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LOAN NUMBER 4549 TU

Loan Agreenent

(Econom ¢ Ref orm Loan)

bet ween

REPUBLI C OF TURKEY

and

I NTERNATI ONAL BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

Dated May 27, 2000

LOAN NUMBER 4549 TU
LOAN AGREEMENT

AGREEMENT, dated May 27, 2000, between REPUBLIC OF TURKEY (the
Borrower) and | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT (the
Bank) .

WHEREAS (A) the Bank has received fromthe Borrower a letter, dated
March 10, 2000, describing a program of actions, objectives and policies
desi gned to achi eve structural adjustnment of the Borrower’s econony
(hereinafter called the Program, declaring the Borrower’s comritnment to
the execution of the Program and requesting assistance fromthe Bank in
support of the Program during the execution thereof; and

(B) on the basis, inter alia, of the foregoing, the Bank has
deci ded in support 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 |
General Conditions; Definitions

Section 1.01. The “General Conditions Applicable to Loan and
Guar antee Agreements for Single Currency Loans” of the Bank, dated May
30, 1995 (as anmended through Decenber 2, 1997), with the nodifications
set forth below (the General Conditions) constitute an integral part of
this Agreenent:

(a) Section 2.01, paragraph 18, is nodified to read:

“‘Project’ means the program referred to in the Preanble to
the Loan Agreenent, in support of which the Loan is made.”;

(b) A new paragraph (d) is added to Section 3.04 to read:

“If the Bank shall at any time receive less than the full

amount then due and payabl e to it under the Loan Agreenent, the Bank
shall have the right to allocate and apply the anmount
so received in any manner and for such purposes under the Loan Agreenent

as the Bank shall in its sole discretion determne.”

(c) Section 4.01 is nodified to read:

“Except as the Bank and the Borrower shall otherw se agree,
withdrawal s fromthe Loan Account shall be nade in the currency of the
deposit account specified in Section 2.02 of the Loan Agreenent.”;

(d) Section 5.01 is nodified to read:

“The Borrower shall be entitled to withdraw the proceeds of

the Loan fromthe Loan Account in accordance with the provisions of
the Loan Agreenent and of these Ceneral Condi tions”;
(e) The | ast sentence of Section 5.03 is deleted,;

(f) Section 9.07 (c) shall be nodified to read:

“(c) Not later than six nonths after the C osing Date or
such later 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
Preanmble to the Loan Agreement, the performance by the Borrower and the
Bank of their respective obligations under the Loan Agreenent and the
acconpl i shnment of the purposes of the Loan”;

(9) 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; and

(h) Section 11.01 is nodified by replacing, in the second
sentence, the word “radiogranf with the word “facsinile” and adding a new



sentence at the end of the said Section to read

“Deliveries made by facsimle transnission shall also be
confirmed by mail.”

Section 1.02. Unless the context otherw se requires, the severa
terns defined in the General Conditions and in the Preanble to this
Agreement have the respective meanings therein set forth and the
followi ng additional terns have the foll ow ng neanings:

(a) “Deposit Account” neans the account referred to in Section
2.02 (b) of this Agreement;

(b) “TZDA?" means Turkiye Zirai DonatimA. 2 of the Borrower;

(c) “TEA®” neans Tiurkiye Elektrik Uetimve IletimA 2. of the
Borrower; and

(d) “Tark Tel ekom A.2” neans the tel ecommuni cati ons conpany of
t he Borrower.

ARTI CLE |1

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 Agreement, an anount
equal to seven hundred fifty nine mllion six hundred thousand Dol lars (
$759, 600, 000) .

Section 2.02. (a) Subject to the provisions of paragraphs (b), (c)
and (d) 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
first request for withdrawal fromthe Loan Account, and thereafter
maintain in its central bank, a deposit account in Dollars on terns and
conditions satisfactory to the Bank. Al withdrawals fromthe Loan
Account shall be deposited by the Bank into the Deposit Account.

(c) The Borrower undertakes that the proceeds of the Loan shal
not be used to finance expenditures excluded pursuant to the provisions
of Schedule 1 to this Agreenent. If the Bank shall have determ ned at any
tine that any proceeds of the Loan shall have been used to make a paynent
for an expenditure so excluded, the Borrower shall, pronptly upon notice
fromthe Bank: (i) deposit into the Deposit Account an anmount equal to
the amount of said payment; or (ii) if the Bank shall so request, refund
such amount to the Bank. Anpunts refunded to the Bank upon such request
shal | be credited to the Loan Account for cancellation

(d) No wi thdrawal s shall be made fromthe Loan Account after the
aggregate of the proceeds of the Loan wi thdrawn fromthe Loan Account
shal | have reached the equival ent of $384, 600, 000, unless the Bank shal
be satisfied, after an exchange of views as described in Section 3.01 of
this Agreenent based on evidence satisfactory to the Bank:

(A with the progress achieved by the Borrower in the
carrying out of the Program

(B) that the macroecononic policy franmework of the



Borrower is satisfactory, as neasured on the basis of
i ndi cators agreed between the Borrower and the Bank;
and

(O that the actions described in Schedule 3 to this
Agreement have been taken.

If, after said exchange of views, the progress achi eved by the Borrower
in respect of sub-paragraphs (A), (B), and (C) above is not acceptable to
the Bank, the Bank may given notice to the Borrower to that effect and,
if within 90 days after such notice, the Borrower shall not have taken
steps acceptable to the Bank, in respect of said sub-paragraphs (A, (B),
and (C) above, then the Bank may, by notice to the Borrower, cancel the
unwi t hdrawn anount of the Loan or any part thereof.

Section 2.03. The Cosing Date shall be Septenber 30, 2001 or such
| ater date as the Bank shall establish. The Bank shall pronptly notify
the Borrower of such |ater date.

Section 2.04. The Borrower shall pay to the Bank a fee in an anount
equal to one percent (1% of the anpbunt of the Loan. On or pronptly
after the Effective Date, the Bank shall, on behalf of the Borrower,
wi t hdraw from the Loan Account and pay to itself the anobunt of said fee.

Section 2.05. The Borrower shall pay to the Bank a conmi t ment
charge at the rate of three-fourths of one percent (3/4 of 1% per annum
on the principal anmount of the Loan not withdrawn fromtime to tinme.

Section 2.06. (a) The Borrower shall pay interest on the principal
amount of the Loan withdrawn and outstanding fromtinme to time, at a rate
for each Interest Period equal to LI BOR Base Rate plus LIBOR Tot al
Spr ead.

(b) For the purposes of this Section:

(i) “Interest Period” neans the initial period fromand
including the date of this Agreement to, but
excluding, the first Interest Paynent Date occurring

thereafter, and after the initial period, each period from

and including an Interest Payment Date to, but excluding
the next follow ng I nterest Paynent Dat e.

(ii) “Interest Paynent Date” neans any date specified in
Section 2.07 of this Agr eenent .

(iii) “LIBOR Base Rate” neans, for each Interest Period,

t he London i nterbank offered rate for six-nonth
deposits in Dollars for value the first day of such

Interest Period (or, in the case of the initial Interest Period,
for value the I nterest Paynent 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

(iv) “LI BOR Total Spread” neans, for each Interest Period:
(A) three-fourths of one percent (3/4 of 1% ; (B) mnus
(or plus) the weighted average margin, for such

Interest Period, below (or above) the London interbank offered

rates, or other reference rates, for six-nonth deposits,
in respect of the Bank’s outstanding borrowi ngs or
portions thereof allocated by the Bank to fund single currency

| oans or portions thereof made by it that include the Loan;



as reasonably determ ned by the Bank and
expressed as a percentage per annum

(c) The Bank shall notify the Borrower of LIBOR Base Rate and
LI BOR Total Spread for each Interest Period, pronptly upon the
determ nation thereof.

(d) Whenever, in light of changes in market practice affecting
the determnation of the interest rates referred to in this Section, the
Bank determines that it is in the interest of its borrowers as a whole
and of the Bank to apply a basis for deternmining the interest rates
applicable to the Loan other than as provided in said Section, the Bank
may nmodify the basis for determning the interest rates applicable to the
Loan upon not |ess than six (6) nmonths’ notice to the Borrower of the new
basis. The basis shall become effective on the expiry of the notice
period unless the Borrower notifies the Bank during said period of its
obj ection 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 Cctober 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
time, at the request of either party, exchange views on the progress
achi eved 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 comrent a report on the progress
achi eved in carrying out the Program in such detail as the Bank shall
reasonabl y 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 disbursenent of the Loan which
woul d have the effect of materially reversing the objectives of the
Program or any action taken under the Programincluding 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
audi tors acceptable to the Bank;

(b) furnish to the Bank as soon as available, but in any case
not |ater than four nonths 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
request ed; and

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



request ed.

ARTI CLE |V
Addi ti onal Event of Suspension

Section 4.01. Pursuant to Section 6.02 (p) of the General
Condi tions, the follow ng additional event is specified, nanely, that a
situation has arisen which shall neke it inprobable that the Program or
a significant part thereof, will be carried out.

ARTI CLE V
Ef fective Date; Term nation

Section 5.01. The following event is specified as an additional
condition to the effectiveness of the Loan Agreenent w thin the neaning
of Section 12.01(c) of the General Conditions, nanely, that the | aw on
agriculture sal es cooperative unions (ASCUs), satisfactory to the Bank,
shal | have been enact ed.

Section 5.02. The date ninety (90) days after the date of this
Agreement 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 Conditions.

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

For the Borrower:

Basbakanl i k

Hazi ne Mustesarli gi
I nonu Bul vari

Emek - Ankara
Republic of Turkey

Cabl e address: Tel ex:
Facsim | e:
MALI YE 821-42285 (312)
212- 8550 Hazi ne, Ankara (MLYE- TR

For the Bank:

I nternational Bank for
Reconstruction and Devel opnment

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 (M)



IN WTNESS WHERECOF, the parties hereto, acting through their duly
aut hori zed representatives, have caused this Agreenent to be signed in
their respective nanes in Ankara, Republic of Turkey, as of the day and
year first above witten.

REPUBLI C OF TURKEY

By /s/ Recep Onal
Aut hori zed Representative

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVEL OPMENT

By /s/ J. D. Wl fensohn
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 national or international financing institution or agency other than
the Bank or the Association shall have financed or agreed to finance, or
whi ch the Bank or the Association shall have financed or agreed to
finance under another loan or a credit;

3. expenditures for goods included in the follow 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:

Group Subgr oup Description of Itens

112 - Al cohol i ¢ beverages

121 - Tobacco, unmanufactured, tobacco

refuse

122 - Tobacco, manufactured (whether or
not cont ai ni ng tobacco substitutes)

525 - Radi oacti ve and associ at ed
material s

667 - Pearl s, precious and sem precious

stones, unworked or worked



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

728 728. 43 Tobacco processing nachi nery
897 897.3 Jewel ry of gold, silver or
pl ati num

group netal s (except watches and
wat ch

cases) and goldsmiths' or
silversmths’

wares (including set gens)

971 - CGol d, non-nonetary (excl uding
gold
ores and concentrates)
4, expenditures for goods intended for a nmilitary or paramlitary

purpose or for |uxury consunption

5. expendi tures for environnentally hazardous goods (for purposes of
this paragraph the term“environnental | y hazardous goods” neans goods,
the manufacture, use or inport of which is prohibited under the |aws of
the Borrower or international agreements to which the Borrower is a

party);

6. expenditures (a) in the territories of any country which is not a
nmenber of the Bank or for goods procured in, or services supplied from
such territories or (b) on account of any paynent to persons or entities,
or any inport of goods, if such paynment or inport 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 procurenent or execution of such contract, without the Borrower
havi ng taken tinely and appropriate action satisfactory to the Bank to
remedy the situation

SCHEDULE 2

Anortization Schedul e

Dat e Paynent Due Paynent of Principa
(Expressed in Dollars)**
On each April 15 and Cctober 15

begi nni ng Cct ober 15, 2005
through April 15, 2015 37,980, 000



* The figures in this colum represent the anount in Dollars to be
repai d, except as provided in Section 4.04 (d) of the Ceneral
Condi ti ons.

SCHEDULE 3
Actions Referred to in Section 2.02 (d)(C) of this Agreenent
A Macr oeconom ¢ Sustainability

1. Satisfactory inplenentation of the macroecononic franmework for
cal endar year 2000 and adoption of a satisfactory macroecononic franmework
for cal endar year 2001.

2. Adoption of a satisfactory fiscal package in the framework of the
budget for cal endar year 2001 designed to repl ace tenporary neasures wth
per manent measures and incorporating expenditure reforms, in accordance
with the recomendations of a public expenditure and institutional review
to be carried out with the Bank, that enconpass:

(a) elimnation of at |east 25 budgetary funds;

(b) reduction in the nunber of non-budgetary funds as agreed
with the Bank;

(c) limts on the introduction of new projects into the public
i nvest nent program

(d) establishnent of a public registry of governnent guarantees
and linmts on the issuance of new guarantees; and

(e) i ncorporation of nore effective expenditure control
mechani smns.
B. Soci al Security Reform

Satisfactory inplenentation of the social security reform program
enconpassi ng:

(a) i npl erentati on of the pay-as-you-go pension reform

(b) i npl ementation of the admi nistrative and institutional
ref orm program

(c) i npl ementation of the plan to reduce all contribution
arrears;

(d) i npl ementati on of the unenpl oynent insurance schene; and

(e) i npl ementation of the Ilegal and regulatory franework to

support suppl ementary individual pension schenes.

C. Agriculture Reform



1. Satisfactory progress in inplenmenting the direct inconme support
strategy incl uding:

(a) i npl erentati on of the pilot program
(b) preparation of the national farner registry; and
(c) adoption of a schedule, satisfactory to the Bank, for the

initial rollout of the direct income support program at the national
| evel for the 2001 crop season.

2. Satisfactory inplenentation of the programto phase out price and
credit subsidies in agriculture, including:

(a) mai nt enance of the fertilizer subsidy constant in nom nal
t erms;

(b) i mpl enentation of the programto phase out agriculture
credit subsidies; and

(c) i mpl ementati on of the support price reformincluding
announcenent of additional neasures for 2001, as agreed with the Bank.
3. Satisfactory inplenentation of the agricultural enterprise
restructuring programincluding:

(a) initiation of privatization proceedings of agricultural
state econonmic enterprises as agreed with the Bank;

(b) conplete liquidation of all TZDA* assets and separation or
reassi gnment of all enployees; and

(c) ef fective autonony of all agriculture sales cooperative
uni ons (ASCUs) from the budget as agreed with the Bank.
D. Deregul ation and Privatization
1. Satisfactory inplenentation of the energy reform program as agreed

with the Bank including:

(a) enactnment of an electricity reformlaw to establish an
i ndependent regul atory agency with full authority over tariff policy,
further liberalize the electricity sector and ensure an adequate
conpetitive environnent;

(b) i npl ementati on of the financial recovery plan for TEAS, as
agreed with the Bank; and

(c) adoption of a tine-bound plan for establishing an
i ndependent regulatory authority and de-nonopolizing the natural gas
sector.

2. Satisfactory inplenentation of the tel ecommunications reform
program i ncl uding:

(a) establ i shnent of the regulatory authority; and

(b) i npl erentation of the action plan for carrying out the
conversion of Turk Telekominto a joint-stock conpany.
3. Satisfactory progress in inplenenting the privatization program
i ncl udi ng:

(a) conpletion of sale of two additional wireless licenses to

private investors;

(b) sale of 20% of Turk Telekomto a strategic private



i nvestor;

(c) | aunch of pre-qualification tenders for the sale of
electricity distribution conpanies as agreed with the Bank; and

(d) privatization of at |east three additional major conpanies
by the Privatization Admi nistration of the Borrower.

For the purposes of this Schedule 3, the term*“privatization” nmeans
that: (i) a contract for the sale of the enterprise has been entered into
with private owners; (ii) the purchaser has made the down- paynent
requi red under the contract for sale; and (iii) as a result of the
contract for sale, majority ownership of the enterprise will be held by
private owners.



