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I. EXECUTIVE SUMMARY

Bank M&As is a common phenomemfor developed financial markets. In fathese markets
have experienced waves of bank M&As in different decadbsrefae, it is possible to find many
researches providing empirical evidence dltbe impacts of bank M&As in USndEuragpe.

M&A wave in Turkish banking sector is relatively a new issue and impacts of these mergers have
not been studied empirically. This pamems to contribute to literature about recent bank mergers and
acquisitions in Turkey which has been quite controversial for leading to significant foreign participation
in the sector.

Focus of the study is M&As of banks listed at JSkhich took placebetween20042008.
Because theskl&As can be considered as the first voluntagnk M&A wavein Turkey. In the past,
there were only thregoluntary mergers and thatherswere government assisted M&As of banks in
financial distress.

Impacts of these M&Asare examined using two methodologies: event stadg case study.
Event study part aims to test the null hypothesis that relevant M&As resulted in zero abnormafaeturns
shareholdersover the event windowEvent date is determined aBe official annoncement of a
merger/acquisitiom the daily bulletin of ISEDaily stock prices of the banks are usedi@asurenormal
returns and ISE National 100 Index is taken as the benchmark to calculate abnormalTakimgsthe
possibility of information leakge into consideration, cumulative abnormal returns (CARS) are used to
guantify the response of the market to the announcemEmsermal return®on approval date of M&As
by BRSA and 252 trading dagsterthe announcemeate also tested for significance.

Findings of the event study suggest zero abnormal returns in days surrounding the event and on
the date of approval by BRSAhisimpliest hat i nvestors6 expectations ab
the M&As wereneutral.On the other hand, test statistindicatesignificantnegativeabnormal returrof
0.16% in the post event window. Another important finding of the event study is that, stock sfaowest
overreactionto the announcements, i.e. CARs indicating an upward or downward alitétr the
announcement dateThis can berterpreted as violation of sesfiiong form oimarketefficiency.

In order to understandctual performance of the banks after M&&ase study appach is
employed. In this pargach merger and acquisition is analyzed fromouaripoints of view angre and
post M&A performance of the banks are compaakuhg with performance of their peeRerformance
indicators arefollowing qualitative and quantitative criteria: improvements in corporate governance,
organization and risk magement, capacity (increase number of personnel, branches, and amount of
loans, deposits), capital adequacy ratios, cost of debt financing, effidietio of expenses to incojne
and productivity (return on assets and return on equity).

In general, baks increased their profitability andxperienced better capital ratios after
merger/acquisition. All of them increased their capacityenrms of branches and work force, but only 5
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of them were able to increase their share in the sector in terms dofigstds, loans and deposBsnks

gave moreemphasis to IT applications and alternative distribution channels. However, efforts to increase
efficiency are not reflected in ratios y#tet, there has beeimtited period of time after theffective date

of deak and slight increases in overall efficiency ratios for 2007 compared to 2006 pigisakctive
enhancements in this ratio.

A secondary research question is whether M&As
respect to share in total tradirvolume in ISE and variety of investment products offered. Result of
analysis displagthat banks increased their shares in the total trading volume but couldmeatsia their
investment produstrange due to restrictions in regulations.



I. INTRODUCTION

In many countriebanking sectors hawxperiencedvaves of onsolidationin different decades.
Mainly triggered by macro economiiactors(financial crises and stock market bograadderegulation
in financial markets M&As in banking sectothave severalimpacts for the whole economy. These
impacts were studied empirically and majority of the empirical literature is about US based bank M&As.
After the introduction of Monetary Union, there has been an increase especially in cross border bank
M&As in Eurozone and hence empirical evidence about their imp&atst the period 1995 to the first
half of 2000, ECB (2000) records 2188As of credit institutions in the & From 1997 to 2003 the

banking sector has experienced a 23% reduction in the number ofdmerksing in the EU (Campa and
Hernando 2005).

Similar to ths trend, Turkish banking sector is through an ongoing process of consolidation since
last five years. Driving forcebehind this consolidationan be identified as regulatiotisat promoted
M& As in banking industryand foreign direct investment in TurKegtock market boom startirig the
second half o003 (Figure J; growing foreign investor interestubsequent tdéinancial and political
stability achieved in recent years and increased etitign in banking sector.

FIGURE 1
ISE National 100 IndexbetweenJanuary 2000May 2007
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This paper aimdo examine impacts dfl&As of banks listedit ISE. Scope of th examination is
limited to M&As over the period 2002008. Focusing on this specific period is motivated by several
factors. Firstprior to 2004 we do not observe voluntary mergers and acquisitions involving publicly held

! Foreign Direct Investment Law enacted in June 2003, defines foreign direct investment as share acquisitions of a
company established in Turkeyyapercentage of shares acquired outside the stock exchange or 10 percent or more

of the shares or voting power of a company acquired through the stock exchange, and with this legislation all
barriers to foreign direct investment were lifted.


http://www.ise.gov.tr/

banks, except merger of GaraB@ankasi A.Swith Osmanli Banksi A.S.in 2001, T. Sinai Kalkinma
Bankasi A.S. withSinai Yatirim Bankasi A.S in 200and Finansbank with Fibabank in 2008 fact,
until this period consolidation in banking sector vassisted bygovernmenti.e. banks infinancial
distress were sold to or merged with other ban&stutions Another important feature of thi&A
wave is that mainlyforeign bidders were involved and foreign participatiorbanking sectolassets
increased t@2.7% in SeptembeP007from 4.3% in 208 (CBT: Financial Sability Report, 2007.

Turkish banking sector hasdergonea structural changéollowing two economiccrisesthat
emergedn November 2000 and February 2001ithe first phase after the crisel banksounderedand
22 banls in financial distress were taken under contrda¥ing Deposit Insurance Fund (SDQIk) total
representing around 16% of total assets of whole seBradually 13 of the banks were merged with
other banks, 5 of them were sold, 3 of them were ligadland 1 of them was restructured in orite
manage collection of debtlsie to be paid t8DIF.

A short periodbefore the crise Banking Act N 4389came into effecin June 199&ndwith this
law an autonomous bodBRSA, wasentitled toregulate andupervise banking sector in Turkey. On the
other hand, in the last quarter of 2000 structural weaknéssieg the sector aredetermined to be as
follows (BRSA Periodical: Structural Developmentsin Banking, 2006)

-Insufficient equity

-Small scale andectional structure

-Supremacyf government banks in the sector

-Low asset quality (intensification of credits, intense group banking and itsmisksatchbetween loans
extended and provisions)

-Over sensitivity to market risks

-Inadequate internalontrol andrisk managemersystemsand corporate governance

-Lack of transparency

Given these weaknesseasjtcomesof the economic progranthat was started to be applied in
2000began to deteriorafmancial condition obanks.As a result of the cristhat occurred in November
2000, interest rates increasepidly and financial ratios of the banks were worseegdn more In
February 2001 exchange rate polibat had been employedasabandone@nd exchange ragevereleft
to floating. In additiona market and liquidity risks banking sector &e® vulnerable to currency risk.
On the other hand, due shrinkagefaced by real sectaasset quality of banking sector wansd and
credit risk increased.nlorder toupgradeb an k s 6 f i n asficBnaindg Sectar Resirutturiogn
Programd was piu May 2001 lo copjunetiant withkc this several regulationsbout
restructuring of banking sectarereenactedOneof the main results of these regulatiesashatmergers
and acquisitionamong baks were promoted andbstacles to entrance of foreign bamk® banking
sectorand their building partnershipgth Turkish banks were lifted

2|t does noinclude shares held by foreign investors in the floating part of the bank stocks.
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Afterwardsthe economic growth and financial stability achieved by Turkish ecoriormgcent
yearsand introdetion of mortgage regulations in 200Bere has been an increasifogeign investor
interest in Turkish banking sect@eside horizontal mergers, strategic foreign investments in mid to big
sizewere observed and the number of banks decreadsf®) teheeastotal assets of the sector increased
to 561 billionYTL ($ 484 billion) by the end of 200/BAT periodical report: Our banks, 2007)

In empirical literature, bank M&As are analyzed by two general methodologies:studigs and
comparisons of pre dnpost M&A performance. Event studies examine the impact of M&A
announcements on returns of the bidder and/or target over the event window. Rhoadem&tie@d)
summary of bank merger performance studies over-1993 and he notes that all of the 21 exstudies
analyze the effect of an announcement on returns to the bidding firm, but only abéaélfookthe
studies analyze the effect on the stock return of the target firm. Empirical evidence from these studies
shows that reactions of the market aitfecent for the target and the bidder. In summary, the event
studies generally find that stockholders of target banks have gains. However, the evidence regarding
returns to bidders, as well as that regarding the net returns to bidders and targets ¢castowed
inconsistent to derive any clear conclusion. In one of the handfuls of studtesgmean bank M&As,

Campa and Hernando (2005) finds that target companies experienced a positive excess return around the
announcement of the merger and with a s$ligbsitive excesseturn on the 3nonths period prior to
announcement and returns to shareholders of the acquiring firms were essentially zero around
announcement.

Event study approach is based on the assomgptihat stock markets are setrong form of
efficient and given this assumption, changes in stock prices reflect the expected performance of the
announced M&A. I't is important to note that i nves
be realized due to information asymmetries betweershlageholders and the management. This is the
main disadvantage of event studies tmgssome research is focused on the operating performance of the
merged or acquired bank.

Rhoades (1994) draws attention to dafpin event study methodology duriniget early 1990s in
examining bank merger performance. His explanation for this is that event studies are designed to indicate
the financi al mar ket 6s expectation as to the ovVve
interest has focused on thticiencyeffects of mergers.

In the second methodology, selected performance indicators or accounting data are used to
determine the effects of M&& These measures of performance are
over the past few years before the M&Ato a control group in order to control for confounding factors.
Altunbas and Ibanez (2004) compared actual prel post merger performance in a comprehensive
sample ofEU banks from 1992 to 2001 and found that on average, bank mergers ib tiesuted in
improved return on capital.

There are also studies combining both approaches (see Campa and Hernando \(A2€5)
applied to relatively large samples of M&As, combined approaches can provide indications about whether



the approaches tend to prodummsistent results, and whether the mergers typically produce gains for
shareholders (Pautler 2001).

In this study, impacts of M&As are examined using both of the approaches mentioned above.
First, event study methodolodgy employed to get inferencebaut the response of the marketétevant
M&A announcementsUsing daily stock prices of the banks and ISE National 100 Index as the
benchmark CARs surroundinghte eventdate are calculated. Tests of aggregated CARs indicate zero
abnormal returns bothver the event window and on approval date of merger/acquisition by BRSA. On
the other hand, evidence of negative CARs is found in the post event wiAdother importantihding
of the event study ighat immediately after the announcement date CAR iseear decreases
significantly, which can be considered as violationseimstrong form of market efficiency.

In order to understand the motives behind the Mé&hsl analyze actual performances of the
banks after M&As case study approach is applied ie ttecond part of the studg. control group
consisting of deposit banks with no government stake andlithabt experience an M&A4An therelevant
period is used in comparison for sake of eliminating confounding effectgeneralbanks show
improvementsn their capacity profitability, share in trading volumend capital adequacy ratio, but there
arenot significant improvements in efficieneynd variety of investment products offeréuterestingly,3
of the banks whose controls were taken totally dngifjn financialgroupsexperienced a sharp fall in
profitability ratios (both ROE and ROA) along with no improvement in overall efficiency in the year
foll owing their acquisition. This can be i@issoci at
accordance witBerger Deyoung Genayand W e | (20803 findng that, on average, foreign banks face
higher operating costs and have lower profitability than domestic banks. Buch (2p@2)ed that
information costs are the major disadvantadest banks facevhen buying and operating foreign
subsidiaries

Il. INFORMATION

l11.1. Methodology Used and Data Sourcés

Impacts of theM&A s werefirst analyzed using an event stu@bjective of the event study is to
test the null hypothesis that relevan&® announcements led to zero abnormal retuthgent dateis
determined adirst formal announcement of merger/acquisition in daily bulletin oSE For 5 of the
banks share sellingor partnershipintention was announceoy the main shareholdeseveralmonths
before the biddewasannounced. Fathese cases event windomcludes a period 3 trading days before
public announcement of selling bankds controllin
announcedOn the other hand, for the two rger cases event period starts from the announcement date
of acquisition of majority shares and includes the period 3 trading days after the merger announcement
date (T) In the last caseevent window include a period 3 trading days before and after the
announcement.Pre (post) event window is 25tading days bfore (after) the event window. In order to
eliminate noise,confounding eventglike divestiture, acquisition or dividend announcementgye
isolated fronpre/post event window.

®Notation used in this part is taken from Prof. Ni co va
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Returnswere calculatedby usingdaily closing prices of thestocksand pice datawas obtained
from a data supplier comparmgalled FinnetFor modeling the normal returnarket modelwas applied
wherelSE National 100 indexvasused for the market portfolion measuringnormal returns, general
stock price movement&ere removed and any confounding effeetere separated outUsing marlet
model for the control period,

T = Qy+birypeteg
a; andb; wereestimatedand then used to measure normal returns in the test period:

TR = @ b w Tyt

Abnormal returnscalculated as the difference between the actual returns andrthal meturns
in the test periodaf;.= 1.-1 *;:), were aggregatedn order to draw overall inferences for the event of
interest. Cumulative &normal returnswvere used over the event windobecauseevent windowwas
expanded due tdifficulty for some of the cases to identify theaekevent date, or th@ssibility of slow
reaction to the event and information leakage (insider trading) before the event date.

Carjgr= Ei:g ar;y CARgi= EizK‘th

Thus corresponding test statistic is:

e —T1 CAR - 1
TCAR= TTEoTact » 7KL 2
—_— % where s2- 1
Wi

¥(cary, -CARy, }‘, [Ty, T:] is control period and [K,L]
event window.

The analysis aggregating abnormal retuassumeshat the event window of the included
securities do not overlap in calemdane. In fact noclusteringwas observed in the event windows of
relevant cases

On the other handaking small number of observations into account, signsastised as a non
parametric test isupplementato the parametric test mentioned abovethis test the null hypothesis that
positive and negative abnormal returns are equally probarktested. Therefore,

Hy: Ny=N_= l and corresponding test statistic:

Z=(N; - ‘—f)/v- N/4  where N is the sample size.

In the case study pagach merger and acquisitigras analyzedseparately from various points
of view such awaluation,financing,personnel]T andorganization Gains from merger/acquisitiomere
tried to beidentified by comparing post merger/acquisition performance of the relevant bank with that of
a control group. Control group consists of banks that are in the same category (deposit banks with no
government interest) and were not subjectiid/&A in the relevantperiod.In case studiepost M&A
performance of the banks were analyzed from siesf improvements in corporate governance,

11



organization and risk management, capacity (increase number of personnel, branches, and amount of
loans, deposits), capital adegyaatios, cost of debt financing, efficiency (ratio of expenses to incomes)
and productivity (return on assets and return on equiigfa related to this part of analysiasobtained

from several sources, namely, web sites of BREBAT, CBT and daily billetins of ISE.

A secondary question searched was whether capital market activities of theserfareedn
terms of trading volume and variety of products offetegplications were derived from comparisons of
trading volume of the banks in ISE angldxamining investment products offered before and after M&A.
Data related to trading volumgastaken from web site of ISE and information regardimgestment
products from websites of the banks.

[11.2. Findings of Event Study

When graphs ofCARs areanalyzed individually(see Appendixl), it can be seen thaharket
gave aresponse that is immediabut not full tothe announcemestthatD e n i z baanndk 63i s bank 6 ¢
( For t i sharasnvouddsbg sold. After announcement of the lBuger i dagaint madetygave an
immediate but not fulteacton. Same pattern is observed for Finansha®ékerbank and Garardase,
except that market gave negative response to announceghentthe buyer TEB returns preceding the
public release of the acquisition yisldn interesting pattern. A clean jump faturnis not observed,
insteadabnormal returns are observed before the official announcemémth can be an indicator of
information leakage to some market participahté. can be seen t haqaisitionyby p i Kr e
Kocbhank was considered as a positive event by i1
announcement of its merger with Kocbank was not posifikbank was the acquirer bank in the merger
and its CARs are negative in the whole eweimidow.

Response of market to the announcements during the event window was quantified by cumulative
abnormal returns (CARs]J.est for significance of CARever the event windowuggest that we cannot
reject the null hypothesis that M&A announcementsl lem zero abnormal returns at 5% significance
level. Test was repeated after excluding mergers but evidence of abnormal returns was not aMaigable.
evidence is supported iye sign testMoreover, gnificance test foARs was conducted specific totda
of approval of merger/acquisition by BRSA and test statistics indicate zero abnormal returns on date of
approval.

Pattern of ARs 252 trading days after the event period &s® examinedResult of the test
suggestsegative abnormal retufr0.16%) at 5% significance level.
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[11.3. Case Studies

[11.3.1. Denizbank

Denizbank wasestablishedn 1938 as a state owned bank in order to provide financing to
maritime industry. In 1992 it was merged by another state bank, Emlakbank. After its prii@tizat
1997 it continued its operations under control of Zorlu GroMa j or i ty of Bankds shar
Dexia groupafter adealconcludedn May 2006.Since 200Denizbank shares are quoted SEkand by
the end oR007 99.81% of its shares are hkeldDexia Participation Belgique S.A.

Denizbank shares corresponding/t®9% weresold for$ 2,428,573,37%.1 cash after deducting
amount paid foB2,481802 Zorlu Energy A.S. shares held by Denizbank. These shares were ébaght
price of$ 8,812911 by Zorlu Holding A.S, firm controlling Denizbankshares before the acquisition.
According to capital market regulations the buyer had to madwedatoryoffer to otherinvestors and
paid 151207 YTL per share. After completion of the procedure DeRrmupd s s hare i ncreas
74.99%6 to 9888%.

In a presentation by Dexia Groupain motivation for tke deal isstated a®stablishing Dexia in
one of the largest and fastest growing countries in the region through acquisition of one of the most
dynamic and mfitable banks in TurkeyOexia Analysts/Invesbrs presentation: AAcquisition of
Deni z b alk2aD06)According to same report areas of focu® corporate/commercial deals,
infrastructure market and new financial products, help in refining risk mekbgy and preparing
Denizbankfor Basel .

Following the acquisition board of directors of Denizbank changedibers of board members
increased to 11 and 3 members representing Dexia Groupnamtieated There is no other significant
change in the gianization of Bank due to acquisition.

In 2007, a year after the acquisition ratio of alternative distribution channels transactions to total
transactions increased from 31% to 349&1fizbank Annual Report, 2007.

An important advantage of the acquisitidepictsi t s e | f i n Detoigetlbngen k 6 s ab
maturity loans from the international markets. Before the acquisition tenor of loahsnisst 7years,
whereas thigisesup to 10 yearsMor eov er , Bank had rating uthegr ades

period following the acquisition.

Acquisition procedurewas completed in second half of 2006ince thenthere has been an
increase in capacity in terms of loans, deposits and total assets (Figure 2)., Besides of branches
and employeesincreased each year. In calendar year precediegacquisition Denizbank had 232
branches and,859 employees, whereas number of branchd53 and number of employe®877 as of
July 2008

13



FIGURE 2
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Despite the increasin capacity, it can be seentahe figure below thabenizbank sapital
adequacy rationcreased whereas banks in the control group experienced decreasing capital adequacy
ratiosin the same period.

FIGURE 3
Capital Adequacy Ratio of Denizbank
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With respect to profitability, Denizbank experienced lower ROA and ROE ratios in 2007
compared to its pre acquisition levels (Figi4A and4/B).
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FIGURE 4/A
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In order to understand hi s

decrease

ratio of totalincome to total expens@s2007.

15

in profitabilitry
and after the acquisition weexamined. As seen from the following grapBenizbank experienceal
slight increase in personnel and other operating expenses but a signiégaaise in totabperating
incomecompared to to assetdter acquisitionAs far as overall efficiency is consideredis observed
thatratio of total income to total expendedi. On the other hand, contrgioupon averaggincreased its

ratio



FIGURE 5/A
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FIGURE 5/B
Deni z b an k @perafing Indoroe’ to Total Assets

Operating Income as % of Total Assets
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® net interest income

ki total operating income

* Total Operating Income = Interest Incom@terest ExpensesProvisions for Loan Losses + Income from
Commissions (net) + Income from FC Transactions (net) + Income from Capital Market Transactions (net) + Other
Operating Income

Net Interest Income = Interest Incomkaterest ExpensesProvisions for Loan Losse
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FIGURE 5/C
Deniz b a n k 6 ®f TRa Ihconoe to Total Expenses
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[11.3.2. Finansbank

Finansbank was established by a former bank executive Husnu Ozyegin irSh@g¥s of the
bankare quoted at ISEsince19904 6 % of t he shares were sold to G
National Bank Of Greece (NBGdllowing a deal signecat 03.04.2006. As of 31.12.2007 76.99% of its
shares are held by NBG and 7.90% ofhares by NBGI Holdings B.V.

NBG paid a total of $ 2,774,000000 cash for 46% plus 100 founder shahesnandatoryoffer
made to other investors®56YTL was paidoer shara n d N BaBednsthe amk increased to 8%.

With respect to organization, Husnu Ozyeg@inairman, along with the executive team hold their
positions but two representatives of NBG were assigned as board members.

Bank formed arisk magae ment comittee in 2007 and started
strategies and Basel Il. Priority was given to technology bapgtications,as a result Banlsaved
2,500000YTL in 2007 Einansbank Annual Report, 2007).

Finansbank was able to gebtng term loans from international credit market before the
acquisition, but it is noticed that it signed a loan agreestetit. 12.2007 witrEurgpean Investment Bank,
whereNBG wasthe guarantor.

Finansbank did not experiengeowth in terms of asset$pans and depositharefollowing the
acquisition(see Figure 6)On the other handt, increased its number of branches and employees. While it
had 309 branches andr31 employees at the end of 2006, these numbers increased to 4135md 9
respectivey in July 2008.
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FIGURE 6
Finansbankodédsec®hare in the S
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In year 2007 following the acquisition, capital adequacy ratio of Finansbank deteriorated which is
also valid for controggroupfor 2007(Figure 7).

FIGURE 7
Capital Adequacy Ratio of Finansbak
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Profitability ratios of Finansbank worsened in 2007, while banks in control geisgd these
ratios in 2007 (Figure 8/A and 8/B).
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FIGURE 8/A
Finansbankés Return On Equity
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FIGURE 8/B
Finansbankdéds Return On Asset s
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Efficiency ratios demonstat e t hat opdrating axpanseeksp@dally personnel
expenseswith respect to total assdtgreased andperatingincometo total assets ratiwent downafter
the acquisition However,when overall figues are considedeFinansbank increasetsiefficiencyand
stayed above its pegiSigure 9/A, 9/B and 9/C)
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FIGURE 9/A
Fi nans b an k@psratiRyeEkpenses t fTotal Assets
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FIGURE 9/B
Finansbankd s R aQ@peratingdntome to Total Assets
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FIGURE 9/C
Finansbank Ratio of Total Income to Total Expenses
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[11.3.3. Fortis Bank A.S. former Turk Dis Ticaret Bankasi-Disbank A.S.)

Disbank was founded as a privgtewned bank in 1964 and its shares are quatd8E since
1990. In July 2005 major shareholders sold their shares (89.34%) to Fortis Bank N.\Vit3.Al
880,025533 cashsubject to final price adjustmerh mandatoryoffer was maddetween 23.09.2005
10.10.2005t a price of 442 YTL per sharedo other shaholders holdind.0. ®%.

After the offer share of Forti&Gr oup i n Biacreksédst®@32@®@ndBah k 6 s name wa
changedag For t i s & 24hl1k.2006S5ubsequentlynumber of board members was increased to
11 and 8 of them wemepresentatives of Fortis Graup Bank 6s CEO was al so change

Fortis Group considered Turkistahking sector attractive given its absolute size, low penetration
of banking products, growth potential, market concentration and relative absence of foreign competitors
(Presentation of Fortis Group to Investment Community 12.04.2005)

Afterwardsbeing acquireh y Forti s Gr oup, Bankosraisedsightlg i n t o
each year. However, this increase was not reflected in its share to total assets (Fiddarki@panded
in terms of brancheand personnel capacity:ushber of branches increased from 186 in 2008390in
July 2008 and the number of employemsf 4048 t05,464in the relevant period.
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FIGURE 10
Fortisbankédés Share in the Sector
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While banks in the control groupad declining capital adequacy ratios over the period-200%,
Fortisbank managed to keep its capital adequacy ratio réyesivedle(Figure 11)

FIGURE 11
Fortisbankds Capital Adequacy Ratio
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As itis illustratedint he f i gures bel ow, Fortisbankés profi

2006. Despitehe gowth in profitability in 2007 Bank isstill outperformedby its peers in the control
group.
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FIGURE 12/A
Fortisbankds Return on Equity
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FIGURE 12/B
Fortisbankodés Return on Asset s
ROA (%)
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As far as efficiency ratios are concerned, it can be concluded that Fortisbaaked to decrease
operating expenses ratio total assets. But there is fall in operating inconsatio to total asse and
overall efficiency ratiqSee figures 13/A, 13/B and 13/C).



FIGURE 13/A
Forti sban kOpeating BEXxpdanses to Total Assets
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FIGURE 13/B
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FIGURE 13/C
Fortisbankodés Rati o of l ncome to Tot al
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111.3.4. Turkish Economy Bank (TEB)

TEB started its operations 1927 as a locak bankndertitle Kocaeli Turk Bankasi A.S. and
specialized in financing dforeign trade. In 1981 bank was sold to Colakoglu group and itswigtke
changed to Turk Ekonomi Bankasi A.S. In 2000 its shares began to be @td&&d In February 2005
major shareholdeifeb Mali Yatirimlar A.S, became partnexith z on e 6 s b iBijg RRagbas. b a n k

CurrentlyBNP Paribas indirectly controls shares of the bank through its 50% stake in Teb Mali
Yatirimlar A.S. which in turncontrok 84.25% of TEB shares. Excluding extra paymentslue, BNP
Paribas pai®& 216,800000 cash for the deal.

According to regulations, buyer was exempted fromandatory offer procedure because
acquisition was approved lbgquired majorityof shareholders in general assembly.

Thereafter, rambersin the executiveboard was increadeto 9; 4 of them elected from
representatives of BNP Paribas and some executives of the bank changed.

TEB has utilized BNP Paribasknow-how and experience particularly in individual banking and
proving funds tesmall&mediumsizedenterprises. Bank has focusad alternative distribution channels to
increase efficiency, e.g. number of customers using internet branch increased 50% (REEB)@&nnual
Report, 2006)

It is noted that TEB began to get more funds after the acquisition in coordination of BN Pariba
In addition, t obtainedd0 million U loanwith a tenor ofl0 yearfrom BNP Paribas at 30.06.2006.
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As seen from the figure below T EslBafe $n the sector increased with a solid. ratehe same
time its number of branches and employees more than doubled over the periaiR0®308;from 112
to 285 for branched$rom 2,619 to 5626 for employees.

FIGURE 14
TEBO6s Share in the Sector
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Improvement in capital adequacy ratio is observed after the acquisition though it is still lower
than that of control group (Figure 15).

FIGURE 15
TEB 6 Gapital Adequacy Ratio
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Despite the fall in 2007, ROE ratio of TEB excelled that of its peers in the contug @figure
16/A). ROA ratio, on the other handeclinedin two consecutive years after the share transfer (Figure
16/B).

FIGURE 16/A
TEB6s Return on Equity
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FIGURE 16/B
TEBG6s Return on Assets
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Bankds post a opewaiingekpenises to totalaasseétnase lowdr than pre acquisition
ratios. This isalsovalid for ratio ofoperatingincome to total assets angflected inlower ratios of total
income to total expenses after the acquisition (See Figures 17/A, 17/B and 17/C).

FIGURE 17/A
TEBO® s R@perating Expénses to Total Assets
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FIGURE 17/B
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FIGURE 17/C
TEBO s oRTatalinoome to Total Expenses
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111.3.5. Akbank

Akbank was founded in 1948 in Adana/Turkey to provide financing to cotton producers in that
area.Since 1990 is sharesarelisted at ISE Akbank becameone of the major banks in Turkey with its
subsidiaies operating invarious financial fieds. Akbank merged witBNP-Ak-Dresdner Bank A.Sin
2005andsubsequentl0% of its shares were sold to Citigranplanuary 2007

Value of the target bank was determined baseckbassetvalue andi 57,294000cash was @mid
for60% of t he s h aareisthe bank incaeaskdsted@% biefore Akbank merged with fils
bank.There were not significant organizational changes after the merger.

Comments in annual reports of Akbank regarding erergth BNP-Ak-DresdnerBank A.S.
implies that Akbank s maj or mgrowthHawever in annual geport of 2007 it is stated that
strategic alliance with Citigroup has contributed
and product rage

Akbank was awarded as th#estc o n s u me r i ot Eeinope énBest Bl Rayment &
Presentmentategoryby Global Finance in 200Th August 2007 it suc@eled to get a syndicated loan of
1 billion U to provide financing to foreign trade, which was by far the highest amount of sydicated loan
and the one with lowest coster extended to a Turkish bank

Akbankos s h a rinereasea sighifftantlynstiee getaranerger was completedbut in

following years this level was not achiev@eigure 18).Bankincreased its capacity in terms of branches
(660 by 2005 vs 72By July 2008)and work force (11,186 personnel by 2005 v§48,by July 2008).
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FIGURE 18
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B a n k bital adequacy ratiovent up slightly in the next year after the merger but this rise had
been temporary. In the same period banks in control group experienced sharper falls.
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FIGURE 19
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Ak b ank gunped ©R22.6% in ZIb andstayed at the same level in 2006. It is worth noting
that while banks in control group inesed their ROE ratio in 200A k b a rRIOB stio decreased.

There werenot dras

tic changesin ROAratigy ear s and
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FIGURE 20/A
Akbankds Return on Equity
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FIGURE 20/B
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Operating gpensesratio to total assets increasdémm 3.3%to 3.8% after the merger in 2006
and fell to its pre merger leveah 2007 The same trend is valicif ratio of operatingincome to total
assets. With regard to total income to total assets ratio, Akbank could not achieve pre merger levels and
trend is similar to that of banks in control group (Figures 21/A, 21/B and 21/C).
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FIGURE 21/A
A k b a n latib sf Operating Expenses to Total Assets

FIGURE 21/B
Ak bank 6s Operting Inconeefto Total Assets
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