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LOAN NUMBER 4633 TU

Loan Agreenent

(Programmatic Financial and Public Sector Special Adjustnment Loan)

bet ween

REPUBLI C OF TURKEY

and

| NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

Dated July 12, 2001
LOAN NUMBER 4633 TU
LOAN AGREEMENT

AGREEMENT, dated July 12, 2001, between REPUBLIC OF TURKEY (the Borrower) and
I NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT ('t he Bank).

WHEREAS (A) the Bank has received a letter dated June 18, 2001, fromthe
Borrower: (i) describing a program of actions, objectives and policies designed to
achi eve structural adjustment of the Borrower’s financial and public sectors during
the period 2001-2003 (hereinafter called the Program, which Program consists of
actions and policies that have already been taken and adopted, in a satisfactory
manner, by the Borrower as described in Schedule 3 to this Agreenment (hereinafter
called the First Phase of the Program) as well as actions and policies that the
Borrower intends to take and adopt prior to the subsequent phases of the Progranm (ii)
declaring the Borrower’s conmtnment to the execution of the Programi and (iii)
requesting assistance fromthe Bank in support of the Program during the execution
t hereof ;

(B) the Borrower has al so requested the Bank to provide additional assistance
in support of the First Phase of the Program and by an agreenment of even date herewi th
bet ween the Borrower and the Bank (the PFPSAL Loan Agreenent), the Bank is agreeing to
provi de such assistance in an anount equal to seven hundred million Dollars
($700, 000, 000) (PFPSAL Loan); and

(O on the basis, inter alia, of the foregoing, the Bank has decided in
support of the First Phase of the Programto provide such assistance to the Borrower
by making the Loan as hereinafter provided;

NOW THEREFORE t he parties hereto hereby agree as follows:



ARTI CLE |
Ceneral Conditions; Definitions

Section 1.01. The "CGeneral Conditions Applicable to Loan and Guarantee
Agreements for Single Currency Loans" of the Bank, dated May 30, 1995 (as anended
through Cctober 6, 1999), with the nodifications set forth bel ow (the General
Condi tions) constitute an integral part of this Agreenent:

(a) Section 2.01, paragraph 18, is nodified to read: "‘Project’ neans the
program referred to in the Preanble to the Loan Agreenent, in support of which the
Loan is nmade.";

(b) Section 4.01 is nodified to read: "Except as the Bank and the Borrower
shal | otherwi se agree, withdrawals fromthe Loan Account shall be nade in the currency
of the deposit account specified in Section 2.02 of the Loan Agreenent.";

(c) Section 5.01 is nodified to read: "The Borrower shall be entitled to
wi t hdraw the proceeds of the Loan fromthe Loan Account in accordance with the
provi sions of the Loan Agreenent and of these General Conditions";

(d) the last sentence of Section 5.03 is deleted,;
(e) Section 9.07 (c) shall be nodified to read:

"(c) Not later than six nonths after the Closing Date or such |ater
date as may be agreed for this purpose between the Borrower and the Bank, the
Borrower shall prepare and furnish to the Bank a report, of such scope and in such
detail as the Bank shall reasonably request, on the execution of the
programreferred to in the Preanble to the Loan Agreenent, the performance by t he
Borrower and the Bank of their respective obligations under the Loan
Agreement and the acconplishment of the purposes of the Loan."; and

(f) Section 9.05 is deleted and Sections 9.06, 9.07 (as nodified above), 9.08
and 9.09 are renunbered, respectively, Sections 9.05, 9.06, 9.07 and 9. 08.

Section 1.02. Unless the context otherw se requires, the several termnms defined
in the General Conditions and in the Preanble to this Agreenent have the respective
meani ngs therein set forth and the followi ng additional terns have the follow ng
meani ngs:

(a) "Banki ng Law' neans Banking Law of the Borrower No. 4389, dated June 18,
1999, as anmended;

(b) "BRSA" nmeans the Bank Regul atory and Supervi sory Agency of the Borrower,
or any successor thereto acceptable to the Bank;

(c) "Central Bank" or "CBT" neans the Central Bank of the Borrower;

(d) "CMB" nmeans the Capital Markets Board of the Borrower;

(e) "Deposit Account" nmeans the account referred to in Section 2.02 (b) of

this Agreenent;
(f) "EU' neans the European Union;

(9) "GFS" means the governnent financial statistics published by the
I nternational Mpnetary Fund;

(h) "G\P" means gross national product;
(i) "HPC' means the High Pl anning Council of the Borrower;

(j) "Mass Housing Administration" neans the Mass Housi ng Admi nistration of
t he Borrower;

(k) "Mass Housing Fund" means the fund established and admi ni stered by the
Mass Housi ng Adni ni stration;

(1) "MOF" means the Mnistry of Finance of the Borrower;

(m "Privatization Adm nistration" means the Privatization Admi nistration of



t he Borrower;

(n) "Public Participation Adm nistration" nmeans the Public Participation
Adm ni strati on of the Borrower;
(0) "SDI F* means the Savings and Deposit Insurance Fund of the Borrower, or
any successor thereto acceptable to the Bank;
(p) "SPO' means the State Planning O ganization of the Borrower;
(q) "Sworn Bank Auditors" means the Sworn Bank Auditors of the Borrower;
(r) "TCA" means the Turkish Court of Accounts of the Borrower;
(s) "Treasury" means the Undersecretariat of Treasury of the Borrower;
(t) "Turk Tel ekont neans the tel ecommuni cati ons conpany of the Borrower; and
. (u) "UNCI TRAL" means the United Nations Commi ssion on International Trade
aw.
ARTI CLE 11
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terns and
conditions set forth or referred to in the Loan Agreenent, an anount equal to four
hundred million Dollars ($400, 000, 000).

Section 2.02. (a) Subject to the provisions of paragraphs (b) and (c) of this
Section, the Borrower shall be entitled to withdraw the proceeds of the Loan fromthe
Loan Account in support of the Program

(b) The Borrower shall open, prior to furnishing to the Bank the request for
wi thdrawal fromthe Loan Account, and thereafter maintain in its Central Bank, a
deposit account in Dollars on terns and conditions satisfactory to the Bank. All
wi thdrawal s fromthe Loan Account shall be deposited by the Bank into the Deposit
Account .

(c) The Borrower undertakes that the proceeds of the Loan shall not be used
to finance expenditures excluded pursuant to the provisions of Schedule 1 to this
Agreement. |f the Bank shall have determined at any tine that any proceeds of the Loan
shal | have been used to nmake a paynent for an expenditure so excluded, the Borrower
shall, pronmptly upon notice fromthe Bank: (i) deposit into the Deposit Account an
anmount equal to the anpunt of said payment; or (il) if the Bank shall so request,
refund such anount to the Bank. Amounts refunded to the Bank upon such request shall
be credited to the Loan Account for cancellation.

Section 2.03. The Cosing Date shall be December 31, 2001, or such later date as
the Bank shall establish. The Bank shall pronptly notify the Borrower of such later
date.

Section 2.04. The Borrower shall pay to the Bank a fee in an anount equal to one
percent (1% of the ampbunt of the Loan. On or promptly after the Effective Date, the
Bank shall, on behalf of the Borrower, withdraw fromthe Loan Account and pay to
itself the amount of said fee.

Section 2.05. The Borrower shall pay to the Bank a conm tnent charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal anount of the
Loan not withdrawn fromtinme to tine.

Section 2.06. (a) The Borrower shall pay interest on the principal anount of the
Loan withdrawn and outstanding fromtinme to tine, at a rate for each Interest Period
equal to LIBOR Base Rate plus 4 (four) percentage points.

(b) For the purposes of this Section:

(i) "Interest Period" nmeans the initial period fromand including the
date of this Agreement to, but excluding, the first Interest

Paynment Date occurring thereafter, and after the initial period,

each period fromand including an Interest Paynent Date to, but

excludi ng the next follow ng Interest Paynent Date.



(ii) "Interest Payment Date" neans any date specified in Section 2.07
of this Agreenent.

(iii) "LIBOR Base Rate" means, for each Interest Period, the London
interbank offered rate for six-nonth deposits in Dollars for val ue
the first day of such Interest Period (or, in the case of the
initial Interest Period, for value the Interest Payment Date
occurring on or next preceding the first day of such Interest
Period), as reasonably determ ned by the Bank and expressed as a
per cent age per annum

(c) The Bank shall notify the Borrower of LIBOR Base Rate each Interest
Period, pronptly upon the determ nation thereof.

(d) Whenever, in light of changes in narket practice affecting the
determnation of the interest rates referred to in this Section 2.06, the Bank
determines that it is in the interest of its borrowers as a whole and of the Bank to
apply a basis for determining the interest rates applicable to the Loan other than as
provided in said Section, the Bank may nodify the basis for determ ning the interest
rates applicable to the Loan upon not |less than six (6) nonths’ notice to the Borrower
of the new basis. Such new basis shall becone effective on the expiry of the notice
period unless the Borrower notifies the Bank during said period of its objection
thereto, in which case said nodification shall not apply to the Loan.

Section 2.07. Interest and other charges shall be payable sem annually in
arrears on April 15 and COctober 15 in each year

Section 2.08. The Borrower shall repay the principal anmount of the Loan in
accordance with the anortization schedule set forth in Schedule 2 to this Agreenent.

ARTICLE 111
Particul ar Covenants

Section 3.01. (a) The Borrower and the Bank shall fromtime to tine, at the
request of either party, exchange views on the progress achieved in carrying out the
Program and the actions specified in Schedule 3 to this Agreenent.

(b) Prior to each such exchange of views, the Borrower shall furnish to the
Bank for its review and comment a report on the progress achieved in carrying out the
Program in such detail as the Bank shall reasonably request.

(c) Wthout limtation upon the provisions of paragraph (a) of this Section
the Borrower shall exchange views with the Bank on any proposed action to be taken
after the di sbursement of the Loan which would have the effect of materially reversing
the objectives of the Program or any action taken under the Program including any
action specified in Schedule 3 to this Agreenent.

Section 3.02. Upon the Bank’s request, the Borrower shall:

(a) have the Deposit Account audited in accordance with appropriate auditing
principles consistently applied, by independent auditors acceptable to the Bank

(b) furnish to the Bank as soon as available, but in any case not |later than
four months after the date of the Bank’s request for such audit, a certified copy of
the report of such audit by said auditors, of such scope and in such detail as the
Bank shall have reasonably requested; and

(c) furnish to the Bank such other information concerning the Deposit Account
and the audit thereof as the Bank shall have reasonably requested.

ARTI CLE |V
Addi ti onal Event of Suspension
Section 4.01. Pursuant to Section 6.02 (p) of the General Conditions, the
follow ng additional event is specified, nanely, that a situation has arisen which
shall make it inprobable that the Program or a significant part thereof, wll be
carried out.

ARTI CLE V



Ef fective Date; Term nation

Section 5.01. The follow ng events are specified as additional conditions to
the effectiveness of the Loan Agreenment within the neaning of Section 12.01(c) of the
Ceneral Conditions:

(a) the nacroecononic policy framework of the Borrower is consistent with the
obj ectives of the Program

(b) all conditions precedent to the effectiveness of the PFPSAL Loan
Agreement have been fulfilled, other than those related to the effectiveness of this
Agreenment; and

(c) the Borrower has: (i) conpleted the transfer of construction-rel ated
assets on Eml ak Bank’s bal ance sheet to the Mass Housing Administration; (ii) merged
all Emak’s banking liabilities and perform ng banking assets with Ziraat Bank and
Hal k Bank; (iii) revoked Em ak Bank’s banking |license; and (iv) provided sufficient
capital to Ziraat Bank and Hal k Bank in the form of narketable Governnent securities
carrying floating rate coupon interest to allow Ziraat Bank and Hal k Bank to absorb
all losses related with Em ak Bank’s nerger, including the issuance of Mass Housi ng
Fund securities to Em ak Bank in lieu of the construction-related assets transferred
to the Mass Housing Administration on a short-termbasis to be exchanged with Treasury
securities within 2001.

Section 5.02. The date sixty (60) days after the date of this Agreenent is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTI CLE VI
Representative of the Borrower; Addresses

Section 6.01. The Undersecretary of Treasury of the Borrower is designated as
representative of the Borrower for the purposes of Section 11.03 of the General
Condi ti ons.

Section 6.02. The foll owi ng addresses are specified for the purposes of
Section 11.01 of the General Conditions:

For the Borrower:

Basbakanl i k

Hazi ne Mustesarl i gi
I nonu Bul vari

Emek - Ankara
Republic of Turkey

06510

Cabl e address: Tel ex: Facsim | e:
HAZ| NE 44 232 HZM TR (312) 212-8550
Hazi ne, Ankara 44 404 HZM TR

For the Bank:

International Bank for
Reconstruction and Devel opment

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

Cabl e address: Tel ex: Facsim | e:
| NTBAFRAD 248423 (M) or (202) 477-6391
Washi ngton, D.C. 64145 (MCl)

IN WTNESS WHEREOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreenent to be signed in their respective nanmes in
the District of Colunbia, United States of Anerica, as of the day and year first above
witten.



REPUBLI C OF TURKEY

By /sl Ali Urit Gonul a
Aut hori zed Representative

I NTERNATI ONAL BANK FOR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ Ajay Chhibber
Aut hori zed Representative

SCHEDULE 1
Excl uded Expenditures

For purposes of Section 2.02 (c) of this Agreenent, the proceeds of the Loan
shall not be used to finance any of the follow ng expenditures

1. expenditures in the currency of the Borrower or for goods or services supplied
fromthe territory of the Borrower;

2. expendi tures for goods or services supplied under a contract which any nationa
or international financing institution or agency other than the Bank or the

Associ ation shall have financed or agreed to finance, or which the Bank or the

Associ ation shall have financed or agreed to finance under another |oan or a credit;

3. expendi tures for goods included in the followi ng groups or subgroups of the
Standard International Trade C assification, Revision 3 (SITC, Rev.3), published by
the United Nations in Statistical Papers, Series M No. 34/Rev.3 (1986) (the SITC), or
any successor groups or subgroups under future revisions to the SITC, as designated by
the Bank by notice to the Borrower:

G oup Subgr oup Description of Itens

112 - Al cohol i ¢ beverages

121 - Tobacco, unmanufactured, tobacco
refuse

122 - Tobacco, manuf actured

(whet her or not
cont ai ni ng tobacco
substitutes)

525 - Radi oacti ve and associated materials

667 - Pearls, precious and
semni preci ous
st ones, unwor ked
or worked

718 718.7 Nucl ear reactors, and
parts thereof; fuel
el ements (cartridges)
non-irradi ated, for
nucl ear reactors

728 728. 43 Tobacco processing
machi nery

897 897.3 Jewel ry of gold



silver or platinum
group netals (except
wat ches and wat ch
cases) and

goldsm ths’ or
silversmiths

war es (including

set gens)

971 - Gol d, non-nonetary
(excl udi ng gold
ores and concentrates)

4. expendi tures for goods intended for a mlitary or paramlitary purpose or for
| uxury consunpti on;

5. expendi tures for environmental |y hazardous goods (for purposes of this paragraph
the term"environmental | y hazardous goods" neans goods, the manufacture, use or inport
of which is prohibited under the | aws of the Borrower or international agreenents to
whi ch the Borrower is a party);

6. expenditures: (a) in the territories of any country which is not a nenber of the
Bank or for goods procured in, or services supplied from such territories; or (b) on
account of any payment to persons or entities, or any inport of goods, if such paynent
or inmport is prohibited by a decision of the United Nations Security Council taken
under Chapter VII of the Charter of the United Nations; and

7. expendi tures under a contract in respect of which the Bank determ nes that
corrupt or fraudul ent practices were engaged in by representatives of the Borrower or
of a beneficiary of the Loan during the procurenment or execution of such contract,
wi t hout the Borrower having taken tinely and appropriate action satisfactory to the
Bank to renedy the situation.
SCHEDULE 2
Anortization Schedul e

Paynent of Principal
Dat e Payment Due (Expressed in Dol lars)*

On each April 15 and Cctober 15

begi nni ng Cct ober 15, 2004
through April 15, 2006 100, 000, 000

* The figures in this colum represent the anount in Dollars to be repaid
except as provided in Section 4.04(d) of the General Conditions.

SCHEDULE 3



Actions Referred to in Recital (A
of the Preanble to this Agreenent

I.  Macroecononic Franework

1. The Borrower has inplenented a satisfactory nacroecononic framework for cal endar
year 2001, consistent with the core objectives, including: (a) positive GNP growth
during the second semester; (b) inflation of two percent (2% per nonth and nomi nal
interest rates of 50-55% by the end of the cal endar year; and (c) prinmary surplus for
the consolidated public sector of five and a half percent (5.5% of GN\P.

2. The Borrower has approved a satisfactory supplementary budget for cal endar year
2001 consistent with the macroecononic objectives set forth in above paragraph 1 which
al so ensures satisfactory expenditure envel opes for health, education and soci al
protection.

Il.  Financial Sector Reform
A.  Regul atory Franework for Banking Activity

3. The Borrower has amended the Banking Law to: (i) allow for full tax
deductibility of all specific loan |oss provisions required by BRSA effective for the
year begi nning January 1, 2001; and (ii) allow application of connected exposure
limts on a consolidated basis while retaining the existing phase-in period in the
Banki ng Law for connected exposure to reach EU linmits, and introduce separate exposure
limts for equity investnents in non-financial subsidiaries in line with the
applicable EU directive, with a phase-in period.

4. The BRSA has: (a) issued through Decision No. 355, dated June 20, 2001, a

Regul ation on the existing loan | oss provisioning rule, published in the Official
Gazette dated June 30, 2001, and has applied the | oan | 0ss provisioning rule also for
Ziraat Bank and has Iifted the exenption from specific provisioning for Ziraat Bank’s
agricul tural support loans; (b) issued, through Decision No. 354, dated June 20, 2001,
and Regul ation on chartering and operations of banks, published in the Oficial
Gazette dated June 27, 2001: (i) a satisfactory definition of connected exposure in
line with the applicable EU directive, this definition and maxi num exposure linmt to
apply on a solo and consolidated basis; and (ii) satisfactory interimsteps and
timetable for banks to reach conpliance with the new Banking Law l[imits on equity

hol di ngs in non-financial subsidiaries; and (c) anended, to be effective as of January
1, 2002: (i) the solo and consolidated capital adequacy regul ations to change the
reporting frequency for the capital base constituting the denom nator of the foreign
exchange exposure limt fromquarterly to monthly; and (ii) the consolidated foreign
exchange position reporting rule to change the reporting frequency fromaquarterly to
nmont hl y.

5. BRSA has agreed to finalize tinme bound action plans by August 31, 2001, with
banks which are out of conpliance with the new connected exposure limts for such
banks to reach conpliance.

6. The Borrower has established a working group conprising nmenbers from Treasury,
BRSA, CBT, CMB, and MOF to recomend neasures to reduce the risks caused by excessive
use of retail repos/short termliabilities in the banking sector.

B. Institutional Devel opnent of BRSA

7. BRSA has devel oped, and its Board has approved, a tinme bound strategic plan with
clearly assigned inplenentation responsibilities to: (a) have a conprehensive hunan
resource policy further assinmlating its staff fromdifferent sources and
strengthening the staff training program (b) integrate the existing nultiple

dat abases into a comon database and devel op a common pl atform for anal yzi ng and
assessing banking risks; (c) upgrade and devel op procedure manuals for all major

exi sting BRSA units; and (d) introduce the concept of relationship supervision with

of fsite exam ners, enforcenent staff and Sworn Bank Auditors working in teans on

i ndi vi dual banks.

C. Probl em Bank/ Bank Failure Resol ution

8. BRSA has identified all capital deficient banks in the system and agreed upon
capital restoration plans with these banks or has initiated appropriate resol ution
actions for these banks.

9. Treasury, in cooperation with CBT, has injected into SD F banks, enough:



(a) nmarketabl e government securities (in Turkish Lira and foreign exchange) at narket
terms in a mx of maturities and currency denom nations carrying quarterly

mar ket - based floating rate coupon interest to ensure that the banks have sufficient
liquidity to operate and honor any deposit w thdrawals, and to recapitalize the SD F
banks up to 0% capital adequacy; and (b) cash (in lieu of Government securities
referred in subparagraph (a) above) to retire at least two-thirds (2/3) of all on and
of f bal ance sheet overnight high cost liability funding of the SDIF banks outstandi ng
as of March 16, 2001, (excluding liabilities to CBT) and CBT to subsequently wi thdraw
excess liquidity through open narket operations within an overall ceiling on the stock
of repurchase agreenents of the SDIF and state-owned banks with CBT as of May 31, 2001
of 7 quadrillion Turkish Lira.

10. SDIF has: (a) hired required staff for its collection departnment; (b) received
approval fromits Board enabling the transfer of 1166 problemloan files (each above
75 billion Turkish Lira) from Sumerbank to the collection departnent; and (c)

conpl eted the transfer of 150 of the above-mentioned files.

11. SDI F has selected a second transition bank besides Sunerbank, and revoked the
license and initiated the merger/liquidation of Turk Ticaret Bank, Es Bank, |Inter Bank
and Eti Bank with either one of the transition banks.

D. State-bank Restructuring and Privatization

12. Treasury has, in cooperation with CBT, injected into Halk Bank and Ziraat Bank
enough: (a) narketabl e government securities in a mx of maturities and currency
denom nations and carrying quarterly nmarket-based floating rate coupon interest to
ensure that these banks have sufficient liquidity to operate and honor any deposit
withdrawal s and to wite-off all remaining duty loss clains and recapitalize the two
banks up to at |east eight percent (8% capital adequacy; and (b) cash (in lieu of
Governnent securities referred in subparagraph (a) above) to retire at l|east two
thirds (2/3) of all on and off bal ance sheet overnight high cost liability funding of
these banks outstanding as of March 16, 2001, (excluding liabilities to CBT) and CBT
has subsequently wi thdrawn excess liquidity through open market operations within the
overall maxi mum ceiling on the stock of repurchase agreenments of the SDI F and

st at e-owned banks with CBT as of May 31, 2001 of 7 quadrillion Turkish Lira.

13. The Borrower has appoi nted an independent professional governing board for Halk
Bank and Ziraat Bank with the mandate to manage these banks in accordance with
commercial principles and all prudential guidelines under the Banking Law i ssued by
BRSA, and the governing board has initiated operational restructuring of these banks,
i ncluding closure of unprofitable branches and reduction of redundant staff.

14. The governing board for Hal k Bank and Ziraat Bank has appointed a restructuring
advi sor for Ziraat Bank and a restructuring and privatization advisor for Hal k Bank.

15. The Borrower has adopted an amendnent to Law No. 6219 to allow the sinultaneous
sale of A and B shares of Vakif Bank, and has agreed to authorizing the simnultaneous
sale of the A and B shares.

I1l. Public Sector Reform

E. Structural Fiscal Policies

16. The Borrower has introduced a satisfactory supplenmental fiscal package
consistent with the revised fiscal targets for cal endar 2001 i ncl udi ng:

(a) increase in the petrol eum consunption tax by at |least 15%in My,
following a 20% increase in April, and subsequent full inplementation of the

i ndexation regulation for the petrol eum consunpti on tax adopted i n 2000;

(b) increase in the standard val ue added tax rate from17%to 18% and t he
luxury rate from25%to 26%

) (c) increase in the ninimum base for social security contributions of 40% and
increase in the ceiling from4 to 5 tines the mninmumbase in line with existing
regul ati ons;

(d) full pass through by state-owned enterprises of cost increases due to
exchange rate adjustnents and the revised inflation targets; and

(e) adj ustment of agriculture support prices in line with the agriculture
ref orm program



17. MOF has issued Regulation No. 2, published in the Oficial Gazette dated June
19, 2001, to expand the use of tax identification nunbers to owners of bank accounts,
users of banking services and participants in financial transactions.

18. The Borrower has announced that the number of civil servants will not increase
in 2001 and has conmitted to inplenent a strict policy of replacing up to a maxi mum of
fifteen percent (15% of retiring personnel in state-owned enterprises including Turk
Tel ekom and enterprises in the portfolio of the Privatization Adm nistration.

F. Public Expenditure Managenent

19. The Borrower has established a high-level steering conmittee consisting of
representatives from MOF, Treasury, SPO and TCA, and selected line mnistries and
agenci es as needed, to coordinate the inplenmentati on of the public expenditure
managenent reform

20. The Borrower has adopted Law No. 4684, dated June 20, 2001, Prine Mnistry
letter No. 2001/817, dated May 17, 2001 and Decree No. 2001/2698, dated July 3, 2001,
to close the remaining fifteen budgetary funds and two extra-budgetary funds.

21. The Borrower has conpleted the new budget classification for consolidated budget
agencies in line with new G-FS standards for inplenmentation on a pilot basis in
cal endar year 2002 budget.

22. HPC has i ssued Decision No. 2001/30, dated June 22, 2001, for the cal endar year
2002 budget preparation process which in a satisfactory nanner: (a) provides a nacro
fiscal framework for 2002 budget preparation including overall levels for the

recurrent and investnent budget; (b) establishes indicative ceilings for both the
recurrent and investnent budgets for ministries and |ine agencies; (c) freezes the

i ntroduction of new nulti-year projects into the public investnment program except for
possi bl e energency projects; and (d) calls for the rationalization of the public

I nvestnent programin the 2002 budget, including:

(i) the tinmetable for rationalization process;
(ii) the objective of reducing expected average time for conpletion of
public investnent programby twenty percent (20% conpared to the

2001 public investnment program along with sector specific

reductions consistent wth this overall objective;

(iii) global criteria for prioritizing projects; and

(iv) instruction to line mnistries and agencies to prioritize their
investnent prograns in line with the ceilings, objectives and
criteria.

23. The Borrower has substantially conpleted field installations for the say2000i

conput eri zed accounting systemw th the objective of starting full autonation for
consol i dat ed budget agencies by the end of cal endar year 2001.

24. The Borrower has announced that the draft public procurenent law to be subnitted
to the Parlianment by COctober 15, 2001 will be fully conpatible with UNCI TRAL standards
as a first step towards full conpliance with EU directives.

25. The Borrower has established a task force to devel op an audit reform program
enconpassi ng: (a) plan of actions, including necessary |egal anendnents, to expand
scope of TCA audits to cover the entire general government including autononous
agenci es, social security institutions, remaining extra-budgetary funds; and

(b) preparation of a new |law on internal financial control and audit in line with
international and EU standards based on a review of current control, inspection and
audi t process.

G Public Liability Managenent

26. The Borrower has adopted Law No. 4684, dated June 20, 2001, and Decree No.
2001/ 2312, published in the Oficial Gazette dated April 30, 2001, to eliminate all
exi sting legal provisions authorizing creation of duty |osses in the state banks.

27. The Borrower has submitted to the Parlianent the Law on Public Finance and Debt
Managenment, in a satisfactory nmanner, that establishes the Treasury as the single
borrowi ng authority for the central governnent and has initiated devel opment of a



conprehensive fiscal risk nanagenent frameworKk.

28. The Borrower has initiated the preparation of a satisfactory national strategy
to combat corruption and inprove governance.



