Issued by the Banking Regulation and Supervision Board: 

Regulation on Measurement

and

Assessment of Capital Adequacy of Banks((
(Published in the first supplementary issue of the Official Gazette no. 24314 of 10.02.2001)


Purpose and scope


Article 1 - This Regulation lays down the principles and procedures related to calculation of capital adequacy standard ratio of banks both on consolidated and unconsolidated basis with a view to ensure that they maintain an adequate amount of capital against losses which may result from existing and potential risks. 


This Regulation is applicable to the institutions incorporated as a bank in Turkey and the branches in Turkey of the banks incorporated abroad as defined in the Banks Act No. 4389. 


Legal basis


Article 2 - This Regulation has been put into effect in accordance with subparagraph (a) of paragraph 1 and paragraph 4 of Article 13 of the Banks Act No. 4389. 


Definitions


Article 3 – Terms and definitions used in this Regulation have the following meanings hereby assigned to them:


"Board" means the Banking Regulation and Supervision Board;


"Agency" means the Banking Regulation and Supervision Agency;


"Capital" consists of core capital (Tier-1) and supplementary (Tier-2) capital;


Core capital: “Core capital” consists of paid-up capital, legal reserves, optional reserves, reserves against probable losses, net profit for the period and previous years’ profit stated in the bank's quarterly statement of accounts. In the calculation of core capital, loss for the period and the sum of previous years’ losses shown in the bank's quarterly statement of accounts are considered as the deduction items. 


Supplementary (Tier-2) capital: “Supplementary capital” consists of general provisions for loans, the bank's fixed asset revaluation fund, provisions for revaluation of fixed assets of investments in subsidiaries, affiliates and other participations, subordinated debt, and provisions held for probable losses and securities value increase (revaluation) fund. 


The remaining balance of the general loan loss reserves reached by subtracting the net amount of receivables to be liquidated (past due receivables) is added to the sum of supplementary capital. The portion of the general reserves held for probable risks exceeding 2 % of the total risk-weighted assets, non-cash credits and obligations shall not be included in the calculation of the supplementary capital.


For the purpose of accomplishing the implementation of this Regulation, banks specifically may revalue their fixed assets based on a 10 percentage points less than proportional changes in the wholesale price index, which is announced by the State Institute of Statistics that assumes 1987 as a base, in calculation of capital adequacy standard ratio as of the end of March, June and September and the results can be included in the Supplementary Capital. 


Any portion of the supplementary capital exceeding 100 % of the core capital shall not be taken into account in calculation of the capital. 


Subordinated debts obtained by banks with a maturity equal to or longer than 5 years, are considered within the supplementary capital provided that the Agency's approval is obtained. If the aggregate of such subordinated loans is higher than 50 % of the core capital, then the portion exceeding the ratio referred to above shall not be included in calculation. The qualifications of subordinated loans shall be separately determined by the Agency. 

"Assets deducted from capital" consist of:



a) unconsolidated financial subsidiaries, affiliates and other participations  (capital participation to banks, insurance and reinsurance companies, special finance houses, financial leasing companies, financing companies, factoring companies, capital market intermediaries, venture capital institutions, investment advising institutions, investment partnerships, general finance partnerships, authorized institutions and similar institutions as well),



b) special expense values (cost accounts),

c) preliminary expenses,

d) pre-paid expenses,



e)the difference between the fair value and the book value of the unconsolidated financial subsidiaries, affiliates, other participations and fixed assets if the fair value is lower than its book value,

f) "subordinated loans" extended to other banks operating in Turkey,



g) except for the public legal entities, the credits extended to the shareholders holding 10% or more of the capital and to the real or legal entities who have connected credit relationship with such shareholders,



h) goodwill,



i) capitalized costs. 


“Capital base” is calculated by deducting “the assets deducted from the capital” from capital.


"Tier 3 capital" is any subordinated debt which is unsecured and fully paid up, having an original maturity of at least two years, not repayable nor can not be setled before the agreed repayment date without the approval of the Agency, subject to a lock-in clause which stipulates that neither interest nor principal may be paid even at maturity if such payment means that the bank falls below or remains below the standard ratio defined in this Regulation and does not include provisions, conditions and restrictions contradict banking principles and practices. 


Tier 3 capital will be limited to 250% of bank’s core capital that is required to support market risk. Any portion of the Tier 3 capital that is not required to support market risk shall not be taken into account in the calculation of capital adequacy ratio. 


"Risk-weighted assets, non-cash credits and obligations" shall consist of the bank's assets and non-cash credits and obligations grouped in categories based on their risk weightings in various percentages as specified in schedules in (Annex:1) and (Annex:3); 


"Trading book items" means the on balance sheet and off balance sheet positions in financial instruments which are intentionally held for short-term resale in money and capital markets on a continuous basis. Trading book portfolio is the positions and items in the on and off balance sheet positions made up of:



a)financial instruments held with the intention of benefiting from the expected or actual differences between their buying and selling prices or from other price and interest rate variations,



b)financial instruments held due to matched principal brokering and market making activities,



c)derivative contracts related to hedge the risks arising from positions in financial instruments.

"General market risk" is the risk of loss arising from changes/movements in value of positions in the trading book due to changes in equity prices, interest rates and foreign currency exchange rates. Positions are made up of:

a)interest rate related debt securities, 


b)equities, 



c)other securities,



d)derivative contracts based on the instruments referred to above,



e)all asset and liability items denominated in different currencies which are included in the on and off balance sheet.  


The components of market risk are "interest rate risk", "equity position risk" and "foreign exchange risk". 


"Interest rate risk" is the probability of loss due to changes in interest rates depending on the bank’s position. 


"Equity position risk" is the probability of loss due to changes in equity prices depending on the bank’s position in equities.


"Foreign exchange risk" is the risk of loss which may arise from changes in values of foreign currency denominated assets and liabilities, against Turkish Lira. 


"Specific risk" is the risk of loss associated with positions made up of interest rate related financial instruments or equities, owing to factors other than broad market movements and are related to the management and financial condition of the issuer, guarantor and underwriter of the financial instruments composing such positions. 

"Value at Risk ("VaR")" is a value, which expresses the maximum loss which a bank may be exposed to as a result of changes in the value of its portfolio or its assets due to fluctuations in interest rates, foreign exchange rates and equity prices for a specified confidence interval and holding period, and estimated by using various statistical methods. 


"Risk measurement model (Internal model)" is any risk measurement method used to calculate the daily "Value at Risk" in accordance with principles and procedures set out in Annex 4. 


"Standardised market risk measurement method" is the risk measurement method, which shall be used by the banks which does not implement an internal risk measurement model to estimate the daily "Value at Risk ", or by the banks whose existing such models are deemed inadequate by the Agency, in order to determine the capital charge for general market risks and specific risks using the framework described in Part 4 of Annex 4. 


"Market risk exposure (trading book risk assets)" is the amount of market risk which is included in the calculation of capital adequacy standard ratio. 


"Number of exceptions" is the number of times that daily losses in the value of portfolio, due to changes in interest rates, equity prices and foreign exchange rates, is above the daily "Value at Risk" estimated by using the bank's internal model. 


"Multiplication factor" is the factor specified in Article 9 of Annex 4, which is multiplied by the "Value at Risk" in order to calculate the market risk capital charge.


"Plus factor" is the factor, which is computed based on the model's number of exceptions as a result of backtesting and required to be added to the multiplication factor.


"Capital adequacy standard ratio" is the standard ratio of "capital base / risk-weighted assets, non-cash credits and obligations" which shall be prepared on both consolidated and unconsolidated basis. 


"Stress testing" describes all of the various techniques used to evaluate the capacity of the bank’s portfolio to absorb potential unexpected losses.


Capital adequacy measure based on unconsolidated financial statements


Article 4 - Capital adequacy standard ratio on unconsolidated basis shall be calculated and applied in accordance with provisions of this Regulation and procedures set out in Annex 1 and Annex 2. 


Principles and procedures for measuring market risk shall be included in the calculation of unconsolidated capital adequacy ratio, are set out in Annex 4. 


In calculating capital adequacy standard ratio, data compiled in accordance with “regulations related to banks' accounting and recording systems” shall be used. 


Assets deducted from the capital shall not be subject to further risk-weighting in calculation of risk-weighted assets, non-cash credits and obligations.


With respect to the newly-defined items and new financial instruments that emerge as a result of amendments in the banking regulation, the ones, which have not yet been assigned a risk weight in the tables to this Regulation, shall be subject to a 20 % risk weight until a contrary notice is issued by the Agency.


In calculation of risk-weighted assets and items deducted from capital, assets due to depletion and loss of value shall be transferred to the accounts at their net values after deducting amortization and reserves. 


In calculating credit risk charge for foreign exchange and interest rate related items, only the receivables from counterparties shall first be weighted by using credit conversion factors specified in Annex 2 and included in their respective risk groups. Such amounts shall then be re-weighted by the weights of the respective risk groups. 


Capital adequacy measured based on banks’ consolidated financial statements


Article 5- Any parent bank, which is required to prepare consolidated financial statements pursuant to regulations issued by the Agency in accordance with the Banks Act, shall calculate and apply the capital adequacy standard ratio in accordance with provisions of this regulation and Annex 3. 

The market risk shall be included in calculation of capital adequacy standard ratio on a consolidated basis in accordance with principles and procedures set out in Annex 4. Any bank, which is required to consolidate its financial statements, shall also calculate and apply the mentioned standard ratio based on unconsolidated financial statements. 


 Any parent bank and each of its consolidated financial partnership which is a member of a financial conglomerate (group) shall apply the same risk weightings for their on and off balance sheet items in their quarterly accounts, based on provisions set out in Annex 3 regarding classification of risk-weighted items and their characteristics. In other words, a parent bank shall classify and weight the assets, liabilities and off balance sheet items of its consolidated partnerships as if they are its own risk-weighted assets and non-cash credits and shall prepare “capital adequacy form drawn up based on consolidated financial statements" as set out in Annex 3. 


In calculating credit risk charge for foreign exchange and interest rate related items, parent banks and their financial partnerships subject to consolidation shall apply credit conversion factors for the receivables from counterparties as specified in Annex 2. In assessing credit risk charge for foreign exchange and interest rate related items, only the receivables from counterparties shall be weighted by applying credit conversion factors specified in Annex 2 and then included in the related risk group. Such amounts shall be re-weighted by the weight of the related risk group. Within this context, in calculating credit risk charge for foreign exchange and interest rate related items, claims on the counterparties shall first be weighted by such conversion factors depending on the initial term of the contract. The amounts so computed shall then be weighted according to the category of counterparty which will be shown in "banks" and "loans" items in the capital adequacy form. 


In such transactions, the consolidation and elimination operations shall be concluded prior to conversion and weighting process mentioned above. 


For the purposes of this Regulation any credit institution established abroad, which is a member of a financial conglomerate (group), shall be considered a bank. Items related to factoring receivables and various lendings of financial institutions other than banks, which are subject to consolidation, shall be included among credit items in the capital adequacy form. In calculation of capital adequacy standard ratio on consolidated basis, minority shares (off-group own funds) and profit and loss items, shall be included in capital. Technical reserves of insurance companies shall not be included in the consolidated capital base. 

 Any net negative consolidation goodwill shall be included in the "securities value increase (revaluation) fund" within the supplementary capital and any positive consolidation goodwill shall be included in "assets deducted from capital" in the capital adequacy form. In preparation of the capital adequacy form, the amount of positive consolidation goodwill, which is an asset item and the amount of negative consolidation goodwill shall be netted and the balance shall be shown in the related item. 


In calculating capital adequacy standard ratio on consolidated basis, investments in financial subsidiaries, affiliates, and other financial participations which have been excluded from consolidation due to reasons specified in the regulations and investments to such financial partnerships which have been applied equity method, but the assets and liabilities of which have been unconsolidated, shall be included in "assets deducted from capital". They shall not be classified among risk-weighted assets. The same principle shall apply to any partnership, which is specified as a financial partnership, but has been excluded from consolidation. If the market values of such financial subsidiaries and consolidated fixed assets are lower than their book values, then the difference between the two amounts shall be included in "assets deducted from capital". If, however, a provision for loss in value has been set aside and such provision has led to a fall in the capital base, then the amount shall not be included in "assets deducted from capital" in order to avoid double counting. 


Minimum ratio, calculation and reporting period


Article 6 - Banks shall maintain and keep a minimum 8 % capital adequacy standard ratio, on a consolidated and unconsolidated basis. 


Banks shall prepare their capital adequacy ratio forms, on a consolidated or unconsolidated basis as of the end of every quarter, namely, March, June, September and December and submit them to the Agency at least in the following month. 


By taking other factors affecting financial structures of banks into account, the Agency may decide to establish a ratio over the specified minimum ratio for each bank or banking group and may request more frequent preparation and reporting of the tables related to such ratios. 


Procedures to be followed for increasing capital


Article 7 - If the capital adequacy standard ratio is below 8%, the capital base shall be increased by a necessary amount within 6 months following the calculation period of the ratio. In case the capital is increased to meet the capital requirement, the increment amount shall be paid in cash in 6-months period. If one of the capital adequacy ratios of a bank which calculates the standard ratio both on a consolidated and unconsolidated basis is below 8%, the bank shall increase its capital base by the required amount within the above mentioned period. If the ratio calculated according to both principles (consolidated/unconsolidated) is below 8%, the bank shall increase its capital base by taking the lower ratio into account. 


Provisions repealed


Article 8 – Regulation Concerning the Method and The Principles of the Calculation and Evaluation of the Capital Adequacy of Banks” published in Official Gazette no 23388 and dated 30.06.1998 and “Regulation Concerning the Method and The Principles of the Calculation and Evaluation of the Capital Adequacy of Banks on a consolidated basis”  published in Official Gazette no 23913 and dated 21.12.1999 is repealed.


Provisional Article 1 - Banks shall start to measure their market risk capital charge in unconsolidated basis, and include in the capital adequacy standard ratio in accordance with the table given in Annex 1, by 01.01.2002. 

Market risk exposure shall be calculated on a consolidated basis and included in the capital adequacy standard ratio in accordance with the schedule given in Annex 3 effective from 01.07. 2002.


Effective date


Article 9 - This Regulation shall come into effect on the date of publication.


Execution


Article 10 - This Regulation shall be executed by the Chairman of the Agency. 












ANNEX: 1

CAPITAL ADEQUACY ANALYSIS FORM BASED ON 

UNCONSOLIDATED (SOLO)  FINANCIAL STATEMENTS


(As of ..../..../.....)

I - CORE CAPITAL


A) Paid-up capital


B) Legal reserves


C) Optional reserves and reserves for probable losses


D) Total of net profit for the period and previous years’ profit 


E) Total of loss for the period and previous years’ losses (-) stated in the bank’s quarterly statement of accounts


II - SUPPLEMENTARY CAPITAL


A) General loan reserves after netting off the receivables to be liquidated (past due loans) (net)


B) Fixed asset revaluation fund (including reserves for cost value increase adjustment, shares of subsidiaries and affiliates to be included in capital and proceeds from the sale of real property)


C) Revaluation fund calculated for the fixed assets based on quarterly Wholesale Price Index as specified in paragraph 3 of the definition of supplementary capital in Article 3 of this Regulation


D) Provisions for revaluation of fixed assets of subsidiaries and affiliates (including those related to other participations held for the purpose of acquiring an interest in capital and booked among securities)


E) Subordinated debts 


F) Securities value increase (revaluation) fund 

G) Free reserves for probable risks  

III - CAPITAL (I + II + Tier  3 Capital)


- Tier 3 capital shall be included in the capital only in calculating market risk. 

IV - ASSETS DEDUCTED FROM CAPITAL


A)Unconsolidated financial subsidiaries and affiliates and other financial participations (equity holdings in institutions defined in paragraph (a) of the definition of assets deducted from capital in Article 3 of this Regulation)


B) Special expense values (cost accounts)


C) Preliminary expenses


D) Pre-paid expenses


E) Difference between the fair value and the book value if the fair value of unconsolidated subsidiaries, affiliates, investments in other participations and fixed assets are below their book value 


F) "Subordinated loans" extended to other banks operating in Turkey

G) Except for the public legal entities, the credits extended to the shareholders holding 10 % or more of the capital and to the real or legal entities who have connected credit relationship with such shareholders

H) Goodwill

I) Capitalised costs 

V - CAPITAL BASE (III - IV)

VI - RISK-WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS


A) 0% risk weight


B) 20% risk weight


C) 50% risk weight


D) 100% risk weight


E) Market risk exposure (Such amount shall be calculated in accordance with principles and procedures set out in Annex 4 and included in standard capital adequacy ratio) 

TOTAL

STANDARD CAPITAL ADEQUACY RATIO (V / VI) %

SUPPLEMENTARY CAPITAL / CORE CAPITAL (II/I) %

SUBORDINATED TERM DEBTS /CORE CAPITAL (IIE/I) %

RISK-WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS

 0% RISK WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS
- CURRENT ASSETS


a - Cash in vault


b- Cash in foreign currency


c - Cash to be received (Cash in transit)

- BANK ACCOUNTS


a– Accounts with Central Bank 

- INTERBANK MONEY MARKET

- SECURITIES PORTFOLIO (NET)


a - Treasury bills

b- Government bonds

c - Revenue participating certificates issued by Public Participation Administration 

and Privatization Administration 

d - Securities issued under the guarantee of the Treasury

e - Securities issued by central governments and central banks of OECD countries or securities guaranteed  by them


f - Gold

g - Due securities (related with securities having 0 % weight)

- RESERVE REQUIREMENTS 

- LOANS

a - Loans collateralised by cash 

            b – Loans extended to Central Bank and Treasury and loans guaranteed by the Treasury 

c - Loans collateralised by securities issued by the Treasury and securities guaranteed 

by the Treasury 

d - Loans guaranteed by the central governments and the central banks of OECD countries, loans collateralised by securities issued or guaranteed by the central governments and the central banks of OECD countries 

e - Loans extended from Funds established by laws and Decrees, whose risk is not taken by  the intermediary bank
f - Loans which are collateralised by the bank's own securities (except mutual funds)

- MISCELLANEOUS  RECEIVABLES

a - Receivables from funds


b - Securities subject to 0% risk weight and claims collateralised by guarantees of central governments and the central banks of OECD countries, the Treasury and by cash pledges

c - Special accounts with Central Bank

- INVESTMENT SECURITIES (NET)

a - Investment securities with 0 % risk weight 

- PRE-PAYMENTS FOR ASSETS ACQUIRED BY FINANCIAL LEASING 

a – Pre-payments for assets acquired by financial leasing, including securities subject to 0 % risk weight and those collateralised by guarantees of the central governments and central banks of OECD countries and those collateralised by cash pledge or Treasury guarantee

- FIXED ASSETS (NET)

a - Real property, which banks compulsorily acquire and include in their assets pursuant to provisions of applicable laws, decrees and other regulations, other than they acquire on account of their receivables pursuant to paragraph two of Article 12 of the Banks Act 

- OTHER ASSETS


a - Pre-paid taxes


b - Special duty accounts (Claims from Treasury)


c - Other claims on central governments and central banks of OECD countries, other claims guaranteed by the central governments and central banks of OECD countries, securities subject to 0% risk weight and other receivables collateralised by cash and Treasury guarantee


d - Inter-branch transfer accounts


e - Gold 

- GUARANTEES AND UNDERTAKINGS

a - Guarantees and undertakings collateralised by cash pledge


b - Guarantees and undertakings extended to the Treasury and the Central Bank and secured by the Treasury guarantee


c- Guarantees and undertakings collateralised by securities issued or guaranteed by the Treasury 

d- Guarantees and undertakings collateralised by the central governments and central banks of OECD countries, and guarantees and undertakings collateralised by securities issued or guaranteed by central governments and central banks of OECD countries


e - Guarantees and undertakings collateralised by securities issued by banks (excluding mutual funds )


f - Endorsements

- COMMITMENTS

a - Repo” and “Reverse repo” transactions / commitments against(backed by) securities issued or guaranteed by the Treasury, securities issued or guaranteed by central governments and central banks of OECD countries and revenue sharing certificates subject to 0% risk weight


b - Revocable contingencies which can be unconditionally cancelled by the bank

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In foreign exchange and interest rate related transactions, receivables from the counterparty which have the same characteristics with loans subject to 0 % risk weight   - amounts weighted by credit conversion rates)

- INTEREST AND INCOME ACCRUALS   (for items subject to 0 % risk weight)

20 % RISK WEIGHTED ASSETS, NON-CASH  CREDITS AND OBLIGATIONS 
- CURRENT ASSETS


a - Bank checks denominated in a foreign currency drawn / purchased by banks in OECD countries

- BANK ACCOUNTS

a - Accounts in domestic banks


b - Claims on banks of OECD countries which are not collateral, not blocked and which can be freely used by the bank except maturity


c – Accounts in head offices or any other overseas branches of foreign banks operating in Turkey 

- SPECIAL FINANCE HOUSES

- SECURITIES PORTFOLIO (NET)



a- Due securities (related to securities subject to 20 % risk weight)


b- Mutual fund shares


c- Securities issued or guaranteed by banks in OECD countries

- LOANS


a- Loans collateralised by counter guarantees of banks in OECD countries


b- Loans collateralised by securities issued or guaranteed by banks in OECD countries


c- Loans extended to intermediary institutions operating in capital markets of OECD countries, which are subject to prudential supervision and regulation including risk-based capital obligation, or loans collateralised by a guarantee or undertaking of such institutions.

MISCALLENEOUS RECEIVABLES

a- Claims on intermediary institutions operating in capital markets of OECD countries, which are subject to prudential supervision and regulation including risk-based capital obligation, or claims collateralised by a guarantee or undertaking of such institutions.

- INVESTMENT SECURITIES (NET)


a -Securities with 20 % risk weight which are classified as investment securities 

- PRE-PAYMENTS FOR ASSETS ACQUIRED BY FINANCIAL LEASING

a- Pre-payments for assets acquired by financial leasing purposes collateralized by counter-guarantees of banks in OECD countries or by securities issued or guaranteed by banks in OECD countries

- GUARANTEES AND UNDERTAKINGS 

a -Guarantees and undertakings collateralised by counter-guarantees of banks in OECD countries


b -Guarantees and undertakings collateralised by securities issued or guaranteed by banks in OECD countries


c - Letters of preliminary and performance guarantees (except those which are subject to 0 % risk weight)


d-"Letters of credit" with a maturity of up to one year, which are automatically redeemed and secured by a "shipment" obligation

- COMMITMENTS

a -" Repo" transactions backed by securities issued or guaranteed by banks in OECD countries


b - "Reverse repo" transactions backed by other securities


c - Other revocable commitments 

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In derivative transactions, receivables from the counterparty which have the same characteristics with loans subject to 20 % risk weight; amounts weighted by credit conversion rate)

- INTEREST AND INCOME ACCRUALS   (for items subject to 20 % risk weight)

- ACCOUNTS WHICH ARE NOT RISK WEIGHTED IN THIS SCHEDULE AS SPECIFIED IN PARAGRAPH (5) OF ARTICLE 4 OF THE REGULATION

50 % RISK WEIGHTED  ASSETS, NON-CASH CREDITS AND OBLIGATIONS 

- LOANS


a - Loans secured by a prior lien mortgage on a property which is used for residence


b - Loans secured by a prior lien mortgage on registered lands within the boundaries of a municipality

- ASSETS ACQUIRED BY FINANCIAL LEASING (NET) (Lands, buildings,  establishments, machines and equipment, vehicles and other assets acquired by financial leasing contract and included in banks' fixed assets pursuant to the Financial Leasing Law and Tax Procedures Law and pre-payments for assets acquired by financial leasing other than those to which 0 % and 20 % risk weight is applied)

- GUARANTEES AND UNDERTAKINGS

a - Other letters of guarantee (other than those which are subject to 0 % and 20 % risk weight)


b - Guarantees and undertakings secured by a prior lien mortgage on a property used for residence


c- Guarantees and undertakings secured by first mortgage on registered lands within the boundaries of a municipality


d - Other letters of credit (other than those subject to 0 % and 20 % risk weight)

- COMMITMENTS


a -  Underwriting of bond issue


b - Non-revocable commitments (other than those subject to 0 %, 20 % and 100 % risk weight)

-OTHER OFF-BALANCE SHEET ACCOUNTS

a - Underwriting and undertaking of securities

 - INTEREST AND INCOME ACCRUALS   (for items subject to 50 % risk weight)

100 % RISK WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS 

-  CURRENT ASSETS

a –-Due securities  (related to securities subject to 100 % risk weight)


b –-Other foreign currency checks   

- BANKS


a - Other foreign banks (including assets which have been deposited  to foreign banks established in OECD countries as a collateral or blocked and which the bank cannot freely use)

- SECURITIES PORTFOLIO (NET)


a -Other securities 

- LOANS


a - Other loans

-  PAST-DUE LOANS (NET)

- FIXED ASSETS (NET) (excluding expense values (special costs), fixed assets acquired by financial leasing and real property subject to 0 % risk weight)

- SUBSIDIARIES, AFFILIATES AND INVESTMENT SECURITIES


a- Shares issued by non-financial subsidiaries and affiliates


b- Other investment securities  excluding those with 0 % and 20 % risk weight

-  MISCELLANOUS RECEIVABLES


a - Miscallenous receivables not included in other risk groups

- OTHER ASSETS (other accounts classified under the “other assets” in the quarterly statement of account including assets being used as a lessee under a financial leasing agreement, but excluding "preliminary expenses", "special duty accounts", "pre-paid expenditures", "pre-paid taxes account", "other claims on central governments and central banks of OECD countries and those guaranteed by central governments and central banks of OECD countries", "inter-branch transfer accounts", "gold", "securities subject to 0 % risk weight” and “other receivables secured by cash or Treasury guarantee”)

-  GUARANTEES AND UNDERTAKINGS


A)"Bank acceptances" which have not been subject to risk weight in other risk groups


B)"Guaranteed preliminary financings" which have not been subjected to risk weight in other risk groups


C)"Sale transactions related to bank's assets with reverting risk" which have not been subject to risk weight in other risk groups


D)Other guarantees and  undertakings issued (other than those subject to 0 %, 20 % and 50 % risk weight)

- COMMITMENTS


a - Other "repo" commitments (other than those subject to 0 % and 20 % risk weight)

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In foreign exchange and interest rate related transactions, receivables from the counterparty which have the same characteristics with loans subject to 100 % risk weight; amounts weighted by credit conversion rate)

- INTEREST AND INCOME ACCRUALS (for items subject to 100 % risk weight)










ANNEX: 2
CREDIT CONVERSION FACTORS FOR FOREIGN EXCHANGE 

AND INTEREST RATE RELATED TRANSACTIONS


 In calculating credit risk charge for foreign exchange and interest rate related transactions, the amount of receivables from the counterparty shall first be weighted by using the conversion factors given below depending on the initial term of the transaction. The amounts so computed shall then be included in a risk-weighted group commensurate with the category of the counterparty / borrower as shown in "banks" and "loans" items in the capital adequacy form. 

	ORIGINAL TERM

(Term of Transaction)
	Interest Rate Contracts
	Exchange Rate and  

Gold (Bullion) Contracts

	Less than two weeks
	0 %
	0 %

	One year and less
	0.5 %
	2 %

	One year and less than two years
	1 %
	5 %

	For Each Additional Year After Two Years
	1 %
	3 %













ANNEX: 3

CAPITAL ADEQUACY ANALYSIS FORM

BASED ON CONSOLIDATED FINANCIAL STATEMENTS


(As of   ../../.....)

I - CORE CAPITAL (Including interests outside the group)


A) Paid-up capital


B) Legal reserves


C) Optional reserves and reserves for probable losses


D) Total of net profit for the period and previous years’ profit 


E) Total of loss for the period and previous years’ losses (-)

II - SUPPLEMENTARY CAPITAL (Including interests outside the group, if any)


A) General loan reserves after netting off the receivables to be liquidated (past due loans) (net)


B) Fixed asset revaluation fund (including reserves for cost value increase adjustment, shares of subsidiaries and affiliates to be included in capital and proceeds from the sale of real property)


C) Revaluation fund calculated for the fixed assets based on quarterly Wholesale Price Index as specified in paragraph 3 of the definition of supplementary capital in Article 3 of this Regulation


D) Provisions for revaluation of fixed assets of subsidiaries and affiliates (including those related to other participations held for the purpose of acquiring an interest in capital and booked among securities)


E) Subordinated debts 


F) Free reserves for probable risks  

G) Securities value increase (revaluation) fund  (including negative consolidation goodwill (net) )

III - CAPITAL (I + II + Tier  3 Capital)

- Tier 3 capital shall be included in the capital only in calculating market risk 

IV - ASSETS DEDUCTED FROM CAPITAL


A)Unconsolidated financial subsidiaries and affiliates and other financial participations and investments to such financial partnerships which have been applied equity method, but the assets and liabilities of which have been unconsolidated

B) Special expense values (cost accounts)


C)Difference between the fair value and the book value, if the fair value of unconsolidated subsidiaries, affiliates, investments in other participations, consolidated fixed assets and investments to such financial partnerships which have been applied equity method, but the assets and liabilities of which have been unconsolidated are below their book value 

D)Preliminary expenses


E) Pre-paid expenses


F) "Subordinated loans" extended to other banks operating in Turkey

G) Except the public legal entities, the credits extended to the shareholders holding 10 % or more of the capital and to the real or legal entities who have connected credit relationship with such shareholders 

H) Consolidation goodwill

I) Capitalised costs 

V - CAPITAL BASE (III - IV)

VI - RISK-WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS


A) 0% risk weight


B) 20% risk weight


C) 50% risk weight


D) 100% risk weight


E) Market risk exposure (Such amount shall be calculated in accordance with principles and procedures set out in Annex 4 and included in standard capital adequacy ratio) 

TOTAL

STANDARD CAPITAL ADEQUACY RATIO (V / VI) %

SUPPLEMENTARY CAPITAL / CORE CAPITAL (II/I) %

SUBORDINATED TERM LOANS /CORE CAPITAL (IIE/I) %

RISK-WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS

 0% RISK WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS
- CURRENT ASSETS


a – Cash in vault


b– Cash in foreign currency


c – Cash to be received (Cash in transit)

- BANK ACCOUNTS


a– Accounts with Central Bank 

- INTERBANK MONEY MARKET

- SECURITIES PORTFOLIO (NET)


a - Treasury bills

b- Government bonds

c - Revenue participating certificates issued by Public Participation Administration 

and Privatization Administration 

d - Securities issued under the guarantee of the Treasury

e - Securities issued by central governments and central banks of OECD countries or securities guaranteed  by them.


f – Gold

g - Due securities (related with securities having 0 % weight)

- RESERVE REQUIREMENTS AND OTHER SIMILAR LEGAL REQUİREMENTS

- LOANS

a - Loans collateralised by cash 

            b – Loans extended to Central Bank and Treasury and loans guaranteed by the Treasury 

c - Loans collateralised by securities issued by the Treasury and securities guaranteed 

by the Treasury 

d - Loans guaranteed by the central governments and the central banks of OECD countries, loans collateralised by securities issued or guaranteed by the central governments and the central banks of OECD countries 

e - Loans extended from Funds established by laws and Decrees, whose risk is not taken by  the intermediary bank
f - Loans which are collateralised by the bank's own securities (except mutual funds)

- MISCELLANEOUS  RECEIVABLES

a - Receivables from funds


b - Securities subject to 0% risk weight and claims collateralised by guarantees of central governments and the central banks of OECD countries, the Treasury and by cash


c - Special accounts with Central Bank

- INVESTMENT SECURITIES (NET)

a - Investment securities with 0 % risk weight 

- PRE-PAYMENTS FOR ASSETS ACQUIRED BY FINANCIAL LEASING 

a – Pre-payments for assets acquired by financial leasing, including securities subject to 0 % risk weight and those collateralised by guarantees of the central governments and central banks of OECD countries and those collateralised by cash pledge or Treasury guarantee

- FIXED ASSETS (NET)

a - Real property, which banks compulsorily acquire and include in their assets pursuant to provisions of applicable laws, decrees and other regulations, other than they acquire on account of their receivables pursuant to paragraph two of Article 12 of the Banks Act 

- OTHER ASSETS


a - Pre-paid taxes


b - Special duty accounts (Claims from Treasury)


c - Other claims on central governments and central banks of OECD countries, other claims guaranteed by the central governments and central banks of OECD countries, securities subject to 0% risk weight and other receivables collateralised by cash and Treasury guarantee


d – Inter-branch transfer accounts


e - Gold 

- GUARANTEES AND UNDERTAKINGS

a - Guarantees and undertakings collateralised by cash pledge


b - Guarantees and undertakings extended to the Treasury and the Central Bank and secured by the Treasury guarantee


c- Guarantees and undertakings collateralised by securities issued or guaranteed by the Treasury 

d- Guarantees and undertakings collateralised by the central governments and central banks of OECD countries, and guarantees and undertakings collateralised by securities issued or guaranteed by central governments and central banks of OECD countries


e - Guarantees and undertakings collateralised by securities issued by banks (excluding mutual funds )


f - Endorsements

- COMMITMENTS

a - Repo” and “Reverse repo” transactions / commitments backed by securities issued or guaranteed by the Treasury, securities issued or guaranteed by central governments and central banks of OECD countries and revenue sharing certificates subject to 0% risk weight


b - Revocable contingencies which can be unconditionally cancelled by the bank (or by the financial partnership consolidated by the parent bank)

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In foreign exchange and interest rate related transactions, receivables from the counterparty which have the same characteristics with loans subject to 0 % risk weight;  amounts weighted by credit conversion rates)

- INTEREST AND INCOME ACCRUALS   (for items subject  to 0 % risk weight)

20 % RISK WEIGHTED ASSETS, NON-CASH  CREDITS AND OBLIGATIONS 
- CURRENT ASSETS


a - Bank checks denominated in a foreign currency drawn / purchased by banks in OECD countries

- BANK ACCOUNTS

a - Accounts in domestic banks


b - Claims on banks of OECD countries which are not collateral, not blocked and which can be freely used by the bank except maturity


c – Accounts in head offices or any other overseas branches of foreign banks operating in Turkey 

- SPECIAL FINANCE HOUSES

- SECURITIES PORTFOLIO (NET)



a- Due securities (related to securities subject to 20 % risk weight)


b- Mutual fund shares


c- Securities issued or guaranteed by banks in OECD countries

- LOANS


a- Loans collateralised by counter guarantees of banks in OECD countries


b- Loans collateralised by securities issued or guaranteed by banks in OECD countries


c- Loans extended to intermediary institutions operating in capital markets of OECD countries, which are subject to prudential supervision and regulation including risk-based capital obligation, or loans collateralised by a guarantee or undertaking of such institutions

MISCALLENEOUS RECEIVABLES

a- Claims on intermediary institutions operating in capital markets of OECD countries, which are subject to prudential supervision and regulation including risk-based capital obligation, or claims collateralised by a guarantee or undertaking of such institutions

- INVESTMENT SECURITIES (NET)


a -Securities with 20 % risk weight which are classified as investment securities 

- PRE-PAYMENTS FOR ASSETS ACQUIRED BY FINANCIAL LEASING

a- Pre-payments for assets acquired by financial leasing purposes collateralized by counter-guarantees of banks in OECD countries or by securities issued or guaranteed by banks in OECD countries. 

- GUARANTEES AND UNDERTAKINGS 

a -Guarantees and undertakings collateralised by counter-guarantees of banks in OECD countries


b -Guarantees and undertakings collateralised by securities issued or guaranteed by banks in OECD countries


c - Letters of preliminary and performance guarantees (except those which are subject to 0 % risk weight)


d-"Letters of credit" with a maturity of up to one year, which are automatically redeemed and secured by a "shipment" obligation.

- COMMITMENTS

a -" Repo" transactions backed by securities issued or guaranteed by banks in OECD countries


b - "Reverse repo" transactions backed by other securities


c - Other revocable commitments 

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In foreign exchange and interest rate related transactions, receivables from the counterparty which have the same characteristics with loans subject to 20 % risk weight;   amounts weighted by credit conversion rate)

- INTEREST AND INCOME ACCRUALS   (for items subject to 20 % risk weight)

- ACCOUNTS WHICH ARE NOT RISK WEIGHTED IN THIS SCHEDULE AS SPECIFIED IN PARAGRAPH (5) OF ARTICLE 4 OF THE REGULATION

50 % RISK WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS 

- LOANS


a - Loans secured by a prior lien mortgage on a property which is used for residence


b - Loans secured by a prior lien mortgage on registered lands within the boundaries of a municipality

- ASSETS ACQUIRED BY FINANCIAL LEASING (NET) (Lands, buildings,  establishments, machines and equipment, vehicles and other assets acquired by financial leasing contract and included in banks' fixed assets pursuant to the Financial Leasing Law and Tax Procedures Law and pre-payments for assets acquired by financial leasing other than those to which 0 % and 20 % risk weight is applied)

- GUARANTEES AND UNDERTAKINGS

a - Other letters of guarantee (other than those which are subject to 0 % and 20 % risk weight)


b - Guarantees and undertakings secured by a prior lien mortgage on a property used for residence


c- Guarantees and undertakings secured by first mortgage on registered lands within the boundaries of a municipality


d - Other letters of credit (other than those subject to 0 % and 20 % risk weight)

- COMMITMENTS


a -  Underwriting of bond issue


b - Non-revocable commitments (other than those subject to 0 %, 20 % and 100 % risk weight)

-OTHER  OFF-BALANCE SHEET ACCOUNTS

a - Underwriting and undertaking of securities

 - INTEREST AND INCOME ACCRUALS   (for items subject to 50 % risk weight)

100 % RISK WEIGHTED ASSETS, NON-CASH CREDITS AND OBLIGATIONS 

-  CURRENT ASSETS

a - Due securities  (related to securities subject to 100 % risk weight)


b - Other foreign currency checks   

- BANKS


a - Other foreign banks (including assets which have been deposited  to foreign banks established in OECD countries as a collateral or blocked and which the bank cannot freely use)

- SECURITIES PORTFOLIO (NET)


a -Other securities 

- LOANS


a - Other loans

-  PAST-DUE LOANS (NET)

- FIXED ASSETS (NET) (excluding special expense values (special cost accounts), fixed assets acquired by financial leasing and real property subject to 0 % risk weight)

- SUBSIDIARIES, AFFILIATES AND INVESTMENT SECURITIES


a- Shares issued by non-financial and unconsolidated subsidiaries and affiliates


b- Other investment securities  excluding those with 0 % and 20 % risk weight

-  MISCELLANOUS RECEIVABLES


a - Miscallenous receivables not included in other risk groups. 

- OTHER ASSETS (other accounts classified under the “other assets” in the quarterly statement of account including assets being used as a lessee under a financial leasing agreement, but excluding "preliminary expenses", "special duty accounts", "pre-paid expenditures", "pre-paid taxes account", "other claims on central governments and central banks of OECD countries and those guaranteed by central governments and central banks of OECD countries", "inter-branch transfer accounts", "gold", "securities subject to 0 % risk weight” and “other receivables secured by cash or Treasury guarantee”). 

-  GUARANTEES AND UNDERTAKINGS


a)"Bank acceptances" which have not been subject to risk weight in other risk groups


b)"Guaranteed preliminary financings" which have not been subjected to risk weight in other risk groups


c)Sale transactions related to assets of the bank or of the financial partnership consolidated by the parent bank, with “reverting risk" which have not been subject to risk weight in other risk groups


d)Other guarantees and  undertakings issued (other than those subject to 0 %, 20 % and 50 % risk weight)

- COMMITMENTS


a - Other "repo" commitments (other than those subject to 0 % and 20 % risk weight)

- FOREIGN EXCHANGE AND INTEREST RATE RELATED TRANSACTIONS (In foreign exchange and interest rate related transactions, receivables from the counterparty which have the same characteristics with loans subject to 100 % risk weight;  amounts weighted by credit conversion rate)

- INTEREST AND INCOME ACCRUALS (for items subject to 100 % risk weight)











ANNEX: 4

PRINCIPLES GOVERNING THE CALCULATION OF MARKET RISK

PART ONE

  Market Risk Exposure


Calculation of market risk exposure


Article 1 - Banks using an internal model approved by the Agency, shall calculate their market risk exposure by multiplying the "Value at Risk", which shall be calculated in accordance with principles and procedures set out in Part Two of this Annex, by the multiplication factor (by adding the additional multiplication factor (plus factor) if there is any) and "12,5",


Banks, which do not use a risk measurement model or whose models are not approved by the Agency, shall calculate their market risk exposure by multiplying the sum of "Interest Rate Risk", "Equity Position Risk", "Foreign Exchange Risk" and "Specific Risk" charges, which are calculated using the "Standardised Method for Market Risk Measurement " as described in Part Four of this Annex, by "12,5". 

Banks, whose models approved by the Agency do not incorporate specific risks of equities and interest rate related instruments, shall calculate the specific risk charge in accordance with principles and procedures set out in Articles 15 and 16 of this Annex. 


For those banks whose models approved by the Agency cover specific risks, the total amount of specific risk charge should in no case be less than half the specific risk charge calculated according to the standardised methodology. 

Calculation of risk-weighted assets, non-cash credits and obligations exposed to credit risk


Article 2 - Risk-weighted assets, non-cash credits and obligations exposed to credit risk shall be grouped in categories and calculated according to their risk weights as specified 

in the "Capital Adequacy Analysis Form”. Debt securities and equity shares which are included in the bank's trading book and used in calculating market risk charge, shall not be subject to a further risk weighting or  taken into account in calculation of risk-weighted assets, non-cash credits and obligations exposed to credit risk. 

PART TWO

Use of Internal Risk Measurement Models to Measure Market Risk


General criteria


Article 3 – a) In measuring market risk and calculating market risk charge, banks shall use risk measurement models or develop their own models, in order to manage market risk, conditional upon the explicit approval of the Agency. 


b) The Agency will only give its approval, if at a minimum; 



1) the bank’s  risk measurement system is conceptually sound, pursuant to principles and procedures set out in regulations issued by the Agency, implemented prudently and reliable,



2) the bank employs sufficient numbers of staff skilled  in the use of sophisticated models not only in units responsible for recording and valuation of fund management and trading transactions but also in the risk management group and the internal control/audit center,



3) the bank has a reliable data and recording system with a proven track record of reasonable accuracy in measuring risk ,



4) the bank regularly conducts stress tests and backtesting in accordance with provisions and procedures set out in this section. 


Qualitative standards of risk measurement models


Article 4 – The use of internal models in calculating capital charge is conditional upon the explicit approval of the Agency, provided that the bank meets the following requirements:


a) The bank should have an independent risk control unit for trading activities within the "Risk Management Group", which is responsible for design and implementation of the bank's entire risk control system. This unit should produce and analyse daily reports based on the data and findings obtained from the bank's risk measurement model including trading limits. The bank's risk control unit must be independent from operational and other risk-taking units and report directly to  senior management of the bank. 


b) The bank's risk control unit should conduct regular backtesting program at least once a month to verify the accuracy and performance of the model in accordance with provisions and procedures set out in this Article. 


c)  Board of directors and  senior management should  actively be involved in the  risk control process and must regard risk control as an essential aspect of business to which significant resources need to be devoted. Daily reports prepared by the bank's independent risk control unit, position limits of traders and limits pertaining to all exposures taken by the bank must be reviewed by a level of management with sufficient seniority.     


d) The bank's risk measurement model must be closely integrated into the day-to-day risk management process and the output should accordingly be an integral part of the process of planning, monitoring and controlling the bank’s market risk profile. 

e) The risk measurement model should be used in conjunction with trading and exposure limits. Even if the trading limits of traders have not been defined in terms of "Value at Risk”, it must be related to the bank's "VaR risk measurement model” in a manner that is consistent over time and that is well understood by both traders and senior management. 


f) A routine programme of stress testing should be in place as a supplement to the risk analysis process based on the day-to-day output of the bank's risk measurement model. The results of stress testing should be reflected in the policies and limits set by board of directors and senior management. Results of stress tests should be reported to the senior management regularly and to the board of directors for certain periods. 


g) The bank's risk measurement model must be well documented and a risk measurement and management manual, that describes the basic principles of the risk management system and that provides an explanation of the techniques used to measure risk must be  put into effect. 


h) The risk measurement system should be reviewed independently in the bank's internal control process and this review should include both the activities of the trading units and of the independent risk control unit. A review of the overall risk management process should take place at least once a year. Such review process should specifically address: 



1) the scope of market risks captured by the risk measurement model,



2) the reliability of the management information systems,



3) the accuracy and completeness of position data, 



4) the verification of the consistency, timeliness and reliability of data sources used to run internal models, including independence of such data sources,


5) the accuracy and appropriateness  of volatility and correlation assumptions,



6) the verification of the model’s accuracy through backtesting, 



7) the approval process  for risk pricing models and valuation systems used by front-office and accounting personnel,



8) the adequacy of the documentation of the risk management system and process,



9) the organization of the risk control unit, and



10) the integration  of market risk measures  into daily risk management. 


Quantitative standards for risk measurement models


Article 5 – Banks must comply, at a minimum, with the following standards for risk measurement models they use to calculate their capital charges: 


a) "Value at Risk" shall be calculated on a daily basis. 

b) In calculating "Value at Risk" a one-tailed 99 % confidence level shall be used. 


c) In calculating "Value at Risk" minimum holding period shall be 10 trading days. Banks shall use Value at Risk numbers calculated according to shorter holding periods scaled up to ten days by the square root of time.  The same method may be used for holding periods longer than 10 trading days. 

d) The historical observation period for calculating "Value at Risk" shall not be less than 1 year. For banks that use exponentially weighted moving average method or other methods, historical observation period is at least one year and the effective observation period shall not be less than 6 months. If this requirement is not met, the higher of the “Value at Risk” calculated by using the equally-weighted average and the exponentially-weighted average methods shall be used. 

e) Data sets used to calculate the "Value at Risk" shall be updated at least once every three months and they shall be reassessed even if market prices are subject to negligible changes. The Agency may require a bank to calculate its “Value at Risk” using a shorter observation period, during significant price/interest rate fluctuations. 

f) If the Agency determines any data sets, time series or references to be used by banks in calculation of "Value at risk ", Banks are required to use them. 

g) In calculation of "Value at Risk " banks may use any risk measurement model based on "Variance - Covariance", "Historical Simulation" and "Monte Carlo Simulation" so long as each model used captures all the market risks to which they are exposed to. 

h) Banks’ risk measurement models should also be able to assess specific risks of equities and interest rate related financial instruments. 

Calculation of capital charge based on value at risk


Article 6 - In calculation of their daily capital charges, banks shall consider the higher of (i) an average of the "Value at Risk" measures for the preceding 60 business days multiplied by the sum of "Multiplication Factor" and the " plus factor" and (ii) the previous day’s "Value at Risk" number. 

Stress tests


Article 7 - a) Banks that use internal models for calculation of their capital charge for market risk, must regularly implement a comprehensive stress testing program. 

b) Banks’ stress test scenarios should cover factors that can create extraordinary gains or losses in trading portfolios or make the control of risk in those portfolios very difficult. These factors include low-probability events in all major types of risks including market, credit and operational risks. Stress scenarios shall be applied to positions that display both linear and non-linear price characteristics. 


c) Stress test scenarios shall be conducted with a view to evaluate the capacity of the bank's capital to absorb potential large losses and to identify steps the bank can take to reduce its risk and conserve capital. 


d) The results of stress tests shall be reviewed periodically by the senior management and should be reflected in the policies and limits set by the management and the board of directors. 


Backtesting


Article 8 - a) In order to assess the accuracy of their models banks shall count the "Number of Exceptions" every month by comparing daily profits and losses in their trading portfolios in the past 250 business days as a result of changes in risk factors with their model generated daily VaR estimates. 


In the implementation of backtesting, only the daily profits and losses that result from market movements shall be taken into account. 


b) In calculation of "Value at risk" for conducting a backtesting, a one-day holding period shall be taken into account other than the period defined in paragraph (c) of Article 5. 


Determination of multiplication factor and plus factor


Article 9 - The "Multiplication Factor" is "3" for all banks using risk measurement models in calculation of market risk. The Agency may add to the multiplication factor the plus factor shown in the following table based on the number of exceptions obtained from backtesting results. 

	Number of Exceptions
	Multiplication Factor

	4 and less
	3.00

	Number of Exceptions
	Plus Factor

	5
	0.40

	6
	0.50

	7
	0.65

	8
	0.75

	9
	0.85

	10 and more
	1.00


PART THREE

Evaluation of Risk Measurement Models


Procedures to be followed in granting authorization to use risk measurement models


Article 10 - a) Any bank, which intends to use internal model in calculation of the capital charge for market risk, shall submit a report to the Agency about the quantitative and qualitative standards of their model. 


The report shall contain:



1)
organizational chart of the entire bank,



2)
a comprehensive organizational chart of the fund (treasury) management unit, trading unit, the internal control center, the risk management group and other units related to the  risk measurement model,



3)
names and job descriptions of  senior managers and members of the executive board   responsible for the risk management and fund (treasury) management, 



4)
detailed job descriptions and responsibilities of all units related to the risk measurement model,



5)
names of the personnel  assigned to the risk control unit, which is a part of the risk management group, with the information about their individual job descriptions,  qualifications and work experiences, 



6)
training schedule for the personnel assigned to risk control unit,



7)
details related to software and hardware used in connection with the risk measurement model,



8)
a comprehensive explanation regarding methods used in calculation of "Value at Risk",



9)
a list of all market risk factors indicating  the sources,  the length of historical time series, the method of updating and its frequency, 




10) 
procedures for dealing with missing data,



11)
details related to the method used in calculation of returns of market risk factors (logarithmic return, percentage return, etc.),



12)
the underlying statistical assumptions  about the distribution of market risk factors,



13)
procedures used for the confidence interval and holding period, 



14)
approaches used for modeling the specific risk and risks related to financial instruments such as options, that display non-linear price characteristics,  



15)
methods used for evaluation of extraordinary observations,



16)
description of  the estimation method used  to determine volatility and covariances, 



17)
records  of  variance - covariance matrices used,



18)
description of  the estimation method used and its evaluation, 



19)
analysis of strengths and weaknesses  of the method used,



20)
measures for ongoing evaluation  of the appropriateness of the  model,



21)
explanations, report, insights related to the test program conducted prior to the implementation of the risk measurement model throughout the bank, its performance after the implementation  of the model and problems encountered, if any,



22)
opinions of other units in connection with  the risk control process,



23)
description of the limits determination system established by the model used,



24)
procedures to be followed in utilization and violation of daily limits,

25) all risk categories covered by the model,

26)
all positions  in the bank's trading book, foreign exchange positions for each currency,  list of interest rate related instruments categorized by their types of currency and their residual terms to maturity,



27)
valuation principles of  financial instruments in trading books ,



28)
description of  the software used for trading activities,



29)
all types of information and documents related to method used for backtesting,

30)
all types of information and documents related to methods used for stress testings and scenario analysis,



31)
a copy of the risk management manual,



32)
all types of information, documents and data which may be required by the Agency. 


b) The report shall also be approved by persons responsible for information technologies and risk control in addition to those authorized to represent the bank. 


c)Banks which receive explicit approval of the Agency can use their internal models to calculate their capital charge for market risk. Any bank, which uses a risk measurement model for assessing its capital charge for market risk may not use the "Standardised Methodology " at its sole discretion. 


d) Banks whose models have been approved shall immediately report to the Agency any changes in the model, indicating the reasons and effects of this change. 


Termination of authorization


Article 11 - If the Agency determines that a bank’s risk measurement model no longer meets the specified requirements or no longer is adequate and reliable, then the Agency notifies the bank for remedial action and grants 3 months period to fulfill the requirements and eliminate the deficiencies.  If the bank fails to meet the specified requirements, eliminate the deficiencies  and improves the model (remedies the failures), the Agency withdraws its approval for using  internal model in calculation of capital charge. Any bank, which has received a notice, shall use the "Standardised Market Risk Measurement Method", which is outlined in Part Four, in calculation of capital charge for market risk until it meets the specified requirements and eliminates the deficiencies.  

PART FOUR

      Calculation of  Market Risk by Using Standardised Method


General provisions


Article 12 - Any bank, which does not use a risk measurement model for assessing its market risk, or which have failed to meet the required standards, or whose model is no longer sufficient and reliable shall use the "Standardised Market Risk Measurement Method" outlined in this Part. 


Calculation of general market risk for interest rate related financial instruments  
Article 13 - a) Market risk which may arise from interest rate exposures on interest rate related instruments and debt securities, including exposures on repo transactions and derivatives such as forwards, futures, and swaps based on these instruments shall be calculated by classifying short and long positions in these financial instruments and slotting them into the " Maturity Ladder Table" given at the end of this Annex. 


b) The " Maturity Ladder Table" shall be drawn up for Turkish Lira equivalent of each type of currency to be determined by the Agency. 

c) Fixed rate instruments should be slotted into any of the relevant time bands  according to the residual term to maturity and floating rate instruments according to the residual term to the next repricing date. 


d) For repo or similar contracts, the long or short position in the underlying instrument is slotted into the relevant time band in the “Maturity Ladder Table”. Long position is slotted into the time band corresponding to the residual life of the underlying instrument, and short position into the time band corresponding to the residual life of the repo transaction. 

e) An interest rate swap under which a bank is receiving floating rate interest and paying fixed, shall be treated a long position in a floating rate instrument of maturity equivalent to the period until the next interest fixing and a short position in a fixed rate instrument of maturity equivalent to the residual life of the swap.  


f) Short and long positions in each time band are weighted using the risk weights for each time band as shown in the table given below. A 10% capital charge (vertical disallowance) shall be calculated on the lesser of the absolute values of the sum of weighted long and weighted short positions (matched weighted position) in the same time band. Weighted longs and shorts in each time-band is calculated, resulting in a single short or long position for each band.

	Residual Term to Maturity
	Risk Weight (%)

	 TIME ZONE 1
	

	1 month or less
	0,00

	1  to 3 months
	0,20

	3  to 6 months
	0,40

	6  to 12 months
	0,70

	 TIME ZONE 2
	

	1  to 2 years
	1,25

	2  to 3 years
	1,75

	3  to 4 years
	2,25

	 TIME ZONE 3
	

	4  to 5 years
	2,75

	 5  to 7 years
	3,25

	7  to 10 years
	3,75

	10  to 15 years
	4,50

	 15  to 20 years
	5,25

	Over 20 
	6,00


The net  short and long positions in each time band are summed within each of the 3 zones. If there are opposite positions in the same zone, 40% of capital charge (horizontal disallowance) is calculated for Zone 1 and 30% for Zone 2 and 3 on the matched weighted positions (lesser of the absolute values of added long and short positions in the same zone ) in each zone. 

Net short or long positions within each zone is calculated resulting in a single position for each zone. 

If there are opposite positions in adjacent zones, a 40% vertical disallowance is calculated on the lesser of the absolute values of the long and short positions (matched weighted positions) between adjacent zones. 

Any offsetting positions between adjacent zones shall be netted. If Zone 1 and 2 is netted, the result shall be the position of Zone 1, if Zone 2 and Zone 3 is netted, the result shall be the position of Zone 3. If there are no offsetting positions between Zone 1 and 3, the horizontal disallowance shall be 100% of the sum of long or short positions. If there are offsetting positions, horizontal disallowance shall be 100% of the matched position (lesser of the absolute value of the positions). 


Finally, a 100% horizontal disallowance shall be calculated on the overall net position. 


The sum of the vertical and horizontal disallowances gives the general market risk capital charge for interest related instruments.


Netting 


Article 14 - a) The long and short positions related to identical instruments with exactly the same issuer, currency, coupon and maturity shall be netted before slotting in the “Maturity Ladder Table”. Similarly the net amounts can be calculated for the offsetting positions in futures or forwards contracts or their underlying instruments.


b) In addition, offsetting positions are regarded as identical (as matched) and may be netted only under below conditions: 

1) for futures, underlying instruments to which the contract relates are identical and mature within seven business days.


2) for swaps and forwards/price contracts (FRAs), the reference rates for floating rate positions are identical and the coupons are closely matched.


3) In swaps, "FRAs" and forward transactions; if the next repricing date for floating rate instruments and the residual maturity for fixed coupon positions or forwards 

- is less than one month, next repricing dates or residual maturities must be same



-is between one month and one year, there must be at most seven business days between next repricing dates or residual maturities

- is over one year, there must be at most thirty business days between next repricing dates or residual maturities

Calculation of capital charge for specific risk


Article 15 - a) The specific risk charge for interest rate related instruments shall be calculated over their net positions based on their categories and residual terms to maturity at rates shown in the following table: 

	Category of Securities
	Rate (%)

	Government (Public) Securities
	0.00%

	Qualifying Securities


-With a residual term to maturity 6 months or less


-With a residual term to maturity between 6 and 24 months


-With a residual term to maturity exceeding 24 months
	0.25%

1.00%

1.60%

	Other Securities
	8.00%



The qualifying category includes securities that are investment-grade by at least two credit rating agencies. Securities rated investment-grade by only one rating agency or unrated securities shall be included in the qualifying category if the issuer has securities listed on a recognized stock exchange.

b) Interest rate and currency swaps, "FRAs", forward foreign exchange contracts and interest rate futures shall not be subject to specific risk charge. However, in the case of futures contracts where the underlying is a debt security, specific risk charge will apply according to the method set out above. 


Calculation of capital charge for equity position risk


Article 16 - a) Banks shall calculate capital charge for specific and general market risk  of equities, equity derivatives other than options and off-balance sheet positions affected by changes in equity prices in their trading book.  


In calculation of capital obligation: 



1) futures and forward contracts relating to individual equities shall be reported at current market prices ,



2) futures relating to stock indices shall be reported as the marked-to-market value of the underlying equity portfolio. 


b) In equity swaps, each position shall be treated differently. Where one of the legs of an equity swap involves receiving/paying a fixed or floating interest rate, the related position shall be included in calculation of capital charge for interest rate risk as set out in Article 3 of this Annex. 


c) Equity positions and their capital charge for specific and general market risk shall be calculated separately for each national market. 

d) Long and short positions in equities with identical issuer shall be netted before including in calculation. 

e) The capital charge for “Specific Risk” of equity position is 8% of the sum of absolute values of short and long equity positions. 


Such rate shall be 4 % in the case of liquid and well-diversified portfolio. Equity portfolios included in the indices listed below are considered to be liquid.  

	INDEX
	COUNTRY

	IMKB-100
	TURKEY

	S & P 500
	USA

	NIKKEI 225
	JAPAN

	DAX
	GERMANY

	FTSE 100 and FTSE-Mid 250
	U.K.

	CAC 40
	FRANCE

	TSE 35
	CANADA

	SMI
	SWITZERLAND

	OMX
	SWEDEN

	IBEX 35
	SPAIN

	EOE 25
	THE NETHERLANDS

	BEL 20
	BELGIUM

	ATX
	AUSTRIA



Any portfolio of liquid equities included in indices listed  above shall be considered to be well-diversified if:


- No individual equity position comprises more than 10% of the value of equity portfolios traded on the markets in each particular country (the country portfolio),  


- The total of equity portfolios comprised of 5% to 10% of the country portfolio, do not exceed 50 % of the bank's aggregate equity portfolio. 


f) The capital charge for “General Market Risk” of equity position is 8% of the difference between the sum of the long and the sum of the short positions (net position) in equities 


Calculation of capital charge for foreign exchange risk


Article 17 - a) Banks shall calculate their capital charge for foreign exchange risk of all assets and liabilities denominated in foreign currency, derivative contracts such as forward foreign exchange transactions and swaps which carry foreign exchange risk. Investments in subsidiaries and affiliates in foreign currencies and foreign exchange assets deducted from capital in calculation of capital base are not subject to foreign exchange risk charge. 


b) In calculation of capital charge for foreign exchange risk, for each foreign currency, net position in all asset and liability items, net position related to irrecoverable non-cash liabilities and net forward position is calculated. Net short and net long positions in each currency shall be summed in "Turkish Lira" equivalent and the capital charge of 8% shall be calculated on the aggregate of i) the one with a higher absolute value and ii) the absolute value of the net gold position. 


c) A bank may be exempted from capital requirement on its foreign exhange positions provided that the greater of the sum of its gross long positions and the sum of its gross short  positions in each currency does not exceed 100% of capital and its overall net open position for the same period does not exceed 2 % of its capital.

PART FIVE

    Reporting Principles


Reporting requirement for internal models


Article 18- In calculaton of market risk capital charge, those banks which have started to use internal models shall also calculate and report their capital reqirement for market risk using standardised method outlined in Part Four for at least two reporting periods. 

Combination of internal models and standardised methodology

Article 19 - Banks whose internal models are approved by the Agency may use standardised method to calculate their capital charge for negligible risk factors in their trading books. Banks using models for one or more risk factor categories shall not use standardised method for the same risk category.


Each risk factor, including risk categories within the same risk factor, shall be assesed using a single approach ( either internal models or standardised method).


Banks which extend their internal models to capture all risk factors, may start to use internal model approach if they justify to the Agency they have a good reason for doing so. 


In calculating their market risk exposures, banks which use the combination of internal models and the standardised method shall take into account the aggregate (simple sum) of the amounts obtained seperately under each of the two approaches using the calculation criteria laid down in Article 1of this Annex and Article 6 of the Regulation.   

Annex: Maturity Ladder Table
	IMPORTANT NOTE

Please note that the English version is an unofficial translation. Only the Turkish version of the regulation is legally binding.




(( Please note that the English version is an unofficial translation. Only the Turkish version of the regulation is legally binding.
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