Promulgated by the Banking Regulation and Supervision Agency:

Regulation On Principles And Procedures Of Second Independent Audit To Be Carried Out In Banks According To Provisional Article 4 Of The Banks Act No. 4389

(Published in the Official Gazette Nr: 24708 dated 27.03.2002)

Purpose

Article 1- This Regulation sets out the principles and procedures for the auditing of the independent audit reports drawn up pursuant to "Regulation No. 4389, Concerning the Principles and Procedures of Independent Auditing to be Carried Out in Banks according to Provisional Article 4 of the Banks Act No. 4389" by a second independent audit institution for purposes of ensuring compliance with the independent auditing rules, and the principles and procedures and principles concerning the determination of the second independent audit institutions by the Agency.

Scope   

Article 2- This Regulation is applicable to independent audit firms authorized to audit  banks and to privately owned deposit taking banks established in Turkey, excluding; the to banks, shares of which have been entirely or partially taken over by the Savings Deposit Insurance Fund, to publicly owned banks, to special finance institutions,  to banks which are not authorized to accept deposits, to  banks with private capital established in Turkey and authorized to accept deposits excluding the domestic branches of banks established abroad. 

Legal Basis

Article 3- This Regulation is issued in accordance with paragraph (11) of Article 3, paragraph (2) of Article 13 and Provisional Article 4 of the Banks’ Act No. 4389.

Definitions

Article 4- The definitions contained in the "Regulation Concerning the Principles and Procedures of Independent Auditing to be Carried Out in Banks according to the Provisional Article 4 of the Banks Act No. 4389" promulgated in the Official Gazette Nr: 24658, dated 01.02.2002, "Regulation Concerning the Principles of Independent Auditing", "Regulation On the Principles and Procedures Concerning Preparation and Announcement of Consolidated Financial Statements by Banks" promulgated in the Official Gazette No. 22985 dated 10.05.1997 and the “Accounting Standards to be Applied by Banks, Uniform Chart of Accounts and Prospectus of the Chart of Accounts”, have been used with the same meanings in this Regulation. 

Determination of the Second Institution 

Article 5- The second audit institutions which will perform the second audit on the independent audit reports drawn up in connection with the financial statements for the period ended on 31.12.2001, pursuant to the " Regulation Concerning the Principles and Procedures of Independent Auditing to be Carried Out in Banks According to Provisional Article 4 of the Banks Act No. 4389", shall be determined by the Agency.

The Agency shall send a list to the audit institutions which have been authorized to  carry out independent audit activities in banks and will request the audit institutions to submit proposals for the listed banks
. 

In the process of determination of the audit institutions and the list of banks to be sent to these audit institutions; factors such as the number of professional personnel employed by the institution, their qualifications, professional experience, the size, type and scope of activities of the banks that were subject to audit by the audit institution during the previous periods, and moreover, the consistency of the opinion submitted at the end of the audit activity with the status of the same bank during the subsequent periods, the scope of the warning issued by the Institution if any, and the probable impacts of this warning on the quality of the audit work to be carried out by the second institution shall be taken into consideration in accordance with the information available at the Agency.

Proposals to be submitted by the Second Institution

Article 6- The selection of the audit institutions requested to submit a proposal to conduct an audit as the second institution, and the determination of the list of banks for which proposals will be requested, shall be conducted by a commission composed of 5 management personnel of the Agency in charge of the issue concerned.

The second institution shall fill in Technical Adequacy Forms and a Fee Proposal Form, and shall submit its proposal within five days from the date of pronouncement of the list by the Agency (Annex: 1 and Annex: 2).

Besides the Technical Adequacy Forms, the Technical Adequacy Proposals to be sent by the second institution shall contain information relating to the organizational structure of the independent audit institution concerned and, if necessary, other additional information and documentation as requested by the Agency. 

The proposals shall be sent to the Agency through the placement of the Technical Adequacy Forms and the Fee Proposal in separate, sealed envelopes. 

The technical adequacy of the second institutions shall be determined as the result of an evaluation to be applied by a commission to be set up within the Agency, based on  a grading method, and the Fee Proposal Forms of the institutions that are determined as technically inadequate based on Article 5 of this Regulation, shall be returned unopened.  

The institutions shall be obliged to provide the Agency detailed explanations and justifications relating to banks which they cannot audit, according to Article 6, paragraph (1) of the “Regulation Concerning Independent Audit Principles Regulating the Circumstances Under Which Independence Becomes Null and Void”, or due to other reasons.

The Assignment of the Second Institution  

Article 7- The second institutions determined by the Commission are communicated by the Agency to the bank and the concerned institution for the conclusion of an agreement.

Contract and Fees

Article 8- A copy of each of the contracts signed between the second institutions and the banks are delivered to the Agency within five working days following the notification made by the Agency pursuant to Article 7. 

Fees for the audit to be carried out by the second institutions shall be paid by the banks. A limitation may be introduced on the fee requested by the secondary institution, provided that such limitation will not be less than one fifth of the amount covered in the additional special audit agreement concluded between the bank and the first institution, pursuant to the provisions of "Regulation Concerning the Principles and Procedures of Independent Auditing to be Carried Out in Banks according to Provisional Article 4  of the Banks Act No. 4389".

Fees to be requested by the second institutions regarding the audit to be carried out within the framework of this Regulation, may not be increased, unless the scope of the audit and reviews to be carried out by the second institution in accordance with Article 9 of this Regulation, is extended. 

The Contracts to be concluded between the second institution and the banks shall contain at least the following:

a) The beginning and ending dates of the audit work and, the deadline for the submission of the audit report;

b) The scope of the contract (the services to be provided by the second institution);

c) The fee for the audit to be conducted within the scope of the Agreement and the provisions concerning conditions of change;

d) Provisions on the principle of objectivity and the quality of the audit work to be carried out within the scope of the agreement;

e) Provisions on confidentiality;

f) Provisions on the responsibilities of the parties concerned;

fa) Provisions on the  responsibility of the bank  (including the provisions stipulating that the bank shall notify the first institution on its granting of authorization to the second institution, that it will provide the second institution with all the information and documents relating to the audit to be carried out, and that such information and documents are accurate and reliable).

fb)  Provisions regulating the legal liability of the second institution.

The Scope of the examinations to be carried out by the second institution 

Article 9- The audit report drawn up by the first institution shall be reviewed by the second institution within the framework of the provisions of the Regulation Concerning Independent Audit Principles, with respect to its compliance with the principles and procedures of independent audit. 

In the report drawn up by the second institution, the effects of the errors and defects identified as a result of the examination of the report prepared by the first institution on the financial statements shall be clearly stated. The second institution shall be responsible for the performance of its examination through the application of the instructions listed in the annex to this Regulation. 

An interim examination report of which a sample is provided in (Annex 3) concerning the studies shall be submitted to the Agency within 6 working days as of the beginning date of the examination (Annex 3). 

Based on the findings contained in the interim examination report, the Agency may extend the scope of the examinations carried out by the second institution. 

The report drawn up by the second institution shall be completed and sent to the concerned bank and the Agency, within 15 working days as of the receipt of the report prepared by the first institution. 

The banks and the first institutions shall be obliged to allow access to all the information, records and personnel deemed necessary or relevant by the second institution. The second institution shall also be authorized to examine the working papers prepared by the first institution during its audit work. In case the banks or the first institutions fail to fulfill this obligation, the second institution shall immediately notify the Agency of the situation. 

The principles and standards to be taken as basis in the examination and the audit

Article 10- In the absence of a provision in the present Regulation and its annexes, the audit and the examination of the financial statements by the second institution shall be carried out on the basis of the Regulation Concerning the Principles and Procedures of Independent Auditing, Accounting Standards to be Applied by Banks, Uniform Chart of Accounts and Prospectus of the Chart of Accounts, the addenda and amendments of these regulations and the explanations provided by the Agency regarding these, the international accounting standards and the procedures and principles set forth in the Regulation  Concerning Independent Audit Principles in respective order. 

The content of the Report to be prepared by the second institutions

Article 11- The second institution shall enter the details of all revisions made during the implementation of the procedures agreed upon, to the Second Institution Reporting Table (Annex 5), in accordance with the instructions set forth in Annex 4. In the Second Institution Reporting Statement, the second institution shall specify the differences that were marked identified between the findings of the first institution and the findings of the second institution and the revisions that are required for ensuring the compliance of the information covered in the Additional Reporting Statements with the principles set forth in this Regulation, in the Second Institution Reporting Statement, in order of priority. 

The reports to be drawn up by second institutions at the end of the audit work conducted within the scope of this Regulation, shall contain the following documents:

1) A letter of confirmation prepared by the auditor, certifying that the audits and examinations were conducted in conformity with the provisions of this Regulation and the annexes and instructions thereof, and that the independent audit reports prepared by the first institution are in compliance with the foundations and principles of independent audit. 

2) The consolidated and non-consolidated financial statements for the current period that contain the final revisions made by the first institution on the financial statements submitted by the bank and, if they contain revision entries, the financial statements that are reached as the result of the revisions of the second institution (including annexes, statements and notes)

3) Additional information that constitute a basis in the preparation of the report and the revision entries and the reporting statements of the second institution. 

Apart from the above-mentioned requirements, other issues that need to be stated relating to all assets and liabilities marked at the end of the evaluation conducted by the auditor based on the principles of importance and prudence are also to be included in the report.

Consolidated and non-consolidated capital adequacy standard ratio 

Article 12- In cases when a revision is entered by the second institution on the shareholder's equity that has emerged subsequent to the revision entries contained in the report drawn up by the first institution as a result of the determinations made in accordance with the provisions of the present Regulation, the capital adequacy ratio of the bank, to be calculated on a consolidated and non-consolidated basis in conformity with the Regulation Concerning the Measurement and Evaluation of the Capital Adequacy of Banks, and in cases when such ratios are below eight percent, the amount of capital that will be required to reach eight percent, must also be added to the report in conformity with the instructions and statements provided in the annex to the Regulation.

The evaluation of information and documents

Article 13- In order to ensure the reliability of the financial statements and all additional information and documents provided by the banks and the first institutions, the auditor of the second institution shall be obliged to determine that the required auditing techniques were employed and that, during the examinations, the records were maintained in conformity with the documents.

In case the auditor realizes that the bank is materially misreporting or failing to report financial information, or finds out that similar failures may have a significant impact on the bank’s financial status, the auditor is obliged to immediately notify the Agency, without waiting for the completion of the audit report. 

Authorization

Article 14- The Board is authorized to regulate the existing practice if there is a need for clarification. The Agency is authorized to make additional arrangements and statements regarding the instructions and supplementary reporting schedules in the annexes of this Regulation. 

Enforcement

Article 36- This Regulation enters into force as of the date of its publication.

Execution

Article 37- The provisions of this Regulation are to be executed by the Banking Regulation and Supervision Agency. 

� Version amended through the Regulation published in the Official Gazette dated 29.03.2002 Nr: 24710.


� Amended through the Regulation published in the Official Gazette dated 29.03.2002 Nr: 24710 and entered into force on the date of publication to be valid as of 27.03.2002.
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