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Undersecretary’s Preamble

The Undersecretariat of Treasury (Treasury) has completed its Strategic Plan
containing period of 2009 — 2013 and shared with the public on July 24 of 2008.
Enhancing efficiency of public financial asset and liability management has been
included among strategic purposes of the Treasury and implementing corporate
governance principles in public enterprises and enhancing their efficiencies have
been determined as strategic target.

In order to provide enhancement of transparency of public enterprises, the Treasury,
which considers corporate governance principles as a working principle for itself,
helps improvement of financial reporting systems of enterprises and their operations
and also publishes regular statistics and reports.

The Treasury creates policies to provide for public enterprises for which it undertakes
the responsibility of shareholding in the name of state to work more efficiently and
effectively as well as it takes over the responsibility to inform public concerning
financial conditions, managers, performances and positions of these enterprises in
the sector they participate in. The Treasury has released "2006 Annual Ownership
Report" to the public.

In our country, as well as Treasury-owned public enterprises such as public banks
and some non-financial SOEs, Privatization Administration (PA) - owned enterprises,
revolving funds, extra budgetary funds and many enterprises and associates, which
Housing Development Administration, Savings Deposit Insurance Fund and local
administrations own are active in the economic area.

Besides, agencies and institutions such as the Companies of Turkish Armed Forces
Foundation, Turkish Airlines Corporation, Anadolu Agency, National Lottery
Administration and Spor Toto Organization may be considered as public enterprises
when they are considered within the frame of international definitions and in terms of
management control and type of job they perform. Net assets of public enterprises
were nearly TRY 330 billion in 2007 and this indicates how important place public
enterprises have in overall economy.

The enterprises on which public has shares are not composed of only public banks
and State Owned Enterprises in the Treasury portfolio. That is why Decree of Council
of Ministers no. 2007 / 12702 has delivered the responsibility of preparing public
enterprises Report in a wide sense to the Treasury. The enterprises, which can be
qualified as public enterprises in a wide sense, have been discussed and a public
enterprise awareness of in our country have been tried to be created in the report. In
other words, in 2007 report, introductory information concerning local administration
enterprises, revolving funds, and extra budgetary funds, enterprises with special
status and enterprises in the portfolio of Privatization Administration has been
included as well as information concerning Treasury —owned State Owned
Enterprises.
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In this report, whereas data of enterprises in the Treasury and PA portfolio takes
place in detail because they are continually monitored, information on other public
enterprises have presented with the purpose of introduction.

In 2007 Public Enterprises Report; chapter of Competition Policy directly concerning
public enterprises in European Union negotiations, definition of international public
enterprises, position of the Treasury as shareholder, total number of State Owned
Enterprises and, general and institution based analyses concerning public
enterprises have been discussed.

| hope 2007 Public Enterprises Report prepared in accordance with our Strategic

Plan will be useful and | would like to express my thanks to my colleagues who
devoted their efforts to this Report.

ibrahim H. GANAKCI

Undersecretary

Vi
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Chapter 1: Introduction

State Owned Enterprises are generally defined as “state companies operating in
economic field by using public resources” and they are represented as "enterprises
whose management control is held by central or local public administrations" in the
legal texts and documents published by European Union, IMF and OECD.

As it is partially mentioned in 2006 Treasury Annual Ownership Report published in
2007 pursuant to transparency principle, which is one of the main principles of the
Treasury; there are differences arising from both legislation and applications in the
concept of state owned enterprises in our country.

The Law no. 3460 dated 1938 on “Organization, Administration and Audit of
Economic Enterprises Established by providing its whole Capital from State” has
defined the enterprises whose whole capital belong to state as “state economic

enterprises”.
Box 1: What is an SOE in Decree Law no. 233?

The La-w on “State Econom!C State owned enterprises (SOEs) are those subject
Enterprises and Public  to the Decree Law No. 233 and it is the common
Economic Institutions” no. 2929 name of the SEEs and PEls whose whole capital

. belongs to the state.
dated 1983, has defined the

enterprises whose whole capital State Economic Enterprises (SEE): The
belong to state as state enterprises which operate in a free market with

profit making motive; such as, MKEK (Military
economic enterprises and has Equipment), EUAS (Electric Generation), CAYKUR
divided these enterprises into (Tea), BOTAS (Natural Gas), TTK (Hard Coal) and

~ TKi (Lignite).
two as State Economic

Enterprises and Public Public Economic Institutions (PEl): The
. I institutions which produce public goods and
Economic Institutions. Decree  serices carrying monopolistic characteristics by
Law no. 233 dated 1984, which taking into account the public welfare. TCDD
(Railways), KIYEM (Coastal Safety), PTT (Post

) Office) and DHMI (Airport Administration) are the
Enterprises has agreed on the PEls.

same fiction.

is still in effect, on State Owned

In this context, although there is a state ownership

in state banks and the enterprises in the
On the other hand, it is defined privatization  portfolio,  local  administration
as “public institutions and enterprises, extra budgetary funds, subsidiaries of
" , TMSF and revolving funds; they are not included in
associations of which half or ,e SOE classification because they are not subject
more than half of the capital to Decree Law No. 233.
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belongs to state directly or indirectly” in Article 165 of the Constitutional Law titled
“Audit of State Owned Enterprises”.

Corporation Taxes Law No. 5520 broadly defines "public economic institutions" as
commercial, industrial and agricultural enterprises whose activities are consistent and
which belong or are affiiated to state, special provincial administrations,
municipalities, other public administrations and institutions.

Legislation of European Union, of which we continue membership negotiations,
approaches public enterprises in terms of capital and management control without
differentiating central or local administrations. EU emphasizes on the administrative
and financial transparency between public shareholders and public undertakings and
on a sound reporting system in member countries.

In our country, there is neither a legislation nor an entity determining principles on all
public enterprises nor an organization following and reporting activities of these
enterprises in a consolidated form." Undersecretariat of Treasury and other public
shareholders (PA, TMSF, Local Administrations, etc.) monitor the enterprises under
their portfolio but most of them do not prepare any reports concerning them.

Different from 2006 Treasury Ownership Report; public enterprises, which can be
broadly defined as state owned enterprise and operates in our country, are discussed
and the enterprises included under portfolio of the Treasury and privatization program
are handled in detail in this reportz.

In this report, EU Transparency Directive will be mentioned at first; definition of Public
Enterprises shortly mentioned above will be handled in detail; general and institution
based analyses of enterprises under the Treasury portfolio will be made and other
public enterprises will be tried to be introduced.

' In order to overcome these problems, it will be useful to follow and report all public enterprises. After
the Undersecretariat of Treasury has been assigned to prepare a Public Enterprises Report having
broad definition by Article 27 titled “Corporation Management "of the Decree “General investment and
financing program of state owned enterprises concerning the year 2008, it has begun to work for this
objective.

2 Restructuring progress started in order to overcome difficulties in SOE system has taken its place in
government's program for 2008 and with “2008 Program” published in Official Gazette numbered
26684 and dated 28.10.2007, the Undersecretariat of Treasury has been assigned as the responsible
and Undersecretariat of State Planning Organization, Privatization Administration, Capital Markets
Board and all SOEs have been determined as the institutions to be cooperated in order to issue a
SOE Governance Law in which understanding of accountability and transparency will prevail in SOEs
as well as elasticity and strategic management will prevail in decision making process.
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Data in this Report consists of tables and information sent to the Treasury by SOEs
regularly; audit reports prepared on a corporation basis by Supreme Audit Council,
which make audits in the name of Great National Assembly of Turkey; annual reports
of enterprises and information presented on their web sites.

On the other hand, audit reports of Supreme Audit Council concerning these
enterprises can be published with a delay due to legislation and most of the
enterprises neither have an annual report % nor have a web site at a sufficient level.

® Decree of Council of Ministers No. 2007 / 12702 has decided for public enterprises to publish their
annual reports on their web sites until the end of May.
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Chapter 2: EU Competition Policy —

State Aid and Transparency Directive

State Aid

Main competition rules have been determined in Articles 81 - 89 of Treaty of Rome
establishing the European Community. With relation to state aid, in the Article 87 of
the Agreement, it is stated that any aid granted by a member state which distorts or
threatens to distort competition by favoring certain undertakings or the production of
certain goods insofar as it affects trade between countries, does not comply with the
common market.

State aid prohibited pursuant to the principles above may be in the form of direct
payments, interest — free or low interest loans, government guarantees, tax
exemption, exemptions from legal liabilities such as social security, low prices
provided by public enterprises and capital transfers exceeding the amount
acceptable pursuant to normal market conditions.

Competition has a quite complex characteristic in EU acquis and there are a number
of legal provisions concerning this matter. European Commission publishes many
frame directives for various sectors such as coal and steel, ship construction, textile
and public broadcasting.

Transparency Directive No. 2006 / 111/ EC

According to the Directive no. 2006 / 111 which purposes to introduce financial
relations between government and public enterprises more transparently, public
enterprises have the following characteristics:

+ Most of their registered capital belongs to public (central or local), or

¢ Most of the voting rights belongs to public, or

+ Assignment right of more than half of the management or auditing board belongs
to public institutions.

According to this definition, not only the public enterprises in which the capital ratio of
Treasury and Privatization Administration is more than half, but also the companies
of local administrations (of special provincial administrations, metropolitan
municipalities and municipalities) and the enterprises whose management and
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auditing control belongs to government or whose voting rights are under the control
of public by means of privileged shares or provisions even if most of their capital
does not belong to government (enterprises such as Vakifbank, public foundation
companies and Turkish Airlines) are also considered as public enterprises.

In order to provide transparency of public enterprises within the framework of
Transparency Directive, two conditions should be satisfied.

+ Torelease every kind of information concerning resource transfer to the public.
+ To keep the accounts concerning public service separately.

Keeping accounts separately is the most effective and efficient way of implementing
competition rules. An enterprise, regardless of being a public enterprise or not, which
is assigned a service of general economic interest and granted privileges for that
should indicate the distinction between its activities (which have and do not have the
characteristic of privilege) clearly and should reflect the costs and revenues
concerning these activities to its accounts by calculating them correctly.

On the other hand; because the enterprises, in which the capital ratio of the
government is not more than half but whose management and auditing are mostly
controlled by public, are not considered as public enterprises in our country,
monitoring these enterprises is limited.

Evaluation

Financial relations between central or local public administrations and public
enterprises constitute an important element of state aid which takes part under EU
Competition Policy chapter. Many financial interactions in Turkish fiscal area, such as
capital transfers, payments of duty loss and revenue loss, loans with state guarantee,
privileges and exclusive rights given are matters required to be evaluated within the
framework of EU legislation on State Aid and Competition.

Besides, it is important to determine public enterprises, to monitor and direct them in
respect of keeping accounts separately and to keep track of the resources
transferred to those enterprises from the state in order to harmonize with EU acquis.
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Chapter 3: Public Enterprises

Public enterprises, established for various purposes such as providing economic
efficiency and development, operating natural monopolies, avoiding market failures,
arranging income distribution by directing the economy and guiding private sector,
have sustained their presence as one of the most important fiscal and financial policy
tools. The roles and functions of these enterprises have been changed over the
years. At present, although the definition of public enterprises shows differences from
country to country, enterprises, in which a public administration has majority of the
shares or whose management is controlled by a public administration, are generally
considered as public enterprises. In this regard, public enterprise concept should be
associated with share ownership as well as the concept of management control.

A public enterprise is defined as a company under the control of public units by
European System of Accounts (ESA 95) developed by European Union and System
of National Accounts (SNA) 93 developed by United Nations concerning statistical
classification of the actors in economy. In these systems, control is explained as the
authority of determining general institution policy by assigned managers. In this
context; if public has more than half of the shares granting voting right, has the ability
to control more than half of the voting authority of shareholders, is entrusted with the
authority of assigning company managers or determining company policy by means
of a special law, decision or arrangement; it means that control concept is present.

Other enterprises which are under the control of the enterprises controlled by a public
administration are classified as public enterprises even if they are not under the
control of a public institution directly. In the Government Financial Statistics Manual
(GFSM2001) developed by IMF, public enterprises are defined as companies
controlled by general administrative units. Similarly, the enterprises, for which central
or local public administrations supply more than half of financial resources or whose
operational outcomes are under the responsibility of these administrations and which
are also audited by these administrations, are considered as public enterprises by
European Centre of Employers and Enterprises Providing Public Services (CEEP).
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Graphic 1: Chart of IMF Public Sector*

[ Public Sector ]

General
Government

Public Corporations

Non financial Public
Corporations

Financial Public
Corporations

Central
Government

Monetary Public
Corporations, incl. the
_ Central Bank

State Government

Nonmonetary Financial
Public Corporations

Local Government

As mentioned above, IMF distinguishes public sector as general government and
public corporations. Public corporations are classified as financial and nonfinancial
ones. Public Financial Control and Management Law No: 5018 constitutes a similar
structure but there is not any clear provision concerning public
enterprises/corporations.

Another issue that is required to be addressed about public enterprises is the
distinction between enterprises and general government. Because, according to
international sector - specific classification approaches mentioned above, some
public units currently classified as a part of general government in countries can have
public enterprise characteristics® and some enterprises can actually have the
characteristics of general government sector unit. In this context, international
classification standards concerning sector — specific distinction have parallel
approaches except for minor differences. According to this approach, enterprises;

+ which are under the control of general government units,
¢+ which have a complete bookkeeping system and which borrow and lend on its
behalf,

4 Resource: IMF, Manual on Fiscal Transparency, Pg 19

° Many public institutions, which are in the List numbered Il subject to the Law No. 5018 and have their
own revenues and expenses, should be reviewed within this context. It is said in the literature that the
administrations subject to the list numbered || may be considered as public enterprises because they
charge for their services. However, the ratio of their revenues regarding covering their costs must be
taken into account.




Public Enterprises Report

+ which sell most of their products at an economically significant price,
+ which have market activities and are managed as a company,

are excluded from general government sector and are considered as public
enterprises. Generally, where sales revenue covers more than half of its expenses, it
is considered that this enterprise has market activities and sells its products at an
economically significant price.

As mentioned in the introduction chapter, legislation of our country does not have a
"public enterprise" definition parallel to the international approaches. When the
history the legislation is examined, it is seen that provisions under different names
and within different contexts have been made concerning public enterprises. In the
Law no. 3460 on “Organization, Administration and Audit of Economic Enterprises
Established by providing all of its Capital from State”, “economic public enterprise”
concept has been mentioned and “enterprises, whose whole capital belongs to
Government and own law states that they are subject to this Law and, which have
legal entity, are financially autonomous and whose liability is limited with their
capitals”, have been considered as economic public enterprise and a limited context
have been adopted. With various laws issued in the following years, the mentioned
context has been extended in such a way to contain the enterprises in which the

capital ratio of the Government is more than half.

There is not any direct definition of state owned enterprises in the constitution but an
indirect state owned enterprise definition is mentioned by stating that “the principles
concerning audit of public institutions and associations, in which the capital ratio of
the Government is more than half directly or indirectly, by the Great National
Assembly of Turkey are enacted by law.”

State owned enterprises are defined by common names of “state economic
enterprises” and “public economic institutions” in the Decree Law no. 233 which is
current fundamental legislation for state owned enterprises and the context is notably
clarified by indicating the mentioned enterprises one by one in the list available in the
annex of the Decree Law. Besides, context of the Decree Law has been determined
more limited than the definition in the Constitution and the concept of state owned
enterprise has been constructed on 100 percent share ownership of the Government.
Within this scope, the context of the mentioned Decree Law is not quite different from
the Law No. 3460, which is the first regulation.

As it is can be seen, when SOE legislation history of our country is examined, public
enterprises subjected to regulations under different names are largely defined on
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major ownership of the Government and a public enterprise approach defined on
“Government control” concept is not accepted. As it is mentioned above, current
legislation is constituted on this approach. Thus, many enterprises having public
enterprise characteristics according to international definitions and classifications
have been excluded from the mentioned frame legislation and subjected to different
legal regulations. Within this frame, there is not any uniform body of regulations for all
public enterprises in our country. State ownership function concerning public
enterprises is exercised by different public administrations because of this situation
and thus, there is not any structure providing coordination of all public enterprises
and collecting their data.

State owned enterprises, which had been excluded from Public Procurement
Legislation, Audit of Court of Accounts and public accounting since 1930s when
many SOEs were established and which are acting in the market as a merchant
subject to private legal provisions, have in time been transformed into general
government administrations in terms of operation. Their competition abilities have
been restrained by being subject to almost all legislation (Travel Expense Law,
Vehicles Law, Public Procurement Law, etc.) to which general management
administrations are subject to. Thus, SOEs in public finance field have begun to be
treated as if they are general government administrations in many fields from
budgeting process to employment policies. However, international trends propose for
SOEs to be separated from general government, achieve autonomy and to
commercialize.

In this context, the public enterprises and their subsidiaries in Turkey, which are
subject to different laws, can be classified as follows:

Enterprises Related To Central Government

¢ SOEs and Subsidiaries subject to Decree Law 233 and of which the Treasury
owns the whole capital,

¢ The state banks which the Treasury owns the whole capital (Ziraat Bank,
Eximbank, Emlak Bank in Liquidation and Development Bank),

+ Enterprises which are not subject to Decree Law No. 233 and the Treasury owns
the capital wholly or partially (such as TURKSAT),

+ Enterprises under the portfolio and within the context of PA which exercises the
share ownership function (such as TEKEL, TEDAS, TSFAS)

¢ Public enterprises where it is not clear which government agency exercises the
share ownership function (such as AOC and TRT),
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+ Enterprises with special status which have public enterprise characteristics in
terms of its operations even if it does not have a company status (such as
National Lottery Administration, Spor Toto Organization)

Subsidiaries of the Undersecretariat of Defense Industry

Subsidiaries of Housing Development Administration

Subsidiaries of the Savings Deposit Insurance Fund (TMSF)

Revolving funds

Subsidiaries of Turkish Armed Forces Foundation

Extra Budgetary Funds

Subsidiaries of Social Security Institution

Subsidiaries of Turkish Aeronautical Association

® & & O O o o o

Enterprises Related To Local Administrations

They are enterprises and subsidiaries established and operated in order to supply
services more flexibly and easily and these enterprises belong to;

¢ Special provincial administrations (such as izmir Geothermal)
¢ Metropolitan municipalities (such as isfalt Inc.)
¢ Municipalities (such as Kocasinan Public Works and Construction Inc.)

As it is seen above, there are many enterprises and subsidiaries which are under the
control of central and local governments.

The public sector accounts are constituted of the accounts of the general government
and public enterprises. In order to improve fiscal transparency and accountability,
Public Financial Management and Control Law No: 5018 forces the public institutions
within the general government (central government, social security institutions and
local government) to monitor and report their accounts and annual reports. This Law
also determines the responsibilities of various public administrations.

From this point of view, it will be useful for fiscal transparency to compile accounts of
the public enterprises by monitoring them and to report and disclose them. The
Treasury, within the frame of its authorities, monitors and reports the accounts of its
enterprises and PA’s Companies.6

® Statistical data concerning SOEs and enterprises under portfolio of privatization are published on the
web site www.treasury.gov.tr of the Undersecretariat of Treasury.
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Chapter 4: Portfolio of the Undersecretariat of Treasury

As of end 2007, there are 25 enterprises, of which are 19 SOEs, 4 Public Banks and
2 other enterprises under the portfolio of the Undersecretariat of Treasury.7 The
Treasury performs the function of “share ownership on behalf of the state” through
Directorate General of State Owned Enterprises.

Besides, the Treasury makes investigations on duty loss through the Council of
Treasury Inspectors, carries out performance investigations of SOEs

4.1 Our Portfolio and Capital Status

List and capital status of the companies in portfolio of the Treasury as of end 2007
are presented in Table 1. Whole capital of the companies except TPAO, TEMSAN,
Development Bank and Turk Telekomunikasyon A.$. belongs to Treasury. As of
December 31 of 2007, TRY 33.0 billion of TRY 40.4 billion nominal capital is paid.

4.2. Our Task

According to Law No. 4059, the duty of Undersecretariat of Treasury regarding the
state owned enterprises have been determined as follows:

Exercising every kind of measures required by ownership function of the state,
Managing the relations between Treasury and the SOEs,

¢ Preparing the general financing and investment program of the enterprises
together with SPO, present the program for Council of Ministers approval, monitor
the course of the program and make necessary revisions according to
developments during the year,
Monitoring the SOEs’ operations whether they comply to related legislation or not,
Providing for SOEs to operate effectively and efficiently; or fulfilling duties given
by Supreme Planning Council, Privatization High Council or other authorities
related to preparation for privatization of an SOE.

" In the portfolio of the Undersecretariat of Treasury, there are some public subsidiaries which are also
in public accounts. The shares in these participations, including heritages to Treasury, are negligible in
terms of percentages; therefore they are not included in this report.

11
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Table 1: Capital Status of Treasury Portfolio
(31.12.2007 — TRY million)

Subscribed Paid —in Treasury’s
SOEs Capital Capital Share (%)
MKEK 400 270 100.00
ETI MINE 100 89 100.00
TTK 3,500 3,325 100.00
TKi 360 360 100.00
EUAS 5,600 5,558 100.00
TEIAS 330 326 100.00
TETAS 179 73 100.00
TEMSAN 10 10 99.99
TPAO 1,500 950 96.99
BOTAS 1,830 1,830 100.00
TMO 1,460 961 100.00
CAYKUR 469 465 100.00
TIGEM 400 299 100.00
DMO 26 26 100.00
TCDD 12,000 7,533 100.00
PTT 1,050 812 100.00
DHMI 1,700 1,049 100.00
KIYEM 51 51 100.00
EBK 400 367 100.00
SOE TOTAL 31,365 24,354
ZIRAAT BANK 2,500 2,500 100.00
EMLAK BANK (IN LIQUIDATION) 750 749 99.99
TURKISH DEVELOPMENT BANK 500 160 99.08
EXIMBANK 1,000 1,000 100.00
PUBLIC BANKS TOTAL 4,750 4,409
TURKSAT 775 775 100.0
TURKISH TELECOM 3,500 3,500 45.0
GRAND TOTAL 40,390 33,038

Reference: Undersecretariat of Treasury

4.3. Our Objectives and Goals

Strategic Plan of the Undersecretariat of Treasury has been published on July 24,
2008% and our objectives and goals related to public enterprises have been
determined as follows:

Strategic Objective: Enhancing efficiency of the management of financial
assets and liabilities of the state.

8 http://www.hazine.gov.tr/irj/portal/anonymous/strpin

12
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Goal: Implementing corporate governance principles in public enterprises
and enhancing efficiency of public enterprises in this regard.

Strategic Steps:

« Enacting legislation which will provide with implementation of
corporate governance principles in public enterprises and issuing
secondary legislation by cooperating with relevant institutions.

« Creating an index in order to measure and develop compliance
level of public enterprises with corporate governance principles.

« Making analysis for current status of public enterprises and
preparing reports concerning restructuring of these enterprises.

« Preparing sector reports including suggestions regarding
operation of markets in which public enterprises have significance.

« Converting the monitoring system of public enterprises to
electronic medium.

4.4. Financial Relation between SOE and Budget

Financial relation between state owned enterprises and central government
comprises the payments made to SOEs by the Treasury, the payments made to
budget by SOEs and leaving some earnings of SOEs as capital in SOE accounts.

Of those, the payments transferred from budget of the Undersecretariat of Treasury
and the payments made to the budget by SOEs are in budget accounts of central
government; whereas the amounts left to enterprises and offset for their unpaid
capital are not associated with budget of central government.

4.4.1. Capital Payments to SOEs

Paid — in capital of SOEs are increased in two ways. These are realized by
transferring cash to SOEs from central government budget and by offsetting the
debts of the enterprises for their unpaid capital receivables from the Treasury within
the frame of debt and credit relations between Treasury and SOEs.

4.4.1.1. Transfers from Budget to SOEs

Amount of capital to be transferred to SOEs is determined in budget laws every year
and this amount is paid from budget of the Undersecretariat of Treasury.

13
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A large part of capital transfers is allocated to TCDD and TTK in order to cover
personnel costs. Other enterprises that are injected capital may differ from year to
year but they are generally TIGEM, MKEK and EBK.

4.4.1.2. SOE Capital Offsetting

Offsetting can be defined as deducting the debts of the Undersecretariat of Treasury
to SOEs from the debts of SOEs to the Undersecretariat of Treasury upon the
request of the Minister to which the Treasury is related.’

In offsetting process, primarily duty loss receivables of enterprises are taken into
account; if the enterprise is still in debt of the Undersecretariat of Treasury, the
remaining amount is used for increasing paid — in capital. Legal basis of offsetting is
Decree Law No. 233, which states that the amount of the profit of enterprises
concerning previous year corresponding to Treasury may be deducted from unpaid
capital of enterprises or from duty loss receivables accrued

4.4.1.3. Public Banks Capital Offsetting

The Treasury, as shareholder, may offset the dividend debts of public banks for their
unpaid capital although they do not have SOE status. The amount to be offset is

determined in General Shareholders’ Meeting of public banks.

Box 2: What is Duty Loss?
Duty loss may be evaluated in two ways as narrow and wide definitions. In narrow definition; it is

defined as the sum of the amount, which consists of the sum of difference between the price and
the cost arisen because of determining the prices of goods and services produced by SOEs below
the real costs and the profits missed out because of disability of the enterprise to sell those goods
and services in market conditions, and the loss where a loss is arisen due to special duty given to
SOE by the government.
In wide definition; duty loss contains economic and financial effects of duty loss in addition to the
elements of the narrow definition and it is defined as the negative difference between the social
utility derived from application and the opportunity cost arisen because of intervention to prices of
SOE products or duties assigned to SOEs, including the costs incurred for financing the
expenditures.
In Article 35 of Decree Law No. 233, it is stated that duty loss may appear in two ways.

1) When prices of the goods and services produced by SOEs are determined by the Council of
Ministers and these prices are below the cost.

2) When SOEs are assigned a task related to activity areas of them by the Council of Ministers
and when a loss occurs or profit is missed out due to this task.
Duty loss payment is made in two ways:

1) Pursuant to provisions in budget laws, payment by offsetting for dividend shares of SOEs,

2) Payment in cash.
Statistics pages in www.treasury.gov.tr may be referred to for details of the mechanism and duty
loss amounts concerning SOEs.

14
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4.4.2. Duty Losses Payments to SOEs — Income Loss Payments to
Public Banks

These payments are made to SOEs pursuant to Decree Law no. 233 and to public
banks pursuant to the Law no. 4603 due to tasks given by the Council of Ministers
within the frame of duty loss and / or income loss receivables accrued according to
the procedures determined in mentioned legislation.

For the current situation, duty loss payments are made to Halkbank, Ziraat Bank and
Union of Agricultural Credit Cooperatives through Ziraat Bank. TRY 23 million of duty
loss payment has been made in

2006 and this amount is increased to

TRY 376 million in 2007. The payments made to SOEs under the name
of duty loss are called as income loss in public
banks.

Box 3: What is Income Loss?

There are provisions in budget law

for both income losses and duty In general, income loss payments are made to
losses every year. public banks because of low interest loans
supplied for supporting agricultural sector,
small businesses and artificers.

4.4 3. Transfers from SOEs to

Budget Different from the tasks given to SOEs
pursuant to Decree Law no. 233, any task
Taxes and other legal liabilites cannot be given to public banks without

constitute the |argest part of the paying its consideration in advance. The
transfers from SOEs to budget resources needed for the supports to be

Th liabiliti tai th provided through public banks are put in
ose labiiities contain e budget and the losses to be incurred are

payments which enterprises are transferred to banks concurrently.
directly (corporate tax) and indirectly

i . } ) The most important difference between duty
(social security premiums for its

loss payments and income loss payments is
workers) obliged within this frame, that income payments to the state banks are

such liabilities can be classified as pre-budgeted.
follows in terms of their sources:

+ Liabilities concerning profit: These are corporate tax, advance tax and other
liabilities concerning profit. In 2007, TRY 604 million was accrued and a payment
of TRY 489 million was made by enterprises in this regard.

+ Liabilities concerning import: These are customs tax and other liabilities
concerning import. In 2007, TRY 11 million was accrued and a payment of TRY
10 million was made by enterprises within this context.

+ Liabilities concerning wages and salaries: These are liabilities such as income
tax, withholding tax, stamp tax, social security deductions. In 2007, TRY 2.1 billion

15
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was accrued and a payment of TRY 1.9 billion was made by enterprises within
this context.

Liabilities concerning proceeds: These are liabilities such as VAT, private
consumption tax, municipal consumption tax accrued concerning sales. In 2007,
TRY 5.2 billion was accrued and a payment of TRY 3.2 billion was made by
enterprises within this context.

Liabilities concerning third parties: These are liabilities such as income tax
stoppage, stamp tax accrued and paid by enterprises in the name of third parties.
In 2007, TRY 233 million was accrued and a payment of TRY 215 million was
made by enterprises within this context.

Other fees and deductions: These are property tax, motor vehicles tax, banking
and insurance transactions tax and other liabilities. In 2007, TRY 64 million was
accrued and a payment of TRY 64 million was made by enterprises within this
context.

Total tax and other legal liabilities: In 2007, TRY 8.2 billion was accrued and a
payment of TRY 6 billion was made by enterprises within this context.

Graphic 2: Tax and Other Legal Liabilities of SOEs

M Accruals

[0 Payments

"o | I ——

PROFIT IMPORT WAGES ANS PROCEEDS THIRD OTHER
SALARIES
Means of Liability

SOEs made payment to budget in two ways other than taxes and other legal
liabilities.
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Dividend Payments: These are dividend payments calculated in accordance with

relevant legislation and paid to Treasury as a result of being shareholder.

Treasury Levy Payments: In reference to Article 78 of the Law No. 5018, up to 15
percent of gross sales of some specific SOEs, is paid to the budget. SOEs making
these payments and payment ratios are determined by Decree of Council of Ministers
no. 2005/9916. TPAO, DHMI, KIYEM and DMO make such payments.

Table 2: Relation between SOEs and Budget(TRY million)

Transfers from Budget to SOEs
Capital Payments

Duty Loss Transfers

Total

Transfers from SOEs to Budget
Dividend Payments (including Telecom)
Treasury Levy Payments

Taxes and Other Legal Liabilities
Total

SOE - Treasury Offset Amounts
For Duty Losses

For Unpaid Capital

Total

Reference: Undersecretariat of Treasury

2006

1,917
710
2,627

3,428
191
NA

512
512

2007

1,759
700
2,459

1,597

230
5,905
7,732

11
391
402

2006 —
Difference

- 158
-10
-168

- 1.831
39

- 11
-121
-110

2007
% Change

-8.2
-14
-6.3

-53.4
20.4

-23.6
-21.5

In 2007, TRY 2.5 billion was transferred from budget to SOEs, which paid TRY 1.8

billion to the budget, excluding taxes and other legal liabilities. "

"% For details, please refer to Table 6.1, Table 6.2: Legal Duties, Taxes and Levies and Table 7: Tax —
Non-tax Revenues from SOEs, State Banks and GSM Operators, Tables are available in

http://www.treasury.gov.tr.
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Chapter 5: 2007 Overall SOE Performance

In this chapter, aggregated data of SOEs under portfolio of the Treasury is presented
and analyzed."

5.1. Financial Status

5.1.1. Income Statement

In 2007, gross sales of 19 SOEs and 3 subsidiaries ' have reached TRY 45 billion
with an increase of 7 percent, operating profit has reached TRY 2.7 billion with an
increase of 89 percent and their profit for the period has reached TRY 1.2 billion with
an increase of 43 percent.

Different from 2006, the increase in proceeds of SOEs was more than the increase in
their costs. As a result, operating profit has increased by 89 percent. The most
important factor for the increase in operating profit is BOTAS, which ended up 2006
with operating loss, but 2007 with profit

The increase realized in duty loss accruals in 2005 and 2006 did not take place in
2007. The most important factor for this was that duty loss accrual of TMO was only
TRY 100 million in 2007 whereas it was about TRY 900 million in 2005 and 2006.

Costs of exchange differences arisen from market fluctuations in May — July of 2006
did not take place in 2007 and thus in 2007, the amount of exchange difference was
realized as TRY 381 million below the amount realized in 2006.

In 2007, increases at the rate of 18 percent and 34 percent respectively in the items
of ordinary revenue-profit, and ordinary expense-loss from other activities were
caused by exchange profits and losses of especially TPAO, EUAS and BOTAS, and
revenue and expense items of TETAS realized due to price equalization mechanism.

" Tables in the Report are data of last 3 years and data of last 6 years is included at the end of the
Report. Financial tables of 2006 and 2007 are provisional. The data contains retrospective data of
enterprises that are currently under portfolio of the Treasury. In other words, it does not contain the
enterprises which used to be under portfolio of the Treasury before 2007 but now excluded from the
portfolio (such as TEKEL, TSFAS, Siimer Hali, PETKIM, TDi and TEDAS).

"2 Those 19 SOEs are the SOEs in Table 1, and accounts of TCDD’s subsidiaries (TUVASAS,
TULOMSAS and TUDOMSAS) are monitored separately and presented in the tables.
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Table 3: SOE Income Statement Change
2005 2006 2007
(Current Prices — TRY million) (%)
(1) ) @) @7 3)/(@2)
Gross Sales 33,084 42,099 45,211 27 7
Domestic 30,95 38,030 38,746 26 2
Foreign 1,382 1,552 1,453 12 -6
Duty Losses 1,364 1,403 699 3 -50
Deductions from Sales 218 529 1,083 143 105
Cost of Sales 29,362 38,126 38,602 30 1
Operating Costs 1,755 2,037 2,862 16 41
Operating Profit — Loss 1,749 1,407 2,665 -20 89
Ordinary Revenues and Profits from Other 1,108 3,735 4,401 237 18
Activities
Ordinary Costs and Losses from Other Activities 522 2,235 2,997 328 34
Provisions 264 217 83 -18 -62
Financing Costs 421 991 909 135 -8
Interest Costs 272 437 734 61 68
Exchange Differences 146 552 171 277 -69
Extraordinary Revenues and Profits 1,151 631 906 -45 43
Extraordinary Costs and Losses 1,601 1,314 2,236 -18 70
Profit — Loss of the Period 1,463 1,233 1,829 -16 48
Net Profit — Loss of the Period 990 866 1,237 -13 43
Net Profit — Loss of the Period / GDP (%) 0.15 0.11 0.14 -25 27

Reference: Undersecretariat of Treasury

5.1.2. Balance Sheet

Total actives of 19 SOEs and 3 subsidiaries have reached TRY 83 billion with an
increase of 18 percent in 2007. In this period, ratio of total balance sheet size to GDP
has increased to 9.7 from 9.2 percent (Table 4).

The most important issue in balance sheet figures is the increase in commercial
receivables and debts. Debt — receivable problem which became chronic in energy
SOEs have continued and been reflected to their balance sheets. Besides, as the
result of the transfer of DSI (State Hydraulic Works) hydro plants to EUAS, an
increase of about TRY 4 billion have been realized in tangible fixed assets of the
enterprise.

Main reason of the increase in financial debts is that especially BOTAS and TKi got
commercial bank loans in large amounts due to the problems about paying debts
among energy SOEs.

19



Public Enterprises Report

Table 4: SOE Balance Sheet Change
2005 2006 2007
(Current Prices — TRY million) (%)
(1) (2) @ @0 O
TOTAL ACTIVE 58,547 68,875 82,764 19 18
Current Assets 27,577 36,686 44,180 33 20
Liquid Assets and Securities 2,619 2,882 4,211 10 46
Commercial and Other Receivables 18,390 26,285 31,921 43 21
Inventories 3,505 3,771 4,088 8 8
Fixed Assets 30,971 33,188 38,584 16
Commercial and Other Receivables 1,912 1.737 1,472 -9 -15
Financial Fixed Assets 1,186 1,219 1,125 -8
Tangible Fixed Assets 26.978 28,780 33,870 7 18
Current Liabilities 19,115 25,397 30,549 33 20
Financial Debts 2,242 3,835 4,633 71 21
Commercial and Other Debts 11,670 15,739 18,055 35 15
Taxes and Other Liabilities 990 1,191 2,768 20 133
Long — term Liabilities 7,052 8,471 9,389 20 11
Financial Debts 5,548 6,175 6,303 11 2
Commercial and Other Debts 48 554 763 1,04 38
Equity 32,381 36,006 43,825 11 19
Subscribed Capital 17,091 21,302 31,611 25 48
Paid — in Capital 14,847 17,254 24,580 16 42
TOTAL ACTIVE / GDP 9.02 9.21 9.66 2.10 4.88

Reference: Undersecretariat of Treasury

5.1.3. Ratio Analysis

Current Ratio: Current ratio, which shows the capability of paying short term
liabilities and sufficiency of net working capital, has not changed much from 2006 to
2007. It was 1.44 in 2005 and 2006, and 1.45 in 2007.

Quick Ratio: The ratio of the liquid assets, securities and current receivables to the
short term liabilities gives the quick ratio which has reached 1.05 in 2007, while it was

0.99 in 2006 and 0.95 in 2005.

Inventory Turnover Ratio: This ratio which shows how many times the firm turns
over its inventories along a year, rose up to 2.62 in 2006 from 2.32 of 2005. This rate

was 2.46 in 2007.
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Average Collection Period (Days): The length of receivable collection period was
171 days in 2005, it rose up to 194 days in 2006 and to 227 in 2007 due to collecting
problems of especially energy SOEs (electricity and natural gas).

Cash Turnover Cycle (Days): This financial ratio which measures in how many days
the cash spent is collected back has risen up to 103 days in 2007, while it was 88
days in both 2005 and 2006.

Financial Leverage: This ratio shows the percentage of total assets financed by
liabilities. In 2005 the financial leverage was 0.45, it rose up to 0.48 in 2006 and it
kept this level in 2007.

Interest Coverage Ratio: This ratio which is used to determine how much
companies can earn to pay interest on outstanding debt was 4.47 in 2005, fell down
to 2.18 in 2006 and rose up to 3 in 2007. The reason of this increase is obtaining
more profit rather than decreasing financing costs of the SOEs in 2007 compared to
2006. Financing cost was about TRY 1 billion in both 2006 and 2007. 80 percent of
this amount was interest expense in 2007 whereas 56 percent was foreign exchange
loss in 2006.

Return on Assets (ROA) (%): This ratio which measures how effectively the assets
of the firms are used was 2.46 in 2007 whereas it was 2.31 in 2005 and 2.46 in 2006.

Return on Equity (ROE) (%): This ratio which measures the profit per share that the
shareholders transfer to the firm was 3.03 percent in 2005 and fallen down to 2.17
percent in 2006. The ratio rose up to 3.14 in 2007. This ratio rises up to 5.4 percent
in 2006 and 6.6 percent in 2007 if TTK and TCDD, which receive capital injections
from the budget, are excluded.

Operation Ratios: These ratios, which tended to fall down as a result of the
decrease in profitability of the SOEs in 2006, have begun to rise again in 2007 with
the increase in profitability of the system. For instance, ratio of profit to sales fell
down to 3 percent in 2006 whereas it was 5 percent in 2005, and it rose up to 6
percent in 2007.

21



Public Enterprises Report

Table 5: SOE Financial Ratios 2005 2006 2007
Liquidity Ratios
Current Ratio 1,44 1,44 1,45
Quick Ratio 0,95 0,99 1,05
Cash Ratio (Liquidity Ratio) 0,13 0,10 0,13
Inventory Turnover Ratio 2,32 2,62 2,46
Average Collection Period (Days) 170,7 193,8 226,7
Cash Turnover Cycle (Days) 87 88 103
Capital Structure and Long — Term Financial Position
Financial Leverage 0,45 0,48 0,48
Long — Term Debts / Equities 0,22 0,24 0,22
Equities / Assets 0,55 0,52 0,52
Interest Coverage Ratio 4,47 2,24 3,01
Return on Investments
Return on Assets (%) 2,31 2,43 2,46
Return on Equity (%) 3,16 2,53 3,14
Operation Ratios
Gross Sales Profit 0,11 0,08 0,13
Operating Profit / Sales 0,05 0,03 0,06
Profit Before Tax / Sales 0,04 0,03 0,04
Net Profit of the Period / Sales 0,03 0,02 0,03
Asset Utilization Ratios
Sales / Liquid Assets 13,07 16,00 11,51
Sales / Receivables 2,11 1,86 1,59
Sales / Assets 0,56 0,59 0,53

Reference: Undersecretariat of Treasury

Asset Utilization Ratios: Debt — receivable problem of especially energy SOEs has
caused the total receivables in system to increase. The increase in total receivables
and thus the increase in total assets have risen faster than the increase in sales
revenues. Therefore, a fall down is seen in asset utilization ratios of 2007 compared
to 2006.
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Graphic 3: SOE Value Added Figure
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5.1.4. Value Added

The value added is calculated as the sum of net profit, interest payments, provisions,
current year’s depreciation and the employment costs. The ratio of the value added
for SOEs under portfolio of the Treasury was 2.2 percent of the GDP in 2003 and it
fell down to 1.7 percent in 2007.

5.2. Employment

Personnel regime of the SOEs has been regulated by Decree Law No. 399, in which
three different kinds of employee statute were allowed in SOEs."

Civil Servants

Civil servants are either subject to the Law No. 657 and the list no. 1 attached to
Decree Law No: 399. These personnel are generally employed as administrative staff
that is responsible for performing fundamental and permanent tasks.

Contracted Personnel

They are listed in the second table attached to Decree Law No. 399. The contracted
personnel are not qualified as workers and their main duty is to perform non —
administrative tasks.

'3 Historical and current statistical data concerning personnel numbers and costs of enterprises under
portfolio of the Undersecretariat of Treasury and Privatization Administration are available in statistics
page of http://www.treasury.gov.tr.
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Workers

The workers are employed according to the Labor Law No: 4857. There are three
different statutes for workers:

Union Workers: These workers have the right to involve in collective bargaining

processes.

Non-Union Workers: Non-union workers are employed according to Labor Law No.
4857 but they are not allowed to involve in collective bargaining processes due to
their administrative duties

Temporary Workers: Temporary workers are employed in periodic or seasonal for a
maximum time of 11 months in a year. Law No: 5620 that passed in 2007 has
rearranged the statute of temporary workers. (Box 4)

In SOEs, the salaries of civil servants and contracted personnel are determined in
accordance with Budget Laws, Decrees of High Planning Council and Decrees of
Council of Ministers. On the other hand, the wages of workers is determined by
collective bargaining.

5.2.1. Number of Personnel

The policy of decreasing the number of personnel has been adopted with the aim of
rationalization of employment, improvement of personnel profile by replacement of
redundant workers with qualified workers and improving the competition ability of
SOEs. The Annual Decree of Council of Ministers on SOEs allows them to hire 10
percent of previous year’'s attritions, with some exceptions on expert and legally
enforced positions. The priority in new employment is to hire highly qualified
personnel in order to increase the average qualifications of the staff.

In 2000, the average number of personnel employed in SOEs under portfolio of the
Treasury was 229.000. This number has been reduced to 157.000 in 2006 and to
156,000 in 2007. In this context, the number of average personnel employed by
SOEs has decreased in 2006 and 2007 by 1.6 percent and 0.6 percent respectively
(Table 6).
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Table 6: SOE Personnel Figures Change
2005 2006 2007
(Average Person) (%)
(1) ) @) @7 ©)/(2)
Civil Servant + Contracted 76,313 75,755 76,195 -0.7 0.6
Worker 83,201 81,285 79,880 -2.3 -1.7
Total 159,514 157,040 156,075 -1.6 -0.6

Reference: SOEs and Undersecretariat of Treasury

5.2.2. Personnel Costs

Total employment cost of SOEs under the Treasury portfolio has increased by 13.2
percent and reached TRY 5.3 billion.

Table 7: SOE Personnel Costs Change
2005 2006 2007
(TRY million) (%)
(1 (2) @) @71 ©)/(@2)
Civil Servant + Contracted 1,673 1,832 2,055 9.5 12.2
Worker 2,795 2,872 3,272 2.8 13.9
Total 4,469 4,705 5,327 5.3 13.2

Reference: SOEs and Undersecretariat of Treasury

The share of employment in SOEs costs have been decreased within the frame of
the policy concerning decreasing the number of personnel. 14.4 percent of total sales
and operating costs of SOEs in 2005 was employment costs. This rate has been
decreased to 12.8 percent in 2007 (Table 8).

Table 8: SOE Personnel Costs /

2005 2006 2007
(Sales + Operating Costs) %
(1) ) 3)
Civil Servant + Contracted 1,673 1,832 2,055
Worker 2,795 2,872 3,272
Total 4,469 4,705 5,327

Reference: Undersecretariat of Treasury

5.2.3. Average Personnel Cost

The average personnel cost in SOEs is higher than that of other public institutions
and private sector. Per month average cost of civil servants and contracted personnel
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employed in SOEs is TRY 2,268 in 2007. The average cost for workers in the same

period realized as TRY 3,444 (Table 9).

Table 9: SOE Average Personnel SR
2005 2006 2007

Costs (TRY / MONTH) .
(%)
(1) 2) @) @7 Q)/(?2)
Civil Servant + Contracted 1,830 2,043 2,268 11.6 11.0
Worker 2,906 3,041 3,444 4.6 13.3
Total 2,453 2,619 2,940 6.8 12.3

Reference: SOEs and Undersecretariat of Treasury

5.2.4. Personnel Profile

The efforts to reduce the number of personnel while upgrading their quality have not
yet given desired results in profile outcomes. The statistics on the personnel profile
are presented at the end of the Report. (ANNEX 2). According to data collected from
SOEs, personnel profile is summarized below as of end-2007:

Average working duration, 16.5 years
Average age, 42

Women participation, 8.3 percent
Foreign language skill, 0.6 percent

*® & & o o o

2.3 percent disabled,
1.3 percent convicted previously
0.2 percent veteran — martyr relatives

AR NEE NI IR

4.5 percent special security personnel.

5.3. Other Indicators

High School or lower education level, 75.2 percent

The personnel employed for social responsibility and legal obligations are

0.4 percent from Social Services and Child Protection Agency

Investment expenditures of SOEs have decreased in 2007 and their ratio to GDP had

been around 0.35 percent by years (Table 10 and Table 11).
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Table 10: SOE Other Indicators Change
(TRY million) 2005 2006 2007 (%)

(1) ) () (2)/(1) 3)/(2)
Investment Expenditure 2,204 2,718 2,547 23.3 -6.3
Primary Surplus 675 1,741 1,772 157.8 1.7
Transfers from Budget * 1,422 2,602 2,223 83.0 -145
* Capital and duty losses

Reference: Undersecretariat of Treasury

The primary surplus figure rose up to TRY 1.7 billion in 2006 from TRY 675 million in
2005 and this amount has kept the same level in 2007. In 2007, in which transfers
from budget have decreased at an amount of approximately TRY 400 million, the rise
in profit cause primary surplus to keep the same level.

Table 11: SOE Other Indicators

(Ratio to GDP - %) 2005 2006 2007

(1) (2) 3)
Investment Expenditure 0.34 0.36 0.34
Primary Surplus 0.10 0.23 0.23
Transfers from Budget * 0.22 0.34 0.29
* Capital and duty losses

Reference: Undersecretariat of Treasury and State Planning Organization

5.4. Main Problems of SOEs

State owned enterprises have various problems because of responsibilities caused
by their public enterprise characteristics even though they have competitive activities
in economic field.

Main problems of SOEs different from competitor private sector companies can be
listed as follows:

¢ Pricing policy: Managers of SOEs have the authority to determine prices freely
by acting as a cautious merchant pursuant to Decree Law No. 233. In the Annual
Investment and Financing Program Decree', it is stated that the SOEs “are free
to set their prices of goods and services in line with the principles and policies of
the ongoing economic program by taking the necessary measures needed for

' Decree no. 2007/12702, dated 15.10.2007
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cost efficiency”. However, in practice they have to cope with some problems to
realize it.

In order to fix these problems, Decree of High Planning Council has been
produced and cost based pricing system has been accepted for energy SOEs."

Duty losses: Although SOEs do not have any financial problems on accrual basis
caused by duty loss mechanism, they usually have problems on cash basis
because of the late payments from the central budget. This situation has been
fixed for public banks by transforming into income loss model pursuant to the Law
No. 4603.

Non - flexible employment policies: Employing personnel having various
statutes such as civil servants, contracted workers, temporary workers and non
union workers and determining their wages with different legislations and
implementations make human resources management more difficult for SOEs.
Therefore, SOEs do not have the flexibility on employment issues like hiring —
firing personnel, wage policies and promotion as much as the private companies.
Additionally, many public institutions other than SOEs are involved in the hiring
process.

Investment: The Boards of Directors of the SOEs are not independent in
investment decisions that are one of the most important issues for enterprises.
Procurement legislation: The SOEs, which had been exempted from public
procurement legislation as from the issuance of SOE Law no. 3460 dated 1938
and whose exemption had been kept in every SOE law issued, were become
subject to Public Procurement Law in 2003. It constitutes disadvantage for SOEs
to be subject to Public Procurement Law different from their competitors in private
sector, whereas such a restriction is only applied to public enterprises which have
activities in specific sectors in EU legislation. For this reason, they do not have
enough flexibility required for commercial operations.

Board of Directors: Current legal structure of the board of directors does not
provide suitable environment for implementing modern corporate governance
principles. According to Decree Law No. 233, General Director also acts as
chairman of the board. There is no membership criteria defined clearly and a few
criteria determined do not apply to all members.

Auditing: The official auditing process of Supreme Auditing Board takes a long
time, around 18 months. Moreover, there are many other institutions which also

" BOTAS, TKi, TETAS, EUAS and TEDAS have begun to employ cost based pricing system with
High Planning Council Decree dated 14.02.2008 and numbered 2008 / T5.
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have the right to audit and inspect them such as related ministry, State
Supervisory Council, Prime Ministry Inspection Board and Council of Treasury
Inspectors. SOEs are not subject to external independent auditing.
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Chapter 6: SOE Performances

In this chapter, general introductory information about 19 SOEs in the Treasury
portfolio has been presented, and their performance in 2007 is summarized
separately.

Other than 2007 performance of each SOE, important developments in 2007 have
been summarized and financial positions have been presented by providing some
selected indicators.

More detailed data can be reached at the firms’ web sites or in their annual reports.

The list of Board of Directors consists of members as of December 31, 2007, and
subscribed and paid - in capital amounts represent the figures in Treasury accounts
as of the same date.

SOEs have been classified by their sectors, namely energy and mining,
transportation and communication, agriculture and other.
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6.1. Petroleum Pipeline Co. (BOTAS)

Members of the Board of Directors Capital Structure

¢ Hiuseyin Saltuk Dilizyol (Chairman and General Director)  Treasury Share: 100 Percent

¢ Arif Boynukalin (Member and Deputy General Director) Subscribed Capital: TRY 1.83 billion
¢ Vacant (Deputy General Director) Paid — in Capital: TRY 1.83 billion

¢ Selahattin Cimen (Member — Representative of Ministry)

¢ Osman Zihti Goksel (Member — Representative of Ministry)

¢+ Vacant (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.botas.gov.tr

Petroleum Pipeline Corporation (BOTAS) was founded on August 15, 1974 by the
Turkish Petroleum Corporation (TPAQO) as a subsidiary company under the auspices
of the Decree of the Council of Ministers dated 28.02.1974. In order to present
natural gas and to introduce clean and cheap energy sources to Turkish agenda,
BOTAS was assigned to conduct natural gas procurement contracts and to build
transmission lines. Only BOTAS is authorized to import and market natural gas
(including liquid phase) in Turkey with Decree Law No. 397 published in Official
Gazette dated 09.02.1990. The enterprise acted as an affiliate of Turkish Petroleum
Institution for a while until 13.03.1995 and then as subsidiary of TPAO again and
then became a separate organization subject to Decree Law No. 233 pursuant to
High Planning Council’s Decree No. 95/ T — 20. Its articles of association have been
re-determined in such a way to include petroleum transportation and natural gas
operations.

Due to increasing usage of natural gas and becoming a natural monopoly in the first
years of 2000s, regulating natural gas market became a necessity. With the Natural
Gas Market Law no. 4646 dated 18.04.2001, it is aimed to provide qualified,
uninterrupted, cheap natural gas to consumers within the frame of the procedures
based on competition in a way not to harm environment; to liberalize the market; to
create a financially strong, stable and transparent natural gas market and to ensure
an independent regulation and auditing in this market. With this law, it is proposed to
advance to a private sector focused market system from a market system operated
by BOTAS, which is a public enterprise and based on public monopoly.

Operations for advancing to a market structure aimed in the Law No. 4646 are in
progress and it is projected for BOTAS to differentiate its activities in order to create
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competition at the end of a definite transition period and to end its monopoly in the
market.

Market share of the enterprise is 98 percent. It was a monopoly in the whole market
until a recent date. But, pursuant to provisional article 2 of “Natural Gas Market Law”
no. 4646, it arranged tenders for transferring current natural gas purchase and sales
contracts to companies having import license and receiving approval of the seller
company. In this context, transfer protocols have been signed with Shell Energy Inc,
Bosphorus Gas Inc, Enerco Energy Industry and Trade Inc and Avrasya Gas Inc
(4.75 billion m®). As of the end of December, Shell has entered the market as a new
actor by receiving import license with regards to the import contract that it has been
transferred (250 million m®). Contract transfer processes of other three companies
are in progress and these companies are looking forward to receive approval of
Russian Export Liability Company.

Major Developments

As a result of natural gas use becoming widespread in the country, construction of
new pipelines has continued for not facing with any liability caused by purchasing
agreements with the condition of “take or pay”. At the end of the year 2007; the
length of the pipelines has reached to 9,800 km with a supply to 54 provinces. Thus;
the consumption of natural gas has increased to 35 billion m? by 18 percent rise
compared to the previous year.

BOTAS imports 35.8 billion standard m* of natural gas in a year.

Within the year, BOTAS could not collect its receivables from EUAS — HEAS in due.
Build — Operate, Build — Operate — Transfer plants did not pay their gas debts to
BOTAS because they did not receive any payment from TETAS. Thus, BOTAS
began to get commercial bank loans and delay the payments of its taxes in order to
fulfill its financial obligations to abroad. Within this context, its commercial bank loans
used as of the end of 2007 have increased to TRY 2.1 billion and an interest cost of
TRY 401 million has arisen. Besides, the enterprise has VAT debt of TRY 2.2 billion
for import and TRY 328 million of private consumption tax.

Financial Status

Receivables of BOTAS on December 31, 2007 can be seen in Table 12.
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BOTAGS'’s receivables excluding interest is over TRY 5 billion. Due to the problems in
energy sector related to collection, street lighting, high theft / loss and pricing,
BOTAS cannot collect cash from EUAS; and the receivables from that company
increased continuously. Besides, as mentioned above, Build — Operate (BO) and
Build — Operate — Transfer (BOT) enterprises have begun not to pay their debts in
due because they could not receive their payments from TETAS.

Table 12: Receivables of BOTAS
(31.12.2007 — TRY million)

FIRM PRINCIPLE INTEREST TOTAL DISTRIBUTION %
EGO 677 0 677 5.7
EUAS 4,081 6,049 10,130 85.0
HEAS 319 533 852 7.1
EUAS + HEAS 4,400 6,582 10,983 92.1
IZGAZ (Treasury) 25 0 25 0.2
IZGAZ (Current) 41 0 41 0.3
BOT + BO 42 11 53 04
IGDAS 0 22 22 0.2
TUGSAS 4 18 22 0.2
OTHER 85 15 99 0.8
TOTAL 5,273 6,648 11,922 100.0

Reference: BOTAS

Law No. 5669 on Making Amendments in Natural Gas Market, which aims to
expedite the collection of receivables from EGO, was accepted by the Parliament on
May 25th, 2007. Ankara Metropolitan Municipality was given the authorization to
establish a company concerning natural gas distribution and it is stipulated that the
minimum 80 percent of the mentioned company will be privatized within 2 years.
Moreover, it is envisaged in the Law that within one month following the completion of
privatization date, outstanding receivables of EGO to BOTAS will be paid. Energaz
has won the bid but take-over operations could not be completed yet. It is expected
that Ankara Metropolitan Municipality will pay EGO’s debt of TRY 677 million after the
transfer.

While total balance of the enterprise was TRY 23.4 billion in 2006, it has reached
TRY 28.6 billion by an increase of 22 percent in 2007. Current assets of the
enterprise are TRY 11 billion and share of them in total assets is 77 percent. Fixed
assets are TRY 3.2 billion and their share in total assets is 22 percent. Due to high
commercial bank loans used by the enterprise, short term liabilities are 60 percent,
long term liabilities are 8 percent and equity is 32 percent of all resources.
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SELECTED INDICATORS 2006
(TRY million)
Income Statement
Gross Sales 12.307
Cost of Sales 12.429
Operating Costs 21
Operating Profit - Loss -150
Financing Costs 246
Profit — Loss of the Period 45
Balance Sheet
Current Assets 9.082
Inventories 248
Fixed Assets 2.659
Net Assets 11742
ST Liabilities 6.957
LT Liabilities 1.111
Equities 3.673
Ratios
Current Ratio 1,31
Quick Ratio 0,81
Average Collection Period (Days) 160
Cash Turnover Cycle (Days) 97
Return on Equity % 1,22
Employment
Total Number of Employees (average) 3.110
Total Employment Cost 159
Budget Relation
Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities) NA
Transfers from Budget (Capital and Duty Loss)
Other
Value Added 655
Investment Expenditure 610
Primary Surplus -472

2007

14.469
12.962
35
1.463
342
998

11.058
161
3.280
14.338
8.643
1.209
4.486

1,28
0.86
184
127
19,93

2.904

177

2.100

1.644
302
1.285

% Increase

17,6
4,3
68,1
38,7
2.134,6

21,7
-34,9
23,4
22,1
24,2
8.8
22,1

-2,0
5,5
14,9
30,9
1.529,7

-6,6
11,7

150,9
-50,5

Reference: BOTAS, Undersecretariat of Treasury and State Planning Organization

Sales revenue of TRY 14.4 billion has been obtained as a result of natural gas and
LNG sales, crude petroleum transportation and port services. Operating profit of the
enterprise for 2007 was TRY 1.5 billion and profit for the period was TRY 997 million.
Two main determinant of natural gas purchasing cost are exchange rate and crude
oil price. Accordingly, because the exchange rate of 2007 was 9 percent lower than
the level of the previous year and increase in the crude oil price was limited
compared to the previous year, natural gas purchasing cost of the enterprise was
below the level of 2006 and this led to an increase in the profit. However, as a result
of the failure to collect receivables concerning natural gas sales to EUAS, this
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profitability could not be reflected to cash status and this led to an increase in the
bank loan amount and tax debts.

Current ratio of the enterprise was 1.28 in 2007. But, its ability to satisfy its short term
debts by liquid assets is low. Quick ratio is 0.86. Ability of current assets other than
inventories to satisfy short term debts is also low. In the current year, debt collection
period and cash turnover cycle of the enterprise have increased compared to
previous year. Failure to collect its receivables from EUAS — HEAS and BO — BOT
enterprises in time and failure to receive its receivable from EGO caused its ratio of
Short Term Liabilities / Total Resources to increase as from 2000. Financial debts
and financing costs of BOTAS is increasing continuously.

In 2007, total number of employees of the enterprise has decreased by 6.6 percent
compared to previous year. Total personnel cost has increased by 11.7 percent.
While its primary surplus was TRY 424 million in the previous year, its primary
surplus has reached TRY 1.3 billion in 2007 due to increase in operating profit and
low investments.
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6.2. Electricity Generation Co. (EUAS)

Members of the Board of Directors Capital Structure
¢ Sefer Biitlin (Chairman and General Director) Treasury Share: 100 Percent
¢ Nurettin Kulali (Member and Deputy General Director) Subscribed Capital: TRY 5.60
+ Vacant (Member - Deputy General Director) Paid — in Capital: TRY 5.56 billion
¢ Asst. Prof. Mahmut Faruk Aksit (Member — Representative

of Ministry)

*

*

M. Ahmet Dere (Member — Representative of Ministry)

Edip Yilmaz (Member — Representative of Treasury)

Related Ministry Web Site
Ministry of Energy and Natural Resources http://www.euas.qgov.tr

Electricity Generation Incorporated Company (EUAS) was established to carry out its
generation activities as an SOE according to the Decree Law No. 233 and 399, the
Decree of Council of Ministers No. 2001 / 2026 and Electricity Market Law No. 4628.
Its Articles of Association was published in Official Gazette No. 26241on 27th of July
in 2006.

EUAS is an SEE which is established to generate electricity efficiently and profitably
under the guidance of economic and energy policies of the State. Other functions of

EUAS are:

L 4

to contract electrical energy sales and / or sub services,

to take over the due facilities, to operate the generation facilities which have
not been taken over by the private sector, via by itself and / or subsidiaries, or
to take over such facilities when necessary,

to get the licenses from the Energy Market Regulatory Authority (EMRA)
according to its field of activity and to pay license costs to EMRA. To act
according to these licenses,

to procure all kinds of studies, projects, constructions and facilities needed for
electricity generation and to procure all kinds of goods and services for
maintenance, repair, rehabilitation, operation and development of the
generation facilities domestically and / or via import.

to operate, the mines to be used for electricity generation at the existing or
future thermal power plants and other resources or to make it generated via
service procurement.
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In 2007 EUAS’s market share was 48 percent.
Major Developments

Provisional article 2 of the Law no. 5710 on “Selling Energy by Establishing and
Operating Nuclear Power Plants” has prepared way for establishment of Afgin C - D
plants.

Pursuant to the protocol signed on 31.07.2007 within the frame of the Regulation No.
2006 / 11068 on “Principles and Procedures Concerning Transfer Operations of the
Energy Production Divisions of Hydroelectricity Plants Built, Operated and to be
Operated by Public Waterworks Administration and the Real Properties Which are
Component Parts of them to EUAS”, transfer operations of 35 hydroelectricity plants
built by Public Waterworks Administration and amounted to TRY 4.3 billion to EUAS
has been completed in 2007. As a result of positive asset - liability difference
occurred after the mentioned transfer of plants, the Enterprise’s capital was
increased by TRY 4.3 billion and reached TRY 5.6 billion pursuant to Supreme
Planning Council Decree dated 31.12.2007.

EUAS’s thermal plants working by natural gas was affected from increased natural
gas prices (Price of natural gas is linked to price of petroleum). In addition to this,
private sector producers gave up producing electricity due to the high natural gas
prices. Thus, EUAS had to produce more than it had planned.

Moreover, EUAS has been still negatively affected from the debt and receivable
problem among energy SOEs.

The project of transforming Ambarli Fuel QOil plant into natural gas plant and works for
transforming Aliaga Combined Conversion Plant into double fuel is almost in tender
process. Collolar Coal Area Enterprise has been transferred to private sector in order
to provide coal for Afsin — Elbistan B Plant.

58.5 percent of total installed power belongs to EUAS in 2007. 48.2 percent of total
electricity production was realized by EUAS in 2007.

Financial Status

In 2006, EUAS’s total assets were TRY 19.3 billion. In 2007, it increased by 25
percent and reached to TRY 24.3 billion. High increases in “Commercial and other
receivables”, in “tangible fixed assets” caused by Public Waterworks Administration
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transfers and “short term loan capital” figures were considerable. Main reason of the
increase in receivables and debts figures is the increase of EUAS’s short term debts
to other energy SOEs.

In 2007 gross sales increased by 28.6 percent and reached to TRY 7.3 billion, profit
of the period decreased to TRY 152 million by 43.54 percent. EUAS’s total energy
production was 92.3 billion KWh in 2007.

Despite 20 percent increase in net sales, share of hydroelectricity has decreased in
power production composition of the enterprise due to drought occurred in 2007 and
share of natural gas and coal having higher unit cost has increased. This caused
profitability to decrease by causing 29 percent increase in sales costs. In 2007,
financing costs became TRY 305 million by decreasing 40 percent compared to
2006.

Current ratio has been 1.4 for the last 3 years. Quick ratio has been increasing since
2004, and in 2007 it became 1.16.

Due to the fact that the problems in collection of receivables have continued, average
collection period kept 400 days level of 2006.

EUAS has created a value added of TRY 1.9 billion and present a primary surplus of
TRY 783 million in 2007. The enterprise is the third one in terms of sales from net
production in the largest industry enterprises list published by Istanbul Chamber of
Industry. '

'® See Annex 9 for public enterprises taking place in 500 largest industry enterprises list published by
Istanbul Chamber of Industry in 2007.
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SELECTED INDICATORS

(TRY million)

Income Statement
Gross Sales
Cost of Sales
Operating Costs
Operating Profit - Loss
Financing Costs

Profit — Loss of the Period

Balance Sheet
Current Assets
Inventories
Fixed Assets
Net Assets
ST Liabilities
LT Liabilities
Equities
Ratios
Current Ratio
Quick Ratio

Average Collection Period (Days)
Cash Turnover Cycle (Days)

Return on Equity %
Employment

Total Number of Employees (average)

Total Employment Cost
Budget Relation

Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities)
Transfers from Budget (Capital and Duty Loss)

Other
Value Added

Investment Expenditure

Primary Surplus

2006

5.702
4.296
187
923
470
269

8.108
449
11.229
19.337
5.695
3.005
10.636

1,42
1,07
400

44
2,24

13.134

427

NA

1.955
244
1.026

2007

7.332
5.554
186
774
306
152

9.223
475
15.050
24.273
6.272
3.022
14.979

1,47
1,16
399

75
0,75

13.207

476

612

1.923
215
783

% Increase

28,6
293
-0,9
-16,1
-35,0
-43,5

13,8

57
34,0
25,5
10,1

0.6
40.8

3,3
8,8
0,4
71,3
-66,6

0,6
11,5

-1,6
-11,8
-23,7

Reference: BOTAS, Undersecretariat of Treasury and State Planning Organization
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6.3. Turkish Electricity Transmission Co. (TEIAS)

Members of the Board of Directors Capital Structure

¢ ilhami Ozsahin (Chairman and General Director) Treasury Share : 100 Percent

¢ Halil Alig (Member and Deputy General Director) Subscribed Capital: TRY 330 million
¢ Kemal Yildir (Member - Deputy General Director) Paid — in Capital : TRY 326 million
+ Bilal Eryilmaz (Member — Representative of Ministry)

¢ Mehmet Kamil Sani (Member — Representative of Ministry)

¢ irfan Tokgdz (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.teias.gov.tr

Electricity Transmission Company (TEIAS) started its operations in 01.10.2001 in
order to take over all transmission lines in the country and to provide electricity
transmission and balancing, and settlement services within the frame of general
energy policy of the government pursuant to Electricity Market Law No. 4628 and
Decree of Council of Ministers No. 2001 / 2026. The Articles of Association of TEIAS
was published in Official Gazette No. 24447 on 26.06.2001 after it has been
approved by Supreme Planning Council Decree dated 11.06.2001.

The company is subject to Decree Law No. 233 which concerns state economic
enterprises. It has obtained the transmission license from Energy Market Regulation
Authority (EMRA) on 13.03.2003 and it operates in accordance with regulations
envisaged in new market model.

TEIAS is the sole owner of the transmission license in Turkey. Main responsibilities of
the company are; planning, operating and rehabilitating the 400 and 154 kV
transmission lines to provide high quality and uninterrupted power supply, prepare
necessary tariffs for transmission connections and system usage, comply with
Network Regulation, provide real time system security, oversee load distribution and
frequency control, undertake international interconnection operations, prepare the
electricity generation capacity projection report in line with the demand projections of
distribution companies and to operate balancing and settlement mechanism.

Market share of the company is 100 percent as of end 2007.
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Major Developments

The Balancing and Settlement Market, which was in virtual mode between 2004 and
August 2006, became operational starting from 01.08.2006. Mentioned market has a
SPOT market model directed to ensure simultaneous supply — demand balance
which is complementary to bilateral agreements in market. In this model, electricity
supply and demand are balanced in real time by National Load Distribution Center of
TEIAS by accepting load purchasing and load shedding offers of contributor of
balancing system and receivables and debts concerning energy deficits and / or
energy surpluses are financially settled by Balance and Settlement Institution with
load purchasing and load shedding offers. In 2007, 15.8 million Mwh load purchasing
amounting at TRY 2.5 billion and 7.1 million Mwh load shedding amounting at TRY
513 million have been realized.

In July 2007, Turkey’s Electricity Energy Generation Capacity Projection for 10 Year
(2007-2016) has been published. This report is revised annually based on the recent
market data.

In 2007, the increase in electricity demand is 8.4 percent compared to previous year.
The annual consumption is 189.3 billion KWh and installed capacity of our country
has reached 41,000 MW.

TEIAS faces significant receivables problems. Because it could not collect its
overdue receivables especially from EUAS and its subsidiaries, it had to get external
financing in order to undertake its investments. This situation causes its external loan
stock to increase in years. Electricity transmission investments significantly require
expropriation and the problems occur concerning expropriation may cause
transmission investments to fall behind.

Furthermore, the company lacks enough technical personnel compared to other
countries. For example, number of personnel per kilometer is 0.026 in Turkey,
whereas this figure is 0.081 in France and 0.043 in Spain. Therefore, the priority is
given to the hiring of the technical personnel.

Financial Status

Main cost items of TEIAS include transmission investments and expenditures related
to providing transmission services, such as operating expenses, replacement costs
and ancillary service costs. These costs are subject to regulation pursuant to the Law
No. 4628.
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Transmission System usage tariff and transmission system operating tariff are
regulated by income ceiling determined by EMRA."TEIAS applies two different price
systems for consumers and producers and these prices have differences among
different regions in such a way to reflect capacity limits.

On the other hand, 80 percent of the sales revenue proceeds from public companies,
whereas private sector’s share is only 20 percent.

The sales revenue of TEIAS is related with installed capacity of producers and
consumption capacity of consumers rather than electricity transmitted through lines.

Gross sales revenue of TEIAS, which was TRY 1.7 billion in 2006, have realized as
TRY 4.6 billion in 2007. The increase has been caused by TRY 2.9 billion of income
of Balance and Settlement Institution (PMUM) entered into account of the company.
Parallel to this increase, cost of sales has increased by TRY 2.9 billion. Operating
profit of the company has been realized as TRY 63 million with a decrease of 58
percent compared to the previous year and profit of the period has been realized as
TRY 135 million with an increase of 52 percent. This situation was significantly
caused by exchange rate difference. Exchange rate difference cost was TRY 21
million in 2007 whereas it was TRY 110 million in 2006.

Total value of assets of the company is TRY 7.2 billion and TRY 5.5 billion of this
amount is constituted by Tangible Fixed Assets.

In 2007, average collection period was 101 days, which was one third of the level
realized in previous year. The decrease was caused by the income of Balance and
Settlement Institution (PMUM) entered into account of the company as it is
mentioned above. Because of this addition, sales revenue of the company has
increased 2.7 times of the level realized in previous year.

Furthermore, because the revenue of PMUM has been reflected to revenues of the
company in 2007, profit margin base has increased and net profit margin, which was
4 percent in 2006, has realized as 2 percent in 2007.

" Income ceilings are regulated in every year in accordance with energy prices index, efficiency factor
determined in advance and income deficit and surplus occurred in previous year.
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SELECTED INDICATORS

(TRY million)

Income Statement
Gross Sales
Cost of Sales
Operating Costs
Operating Profit - Loss
Financing Costs

Profit — Loss of the Period

Balance Sheet
Current Assets
Inventories
Fixed Assets
Net Assets
ST Liabilities
LT Liabilities
Equities
Ratios
Current Ratio
Quick Ratio

Average Collection Period (Days)
Cash Turnover Cycle (Days)

Return on Equity %
Employment

Total Number of Employees (average)

Total Employment Cost
Budget Relation

Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities)
Transfers from Budget (Capital and Duty Loss)

Other
Value Added

Investment Expenditure

Primary Surplus

2006

1,730
1,532
43
150
123
89

1,565
26
5,753
7,318
854
555
5,909

1,83
1,74
304
128
1,10

8,500

278

NA

847
276
226

2007

4,597
4,485
44

63

34
135

1,480
44
5,719
7,199
593
594
6,011

2,49
2,34
101
64
1,71

8,404

309

282

833
277
172

% Increase

165.8
192.8
2.3
-57.9
-72.4
52.0

-5.5
66.2
-0.6
-1.6
-30.6
7.1
1.7

36.1
34.3
-66.9
-49.9
55.7

-1.1
1.1

-1.7
0.2
-24.2

Reference: TEIAS, Undersecretariat of Treasury and State Planning Organization

The company has profit for the period and amortization amount realized as TRY 350
million in 2006 and 2007 increases its profitability amount. Because of this, although
the company made investment expenditure of TRY 276 million in 2006 and TRY 277
million in 2007, it achieved to realize TRY 218 million and TRY 172 million of primary

surpluses respectively.
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6.4. Turkish Electricity Trading and Contracting
Co. (TETAS)

Members of the Board of Directors Capital Structure

¢ Haci Duran Gokkaya (Chairman and General Director) Treasury Share : 100 Percent

¢ Yasar Cakmak (Member and Deputy General Director) Subscribed Capital: TRY 179 million
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 73 million
+ Nilgin S. Acgikalin (Member — Representative of Ministry)

¢ Huseyin Karakaya (Member — Representative of Ministry)

+ Nevzat Bahran (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.tetas.gov.tr

Turkish Electricity Trading and Contracting Incorporated Company (TETAS) were
established to do electricity trading and contracting activities according to Decree
Laws No. 233 and 399, The Decree of Council of Ministers No. 2001/2026 and
Electricity Market Law No. 4628. Its Articles of Association was published in Official
Gazette No. 24447 on 29th of June in 2001.

TETAS is an SEE which is founded to trade electricity under the guidance of
economic and energy policies of the State. Other functions of TETAS are: to take
over the energy purchase and sale contracts from TEAS and TEDAS which were
signed in accordance with related legislation, under the restriction of the Law No.
4628 to do energy sale contracts and energy purchase contracts (that last for less
than one year), to import / export electricity from / to countries which has suitable
interconnection conditions, to prepare the wholesale tariffs and implement the
approved tariffs, to purchase electricity from the hydro plants which EUAS owns, to
take the necessary measures to obtain consistent, low — cost electricity, to modify the
energy sale and purchase agreements according to changing sector specific and
legal conditions within the approval of the Undersecretariat of Treasury.

Major Developments

According to the Law No: 5496, transitional period contracts concerning energy
purchase and sale were signed between TETAS and distribution companies in June
2006.
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Within the context of these contracts EUAS’s hydro plants would sell 25 billion Kwh of
electricity to TETAS in a year. TETAS would sell this electricity to 20 distribution
companies with the price approved by EMRA by blending this energy with the energy
purchased from EUAS within the frame of the contracts having guarantee of
purchase.

Since Build — Operate (BO), Build — Operate — Transfer (BOT) and Transfer of
Operating Rights (TOR) contracts that last 15 - 20 years were not signed under the
competitive conditions and that these plants mostly depend on natural gas (85
percent of sales of BO, 100 percent of sales of BOT are Treasury guaranteed)
TETAS’s purchasing cost increases. At the same time, the necessity of providing
guarantee of purchase to Nuclear Plant to be established pursuant to the Law 5710
and signing a 15 year annual purchasing contract with Thermal Plants to be newly
established will be additional burdens for the company.

The company has purchased approximately 89 billion Kwh electricity in 2007 and 23
billion Kwh of this amount was from EUAS and 61 billion Kwh from the plants within
the scope of BO, BOT and TOR, and the remaining amount from Balance and
Settlement Market and export purchases.

Financial Status

In 2006 TETAS’s total assets were TRY 7.6 billion. In 2007 it increased by 30 percent
and reached to TRY 9.9 billion. In 2007, commercial and other receivables item
increased by 31 percent and reached to TRY 9.8 billion due to problems in collection
of receivables. Similarly, the company cannot pay its debts in due and this situation
causes its short term liabilities to increase.

Gross sales of TETAS have fell down to TRY 8 billion with a decrease of 25 percent.
Main reason is that portfolio groups established within the body of EUAS has begun
to sell electricity to TEDAS directly as from August of 2006 and that the sales realized
by TETAS in previous periods have shifted to EUAS. Operating profit of the company
has increased by 5 times and reached TRY 501 million and profit of the period has
decreased by 51 percent and fell down to TRY 24 million.

Current ratio and quick ratio of TETAS was around 1. Average collection period of its
receivables which was 250 days in 2006, increased to 450 days in 2007. Moreover,
its financial structure mostly depended on short and long term liabilities due to its
debts in large amounts and equity / liability ratio was 0,02.
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In 2007, primary surplus of the company has decreased by 52.1 percent and fell
down to TRY 27 million due to decrease in profit of the period.

SELECTED INDICATORS

(TRY million)

Income Statement
Gross Sales
Cost of Sales
Operating Costs
Operating Profit - Loss
Financing Costs

Profit — Loss of the Period

Balance Sheet
Current Assets
Inventories
Fixed Assets
Net Assets
ST Liabilities
LT Liabilities
Equities
Ratios
Current Ratio
Quick Ratio

Average Collection Period (Days)
Cash Turnover Cycle (Days)

Return on Equity %
Employment

Total Number of Employees (average)

Total Employment Cost
Budget Relation

Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities)
Transfers from Budget (Capital and Duty Loss)

Other
Value Added

Investment Expenditure

Primary Surplus

2006

10,726
10,597
19

96

0

48

7,581

7,587
7,402
23
162

1.02
1,01
250
49
27.70

215
5.1

NA
13.8

54.7
0.3
56.5

2007

7,997
7,433
46
501

0

24

9,884

9,889
9,675
36
178

1.02
1.01
440
58
9.36

213

6.2

23.9

44.0
0.2
271

% Increase

-25.4
-29.9
149.6
420.2

0.0
-50.8

30.4
42.6
-10.7
30.3
30.7
55.4
9.8

-0.3
0.4
75.8
18.1
-66.2

-0.9
20.7

-100.0

-19.5
-32.6
-52.1

Reference: TETAS, Undersecretariat of Treasury and State Planning Organization
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6.5. Directorate General of Turkish Coal Enterprise

(TKI)
Members of the Board of Directors Capital Structure
¢ Selahaddin Anag¢ (Chairman and General Director) Treasury Share : 100 Percent
¢ Yasar Topguoglu (Member and Deputy General Director)  Subscribed Capital: TRY 360 million
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 360 million
¢ Yusuf Ziya Cosar (Member — Representative of Ministry)
¢ Mehmet Tombul (Member — Representative of Ministry)
+ Nursen Demirbilek (Member — Representative of Treasury)
Related Ministry Web Site
Ministry of Energy and Natural Resources http://www.tki.gov.tr

The coal production units that were under the control of Etibank Company, had been
transformed into Turkish Coal Enterprise (TKi) in 1957 by the Law no. 6974 dated
22.05.1957. As an SEE, TKi started its activities after its Articles of Association was
published in Official Gazette No.18588 on November 27, 1984. TKi is also subject to
the Mining Law No. 3213.

In accordance with the Government’s general energy policy, TKi has been assigned
to produce lignite and some other types of coal and to meet the country’s coal
demand, contribute to the economy of the country, prepare and execute plans and
programs, determine application strategies and to realize them. Lignite reserves of
our country are 8.3 billion tons and 2.5 billion tons of these belong to TKI. 46 percent
of lignite production of our country is performed by TKi. The Company’s production
depends on the requirements of the power generation companies and the demand of
heating and industry. It produced 26.2 million tons of marketable coal in 2007 and
produced 3.6 million tons of coal through license. In 2007, it made a pickling of 268
million m>. 79 percent of the coal sold in 2007 (31.6 million ton) was supplied to
thermal plants of EUAS and affiliates of EUAS and 21 percent of it was supplied to
industry and domestic market with the purpose of heating. 8,017 MW of total installed
power (40,700 MW) of electricity energy of Turkey belongs to thermal plants based
on lignite and capacity of current thermal plants fed by TKi is 4,203 MW. 22 percent
of total Electricity Generation Company (EUAS)’s electricity production in 2006 was
performed by the input that TKi has provided.
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Market share is 48 percent in domestic market excluding imports and 37 percent
including imports.

Major Developments

The Company distributes coal, of at least 500 kg, to poor families determined by
Social Help and Solidarity Foundations within the frame of duty loss bylaws, since
2003. In 2007, 1.47 million tons of coal was distributed throughout the country and
this was realized by TKi significantly.

Expenditures incurred by TKi regarding this application are paid by Treasury as duty
loss. But, determination of duty loss payments within the frame of budget limits and
delayed payment of them and inability to collect its receivables from EUAS have
forced TKi to use short term liabilities. The company's commercial bank loan was
equal to one third of its net assets and reached TRY 529 million as of end 2007 .

Financial Status

Total net assets of TKi increased by 1 percent and reached TRY 1.51 billion in 2007
whereas they are TRY 1.37 billion in 2006. Increases in commercial receivables
figure in fixed assets and in financial debts figure in liabilities are considerable.
Commercial bank loans of the company have increased since receivables from
EUAS could not be collected in due and duty loss payments could not be received in
due. Thus, bank loans increased by 69 percent compared to previous year and
reached TRY 529 million.

Gross sales increased by 21 percent and reached TRY 1.67 billion. Since financing
cost of the company, which was TRY 13 million in 2006, has increased by 631
percent and reached TRY 99 million and extraordinary revenues and profits figure
has decreased by 57 percent compared to 2006, profit of the period was realized as
TRY 18 million with a decrease of 54 percent in 2007.

Current ratio is 0.74. This means that operating capital of the company is not enough.
In other words, the company has cash problems. Quick ratio was 0.67 in the current
year. Ability of current assets to cover short term debts is very low.

The amount of value added, which was TRY 485 million in 2006, has reached TRY
1.2 billion in 2007.
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SELECTED INDICATORS 2006
(TRY million)
Income Statement
Gross Sales 1,382
Cost of Sales 1,121
Operating Costs 231
Operating Profit — Loss 30
Financing Costs 13
Profit — Loss of the Period 40
Balance Sheet
Current Assets 631
Inventories 224
Fixed Assets 735
Net Assets 1,366
ST Liabilities 727
LT Liabilities 99
Equities 540
Ratios
Current Ratio 0.87
Quick Ratio 0.52
Average Collection Period (Days) 96
Cash Turnover Cycle (Days) 99
Return on Equity % 4.67
Employment
Total Number of Employees (average) 11,233
Total Employment Cost 412
Budget Relation
Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities) NA
Transfers from Budget (Capital and Duty Loss) 250
Other
Value Added 485
Investment Expenditure 33
Primary Surplus -280

2007

1,673
1,349
230
95

99

18

640
226
873
1,513
865
99
550

0.74
0.47
83
93
3.37

10,620
430

311
265

1,240
26
=77

Reference: TKI, Undersecretariat of Treasury and State Planning Organization

% Increase

21.0
20.3
-0.6
218.9
631.2
-63.7

1.5
0.7
18.8
10.8
19.0
-0.2
1.8

-14.7
-10.2
-13.5

-6.1
-27.9

-5.5
4.4

6.0

155.5
-22.6

Primary surplus decreased by TRY 200 million compared to previous year and
reached TRY 77 million since there was a recovery in income statement and there

was no stock increase.

49



Public Enterprises Report

6.6. Turkish Hard Coal Enterprise (TTK)

Members of the Board of Directors Capital Structure

¢ Rifat Dagdelen (Chairman and General Director) Treasury Share : 100 Percent

¢ Cetin Onur (Member and Deputy General Director) Subscribed Capital: TRY 3.5 billion
¢ Mustafa Simsek (Member - Deputy General Director) Paid — in Capital : TRY 3.3 billion
¢ Mahmut Yilmaz (Member — Representative of Ministry)

¢ Burhan inan (Member — Representative of Ministry)

¢ Mehmet Agikel (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.taskomuru.gov.tr

By the Law No. 2818 dated on June 14, 1935, the foreign private property of hard
coal sites were nationalized for public use and transferred to Etibank Company. After
that, Eregli Coal Company (EKI) started to operate all of these sites. In 1957, EKi
joined TKi; however by the Decree Law no. 96 dated 10.10.1983, it had been
transformed to a new body called Turkish Hard Coal Enterprise (TTK). The Articles of
Association was published in the Official Gazette on December 11, 1983. The
Company is still a state economic enterprise and subject to the Decree Law No.233.

TTK is responsible for operating Zonguldak Harbor in addition to activities concerning
mining for hard coal and bringing it to economy by means of its general directorate
units and Armutguk, Kozlu, Uziilmez, Karadon and Amasra enterprises.

There is a geologic hard coal reserve of 1.33 billion tons in Zonguldak site and 610
tons of this amount is open to private sector activity. Life time of the site is 130 years.

TTK owns approximately 100 percent of hard coal production and it produced 1.7
million tons of hard coal in 2007. Share of the company in Turkish hard coal market is
about 7 percent.

Major Developments

Turkish Hard Coal Institute encounters with high production costs and with problems
caused by these costs.

In order to fulfill domestic demand from domestic resources and supply safety in
electricity generation, capital injections are made from the central budget to this loss
making company to meet its obligations arising from wage, salary, premium and SSI
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payments. The percentage of workers working underground in total number of
workers is lower than the world standards.

When high production costs and inability to solve this problem within the body of the
company are considered, it is thought that royalty production of the company must be
generalized in order to provide efficient and effective operation conditions. Therefore,
any new hiring was not allowed in line with SOE employment policies in 2007.

Restructuring works, commenced in order to enhance production and efficiency in the
company, have continued in 2007. Within this context, rehabilitation of — 400 / - 450
floor galleries and plough of — 500 / - 550 floor preparation galleries in Artmutguk TiM
were outsourced to a private firm by tender. On the other hand, preparation for - 250
floors in Amasra TiM has been carried on by the company. Coal washing works of
Kozlu and Uziilmez were tendered to private sector. Due to high efficiency and low
cost nature of operations carried out by private sector, it is being sought to assign
washing works of TiM pit—run coals to private sector in Armutguk and Amasra
enterprises.

Because the geological structure is inappropriate, extraction is conducted based on
labor.

Financial Status

Because of the structural problems, TTK makes loss continuously and is financially
supported by the Government.

Upward trend in gross sales of TTK has also continued in 2007 and its gross sales
increased by 13 percent compared to 2006 and reached TRY 276 million. The
reason for the increase in sales was the coal purchased from private sector
producing in the zone hired by TTK. The coal - purchased from leased areas- brings
down the average coal cost of the Company; providing an advantage for TTK.

Period loss, which was TRY 357 million in 2006, increased by 18 percent and
reached TRY 421 million in 2007. The increase in employment costs has a significant
effect on the increase in period loss.

Return on equity shows negative values as a result of the decrease in equity due to
cumulative effect of losses of previous years. Relative recovery realized in 2007 was
caused by the increase in capital payment made to the company in 2007.
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SELECTED INDICATORS 2006 2007 % Increase
(TRY million)
Income Statement
Gross Sales 244 276 13.1
Cost of Sales 459 555 211
Operating Costs 92 103 12.5
Operating Profit - Loss -307 -383 24.9
Financing Costs 15 0 -
Profit — Loss of the Period -357 -421 18.1
Balance Sheet
Current Assets 163 136 -16.3
Inventories 44 33 -24.6
Fixed Assets 198 209 55
Net Assets 361 346 -4.4
ST Liabilities 56 72 28.0
LT Liabilities 0 0 11.2
Equities 305 273 -10.3
Ratios
Current Ratio 2.90 1.90 -34.6
Quick Ratio 1.85 1.25 -32.2
Average Collection Period (Days) 104 86 -17.2
Cash Turnover Cycle (Days) 118 113 -4.7
Return on Equity % -184.88 -145.86 -
Employment
Total Number of Employees (average) 12,685 12,552 -1.0
Total Employment Cost 391 474 21.3

Budget Relation
Transfers to Budget (Dividend and Treasury Levies)

Transfers to Budget (Taxes and Other Liabilities) NA 200

Transfers from Budget (Capital and Duty Loss) 573 402 -30.1
Other

Value Added 66 66 -0.5

Investment Expenditure 24 22 -10.3

Primary Surplus 187 -28 -

Reference: TTK, Undersecretariat of Treasury and State Planning Organization

Average collection period fell down to 86 days in 2007, whereas it was 104 days in
2005 and 2006. Cash turnover cycle also fell down 113 days in 2007 whereas it was
118 days in 2006.

TRY 573 million has been transferred in 2006 and TRY 402 million has been
transferred in 2007 under the name of duty loss payment from budget to the
company, which incurs losses continually and needs financial support.

The company had primary surplus in 2006. But it has primary deficit in 2007 since its
period loss increased by 13 percent and the injection from budget was less than the
injection of previous year. The company created a value added of TRY 66 million in
2006 and 2007.
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6.7. Turkish Petroleum Co. (TPAO)

Members of the Board of Directors Capital Structure

¢ Mehmet Uysal (Chairman and General Director) Treasury Share : 96.99 Percent

¢ Yurdal Oztas (Member and Deputy General Director) Subscribed Capital: TRY 1.500 million
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 950 million
¢ Vacant (Member — Representative of Ministry)

¢ Yusuf Yazar (Member — Representative of Ministry)

¢ Ismet Salihoglu (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.tpao.gov.tr

Turkish Petroleum Corporation (TPAO) was founded in 1954 by Law No. 6327 as the
only national oil company of Turkey with the responsibility of being involved in oil
exploration, drilling, production, refinery and marketing activities on behalf of the
state.

Until 1983, as an integrated oil company, it was engaged in all the activity fields of oil
industry from exploration to production, refinery, marketing and transportation. After
being restructured by the enactment of Decree Law No. 233 in 1984, TPAO, as a
national oil company, has been restricted with exploration, drilling and production of
petroleum and the other activities concerning refining, trading, transportation of
petroleum have been removed from the company’s field of activity.

In the Turkish petroleum and natural gas sector, a number of companies was
established by TPAO as subsidiaries such as IPRAS, PETKIM, iPRAGAZ, TUMAS,
IGSAS, DITAS, BOTAS, ADAS (POAS), Kibris Tiirk Petrolleri Ltd., ISILITAS, which
were structured as independent companies privatized or liquidated afterwards.

TPAO carries on its activities according to Petroleum Law No. 6326, Natural Gas
Market Law No. 4646 and Petroleum Market Law No. 5015 in the fields of upstream
(exploration, drilling, well completion and production), natural gas storage,
participation in oil and natural gas transportation pipeline projects and, by its
subsidiaries, oil and trade transportation.

TPAO provides 71 percent of total crude oil production and 47 percent of natural gas
production of our country.
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Major Developments

The rapid increase in the prices of crude oil and natural gas prices leaded to huge
increases in import costs of energy importing countries, including Turkey, and
highlighted the long-term supply security issue. In this context, increasing the share
of TPAO in oil production gained more importance and the investment budget of the
company increased year by year, reaching to TRY 452 million in 2007.

In 2007, 48.9 percent TPAQO’s domestic investment expenditures was for drilling, 29.9
percent was for exploration, 8.9 percent was for production and 12.3 percent was for
others (Table 13).

Table 13: TPAO - Distribution of Domestic Investment Expenditures (2005-2007)

2005 2006 2007
TRY $ TRY $ TRY $
million million % million million % million million %
Exploration 43 32 15.2 112 78 27.1 135 104 29.9
Production 69 51 243 110 77 26.7 40 31 8.9
Drilling 94 70 33.3 151 105 36.6 221 170 48.9
Other 77 57 27.2 40 28 9.6 56 43 12.3
TOTAL 283 209 100.0 413 288 100.0 452 348 100.0

Reference: TPAO

Gross sales of TPAO increased by 1.6 percent and reached TRY 1.1 billion. Its
period loss operating profit decreased by 76 percent and reached TRY 24 million and
period profit decreased by 26.4 percent and reached TRY 412 million.

Its current assets, which were TRY 613 million in 2006, reached TRY 1.2 billion in
2007 because the dividend share amount was TRY 250 million higher than the
amount accrued in 2006 from its subsidiaries abroad and it collected TRY 240 million
from its dividend receivables accrued in previous years. This situation has also led to
a significant increase in current ratio.

TPAO collected its receivables from SOCAR, the Azerbaijani National Oil Company,
amounting to $ 323 million and paid its long-term bank loans of $ 285 million and
thus, in 2006, the company’s long term liabilities figure decreased by TRY 254.7
million compared to previous year. The mentioned amount was TRY 268 million in
2007 due to a slight increase in the account of provisions of assets and liabilities.
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SELECTED INDICATORS
(TRY million)
Income Statement
Gross Sales
Cost of Sales
Operating Costs
Operating Profit — Loss
Financing Costs
Profit — Loss of the Period
Balance Sheet
Current Assets
Inventories
Fixed Assets
Net Assets
ST Liabilities
LT Liabilities
Equities
Ratios
Current Ratio
Quick Ratio
Average Collection Period (Days)
Cash Turnover Cycle (Days)
Return on Equity %
Employment
Total Number of Employees (average)
Total Employment Cost
Budget Relation
Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities)
Transfers from Budget (Capital and Duty Loss)
Other
Value Added
Investment Expenditure
Primary Surplus

2006

1,052
418
441
102

0
560

613
194
2,149
2,763
255
255
2,253

2,41
1,34
57

79
26,84

4,571
202

108

946
413
481

2007

1,069
386
570

24
0
412

1,226
241
1,912
3,138
248
269
2,621

4,95
3,76
44
184
16,90

4,738
260

134
NA

729
452
323

% Increase

1.6
-7.8
29.1
-76.0

-26.4

99.9
24.0
-11.1
13.6
-2.7
5.6
16.3

105.5
181.0
-23.7
132.2
-37.0

3.7
28.9

241
481

-23.0
9.4
-32.7

Reference: TPAO, Undersecretariat of Treasury and State Planning Organization

84 percent, of net assets of the corporation was financed by equity and 16 percent
was financed by external resources in 2007. There was no significant difference in
2007 compared to 2006 in terms of resource composition.

From 2006 to 2007, the current ratio increased from 2.4 to 4.9 and the quick ratio

increased from 1.34 to 3.76.
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TPAQ'’s average collection period, which was 57 days in 2006, was 44 days in 2007
and the inventory turnover figure decreased from 0.72 to 0.44.

TPAO, paying dividend amounting to TRY 37.5 million and treasury levy amounting
to TRY 89.5 million in 2007, made up TRY 729 million of added value, which was 23
percent less than that of 2006, and generated primary surplus was realized as TRY
323 million with a decrease of 28 percent. Besides, the return on equity ratio of the
company reached to 17 percent in 2007.
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6.8. Directorate General of ETI Mine Works (ETi MADEN)

Members of the Board of Directors Capital Structure

¢ Orhan Yilmaz (Chairman and General Director) Treasury Share : 100 Percent

¢ Muhsin Ganioglu (Member and Deputy General Director)  Subscribed Capital: TRY 100 million
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 89 million
¢ Muzaffer Kulci (Member — Representative of Ministry)

¢ Vacant (Member — Representative of Ministry)

¢ Vacant (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Energy and Natural Resources http://www.etimaden.gov.tr

Etibank Company was founded on 14.06.1935 by the Law No. 2805 to supply natural
resources to economy; build power plants; produce, transmit, sell and distribute
electricity; and to execute banking operations within this structure.

Some of the company’s production facilities were transferred to other companies:
Divrigi Iron Mines were transferred to Turkish Iron and Steel Works Institution by the
Law no. 6559 dated 1955; Coal Sites were transferred to TKi by the Law no. 6947
dated 1957; the electricity production and transmission foundations were transferred
to Turkish Electricity Company by the Law no. 1312 dated 1970.

The management is a state economic enterprise within the scope of Decree Law No.
233 and its Articles of Association entered into force after it was published in Official
Gazette dated 09.11.1984.

The enterprise is responsible for operating and exploring boron, trona, uranium and
thorium mines to be explored and processed by state in accordance with the Law No.
2840.

Etibank Banking, Karadeniz Copper Enterprises (KBi) and Cinkur have been included
within the scope and portfolio of privatization with Supreme Planning Council Decree
dated 17.17.1993, and Cinkur and Banking have been privatized. Privatization
operation of KBi is in progress.

Organization structure of Etibank has been changed completely with Decree of the
Council of Ministers dated 26.01.1998 and 7 affiliates have been constituted under a
state economic enterprise with title of Eti Holding Inc. Among these affiliates, Eti
Aluminum Inc., Eti Chrome Inc., Eti Copper Inc., Eti Silver Inc., Eti Electro Metallurgy
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Inc. were privatized and Eti Marketing and Foreign Trade Inc was closed down. With
Decree of the Council of Ministers no. 2004 / 6731, commercial title of Eti Holding
Inc. has been changed to Directorate General of Eti Mine Works and Eti Boron Inc
has been closed as of 31.01.2004. Revised Articles of association of the enterprise
has entered into effect after approval by Supreme Planning Council's Decree dated
27.05.2004.

Eti Zeolite Inc, which was within the body of the enterprise until 2004, was closed by
Supreme Planning Council's Decree dated 31.12.2004.

Activity field of the enterprise includes exploring and processing every kind of mine
and industrial raw material resources (including boron, uranium and thorium) except
petroleum, coal and iron; preparing feasibility and projects and processing these
mines. However, Eti Mine Works engages in producing, operating and marketing
especially boron minerals in line with relevant laws since our country has 72 percent
of world boron reserves.

Market share of Eti Mine Works is 100 percent in our country’s boron market due to
its monopoly characteristic.

Major Developments

The enterprise aims at obtaining more shares from the market with its international
marketing network and foreign investments while it focuses on production of refined
products having high value added. With this purpose, it has established an agency in
China in order to control the market. In 2007, Eti Mine Works increased its export 74
percent as quantity compared to 2002. 79 percent of its export was boron chemicals
and 21 percent was concentrated boron whereas sales revenue of 1.3 million tons
boron was $384 million in current year. The enterprise has increased its boron export
to the Far East and Russia significantly. Regional distribution of boron export is
shown in the following graphic.
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Graphic 4: Regional Distribution of Boron Export
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68 percent of the boron exported by the enterprise is used in glass sector, 14 percent
in frit — ceramics sector, 6 percent in detergent sector and 12 percent in other
sectors.

On the other hand, R&D studies aimed at adding private sector to private boron
chemicals production are focused within the body of the enterprise.

The law No. 2840 proposes that boron fields are operated, managed and marketed
by the state. However, the enterprise receives support by way of service procurement
in order to provide our country have more shares in boron market where the installed
power does not satisfy foreign demand.

Eti Mine realizes 37 percent of world boron production with its 688,368 tons of
marketable B,O3; and meets 26 percent of world boron demand with sale of 628,979
tons of B,Os. Rio Tinto, which is the most important competitor and the second firm in
the market, realizes 30 percent of world boron production and it satisfies 32 percent
of world boron demand under the assumption that it sells its whole production. Other
boron producers meet 33 percent of world boron supply with approximately 608,000
tons of B,O3 production and 32 percent of 564,000 tons of B,O3 sale.

Financial Status

A large part of costs of the enterprise is based on TRY, whereas a large part of its
proceeds is based on foreign currency. For this reason, its gross sales decreased by
9 percent and fell down to TRY 516 million parallel to developments in foreign
exchange market, and its period profit increased 11 percent and reached TRY 215
million. TRY 29 million of its gross sales constituted domestic market sales in 2007.
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Although boron sales of the enterprise based on dollars increased by approximately
5 percent compared to 2006, its sales decreased by TRY 52 million due to exchange
rate realized below the level of previous year, this affected operating profit of the
enterprise negatively.

SELECTED INDICATORS 2006 2007 % Increase
(TRY million)
Income Statement
Gross Sales 568 516 -9.2
Cost of Sales 275 289 51
Operating Costs 103 110 7.0
Operating Profit - Loss 190 117 -38.4
Financing Costs 0 0 -
Profit — Loss of the Period 193 215 11.3
Balance Sheet
Current Assets 418 448 7.0
Inventories 103 123 19.7
Fixed Assets 822 822 -0.1
Net Assets 1,241 1,269 2.3
ST Liabilities 48 39 -18.3
LT Liabilities 19 19 4.2
Equities 1,174 1,211 3.1
Ratios
Current Ratio 8.72 11.41 30.9
Quick Ratio 5.46 7.32 34.2
Average Collection Period (Days) 56 42 -24.9
Cash Turnover Cycle (Days) 165 170 3.4
Return on Equity % 13.54 14.39 6.3
Employment
Total Number of Employees (average) 3,850 3,705 -3.8
Total Employment Cost 111 121 8.9
Budget Relation
Transfers to Budget (Dividend and Treasury Levies) 32.1 116 361.4
Transfers to Budget (Taxes and Other Liabilities) NA 185
Transfers from Budget (Capital and Duty Loss)
Other
Value Added 347 436 25.6
Investment Expenditure 44 48 8.1
Primary Surplus 93 -15 -

Reference: ETI MINE, Undersecretariat of Treasury and State Planning Organization

Eti Mine Works has kept its position as the biggest boron producer and seller of the
world and has became the biggest producer of the world with its production of 2.13
million tons concentrated boron, 1.1 million tons of boron chemicals and equivalent
products and it realized approximately 32 percent of boron production of the world.
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When liquidity ratios of the enterprise are examined, it is understood that there are
unused funds above the normal level. Receivables collection period of the enterprise
fell down to 42 days from 56 days and conversion period of credit sales into cash
balance of the enterprise decreased in the current year. Cash turnover cycle
increased by 5 days and reached 170 days. When financial structure of the
enterprise is examined, it is seen that both short term and long term external
resource usage has ranged between low values by years.

The enterprise made dividend payment to Treasury at an amount of TRY 32 million in
2006 and TRY 131 million in 2007.

The enterprise had a primary surplus of TRY 107 million in 2006 and had a primary
deficit of TRY 15 million in 2007 due to the increase of TRY 100 million in dividend
payment.
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6.9. Directorate General of Turkish State Railways (TCDD)

Members of the Board of Directors Capital Structure

¢ Sileyman Karaman (Chairman and General Director) Treasury Share : 100 Percent

¢ Veysi Kurt (Member and Deputy General Director) Subscribed Capital: TRY 12.0 billion
¢ isa Apaydin (Member - Deputy General Director) Paid — in Capital : TRY 7.5 billion
¢ Talat Aydin (Member — Representative of Ministry)

¢ Sukru Kutlu (Member — Representative of Ministry)

¢ Umit Ulvi Canik (Member — Representative of Treasury)

Related Ministry Web Site

Ministry of Transportation http://www.tcdd.gov.tr

The construction of the first railways line of 130 km between Izmir and Aydin was laid
in 1856 under the privilege granted to this company. 8,619 km lines were constructed
between 1856 and 1922 in the territory of Ottoman Empire. 3,578 km lines were
constructed at the Post - Republic period between 1923 and 1950.

The period following 1950 was almost the golden age of highways. As far as the
passenger transport shares of our country are concerned, the passenger transport
share of highways is 96 percent and the share of railroads is only 2 percent. The
passenger transport share of railroads has decreased 38 percent within last 50 years
since the existing infrastructure and operating conditions of railroads were not
rehabilitated and new corridors were not opened.

When highways - railroads freight transport shares of our country's transportation
system are examined, the freight transport share of highways is 94 percent and the
passenger transport share of railroads is 4 percent. The freight transport share of
railroads has decreased 60 percent within last 50 years.

Turkish State Railways (TCDD) is an SOE (PEIl at the moment) that organizes,
operates and controls the public railway system in Turkey and it is the only company
that acts in the sector.

The Administration functioning as a supplementary budgeted institution until 1953
was converted into a Public Economic Enterprise on July 29™ 1953 under the name
"Republic of Turkey Directorate General of State Railways Administration (TCDD).
And with the Decree Law No. 233, it turned into a “Public Economic Institution”.
TCDD consists of 18 Specialized Departments and Law, Defense and Public
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Relations units. The services concerning railway transportation are supplied by 7
Region Headquarters and 5 ports are also operated.

TCDD is a monopoly in its sector since it has been structured as a public economic
institution. Thus, its market share is 100 percent.

Major Developments
1- High Speed Projects
. Istanbul - Ankara High — Speed Track Project

The project was planned as a rehabilitation program including an additional railway
construction next to the existing railway but it was transformed into new double line
high - speed track project.

Owing to the supply of high — speed trains to be operated on Ankara — Istanbul High
— Speed Track route, a trip from Istanbul to Ankara will take about only 3 hours.

. Ankara — Konya High — Speed Track Project

Construction of Ankara — Konya High — Speed Track Project is in progress in addition
to Ankara — Istanbul High — Speed Track and Marmaray Projects.

A double line, electrical and signaled railway compatible with 250 km / hour speed
will be constructed. The direction will go toward south from Polatl.

2- Other Projects
. Marmaray Project

With Marmaray Project, railway lines on both European side and Anatolian side will
be connected by a railway tunnel under Bosphorus. Bosphorus railway tunnel
passage goes underground in Yedikule, continues with Yenikapi and Sirkeci
underground stations, moves toward Uskiidar underground station after passing
under Bosphorus and surfaces in Ségutlicesme.

Regarding rehabilitation works of local lines of Gebze — Haydarpasa and Sirkeci —
Halkali, which are considered as second step of Marmaray project, 43.4 km of local
line will be transformed into surface metro on Asia side and 19.6 km will be surface
metro on European side. 36 stations will be rehabilitated, number of lines will be
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increased to three and TCDD will make load and main line transportation on one of
these lines. After Marmaray gets into service, 75,000 passengers can be transported
in one hour on one way by plying in every 2 - 10 minutes between Gebze and
Halkal.

Within the scope of the project, it is planned to buy 440 vehicles in total 280 of them
in 2009, 40 in 2010 and 120 in 2011.

* Restructuring Works of TCDD
Restructuring project consists of 2 main components:
1- Organization of Railway Sector (Twinning) Project

The project includes establishing necessary legislative basis for rail sector in Turkey,
in compliance with EU acquis. With this project, it is aimed to prepare a “Sector Law”
and “TCDD Law” regulating railway sector and to prepare legislations complementary
to these laws. Draft preparation concerning the mentioned legislation is in progress.

2- New TCDD Organization, Regulation of Financial Relations with Government and
Establishment of Financial Management Information System Project

The project; including establishment of work units as main components of
restructuring, definition of public service liabilities, preparation of public service
contracts and analysis of general financial relations; contains separation of accounts
concerning enterprise — infrastructure and public service liabilities, arrangement of
financial relations by defining more balanced financial relations between TCDD and
Government in order to satisfy the requirements of EU acquis, determination of
performance targets and criteria, definition of work, restructuring of TCDD as an
enterprise managed independently and commercially.

The most important problem of the enterprise is the inability to cover its costs with its
revenues. Undersecretariat of Treasury has transferred TRY 1.3 billion to TCDD
according to the 2007 Financial Year Budget Law. TRY 200 million of total amount
was transferred as duty loss and TRY 1.1 billion was transferred as capital in order to
enable TCDD to pay its personnel wages and social insurance premiums.

Mersin Port, which was operated by TCDD, was transferred after its privatization
transactions were completed in 2007. Tenders of izmir and Derince Ports were
finalized in 2007 and their transactions are still in progress.
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Financial Status

Gross sales revenues were TRY 1.4 billion in 2006 and they are realized as the same

in 2007.

SELECTED INDICATORS
(TRY million)
Income Statement
Gross Sales
Cost of Sales
Operating Costs
Operating Profit - Loss
Financing Costs

Profit — Loss of the Period

Balance Sheet
Current Assets
Inventories
Fixed Assets
Net Assets
ST Liabilities
LT Liabilities
Equities
Ratios
Current Ratio
Quick Ratio

Average Collection Period (Days)
Cash Turnover Cycle (Days)

Return on Equity %
Employment

Total Number of Employees (average)

Total Employment Cost
Budget Relation

Transfers to Budget (Dividend and Treasury Levies)
Transfers to Budget (Taxes and Other Liabilities)
Transfers from Budget (Capital and Duty Loss)

Other
Value Added

Investment Expenditure

Primary Surplus

2006

1,406
1,674
198
-465
88
-504

1,576

166
4,855
6,432
1,451

893
4,087

1.09
0.64
234
207
-13.69

31,419
948

NA
1,507

730
853
141

2007

1,402
1,824
216
-637
117
-630

2,047

190
5,496
7,543
1,867

784
4,892

1.10
0.66
309
278
-14.04

31,299
1,057

283
1,300

766
807
-186

% Increase

-0.3
9.0
9.3

33.6
25.1

20.8
14.2
13.2
17.3
28.6
-12.2
19.7

0.9
2.5
32.1
34.1

0.4
11.4

-13.4

5.0
-56.3

Reference: TCDD, Undersecretariat of Treasury and State Planning Organization

Undersecretariat of Treasury makes regular transfers from its budget to TCDD in
order to finance its current costs since the enterprise is in loss for years. In this
sense, TCDD has the largest transfer amount among the entire SOE system.
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On the other hand, the capital transfers from Treasury do not cover Company’s
investment spending. Thus, TCDD finances its investments by long term foreign bank
loans, but it has problems in terms of paying these credits in due.

Average collection period and cash turnover cycle of the enterprise have increased
and its equity ratio is negative. The most important reason for having primary surplus
in 2006 was the payments from the budget. In 2006, payments from budget were
TRY 200 million more than those made in 2007.

Personnel number of the enterprise has decreased by 0.4 percent. However, it still
has idle employment problem. Nevertheless, the enterprise needs qualified
personnel.
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6.10. Directorate General of State Airports Authority (DHMI)

Members of the Board of Directors Capital Structure
¢ Orhan Birdal (Chairman and General Director) Treasury Share : 100 Percent
¢ Funda Makbule Ocak (Member and Deputy General Director) Subscribed Capital: TRY 1.70 billion
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 1.05 billion
¢ Ahmet Arslan (Member — Representative of Ministry)
¢ Vacant (Member — Representative of Ministry)
+ Saadettin Parmaksiz (Member — Representative of Treasury)
Related Ministry Web Site
Ministry of Transportation http://www.dhmi.gov.tr

The management of the airports in Turkey and provision of the air traffic service and
its control in Turkish Airspace is performed by the Directorate General of State
Airports Authority (DHMI).

Developing the infrastructure of Turkish Civil Aviation Sector by its facilities and
equipment, the organization has continued providing services with different names
and statutes since 1933. In 1984, it became a state economic enterprise by the
Decree Law no. 233 and within the framework of its Articles of Association.

The goals and the activities of the Company determined by its Articles of Association
are as follows: Air transportation required with the civil aviation activities,
management of the airports, supervision of the ground handling services, execution
of the air traffic control services, establishment and operation of the air navigation
systems and facilities, establishment and operation of other utilities and systems
related with these activities and improving aeronautical activities.

There has been a significant increase in the aircraft and passenger traffic in recent
years regarding the air navigation and airport management services provided by
DHMI. Major developments are realized in the international aircraft and passenger
traffic of our international airports especially at Istanbul Ataturk Airport and Antalya
Airport, making them among the important airports of Europe as a consequence of
the increase in the international traffic.

DHMIi has 100 percent market share in air navigation services but private firms can
operate in other services (operating airports / terminals).
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Major Developments

As a result of incentive policies commenced to make the domestic flights attractive
and to bring activity to regional airports, there has been a reduction in DHMI tariffs
and also, special communication tax and the education contribution fee have been
abated as of November 2003.

After that, many new private airline companies have entered the market, so
competition in the sector emerged and developed in a real sense.

As from the beginning of the implementation of regional transportation in 2003, the
domestic and international passenger transportation has increased. Similarly, the
number of domestic passengers increased by 10.1 percent, number of international
passengers increased by 15.6 percent, domestic cargo transportation increased by
3.6 percent, international cargo transportation increased by 12.6 percent, domestic
air traffic increased by 4 percent, and international air traffic increased by12 percent
by the end of 2007.

DHMIi transferred the operating rights of Antalya Airport to a private company for a
total amount of € 2.37 Billion ($ 3 billion and 197 million) on 12 April 2007."
Domestic and International Terminal Buildings, Multi - Storey Car Park and General
Aviation Terminal of Istanbul Atatiirk Airport was rented out for 15.5 years and for $ 3
Billion on June 16, 2005.

The airports of Tokat, Usak, Sivas, Siirt, Canakkale, Kahramanmaras, Adiyaman,
Amasya, Merzifon and Hatay which were closed or were not active have been
opened to the civil air traffic again by DHMi. Build — Operate — Transfer tender for
International Flights Terminal of Milas Bodrum Airport was realized on 02.08.2006
and Teknotes Inc. won the tender for an operating period 45 months. The contract
has been initialized on 14.12.2007 and Supreme Planning Council’s Decree is being
waited.

Financial Status

As a profitable Company, DHMI pays considerable amounts of Treasury levy and
dividend. The Treasury levy ratio for DHMI increased to 14 percent of the gross sales

'8 Antalya Airport consists of two international line terminals. First terminal has been transferred for a
period of 17 years and 3.5 months and second terminal has been transferred for a period of 15 years
and 3 months.
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as of January 2007 which was 10 percent of the gross sales before. DHMIi paid TRY
344 million of dividend and TRY 105 million of Treasury Levy in the financial year of
2007.

The gross sale figure that consists of navigation, terminal and operation revenue
items reached to the level of TRY 1 billion in 2007 from the level of TRY 229 million in
2000, showing a steady growth between the aforementioned years.

Short term liabilities of the enterprise increased by 77 percent due to the increase in
its expropriation costs, thus cash turnover cycle increased.

SELECTED INDICATORS 2006 2007 % Increase
(TRY million)
Income Statement
Gross Sales 1,023 1,046 2.2
Cost of Sales 378 419 10.8
Operating Costs 47 48 0.7
Operating Profit - Loss 524 474 -9.5
Financing Costs 0 0 0.0
Profit — Loss of the Period 578 565 -2.2
Balance Sheet
Current Assets 1,120 1,471 31.4
Inventories 21 22 2.0
Fixed Assets 2,020 2,420 19.8
Net Assets 3,140 3,891 23.9
ST Liabilities 341 604 77.2
LT Liabilities 252 693 174.7
Equities 2,546 2,594 1.9
Ratios
Current Ratio 3.28 2.44 -25.9
Quick Ratio 3.14 2.34 -25.5
Average Collection Period (Days) 51 39 -23.6
Cash Turnover Cycle (Days) 26 -72 -
Return on Equity % 19.01 15.39 -19.0
Employment
Total Number of Employees (average) 6,928 7,460 7.7
Total Employment Cost 188 218 15.7
Budget Relation
Transfers to Budget (Dividend and Treasury Levies) 273 447 63.7
Transfers to Budget (Taxes and Other Liabilities) NA 301
Transfers from Budget (Capital and Duty Loss)
Other
Value Added 884 884 0.0
Investment Expenditure 183 248 35.7
Primary Surplus 118 -389 -

Reference: DHMI, Undersecretariat of Treasury and State Planning Organization
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There has been a regular growth in the profitability of DHMI between the years of
2000 and 2007. The profit figure rose to the level of TRY 565 million in 2007 from
TRY 93 million in 2000.

Whereas primary surplus of DHMi was TRY 118 million in 2006, it incurred a primary
deficit of TRY 389 million in 2007 since its investment amount has increased by 36
percent and dividend contribution to budget has increased by 64 percent.

Quick ratio of the enterprise was 2.34, return on equities was 15 percent and value
added was TRY 884 million in 2007.

70



Public Enterprises Report

6.11. Directorate General of Coastal Safety (KIYEM)

Members of the Board of Directors Capital Structure
¢ Salih Orakgi (Chairman and General Director) Treasury Share  : 100 Percent
¢ H. Gani Aygun (Member and Deputy General Director) Subscribed Capital: TRY 51.1 million
¢ Vacant (Member - Deputy General Director) Paid — in Capital : TRY 50.8 million
¢ Orhan Oge (Member — Representative of Ministry)
¢ Vacant (Member — Representative of Ministry)
¢ Minir Karaloglu (Member — Representative of Treasury)
Related Ministry Web Site
Ministry of Transportation http://www.kiyiemniyeti.gov.tr

While it was a part of Turkish Maritime Enterprises Inc. under the name of Coastal
Safety and Salvage Operations, the Coastal Safety (KIYEM) was transferred to the
Undersecretariat for Maritime Affairs with the Decree dated 07.04.1997 issued by
Privatization High Council. Later on, it became a state owned enterprise under the
name of Directorate General of Coas