From The Banking Regulation and Supervision Agency

Regulation on the Principles and Procedures Related to the Determination of the Loans and Other Receivables for which Provisions Shall be Set Aside by Banks and to the Provisions to be Set Aside

(Published in the Official Gazette Nr: 24448 dated, 30 June 2001)

Purpose

Article 1 – The purpose of this Regulation is to determine the principles and procedures for the classification of loans and other receivables of banks according to their characteristics and for the provisions to be set aside therefore.

Legal Basis

Article 2 – This Regulation has been prepared on the basis of the provisions of paragraph (11) of article 3 and of paragraph (12) of article 11 of the Banking Law no. 4389.

Definitions

Article 3 – In the implementation of this Regulation, the following terms have the following meanings:

Loans and other receivables: The cash loans which have been disbursed by banks and which are monitored under loan accounts on the asset side of the financial statements, receivables considered as cash loan under the banking legislation regardless of the asset account they are monitored in, non-cash loan amounts indemnified/compensated or converted into cash, all receivables other than the foregoing and the non-cash loans monitored in memorandum items;

Provisions: The amounts set aside on account and written as expense in order to meet the losses that have arisen or that are expected to arise from loans and other receivables, but the sum of which is not defined;

Collateral: All kinds of assets and guarantees and contractual rights which put the bank’s receivable under a full or partial guarantee against the risk of non-payment of the debt.

Classification of Loans and Other Receivables

Article 4 – 1)
Banks, including their overseas branches, are obliged to classify and monitor their loans and other receivables by the following groups, according to their collectibility and the credibility of the debtors, by taking into consideration the criteria and explanations given in this Regulation.

a) Standard Loans and Other Receivables – First Group

This group involves loans and other receivables;

1) which have been disbursed to natural persons and legal entities with  financial credibility,

2) the capital sum and interest payments of which have been structured according to the solvency and cash flow of the debtor,

3) the reimbursement of which has been made within the specified periods, for which no reimbursement problems are expected in the future, and which can be fully collected,

4) for which no weakening of the credibility of the debtor concerned has been found.

b) Closely Monitored Loans and Other Receivables – Second Group
This group involves loans and other receivables;

1) which have been disbursed to natural persons and legal entities with financial credibility and for the capital sum and interest payments of which there is no problem at present, but which need to be monitored closely due to reasons such as:  negative changes in the solvency or cash flow of the debtor, probable materialization of the latter or, significant financial risk carried by the person utilizing the loan;

2) whose capital sum and interest payments according to the conditions of the loan agreement are likely to fail being repaid according to the loan agreement and where the persistence of such problems might result in partial or full non-reimbursement risk                                                                                                                                          

3) which are, yet very likely to be repaid, but for which the delay not to be exceeding the due dates for more than 90 days                                                                                                                 in the collection of the principal and interest payments due to various reasons that may be excused; or

4) although the loan standing of the debtor has not weakened, there is a high likelihood of weakening due to the debtor’s irregular cash flow which is difficult to control.

c) Loans and Other Receivables with Limited Collectibility – Third Group
This group involves loans and other receivables;

1) with limited collectibility due to the own resources of or the securities furnished by the debtor being found insufficient to meet the debt on due date, and in case the problems observed are not eliminated, they are likely to give rise to loss; or

2) the credibility of whose debtor has weakened and where the loan is deemed to have weakened; or

3) collection of whose principal sum and interest or both has been delayed for more than 90 days but not more than 180 days from the due date, or

4) in connection with which the bank is of the opinion that collection by the bank of capital sum principal or interest of the loan and receivable or both will be delayed for more than 90 days from the due date owing to reasons such as the debtor’s difficulties in financing the running capital or in creating additional liquidity.

d) Doubtful Loans and Other Receivables – Fourth Group
This group involves loans and other receivables;

1) which seem unlikely to be repaid or liquidated under the existing conditions, or

2) in connection with which there is a strong likelihood that the bank will not be able to collect the full loan amounts that have become due or payable, under the matters stated in the loan agreement, or

3) whose debtor’s credibility is deemed to have significantly weakened but which are not considered as an actual loss due to the expected contribution of such possibilities as merger, possibility of finding new finance or capital increase to the debtor’s credibility or to the  collectibility of the loan; or

4) there is a delay of more than 180 days but not more than 1 year from the due date in the collection of the relevant principal or interest or both.

e) Loans and Other Receivables Having the Nature of Loss – Fifth Group

This group involves loans and other receivables;

1) which are deemed to be uncollectible, or

2) collection of whose principal or interest or both has delayed by 1 year or more from the due date, or

3) for which, although carrying the characteristics stated in the Third and Fourth Groups, the Bank is of the opinion that they have become weakened and that their debtor has lost his credibility in the full sense of the term, due to the strong possibility that it will not be possible to fully collect the amounts that have become due and payable within a period of over 1 year.

2. a) From the standpoint of the classification system stated in the Regulation, the basic criteria assumed to have actually materialized is delaying of collection of loans and other receivables by the time periods stated in the definitions and explanations related with the groups. Besides, in order for the loan to be classified according to its characteristics as stated in paragraph (1), the banks must have determined or must have a definite conviction that the other matters stated in the definitions and explanations for the groups mentioned have materialized or will materialize with a high probability and that the credibility of the debtor has weakened or that collection will not be possible.

b) Even if the delay in collection of payments for the loans and other receivables has not exceeded the periods specified in the related groups, the banks may classify their loans and other receivables in the Third, Fourth and Fifth groups by taking into consideration the criteria and risk management principles stated in this Regulation.

Nonperforming Receivables

Article 5 – 1) According to this Regulation, all receivables which have been classified in the Third, Fourth and Fifth Groups and the collection of whose principal and interest has been delayed for more than 90 days from the due date are deemed nonperforming receivables in the application hereof, regardless of whether the accrued interests and (interest alike burdens) on the debtor have been added to the capital sum or whether it has been refinanced.

2) If several loans have been extended to a loan customer by the same bank, and if any one of these loans is considered as a nonperforming receivable pursuant to the classification made, all debts of the said loan customer to the bank are classified in the same group as nonperforming receivable. In case the first loan that has become a nonperforming receivable is fully repaid, the other loans of the loan customer may be re-classified by evaluating the same under the article 4 hereof.

3) In the case of cash loans the disbursement which of has been resulted in an overdrawn current account and for which there is no record of due date, the related loan is considered as a nonperforming loan and classified as such if the interests for the relevant period and accessories thereof have not been paid for a period exceeding 90 days and added to the principal, if the debt is not paid within a period of over 90 days following the account cut off date, if the interests and principal the collection which of has been delayed is financed by opening another loan to the debtor in a way which is contrary to the provision of article 9 hereof, or if the account limit is exceeded continuously for more than 90 days.

Additional Explanations on Classification of Loans and Other Receivables

Article 6 – 1). a) The methods and criteria that must be used by banks for evaluating the characteristics of their loans and other receivables and for reaching a final conclusion on this matter are the loan-extension policies and rules which are determined by bank managements in accordance with the legislation, banking principles and practices and bank structures, as well as written and unwritten tools and criteria involved in risk monitoring processes.

b) The following terms related with the classification of loans and other receivables by banks according to their collectibility and the debtors’ credibility have the meanings indicated below:

Weakening of Credibility: Existence of any of the following situations: Debtor’s assets becoming insufficient to fully meet his obligations on due date and in full; financial leverage ratio not being at an acceptable level according to the standard criteria used by the bank for loan evaluation; debtor becoming insolvent to a significant extent; the debtor’s insufficient running capital and/or own resources  weakening the collectibility of the loan;

Impairment of Loan: The situation where there is a strong probability that the bank will be unable to collect the loan amount that has become due under the binding conditions stated in the relevant loan agreement, provided that current conditions and events are taken as a basis in the evaluations.

Recorded Value of Loan: Account value of the loan as stated in the accounting books of the bank, before deduction of a specific provision.

2. a) In the application of this Regulation, the weakening of the debtor’s credibility is determined by using and continuously evaluating all personal, financial and economic factors affecting the loan risk with methods involving financial and sector-based analyses related to the value, scale and characteristics of the management of the firm concerned.

b) Determination by banks of a situation whose realization is strongly possible from the standpoint of loans and other receivables must be based on estimates to be made by using reasonable and supportable assumptions and calculations. Measurement of the level of weakening of a loan requires that the bank makes an estimation in this manner and makes a decision by evaluating the situation as a whole. When determining characteristics of the loans and other receivables and classifying them, banks may, in addition to other criteria determined, use one of the following measurement methods in order to determine whether a loan has weakened or not:

(ba) measurement of the present value of estimated future cash flows discounted with the effective interest rate expressing internal rate of return of the loan, by taking into account all constituents of interest,

(bb) measurement of the value of the loan according to the observable market price / current value,

(bc) in case of loan extension based on security or in cases where repayment or liquidation of the loan depends entirely on the security’s conversion to cash, the weakening of the loan in question is measured according to the current value of the security if such conversion is strongly probable.

If the present value of the estimated future cash flows related to the loan extended, or observable market price / current value of the loan or current value of the security for the loan is below the recorded value of the loan mentioned, the bank classifies the loan under the related group by concluding that its collection is highly unlikely and by taking into account other factors as well.

c) During measurement of weakening of the loan, accrued and rediscounted interests, deferred commissions, other loads and all income and expense elements, which affect the amount of the loan, are added to the recorded value of the loan.

d) Actual results obtained by the bank in connection with the cash flows may be different than the estimates taken as a basis during the measurement mentioned. If significant differences are observed between the estimated future cash flow and the actual cash flow realized, the measurement process is repeated. The bank must make an evaluation which will indicate at best the amount and timing of estimated cash flow by individual loans. During this evaluation, the data to be taken as basis are those that will be used for determining and rating the loan standing of the loan debtor. However, if the risk characteristics of some weakened individual loans (such as  mortgage loans), loan card receivables and consumer loans with small balances, which constitute big groups with the same common characteristic) are similar to the risk characteristics of other weakened loans, then the bank may, in order to measure the weakening, use statistics such as, average collection period, average collection amount and actual interest rate, and may evaluate such loans collectively and as a whole.

Ratios of Specific and General Provisions to be Set Aside by Banks

Article 7 – 1)
Specific Provision: By taking into account the matters stated in this Regulation, a specific provision is set aside at the ratio of:

- minimum 20% of the loan and receivable starting from the date when they are classified into the Third Group,

- minimum 50% of the loan and receivable starting from the date when they are classified into the Fourth Group,

- minimum 100% of the loan and receivable starting from the date when they are classified into the Fifth Group.

2. a) General Provision: Banks are obliged to set aside a general provision at the ratio of five per mille of the total amount of standard cash loans and closely monitored cash loans, and one per mille of the total amount of letters of guarantee, aval and guarantees and other non-cash loans. In the implementation of this provision, standard cash loans and closely monitored cash loans cover the following: the cash loans monitored in loan accounts other than the “Account for Receivables to be Liquidated”, “Account for Doubtful Fees, Commissions and Other Receivables”, and “Account for Loans and Other Receivables Having the Nature of Loss”, and the receivables deemed cash loan under the banking legislation, regardless of the asset account they are monitored in.

b) In the implementation of this paragraph, the following loans are not taken into account in the calculation of general provisions:

-
The bills and bonds issued by or under the guarantee of the Treasury, the Privatization Administration, and the Mass Housing Administration,

-
The loans to be extended to the central administrations and central banks of the OECD countries,

-
The loans to be disbursed against the guarantees given by the central administrations and central banks of the OECD countries or the securities issued by or under the guarantee of them,

-
The loans to be extended to the European Central Bank and the loans to be disbursed against the securities issued or other guarantees given by the Bank mentioned,

-
The loans disbursed directly to the Treasury and the loans disbursed with the Treasury guarantee,

-
Transactions realized with the Turkish Central Bank or on the markets within the body of this Bank, 

-
Bank-to-bank spot loans and loans which have a term of up to one month and which have not been extended, excluding those that have been extended for the purpose of disbursement to a certain real person or legal entity or risk group or security or pledge.

-
The loans disbursed to Turkish Export Credit Bank,

-
The loans disbursed against cash and deposits,

-
The loans disbursed against government bonds and Treasury bills.

Therefore, the banks that have such assets on the asset side of their balance sheets shall classify such assets as foreseen in the Regulation, but shall not take them into account in the calculation of general provisions.

c) Non-cash loans subject to general provisions are all kinds of irrevocable non-cash loans such as letters of guarantee, acceptance loans, L/C commitments, endorsements, which, while putting the bank under an obligation that may arise in the future due to failure to fulfil a condition, also put the bank in the position of a claimant

d) The general provision amounts calculated monthly, as of the last day of each month are written as expense and accounted for on the liabilities side of the balance sheet in the “Account for General Loan Provisions”.

Collaterals 

Article 8 – 1)
Banks are obliged to monitor the securities related to their loans and other receivables by classifying them into the collateral groups stated below. The value of collateral is taken into account only when calculating the amount of specific provision, as a deduction from the value of the claim.

a) First Group Collateral:

-
Cash and deposits,

-
The bills and bonds issued by or under the guarantee of the Treasury, the Privatization Administration and the Mass Housing Administration,

-
The securities issued by or under the guarantee of the central administrations and central banks of the OECD countries,

-
The securities to be issued by or under the guarantee of the European Central Bank.

b) Second Group Collateral:

-
Gold and other precious metals,

-
Share certificates quoted at stock exchange,

-
Asset-based securities,

-
Private sector bonds,

-
Guarantees and letters of guarantee to be given by the banks operating in Turkey, within their loan limits,

-
Guarantees of banks operating in the OECD countries,

-
Guarantees of the central administrations and central banks of the OECD countries,

-
Guarantees to be given by the European Central Bank,

-
Loan derivative agreements that provide protection against loan risk,

-
Assignment or pledge of accrued entitlements of firms with public agencies,

-
Securities easily convertible into cash and securities that represent merchandise, all kinds of pledged merchandise and movables whose amount does not exceed market value,

-
Mortgages on immovable under note and immovable mortgages established on allocated land plots, provided that their appraised value is sufficient,

-
Real bills of exchange obtained from customers.

c) Third Group Collateral:

-
Commercial pledge,

-
Export documents,

-
Pledge on motor vehicle,

-
Mortgage on aircraft or ship,

-
Guarantees of natural persons and legal entities with high credibility,

-
Other notes obtained from customers.

d) Fourth Group Collateral are the types of securities other than those stated under the first three groups.

2. a) In the calculation of specific provisions, amount of claim subject to specific provision is calculated by deducting the value of collaterals from the value of nonperforming receivable monitored in the Third, Fourth and Fifth Group, at the following percentages to be taken into account. The procedure of determining the amount of claim subject to specific provision is carried out by taking as basis the bank’s individual claim from each debtor and the value of collateral of that debtor.

Percentage to be taken into account for First Group of Collateral
:
100%

Percentage to be taken into account for Second Group of Collateral
:
75%

Percentage to be taken into account for Third Group of Collateral
:
50%

Percentage to be taken into account for Fourth Group of Collateral
:
25%

b) The value of the collateral to be taken into account when calculating specific provisions may not exceed the value of nonperforming receivable. In the case the value of collateral exceeds the value of nonperforming claim, only the value to be calculated by applying the above percentages to the value of the collateral corresponding to the value of nonperforming claim shall be deductible from the claim. 

3.a) If a nonperforming claim amount has been guaranteed with a type of collateral monitored in more than one group, calculation of the collaterals to be taken into account in determining the amount for which a specific provision shall be set aside shall be based on the first group with the highest liquidity.

b) In the calculation of specific provision to be set aside for a nonperforming claim furnished with several types of collaterals, it shall first be decided whether the separately valuated amounts of each type of collateral exceed the amount of nonperforming claim. The valuated amount of the collateral considered firstly in the calculation, which is equal at most to the amount of the nonperforming receivable, is multiplied by the percentage applicable to this collateral and thus the portion to which specific provision shall not be applied is found for the nonperforming receivable in question. The same procedure is repeated separately and in order of succession for the second type of collateral and the third type of collateral, if any, as well. If, as a result of this procedure, there remains an amount to which specific provision will be applied for the nonperforming claim, specific provision is set aside over such remaining amount.

4. A bank may set aside specific provision up to the full amount of the nonperforming receivable, on condition that the former is not less than the specific provision ratios applicable to the group under which the nonperforming claim has been classified without taking the collateral amount into consideration.

5. a) Valuation of and accounting for the collaterals are carried out according to the principles and procedures for valuation of assets stated in “The Accounting Standards, Uniform Chart of Accounts to be Applied by Banks and Related Explanations” which has been applied according to the Banking Law.

b) After determination of the valuated amount of the collateral, the portion of this amount which is fully at the bank’s disposal and which the bank may convert into cash is taken into account in determining the amount of receivable subject to a specific provision. If a party other than the bank has a disposition or right over the collateral, the amount which is not under the bank’s control, is not taken into consideration in determining the amount of claim subject to specific provision.

c) Valuation as collateral of the guarantees of natural persons and legal entities with high credibility (which are among the third group of securities) is carried out by measuring, in monetary terms, the financial and economic capacities of such sureties or guarantors. In the valuation of such a collateral, such natural persons’ or legal entities’ capacity to pay their obligations is taken into consideration, instead of the amount of the guarantees given by them or the amounts they are liable for.

d) During valuation of the notes furnished as collateral, loan rating and payment capacity of the debtors of such notes are also taken into account in determining the current values of such notes.

Principles and Procedures for Renewal, Refinancing of Loans and Other Receivables and Application of a New Redemption Plan Thereto

Article 9 – 1. a) In case the failure to fulfil the payment obligation to the bank in connection with the loans and other receivables under the principles of classification stated herein stems from a temporary liquidity squeeze, it is possible to renew the claim by opening additional loan when necessary, to structure it by refinancing or to subject it to a new redemption plan in order to impart liquidity power to the debtor and to ensure collection of the bank’s claim, provided that the principles and procedures stated herein are complied with.

b) In the implementation of this Regulation, temporary liquidity squeeze means a manageable cash deficit stemming from fund inflows and outflows originating from normal operations of a loan debtor whose capacity to fully pay his obligations is becoming irregular due to fluctuation of his sales revenues or operating income because of an unexpected and temporary reason and due to the expenditures not being structured in a well-planned manner based on the environment operated in.

c) In case a redemption plan or repayment agreement is made with a loan debtor whose solvency is insufficient, the loans covered by such agreement may not benefit from the provision of this article.

2. a) As stated in item (a) of paragraph (1) of this article, a claim may be renewed, structured by refinancing or subjected to a new redemption plan under the provisions hereof, for one time only, by opening additional loan up to 25% of such claim when necessary, in order to impart liquidity power to the debtor and to ensure collection of the bank’s claim.

b) In order for the loan and the receivable to benefit from the provision of this article, the receivable covered by renewal, structuring or redemption must be accompanied by the securities stated herein and the valuated collateral amount must be sufficient to meet the full amount of the receivable mentioned. However, the valuated amount of the loan securities furnished to the bank by a person whose debt to the bank has been renewed or subjected to a redemption plan or a repayment plan by being restructured, may not be less than the book value of the claim. When determining whether the securities are sufficient to fully meet the claim in full, first the amount of collateral valuated according to the principles and procedures stated in article 8 hereof is taken into consideration. If, although the valuated amount of the securities mentioned are sufficient to fully meet the claim, there occurs a development that reduces the values of the securities after the valuation date, the bank obtains additional security from the loan debtor.

c) It is necessary to prepare the repayment plan or the new redemption plan under the structuring of the loan in a way that the same shall incorporate equal instalments not exceeding 90 days or progressive or regressive instalments that remain within the limits corresponding to fifty percent more or less than the said instalment amount, with a maximum repayment period of 5 years.

3.a) The loans renewed or subjected to a repayment plan or a new redemption plan by being restructured according to the conditions stated in this article are continued to be monitored, for a period of six months, within the Third, Fourth and Fifth Group of loans and other receivables in which they have been monitored until that date. Within the said period, application of specific provision ratios applicable to the group in which they are monitored continues. Said amount of claim is transferred to the “Account for Loans Renewed and Subjected to Redemption Plan” at the end of the 6-month period, provided that the debtor complies with the conditions and does not interrupt the repayments. Banks may re-classify the receivables transferred to the said account under the First or Second Group, by re-evaluating their characteristics under the classification mentioned in article 4 hereof.

b) In case the instalment for the amount of claim subjected to a repayment plan or a new redemption plan is not paid within the 6-month period, said loan or other claim is transferred to the one lower group by taking into consideration the period that has elapsed since their due date before the renewal, and provision is set aside accordingly.

Principles and Procedures for Valuation, Accounting and Reporting

Article 10 – 1. a) Valuation and accounting of the loans and other receivables classified in the groups stated herein and accounting for the provisions set aside and showing related accounts in the financial statements of banks are carried out according to the principles and procedures stated in the “Accounting Standards, Uniform Chart of Accounts to be Applied by Banks and Related Explanations” put into application according to the Banking Law.

b) Banks are obliged to take under service entries, group, monitor and evaluate their loans and other receivables in accordance with the manner of classification stated in article 4 hereof. In order to ensure that the loans and accounts to be monitored under “Standard Loans and Other Receivables – First Group” and “Closely Monitored Loans and Other Receivables – Second Group” conform to the main accounts, it is necessary to monitor the same by detailing their format on the basis of the auxiliary book given in the table of “Information on the First and Second Group of Loans and Other Receivables” which is contained in the “Accounting Standards, Uniform Chart of Accounts to be Applied by Banks and Related Explanations.”

c) Banks are obliged to transfer the “Loans and Other Receivables with Limited Collectibility” which they have classified, to the “Account for Loans to be Liquidated”, to transfer “Other Doubtful Receivables” to the “Account for Doubtful Fees, Commissions and Other Receivables”, and to transfer the “Loans and Other Receivables Having the Nature of Loss” to the “Account for Loans and other Receivables Having the Nature of Losses.”

d) The obligation to transfer to the “Account for Receivables to be Liquidated” is valid for the uncollectable amounts, amounts converted into cash loans or indemnified amounts of the non-cash loans as well. The non-cash loans classified under the Third, Fourth or Fifth Group of loans and other receivables shall not be monitored in the “Account for Receivables to be Liquidated”, before being indemnified on converted into cash. The procedures concerning accounting on the liabilities side of bank balance sheets of the specific provisions to be set aside for those non-cash loans which, although classified under the Third, Fourth or Fifth Group of loans and other receivables, have not yet been indemnified or converted into cash shall also be carried out according to the principles and procedures stated in the “Accounting Standards, Uniform Chart of Accounts to be Applied by Banks and Related Explanations”.

e) There shall be no interest accrual and rediscount for the period concerned realized for the amounts that have become nonperforming according to article 5 hereof. The interest accruals and rediscounts which have previously been effected for the nonperforming amounts and which have been written as revenue although the same was not collected are corrected with reverse accounting entry by debiting the related interest income account with the same amount or by cancelling it. Such amounts are not cancelled if the accrued interests have been collected from the debtor. If the nonperforming loan amount including the effected interest accruals and rediscounts can be fully met by the first group of securities and if there exist interest accruals and rediscounts for the nonperforming amount, which, although not collected in cash, have been written as revenue, banks are obliged to remove such revenue amount from the revenue account and transfer the same to the account for “Valuation Fund for Loans and Other Receivables” which will be directly monitored under the other liabilities. Interest accruals and rediscounts related with the said amounts which have not been written as revenue by being transferred to the  Fund mentioned are not cancelled.

2. Banks are obliged to classify their loans and other receivables disbursed by their overseas branches according to the classification and provisioning procedures being applied in the countries where the branches operate, as well as to the principles and procedures stated herein, and to set aside the required provisions. If the amount of the provision set aside according to the legislation and applications of the country where the branches operate is inferior to the amount of provision that must be set aside according to the principles and procedures stated herein, the difference is made up by setting aside additional provision.

3. a) If the bonds and similar capital market instruments and shareholding shares which the Bank holds and for which it is necessary to set aside “Provision for Reduction in Value of Securities” and “Provision for Reduction in Value of Affiliates, Subsidiaries and Tied Securities” when their valuated amounts fall below their acquisition value are revaluated pursuant to the provisions hereof on classification of loans and other receivables and classified under the Third, Fourth or Fifth Group of loans and other receivables depending on the change in the credibility and risk characteristics of those who have issued such assets and depending on the status of the loans they have used, the aforementioned loans and receivables become subject to a specific provision obligation.

b) If the establishment that has issued the shareholder’s share has utilized a loan from the bank carrying the shareholder’s share on the assets side of its balance sheet, then such shareholding share is also classified in the same group with such loan. Otherwise, the criteria stated in article 6 hereof are taken as basis in the classification of the shareholder’s shares.

c) The provisions set aside for the compensation of the assets’ loss in value, during the period when these are monitored in the relevant securities accounts, are transferred to the accounts for the specific provisions that must be set aside if the  assets mentioned are classified in the Third, Fourth or Fifth Group of loans and other receivables. If the amount of the provisions for reduction in value of the securities is inferior to the amount of the specific provision that must be set aside, then an additional provision is set aside. If the amount of the provisions for reduction in value of the securities is superior to the amount of the specific provision that must be set aside, then the amount of the provision in question is maintained as a specific provision. If the provision set aside for the compensation of the asset’s loss in value, which must be set aside as a result of valuation of the securities mentioned is superior to the amount of the specific provision that must be set aside, then the specific provision is set aside upon calculation based on the higher amounts, regardless of the accounts they are monitored in.

d) If there occurs a drop in the prices of the bonds and similar capital market instruments and shareholding shares acquired by a bank due to macroeconomic reasons and depending exclusively on the supply and demand in the capital markets, without being dependent on the loan standing of the establishment which issued such assets, and if the prices of such assets form below their acquisition value, then such assets need not be re-classified as set forth in this Regulation.

4. Prior to the classification to be made under the provisions of this Regulation, banks are obliged to prepare an exclusive report containing opinions about their loans the amounts of which exceed TL 50 billion and, in any case, the biggest top 100 loans or other receivables amount-wise, and to keep such reports ready for supervision.

5. When any development creating a risk emerges, Banks examine the characteristics of their loan customers or debtors from the standpoint of loan standing and matters stated in article 4 hereof, on a monthly basis or without being bound with this period, independently of the loan and risk analysis they will carry out before extending loan, and decide whether the loans and other receivables need to be reclassified fully or partly. The monthly evaluation shall cover at least 4/5 of the total amount of loans and other receivables monitored under the groups stated in article 4 hereof and, in any case, all of the biggest top 100 loans amount-wise.

Exceptions

Article 11 – The specific and general provision ratios for the following are taken into account as zero percent: the loans which are allocated from the funds created under relevant laws, decree-laws and communiqués with the instruction of competent authorities and whose risk does not belong to mediating banks; special duty claim amounts monitored in special duty accounts of banks; receivables transferred to another bank through liquidation according to the relevant articles of the abolished Decree-Law no. 70 and the abolished Banking Law no. 3182; and the transactions effected under the Law dated 25/3/1987, numbered 3332.

Funds and Other Receivables Disbursed by Special Finance Institutions 

Article 12 – The funds and other receivables disbursed by Special Finance Institutions are also subject to the provisions of this Regulation.

Annulled Regulations

Article 13 – The following are null and void from the date of publication of this Regulation: the “Decree no. 99/13761 on the Principles and Procedures for the Determination of the Characteristics of Loans and Other Receivables to be Provisioned by Banks and the Provisions to be Set Aside” which was put into effect according to item (c) of the provisional article 1 of the Banking Law no. 4389 and which was published in the Official Gazette (extra issue) dated 21.12.1999, numbered 23913; and the “Communiqué no. 1 on the Decree on the Principles and Procedures for the Determination of the Characteristics of Loans and Other Receivables to be Provisioned by Banks and the Provisions to be Set Aside” which was published in the Official Gazette (extra issue) dated 31/3/2000, numbered 24006 in connection with the said Decree.

The references made to the Cabinet Decree no. 99/13761 in the “Accounting Standards and Uniform Chart of Accounts to be Applied by Banks and Explanations Related Thereto” are deemed to be made to this Regulation.

Provisional Article 1 – The term “monthly” which appears in item (d) of paragraph (2) of article 7 and paragraph (5) of article 10 of this Regulation are applied as “quarterly” until 1.1.2002.

Effectiveness

Article 14 – This regulation enters into force on the date of its publication.

Execution

Article 15 – The provisions of this Regulation are executed by the Banking Regulation and Supervision Agency.
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