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	-
	
	6.00%-7.00%

	
	Maturity range
	
	-

	
	January 2, 2002

	

	
	
	
	
	
	

	US$ denominated short-term borrowings:
	
	
	
	

	
	Borrowings of the Bank
	
	
	
	

	
	Interest rates range
	
	2.00%-5.24%
	
	3.06%-6.22%

	
	Maturity range
	
	July 1, 2002- 
April 15, 2003
	
	January 21, 2002- November 26, 2002

	
	
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	2.55%-6.50%
	
	1.75%-13.00%

	
	Maturity range
	
	July 1, 2002-
June 19, 2003
	
	January 2, 2002-October 15, 2002



	
	
	
	
	

	EURO denominated short-term borrowings:
	
	
	
	

	
	Borrowings of the Bank
	
	
	
	

	
	Interest rates range
	
	3.00%-5.78%
	
	5.78%-6.75%

	
	Maturity range
	
	July 1, 2002-September 30, 2002
	
	January 2, 2002-September 30, 2002

	
	
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	3.54%-7.12%
	
	4.00%-7.20%

	
	Maturity range
	
	July 1, 2002-
February 17, 2003
	
	January 2, 2002-December 2, 2002



	GBP denominated short-term borrowings:
	
	
	
	

	
	Borrowings of the Bank
	
	
	
	

	
	Interest rates range
	
	7.44%-7.46%
	
	7.43%-7.46%

	
	Maturity range
	
	July 11, 2002 -
July 19, 2002
	
	July 19, 2002

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	4.65%-5.17%
	
	4.00%-8.00%

	
	Maturity range
	
	July 1, 2002-
July 13, 2002
	
	January 2, 2002-March 31, 2002
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	June 30, 2002
	
	December 31, 2001

	TL denominated short-term borrowings:

	
	Borrowing of the Bank
	
	
	
	

	
	Interest rates range
	
	46%
	
	8.45%-62.00%

	
	Maturity range
	
	July 1, 2002
	
	January 2, 2002

	
	
	
	
	
	June 25, 2002

	
	
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	45.00%-53.50%
	
	53.00%-65.00%

	
	Maturity range
	
	July 1, 2002 – 
September 23, 2002
	
	January 2, 2002-
March 31, 2002

	EURO denominated medium and long-term
   borrowings                                               :
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	4.23% - 7.99%
	
	4.00%

	
	Maturity range
	
	July 2003 – 
December 2004
	
	December 2004

	
	
	
	
	
	

	US$ denominated medium and long-term 
   borrowings __                                         :
	
	
	
	

	
	Borrowings of the Bank
	
	
	
	

	
	Interest rates range
	
	2.28%
	
	2.73%-5.37%

	
	Maturity range
	
	September 2004
	
	April 2003-
September 2004

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	2.12%-5.54%
	
	2.20%-13.00%

	
	
	
	
	
	

	
	Maturity range
	
	July 2003 -
November 2006
	
	January 2003 -
November 2006

	CHF denominated medium and long-term 
    Borrowings
	
	

	
	


	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	   Interest rates range
	
	3.75%-4.13%
	
	3.75%-4.13%

	
	   Maturity range
	
	January 2006-September 2006
	
	January 2006-September 2006

	DM denominated medium and long-term
     borrowings __                                       :
	
	
	
	

	
	Borrowings of consolidated subsidiaries
	
	
	
	

	
	Interest rates range
	
	-
	
	4.88%-7.99%

	
	Maturity range
	
	-
	
	September 2003-
May 2004
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As of June 30, 2002 and December 31, 2001, the fair values of medium and long-term borrowings amount to TL210,879 and TL84,723, respectively. For June 30, 2002 and December 31, 2001, the interest rates used to determine the fair values of medium and long-term borrowings, applied on the balance sheet date to reflect active market price quotations are as follows;

	
	
	Interest Rates Applied
	

	
Currency
	
	June  30,
2002
	
	December 31,
2001
	

	Turkish lira
	
	48.00%
	
	59.00%
	

	US$
	
	4.25%
	
	4.75%
	

	EURO
	
	5.25%
	
	5.80%
	



Funds Borrowed Under Securities Repurchase Agreements:

As of June 30, 2002, funds borrowed under securities repurchase agreements amounting to TL76,532 (December 31, 2001-TL228,436) represent securitized borrowings against marketable securities of TL76,179 (December 31, 2001-TL121,447) and funds lent under securities resale agreements of TL180 (December 31, 2001 – TL112,971).

NOTE 12- PROMISSORY NOTES:

As of June 30, 2002, promissory notes represent notes payable with a nominal value of US$554,972 (December 31, 2001 - US$3,889,583). These promissory notes are repayable between October 2002 and October 2004 (December 31, 2001 - March 2002 and June 2004) and they bear interest rates of 2.16% (December 31, 2001 - ranging between 2.44% and 13.02%).

NOTE 13- OTHER ASSETS AND OTHER LIABILITIES:

Other assets comprise the following:
	
	
	
June  30,
2002
	
	
December 31,
2001

	Prepaid taxes
	
	249
	
	2,820

	Transitory accounts and prepaid expenses
	
	9,635
	
	2,406

	Insurance premium receivables of TEB Sigorta
	
	9,854
	
	12,107

	Other assets
	
	6,579
	
	4,320

	
	
	26,317
	
	21,653



Other liabilities comprise the following:
	


	
	
June  30,
2002
	
	
December 31,
2001

	Retirement pay liability
	
	3,557
	
	3,272

	Transitory accounts
	
	11,223
	
	18,716

	Payment orders
	
	4,952
	
	8,823

	Insurance technical  reserves
	
	14,551
	
	13,675

	Other liabilities 
	
	60,528
	
	62,320

	
	
	94,811
	
	106,806
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NOTE 14- TAXATION:

According to law number 4369 that is published on July 29, 1998 with effect from January 1, 1999, effective corporate tax rate (including fund levies) to be paid on the corporate income is set at 33%.  Furthermore, in case of the distribution of dividends from corporate earnings, dividends are subjected to income tax withholding at a rate of 5% (5.5% including fund levies) for publicly owned companies and 15% (16.5%, including fund levies) for others.

Accordingly, the deferred tax liability of the Bank as of June 30, 2002 and December 31, 2001 has been computed using 33% as the effective tax rate.  In addition, except for dividend income, items exempt from corporation tax (excluding investment allowance) are subject to income tax withholding at the effective rate of 16.5% whether distributed or not.  Transfer of distributable net income to share capital is not considered as dividend distribution.  Investment allowance is subject to income tax withholding at the effective rate of 19.8% (December 31, 2001 – 19.8%).

The total provisions for income tax applicable to income for the six-month periods ended June 30, 2002 and 2001 are different from the amounts computed by applying the effective corporate tax rate to income before provision for income tax as shown in the following reconciliation: 

	
	
	June 30,
2002
	
	June 30,
2001

	Income before provision for taxes, minority interest and monetary loss, being basis for tax reconciliation
	
	50,869
	
	
24,047
	

	Provision for corporate taxes at the combined tax rate of 33% 
	
	16,787
	
	7,936
	

	Tax effect in historical amounts of permanent non-tax deductible and tax deductible expenses and others, net
	
	   (8,720)
	
	
(28,899)

	Other effects, primarily relating to restatement due to the effects of accounting for inflation
	
	3,437
	
	
26,707
	

	Provision for taxes per consolidated statements of income
	
	11,504
	
	5,744
	

	
	
	
	
	
	

	Provision for taxes per consolidated statements of income as
    expressed in terms of purchasing power of TL at 
    June 30, 2002:
	
	
	
	
	

		- Current
	
	14,728
	
	5,838
	

		- Deferred
	
	(3,224)
	
	(94)

	
	
	11,504
	
	5,744
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As of June 30, 2002 and December 31, 2001, the summary of deferred tax asset and liability was as follows:

	
	
	June 30,
2002
	
	December 31,
2001

	Deferred tax liability on:
	
	
	
	

	Reserves and accruals
	
	(933)
	
	(647)

	Restatement of fixed assets
	
	3,704
	
	5,378

	Others, net
	
	(2,964)
	
	(1,366)

	Total amount in historical Turkish lira
	
	(193)
	
	3,365

	Total amount as restated to purchasing power at June 30, 2002
	
	(193)
	
	3,365



As of June 30, 2002, prepaid taxes amounting to TL9,772 (December 31, 2001 – TL11,922 ) was netted off with taxes payable on income.

In Turkey, tax returns are filed within the fourth month following the year-end.  According to existing tax regulations, the tax authorities may examine such returns and the underlying accounting records within five years.

NOTE 15- SHARE CAPITAL:

The Bank’s registered share capital in historical Turkish lira is TL100,000 comprising of twohundred billion (December 31, 2001 – twohundred billion) shares of par value TL fivehundred each.

As of June 30, 2002 and December 31, 2001, the Bank’s historical authorized and paid-in share capital comprises 110,250 million shares of five hundred Turkish lira par value each.

The authorised and paid-in share capital of the Bank in historical Turkish lira is as follows:

	
	June 30,
2002
	
	December 31,
2001

	
	Paid-in
Capital
	
	
%
	
	Paid-in
Capital
	
	
%

	TEB Mali Yatırımlar A.Ş.
	38,631
	
	70.08
	
	38,631
	
	70.08

	Public shares
	11,025
	
	20.00
	
	11,025
	
	20.00

	Çolakoğlu Metalurji A.Ş.
	4,740
	
	8.60
	
	4,740
	
	8.60

	Others
	729
	
	1.32
	
	729
	
	1.32

	
	55,125
	
	100.00
	
	55,125
	
	100.00




The adjustment to share capital amounting to TL341,076 at June 30, 2002 and December 31, 2001, respectively, represents the restatement effect of cash contributions, dividends reinvested and increases from statutory general reserves except from revaluation surplus to share capital with the purchasing power at June 30, 2002.
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As of June 30, 2002 and December 31, 2001, the Bank has 645 shareholders (excluding public shareholders), respectively.

According to the special audit results performed for December 31, 2001 financial statements in line with the Banking Law 4389 as revised by Law no.4743 Article 4th which was announced on the Official Gazette dated February 1, 2002, the Bank’s capital adequacy ratio was above the minimum ratio of 8% and the Banking Regulation and Supervision Agency has announced with its letter dated June 12, 2002 that the Bank does not require any additional capital injection at December 31, 2001.


NOTE 16- RELATED PARTY TRANSACTIONS:

The majority of the issued shares of the Bank are owned by the Çolakoğlu Group of companies, which is privately owned.  The group includes companies engaged in manufacturing, financial and trading activities.  For reporting purposes, companies controlled by the Çolakoğlu Group are considered as related parties.
In the course of their businesses, the Bank and its consolidated subsidiaries grant cash and non-cash loans to related parties, receive deposits and enter into lease contracts. 

The details of outstanding transactions with related parties as of June 30, 2002 and December 31, 2001 are as follows:

	
	
	June 30,
2002
	
	December 31,
2001

	Cash loans granted(*)
	
	108,395
	
	111,246
	

	Non-cash loans granted
	
	12,574
	
	5,965
	

	Gross lease receivable 
	
	87
	
	195
	

	Call and time deposits with banks
	
	21,531
	
	16,592
	

	Deposits taken
	
	789,802
	
	284,831
	

	Funds lent under securities resale agreements
	
	-
	
	112,771
	

	Funds borrowed
	
	180,299
	
	30,206
	

	Forward transactions (buy-notional amount)
	
	10,330
	
	16,693
	

	Forward transactions (sell-notional amount)
	
	9,896
	
	16,707
	

	Fair value of derivative instruments-assets/(liabilities)
	
	434
	
	(20)


(*) Includes TL108,395 of cash collateralized loans (December 31, 2001 – 106,532).

Interest and commission rates applicable to the above indicated balances approximate market rates.


NOTE 17- LEGAL AND GENERAL RESERVES:

The legal reserves consist of first and second legal reserves, in accordance with the Turkish commercial code.  The first legal reserve is appropriated out of the statutory profits at the rate of 5%, until the total reserve reaches 20% of share capital.  The second legal reserve is appropriated at the rate of 10% of all distributions in excess of 5% of the share capital.  The first and second legal reserves are not available for distribution unless they exceed 50% of the share capital, but may be used to absorb losses in the event that the general reserve is exhausted. 
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The legal reserves of the Bank as at the indicated dates were as follows (in historical terms):

	
	June 30, 2002
	
	December 31,
2001

	Legal reserves
	7,294
	
	5,146




NOTE 18- INVESTMENT FUNDS:

The Bank manages five investment funds and TEB Menkul manages four investment funds, which are established under the regulations of the Capital Market Board.  In accordance with the funds’ charters, the Bank and TEB Menkul market their participation certificates and provide other services for a management fee.

As of June 30, 2002 and December 31, 2001, the total value of the investment funds managed by the Bank and TEB Menkul amounted to TL279,306 and TL167,182, respectively.
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NOTE 19 - MATURITY DISTRIBUTION:

The following table shows a distribution of Turkish lira and foreign currency denominated interest earning assets and interest bearing liabilities in approximate approximate maturity groupings according to remaining maturities at June 30, 2002 and December 31, 2001:


	
	
	
	
	June 30, 2002
	December 31, 2001

	
	
	
	
	0 to 1
	1 to 3
	3 to 6
	6 to 12
	Over 1
	
	0 to 1
	1 to 3
	3 to 6
	6 to 12
	Over 1
	

	
	
	
	
	month
	months
	months
	months
	year
	Total
	month
	months
	months
	months
	year
	Total

	Interest Earning Assets:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Turkish lira:
	
	
	
	
	
	
	
	
	
	
	
	

	
	-Call and time deposits with banks
	      12,884 
	     4,000 
	     1,991 
	           - 
	           - 
	      18,875 
	      16,888 
	           - 
	           - 
	           - 
	           - 
	      16,888 

	
	-Interbank funds sold
	      95,380 
	           - 
	           - 
	           - 
	           - 
	      95,380 
	    118,888 
	           - 
	           - 
	           - 
	           - 
	    118,888 

	
	-Reserve deposits at Central Bank
	       6,121 
	           - 
	           - 
	           - 
	           - 
	       6,121 
	       8,429 
	           - 
	           - 
	           - 
	           - 
	       8,429 

	
	-Marketable securities
	      87,998 
	   26,447 
	           - 
	     3,044 
	   33,038 
	    150,527 
	    121,732 
	           5 
	     4,908 
	   48,509 
	           - 
	    175,154 

	
	-Funds lent under reverse 
	
	
	
	
	
	
	
	
	
	
	
	

	
	  repurchase agreements
	          180 
	           - 
	           - 
	           - 
	           - 
	          180 
	              - 
	           - 
	           - 
	           - 
	           - 
	              - 

	
	-Loans (**)
	    128,264 
	   22,800 
	   69,171 
	   15,560 
	   12,974 
	    248,769 
	    164,528 
	   37,289 
	     9,401 
	     9,762 
	   14,763 
	    235,743 

	
	-Net lease receivables
	            32 
	       602 
	       772 
	       602 
	       114 
	       2,122 
	       1,228 
	     2,064 
	     1,805 
	     1,709 
	       428 
	       7,234 

	
	-Factoring receivables
	      13,539 
	   12,007 
	           - 
	           - 
	           - 
	      25,546 
	      13,380 
	   12,090 
	       285 
	
	
	      25,755 

	
	
	
	Total Turkish lira
	    344,398 
	   65,856 
	   71,934 
	   19,206 
	   46,126 
	    547,520 
	    445,073 
	   51,448 
	   16,399 
	   59,980 
	   15,191 
	    588,091 

	
	Foreign currency (*)
	
	
	
	
	
	
	
	
	
	
	
	

	
	-Call and time deposits with banks
	    693,737 
	   34,000 
	           - 
	     2,426 
	           - 
	    730,163 
	    433,915 
	     7,120 
	           - 
	           - 
	           - 
	    441,035 

	
	-Interbank funds sold
	    518,206 
	           - 
	           - 
	           - 
	           - 
	    518,206 
	    456,136 
	     4,883 
	           - 
	           - 
	           - 
	    461,019 

	
	-Reserve deposits at Central Bank
	    102,715 
	           - 
	           - 
	           - 
	           - 
	    102,715 
	    105,483 
	           - 
	           - 
	           - 
	           - 
	    105,483 

	
	-Marketable securities
	              - 
	           - 
	           - 
	     2,231 
	   13,038 
	      15,269 
	          175 
	           - 
	           - 
	           - 
	     6,910 
	       7,085 

	
	-Funds lent under reverse 
	
	
	
	
	
	
	
	
	
	
	
	

	
	  repurchase agreements
	              - 
	           - 
	           - 
	           - 
	           - 
	              - 
	    107,185 
	     5,786 
	           - 
	           - 
	           - 
	    112,971 

	
	-Loans (**)
	    181,042 
	 237,290 
	 301,978 
	 119,207 
	 109,893 
	    949,410 
	    120,440 
	 171,732 
	 205,507 
	 242,345 
	   76,969 
	    816,993 

	
	-Net lease receivables
	       3,451 
	     6,381 
	     8,743 
	   24,314 
	     9,361 
	      52,250 
	       2,051 
	     5,317 
	     7,227 
	     9,724 
	   21,619 
	      45,938 

	
	-Factoring receivables
	       7,778 
	     6,898 
	           - 
	           - 
	           - 
	      14,676 
	      20,260 
	           - 
	           - 
	           - 
	           - 
	      20,260 

	
	
	
	Total foreign currency
	 1,506,929 
	 284,569 
	 310,721 
	 148,178 
	 132,292 
	 2,382,689 
	 1,245,645 
	 194,838 
	 212,734 
	 252,069 
	 105,498 
	 2,010,784 

	
	
	
	Total
	 1,851,327 
	 350,425 
	 382,655 
	 167,384 
	 178,418 
	 2,930,209 
	 1,690,718 
	 246,286 
	 229,133 
	 312,049 
	 120,689 
	 2,598,875 

	Interest Bearing Liabilities:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Turkish lira:
	
	
	
	
	
	
	
	
	
	
	
	

	
	-Deposits
	    175,027 
	   16,873 
	     3,396 
	     1,598 
	       700 
	    197,594 
	    215,138 
	   20,361 
	     3,283 
	       124 
	           - 
	    238,906 

	
	-Funds borrowed from banks
	      28,756 
	     3,328 
	     8,993 
	         29 
	           - 
	      41,106 
	      35,711 
	   13,902 
	     5,520 
	         60 
	         60 
	      55,253 

	
	-Funds borrowed under securities
	
	
	
	
	
	
	
	
	
	
	
	

	
	  repurchase agreements
	      76,532 
	           - 
	           - 
	           - 
	           - 
	      76,532 
	    115,480 
	           - 
	           - 
	           - 
	           - 
	    115,480 

	
	-Interbank funds borrowed
	              - 
	           - 
	           - 
	           - 
	           - 
	              - 
	              - 
	           - 
	           - 
	           - 
	           - 
	              - 

	
	
	
	Total Turkish lira
	    280,315 
	   20,201 
	   12,389 
	     1,627 
	       700 
	    315,232 
	    366,329 
	   34,263 
	     8,803 
	       184 
	         60 
	    409,639 

	
	Foreign currency (*)
	
	
	
	
	
	
	
	
	
	
	
	

	
	-Deposits
	 1,608,799 
	 129,845 
	   79,983 
	   78,042 
	 102,520 
	 1,999,189 
	 1,114,805 
	 190,176 
	 100,599 
	 132,215 
	   68,169 
	 1,605,964 

	
	-Funds borrowed from banks
	    176,805 
	   16,727 
	 190,801 
	   56,122 
	   17,277 
	    457,732 
	      54,574 
	   22,372 
	   65,374 
	 138,648 
	   73,063 
	    354,031 

	
	-Funds borrowed under securities
	
	
	
	
	
	
	
	
	
	
	
	

	
	  repurchase agreements
	              - 
	           - 
	           - 
	           - 
	           - 
	              - 
	    107,171 
	     5,785 
	           - 
	           - 
	           - 
	    112,956 

	
	-Promisory notes,net
	              - 
	           - 
	       219 
	       219 
	       436 
	          874 
	              - 
	       308 
	     4,877 
	       225 
	       673 
	       6,083 

	
	
	
	Total foreign currency
	 1,785,604 
	 146,572 
	 271,003 
	 134,383 
	 120,233 
	 2,457,795 
	 1,276,550 
	 218,641 
	 170,850 
	 271,088 
	 141,905 
	 2,079,034 

	
	
	
	Total
	 2,065,919 
	 166,773 
	 283,392 
	 136,010 
	 120,933 
	 2,773,027 
	 1,642,879 
	 252,904 
	 179,653 
	 271,272 
	 141,965 
	 2,488,673 




(*) Turkish lira equivalent converted at prevailing year-end rate of exchange
	(**) Performing portfolio only
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NOTE 20- CONTINGENCIES AND COMMITMENTS:

In the normal course of business activities, the Bank and its consolidated subsidiaries undertake various commitments and incur certain contingent liabilities that are not presented in the accompanying consolidated financial statements. The following is a summary of significant contingencies and commitments at June 30, 2002 and December 31, 2001.

Trust Assets:

The nominal values of the assets held by the Bank and the consolidated subsidiaries in fiduciary, agency or custodian capacities amounted to TL1,285,928 and TL1,019,477 at June 30, 2002 and December 31, 2001, respectively.

Letters of Guarantee Given to Istanbul Stock Exchange (ISE) and
Istanbul Gold Market (IGM)                                                              :

As of June 30, 2002 and December 31, 2001, in line with the requirements of IGM letters of guarantee amounting to US$1,610,000 had been obtained from local banks and were provided to IGM for transactions conducted in that market.

As of June 30, 2002 and December 31, 2001, according to the general requirements of the ISE, letters of guarantee amounting to TL1,902 (in historical terms) and US$17 million had been obtained from various local banks and were provided to the ISE for bond market transactions.  Also, as of June 30, 2002 and December 31, 2001, according to the general requirements, letters of guarantee amounting to TL2,346 and TL252 (in historical terms) were given to the Capital Market Board, respectively.


Derivative Financial Instruments:

The Bank uses derivative financial instruments to manage market risks. As of June 30, 2002 and December 31, 2001 the Bank does not have any derivative financial instruments designated hedges. All derivative instruments are considered as trading and thus reflected at fair values.

-37-

	Forward Agreements:

	The notional amounts of forward commitments comprised (foreign currency in thousands):

	
	
	June 30,
2002
	
	December 31,
2001

	BUY
	
	
	
	

	TL
	
	11,207
	
	6,429

	
	
	
	
	

	US$
	
	107,212
	
	19,040

	GBP
	
	300
	
	760

	EUR
	
	64,590
	
	15,645

	US$ Equivalent
	
	172,968
	
	34,001



	
	
	June 30,
2002
	
	December 31,
2001

	SELL
	
	
	
	

	TL
	
	21,938
	
	4,623

	
	
	
	
	

	US$
	
	58,795
	
	17,073

	JPY
	
	407,000
	
	76,465

	DKK
	
	3,759
	
	4,230

	EUR
	
	103,343
	
	16,767

	US$ Equivalent
	
	166,415
	
	33,010



	As of June 30, 2002 and December 31, 2001, the fair value of the outstanding forward foreign exchange contracts is determined using forward exchange market rates at the balance sheet date. In the absence of reliable forward rate estimations in a volatile market, current market rate is considered to be the best estimate of the present value of the forward exchange rates.

As of June 30, 2002 and December 31, 2001, the fair value of the outstanding forward agreements computed as indicated in Note 3.2(I) approximated the following:

	
	
	June 30,
2002
	
	December 31,
2001

	
	
	
	
	

	Assets due to forward agreements
	
	6,257
	
	573

	
	
	
	
	

	Liabilities due to forward agreements
	
	6,369
	
	467



The above indicated forward agreements outstanding as of June 30, 2002 and December 31, 2001 mature between July 1, 2002 and March 20, 2003 and January 2, 2002 and September 6, 2002, respectively.
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	The Bank has certain structured transactions with foreign financial institutions, which the Bank has a right to set off the recognized amounts and intends to settle on a net basis.  As of December 31, 2001, such transactions which are due for settlement in 2002, are reflected net in the balance sheet as the net of financial liabilities and financial assets in the form of foreign currency share certificates with call and put options and Eurobonds with swap commitments of TL33,166. 


	Other Commitments:

	
	
	June 30,
2002
	
	December 31,
2001

	Letters of guarantee issued by the Bank
	
	460,238
	
	496,672

	Letters of guarantee obtained by consolidated subsidiaries from other banks
	
	
27,358
	
	
20,765

	Payment commitments to foreign banks arising from:
	
	
	
	

	        Acceptance credits
	
	36,167
	
	24,266

	        Letters of credit
	
	348,082
	
	188,627



	As of June 30, 2002 and December 31, 2001, the letters of guarantee and payment commitments, excluding letters of guarantee secured by counter guarantees amounting to TL43,906 and TL44,245, respectively and excluding confirmed and 100% collateralized letters of credit amounting to TL53,787 and TL50,707, respectively can be classified by industry group as follows:

	
	
	June 30,
2002
	
	December 31,
2001

	Food, beverage, tobacco
	
	75,505
	
	78,519

	Other textiles
	
	82,547
	
	75,956

	Financial sector
	
	117,330
	
	75,608

	Metals
	
	98,624
	
	58,591

	Chemicals and chemical products
	
	59,041
	
	46,839

	Wholesale, retailing
	
	63,551
	
	46,164

	Machinery
	
	29,482
	
	36,610

	Transportation
	
	36,518
	
	32,176

	Tourism transportation and warehousing
	
	20,407
	
	26,778

	Wood products
	
	18,262
	
	21,348

	Textiles and ready-to-wear textiles
	
	23,273
	
	20,097

	Fiber plastic
	
	22,627
	
	16,955

	Construction
	
	21,032
	
	12,464

	Electricity and optic devices
	
	13,767
	
	11,598

	Consumer loans
	
	9,954
	
	10,281

	Mining other than metals
	
	7,428
	
	5,949

	Leather and leather products
	
	3,645
	
	1,063

	Fuel products
	
	1,999
	
	1,037

	Others
	
	41,802
	
	36,580

	
	
	746,794
	
	614,613
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NOTE 21- SEGMENT INFORMATION:

Business segments

For management purposes, the consolidated business of the Bank is comprised primarily of banking, financial leasing (leasing) and factoring operations and intermediary activities (intermediary).


	
	 June 30, 2002
	December 31, 2001

	
	
	
	
	Brokerage,
	
	
	
	
	Brokerage,
	

	
	
	
	
	Corporate
	
	
	
	
	Corporate
	

	
	
	
	
	Finance
	
	
	
	
	Finance
	

	
	Banking
	Leasing
	Factoring
	and Other
	Aggregated
	Banking
	Leasing
	Factoring
	and Other
	Aggregated

	
	
	
	
	
	
	
	
	
	
	

	Interest income
	    198,664 
	   9,156 
	     4,274 
	       2,204 
	    214,298 
	    486,746 
	  44,435 
	   38,387 
	     13,494 
	    583,062 

	Other income
	      18,883 
	      182 
	       555 
	     13,883 
	      33,503 
	      53,593 
	    1,385 
	     2,907 
	     27,626 
	      85,511 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total segment revenue
	    217,547 
	   9,338 
	     4,829 
	     16,087 
	    247,801 
	    540,339 
	  45,820 
	   41,294 
	     41,120 
	    668,573 

	
	
	
	
	
	
	
	
	
	
	

	Less: Interest expenses, net foreign exchange
   losses and other
	   (125,299)
	  (4,254)
	    (1,988)
	         218 
	   (131,323)
	   (373,620)
	 (41,286)
	  (36,473)
	      (4,732)
	   (456,111)

	
	
	
	
	
	
	
	
	
	
	

	Less: Other operating expenses
	     (54,252)
	  (1,708)
	    (1,572)
	      (8,077)
	     (65,609)
	   (118,212)
	   (4,714)
	    (5,866)
	    (19,009)
	   (147,801)

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Segment result before provision for income
   tax and monetary loss
	      37,996 
	   3,376 
	     1,269 
	       8,228 
	      50,869 
	      48,507 
	      (180)
	    (1,045)
	     17,379 
	      64,661 

	
	
	
	
	
	
	
	
	
	
	

	Provision for taxation
	      (9,900)
	      (33)
	      (181)
	      (1,390)
	     (11,504)
	     (12,629)
	   (1,028)
	     1,454 
	      (3,426)
	     (15,629)

	Monetary loss
	     (17,586)
	  (1,789)
	      (822)
	      (2,430)
	     (22,627)
	     (68,812)
	 (11,418)
	    (6,474)
	    (12,077)
	     (98,781)

	Minority interest
	              - 
	          - 
	           - 
	             - 
	      (1,319)
	              - 
	           - 
	           - 
	             - 
	       5,846 

	
	
	
	
	
	
	
	
	
	
	

	Net income
	      10,510 
	   1,554 
	       266 
	       4,408 
	      15,419 
	     (32,934)
	 (12,626)
	    (6,065)
	       1,876 
	     (43,903)

	
	
	
	
	
	
	
	
	
	
	

	Segment and total assets
	 2,959,231 
	 76,409 
	   50,398 
	     45,204 
	 3,131,242 
	 2,666,863 
	  66,315 
	   55,734 
	     39,097 
	 2,828,009 

	
	
	
	
	
	
	
	
	
	
	

	Segment liabilities
	 2,770,935 
	 61,757 
	   36,939 
	     15,367 
	 2,884,998 
	 2,478,330 
	  60,617 
	   46,599 
	     19,297 
	 2,604,843 

	Taxes payable (current and deferred)
	      22,379 
	   1,222 
	       464 
	       2,360 
	      26,425 
	      18,963 
	    1,205 
	       920 
	       2,141 
	      23,229 

	
	
	
	
	
	
	
	
	
	
	

	Total liabilities
	 2,793,314 
	 62,979 
	   37,403 
	     17,727 
	 2,911,423 
	 2,497,293 
	  61,822 
	   47,519 
	     21,438 
	 2,628,072 





Geographical segment information is not provided since the operations of the Bank and the subsidiaries located in Turkey, which constitute the major part of the consolidated business, are mainly with local customers.
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NOTE 22- OTHER INTEREST AND OTHER OPERATING INCOME:

As of June 30, 2002 and, 2001, the breakdown of other interest income is as follows:

	
	
	June 30,
2002
	
	June 30,
2001

	Interest income on financial leases
	
	8,991
	
	14,414

	Factoring interest income
	
	3,784
	
	22,568

	Other interest income
	
	2,557
	
	4,335

	
	
	15,332
	
	41,317



As of June 30, 2002, other operating income mainly consists of insurance technical income amounting to TL2,808, fund management fees amounting to TL2,025, fees and commissions amounting to TL4,691 and dividend income from unconsolidated entities amounting to TL3,832.

NOTE 23- SUBSEQUENT AND OTHER EVENTS:

Effective July 1, 2002, the retirement pay ceiling has been increased to TL1,160 million. 

The Bank has signed an agreement with The International Finance Corporation (IFC) on July 17, 2002, to receive a US$85 million financing facility. The facility consists of three separate loans. The first loan is a US$15 million, 7-year term, subordinated convertible loan, matching BRSA’s Tier II Capital definitions as well as contributing to the Bank’s capital adequacy ratio in a positive manner. The second loan is a US$20 million medium-term loan facility to be lent as working capital, investment or export pre-finance needs to TEB’ clients with 3-month to 5-year maturity from IFC’s own account. The third part of the loan allows for the syndication of up to US$50 million from private commercial banks as and when markets recover. Such financing will be obtained when the Bank observes international financing conditions that are acceptable, customers demanded and the maturity and cost of financing to be determined in terms of market conditions at that time and to be granted to customers parallel with the maturity of financing similar with the second loan part of financing facility.

Since February 2001, Turkey has continued to experience reduced economic activity and high volatility in foreign exchange rates and money and capital markets. The economic program initiated by the Turkish Government in May 2001, which includes various regulatory changes to create a well-developed business and regulatory infrastructure, is still in progress.

NOTE 24- FINANCIAL STATEMENTS OF THE BANK:

The Bank’s own unconsolidated balance sheets and income statements prepared in accordance with IAS as of and for the six month period ended June 30, 2002 and for the year ended December 31, 2001 are included in the Appendix for information purposes only. In the unconsolidated financial statements the Bank opted to account for investments in subsidiaries at restated cost in accordance with IAS 27. These financial statements have been included within the consolidated financial statements as of the respective dates.


Appendix 1
TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

BALANCE SHEETS AS OF JUNE 30, 2002 AND DECEMBER 31, 2001

(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)

	 
	 
	 
	June 30,
	December 31,
	
	 
	 
	 
	June 30,
	December 31,

	ASSETS
	
	2002
	2001
	
	LIABILITIES AND SHAREHOLDERS' EQUITY
	2002
	2001

	 
	
	
	
	 
	
	 
	
	
	
	 

	CASH AND CURRENT ACCOUNTS WITH BANKS 
	96,023 
	148,776 
	
	DEPOSITS 
	
	
	 

	 
	
	
	
	 
	
	 
	Demand
	345,660 
	331,185 

	 
	
	
	
	 
	
	 
	Time
	
	823,090 
	871,810 

	CALL AND TIME DEPOSITS WITH BANKS 
	165,065 
	216,593 
	
	 
	
	
	 
	 

	 
	
	
	
	 
	
	 
	
	Total deposits
	1,168,750 
	1,202,995 

	 
	
	
	
	 
	
	 
	
	
	
	 

	INTERBANK FUNDS SOLD 
	613,586 
	579,907 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	FUNDS BORROWED 
	
	 

	 
	
	
	
	 
	
	 
	Local banks
	17,909 
	27,307 

	RESERVE DEPOSITS AT CENTRAL BANK 
	108,836 
	113,912 
	
	 
	Foreign banks
	373,172 
	235,460 

	 
	
	
	
	 
	
	 
	Under securities repurchase agreements
	76,532 
	115,480 

	 
	
	
	
	 
	
	 
	
	
	
	 

	MARKETABLE  SECURITIES 
	162,444 
	176,940 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	DERIVATIVE FINANCIAL INSTRUMENT LIABILITIES
	6,369 
	628 

	 
	
	
	
	 
	
	 
	
	
	
	 

	LOANS, net 
	649,663 
	518,617 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	OTHER LIABILITIES 
	52,630 
	74,107 

	 
	
	
	
	 
	
	 
	
	
	
	 

	DERIVATIVE FINANCIAL INSTRUMENT ASSETS
	5,443 
	573 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	TAXES PAYABLE:
	
	 

	 
	
	
	
	 
	
	 
	Taxes on income 
	14,882 
	7,741 

	OTHER ASSETS 
	7,357 
	3,558 
	
	 
	Other taxes
	5,435 
	5,658 

	 
	
	
	
	 
	
	 
	Deferred income tax 
	0 
	1,945 

	 
	
	
	
	 
	
	 
	
	
	
	 

	DEFERRED TAX ASSET
	124 
	0 
	
	 
	
	Total liabilities
	1,715,679 
	1,671,321 

	 
	
	
	
	 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	 
	
	
	
	 

	EQUITY PARTICIPATIONS, net
	87,367 
	81,437 
	
	SHAREHOLDERS' EQUITY:
	
	 

	 
	
	
	
	 
	
	 
	Share capital 
	396,201 
	396,201 

	 
	
	
	
	 
	
	 
	Accumulated deficit
	-195,869 
	-181,895 

	PREMISES AND EQUIPMENT, net
	30,284 
	31,340 
	
	 
	Current year/period net income/(loss)
	10,181 
	-13,974 

	 
	
	
	
	 
	
	 
	
	
	 
	 

	 
	
	
	
	 
	
	 
	
	Total shareholders' equity
	210,513 
	200,332 

	 
	
	
	
	 
	
	 
	
	
	
	 

	 
	
	
	
	 
	
	 
	
	
	
	 

	 
	
	Total assets
	1,926,192 
	1,871,653 
	
	 
	
	Total liabilities and shareholders' equity
	1,926,192 
	1,871,653 

	 
	 
	 
	 
	 
	
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	CONTINGENCIES AND COMMITMENTS 
	 
	 

	
	
	
	
	
	
	 
	
	
	
	 

	
	
	
	
	
	
	 
	Guarantees given
	730,772 
	664,272 

	
	
	
	
	
	
	 
	
	
	730,772 
	664,272 




Appendix 2
TÜRK EKONOMİ BANKASI ANONİM ŞİRKETİ

STATEMENTS OF INCOME

(Currency -- Billions of Turkish lira in equivalent purchasing power at June 30, 2002)
	
	
	
	
	June 30, 2002
	
	June 30, 2001

	INTEREST INCOME:
	
	
	
	

	
	Interest on loans
	
	                67,867 
	
	                 92,733 

	
	Fees and commissions on loans
	
	                  3,113 
	
	                   3,552 

	
	Interest on marketable securities
	
	                32,809 
	
	                 30,170 

	
	Interest on deposits with banks
	
	                48,386 
	
	               127,225 

	
	Other interest income 
	
	                  1,494 
	
	                          - 

	
	
	
	
	               153,669 
	
	               253,680 

	INTEREST EXPENSE:
	
	
	
	

	
	Interest on funds borrowed
	
	               (14,579)
	
	                (60,697)

	
	Interest on local currency deposits
	
	               (40,735)
	
	                (96,219)

	
	Interest on foreign currency deposits
	
	                 (7,927)
	
	                (57,615)

	
	Other interest expense
	
	               (15,658)
	
	                  (1,215)

	
	 
	
	
	               (78,899)
	
	              (215,746)

	
	
	Net interest income
	
	                74,770 
	
	                 37,934 

	
	
	
	
	
	
	

	PROVISION FOR POSSIBLE LOAN LOSSES 
	
	                 (5,544)
	
	                  (2,435)

	
	
	Net interest income after provision for possible loan losses
	                69,226 
	
	                 35,499 

	
	
	
	
	
	
	

	FOREIGN EXCHANGE GAIN/(LOSS), NET
	
	                 (3,397)
	
	                   3,870 

	OTHER OPERATING INCOME:
	
	
	
	

	
	Income from banking services
	
	                  9,136 
	
	                 10,051 

	
	Marketable securities trading income, net
	
	                  2,084 
	
	                 12,178 

	
	Other income
	
	                  7,380 
	
	                 23,416 

	
	
	
	
	                18,600 
	
	                 45,645 

	OTHER OPERATING EXPENSES:
	
	
	
	

	
	Salaries and employee benefits 
	
	               (18,931)
	
	                (20,755)

	
	Administration and other expenses 
	
	               (22,461)
	
	                (22,294)

	
	Taxation other than on income
	
	                 (5,928)
	
	                  (6,390)

	
	Depreciation and amortization 
	
	                 (4,685)
	
	                  (2,939)

	
	
	
	
	               (52,005)
	
	                (52,378)

	
	
	Income before provision for income tax and monetary loss
	                32,424 
	
	                 32,636 

	
	
	
	
	
	
	

	PROVISION FOR INCOME TAX
	
	                 (7,204)
	
	                      487 

	
	
	Income before monetary loss
	
	                25,220 
	
	                 33,123 

	
	
	
	
	
	
	

	MONETARY LOSS
	
	               (15,039)
	
	                (49,775)

	
	
	Net income / (loss)
	
	                10,181 
	
	                (16,652)

	
	
	
	
	
	
	

	Earnings/(loss) per share (in full TL)
	
	                       92 
	
	                     (151)

	
	
	
	
	
	
	

	Weighted average number of shares outstanding (in billions)
	
	110.25   
	
	110.25   
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