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We have been engaged to audit the accompanying balance sheet of Albaraka Turkish

Finance House (the Institution) as of December 31, 2002, and the related statements of

income, cash flows and shareholders' equity for the year then ended. These financial state-

ments are the responsibility of the Institution's management. Our responsibility is to

express an opinion on these financial statements based on our audit.

Except for the issue discussed in the fourth paragraph below, we conducted our audit in

accordance with the generally accepted auditing principles, bases and standards and

accounting principles as required by the Banking Law No. 4389. Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement. An audit includes examining, on

a test basis, evidence supporting the amounts and disclosures in the financial statements.

An audit also includes assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial statement presentation.

We believe that our audit provides a reasonable basis for our opinion.

The financial statements of the Institution for the year ended December 31, 2001 were

audited by A.A. Aktif Analiz Serbest Muhasebecilik Mali Müþavirlik A.Þ. who ceased

operations as of September 13, 2002 and whose report dated March 16, 2002, expressed

a qualified opinion on those statements concerning as the Institution has not provided a

reserve of TL 28,087 billion, relating to the share of the total reserve attributable to the

participation accounts, that the mortgage values were taken into consideration in the

reserve calculation of the loans in follow-up instead of expertise values of the land and

ALBARAKA TURKISH FINANCE HOUSE

AS OF DECEMBER 31, 2002

TOGETHER WITH AUDIT REPORT

Convenience translation of a report and financial statements originally issued in Turkish

1.

2.

3.

property mortgages, that the Institution has not provided a reserve of TL 64,875 billion

representing the remaining net balance of the loans in arrears after deducting the amount

of TL 28,087 billion of loss attributable to the participation accounts and that the col-

lection of the related amounts depend on the ability of those customers' finding sources

to pay back or on the liquidation of the existing collaterals.

As discussed in greater detail in the Note 14 a and b, the Institution has not provided a

reserve for the amount of TL 29,170 billion which comprises the distributable losses and

represents the share of the total reserve of TL 73,186 attributable to the participation

accounts. These distributable losses should be reflected to the relevant accounts till

December 31, 2004, in accordance with the temporary clause of the Banking Regulation

and Supervision Agency (BRSA) Decree on the "Changes Relating to the Decree on the

Principles and Procedures Related to the Determination of the Loans and Other

Receivables for which Provisions Shall be Set Aside by Banks and to the Provisions to be

Set Aside" published in the Official Gazette number 24980 on December 31, 2002.

Within the context of this decree, the Institution's management is planning to reflect any

losses that may arise subsequent to a review of the loans in follow-up portfolio every six

months, in equal installments during the period to December 31, 2004. As updated

expertise values for the collaterals were not available as of December 31, 2002, the mort-

gage values of these collaterals have been considered in the reserve for loan losses calcu-

lation. Taking the expertise values of the land and property mortgages into consideration

could lead to an amount of specific reserve different than the amount stated in the accom-

panying balance sheet as of December 31, 2002.

The Institution's management expects a total liability of USD 250,000 resulting from the

legal case discussed in detail in Note 13 b, but has not provided a reserve for the litiga-

tion in its accompanying financial statements prepared as of December 31, 2002.

4.

5.
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of Foreign Currency Net General Position / Equity Standard Ratio on Consolidated and

Unconsolidated Basis for Banks" dated January 31, 2002 published in the Official

Gazette No. 24657, exceeds the standard ratio stated in the mentioned regulation. Had

IAS 17, International Accounting Standard related with the accounting of leasing trans-

actions, been applied on the mentioned financial statements, the above mentioned ratio

would not exceed the standard ratio.  

Güney Serbest Muhasebecilik

Mali Müþavirlik Anonim Þirketi

An Affiliated Firm of Ernst & Young International

Esra Peri

Engagement Partner

March 10, 2003

Istanbul, Turkey

As discussed in detail in Note 13 a, tax impositions of TL 372 billion, TL 610 billion, TL

975 billion, and TL 1,773 billion for the years 1995, 1996, 1997, and 1998, respective-

ly, were made concerning with the Value Added Tax liability of the Institution. The

Institution has not reflected any provision for these tax impositions in the financial state-

ments, considering that these impositions will be cancelled and the remaining tax and

penalty will not be paid and the ones that are paid will be compensated.

Based on our audit, except for the effect of the matters discussed in paragraphs four to

six above, the financial statements referred to in the first paragraph above present fair-

ly, in all material respects, the financial position of Albaraka Turkish Finance House as

of December 31, 2002 and the results of its operations and cash flows for the year then

ended, in conformity with the related accounting principles discussed in detail in Part I,

Section A, Note 2i and generally accepted by Private Finance Houses, and consistently

applied with the prior year accounting principles. The specified accounting principles and

standards are determined in compliance with the principles and standards that are, to the

extent possible, based on Article 13 of the Banking Law, considering that the Special

Finance Houses are not subject to the "Accounting Application Regulations" based on

Article 13 named as "Accounting and Recording Systems" of the Banking Law 4389 and

related communiqués as indicated in the statement dated October 17, 2002 and num-

bered BDDK.DZM. 2/13-1-11856.

Without further qualifying our audit opinion, we draw attention to the following matters;

As discussed in Section I, Note 8 and Section II, Note 16, the Institution's foreign cur-

rency net general position / equity ratio calculated based on the accompanying financial

statements and in accordance with BRSA "Regulation on Measurement and Application

6.

7.

8.
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CURRENT PERIOD PRIOR PERIOD
(31/12/2002) (31/12/2001)

I- Cash 20,253 9,099 
A. Cash in Local Currency 2,987 2,275 
B. Cash in Foreign Currency 13,884 6,824 
C. Cash in Transit 3,382 - 

II- Banks 96,432 50,642 
A. Central Bank 6,038 1,743 
B. Other Banks 90,394 48,899 

1. Local Banks 44,737 30,229
2. Foreign Banks 45,657 18,670

III- Reserve Requirements [Note 2] 78,873 54,386 

IV- Funds Used [Note 3] 456,239 328,595 
A. Short Term 348,535 255,984 
B. Medium and Long Term 107,704 72,611

V- Loans In Arrears (Net) 99,038 92,962 
A. Loans in Follow-up 143,054 127,847 
B. Reserve For Loans in Follow-up (-) (44,016) (34,885)

VI- Profit Share Discounts And Accruals 11,830 5,586 
A. Profit Share Accruals 3,339 4,228 
B. Profit Share Discounts 8,491 1,358 

VII- Various Receivables 1,946 3,535 
A. Receivables from Banking Services 874  3,024 
B. Prepaid Taxes - - 
C. Other 1,072 511 

VIII- Fixed Assets [Net] 216,667 91,633 
A. Movables 9,239 4,632

B. Immovables 20,348 12,668
C. Capitalized Expenses 625 163
D. Fixed Assets under Financial Leasing 320,851 156,281
E. Accumulated Depreciation (-) (107,015) (45,080)
F. Reserve for Financial Leasing Assets (-) (37,387) (46,325)

G. Assets to be Sold 10,006 9,294 

IX- Other Assets [Note 4] 4,858 2,032 

Total Assets 986,136 638,470

Assets Lýabýlýtýes

Note: On application of the International Accounting Standard 17 in relation with the accounting for leases (IAS 17), the net profit 
is calculated as TL 7.014.- as of December 31, 2002 whereas the figure appeared as TL 200.- as of December 31, 2001.

The accompanying notes constitute an integral part of these financial statements.

CURRENT PERIOD PRIOR PERIOD
(31/12/2002) (31/12/2001)

I - Deposits [Note 5] 835,349 542,983 
A. Current Accounts 134,333 54,631 
B. Participation Accounts 701,016 488,352 

II - Bank borrowings 13,665 

III - Profit share payables [Note 6] 12,082 14,618 

IV - Duties, fees & taxes payable [Note 7] 2,081 1,714 

V - Various payables 9,033 6,425 
A. Cash Guarantees Received 3,210 2,665 
B. Customer Expenses Received - - 
C. Payables - - 
D. Cash Collaterals 63 178 
E. Other 5,760 3,582 

VI - Reserves 4,207 3,391 
A. Retirement Pay Liability 1,445 1,128 
B. General Reserve for Possible Loan Losses 2,449 1,950 
C. Other Reserves 313 313 

VII - Other Liabilities                 [Note 8] 8,086 4,650 

VIII - Shareholders' Equity 113,266 50,070
A. Paid-in Capital 41,000 26,500 

1) Nominal Capital 41,000 26,500
2) Unpaid Capital  ( - ) - -

B. Legal Reserves 2,277 2,277 
1) Class I and II Legal Reserves 2,277 2,277
2) Other Legal Reserves - -

C. Reserve for Possible Losses 2,744 2,744
D. Revaluation Fund [Note 9] 66,618 29,847 

E. Gain on Sale of Fixed Assets to be
Used in Share Capital Increase 11,925 -

F. Loss (11,298) (11,298)
1) Current Period Loss - (11,298)
2) Accumulated Deficit (11,298) -

IX - Net Income 2,032 954 
A. Current Period Income 1,078 - 
B. Retained Earning 954 954 

Total Liabilities 986,136 638,470

Off Balance Sheet Commitments
I - Letters of Guarantee 46,167 35,434
II - Letters of Credit 43,608 20,888
III - Acceptance Credits 6,166 1,758
IV - Promises 16,336 7,858

Total 112,277 65,938

(BILLIONS OF TURKISH LIRA)

FINANCE HOUSE
DECEMBER 31, 2002  

ALBARAKA TURKISH
BALANCE SHEET AS OF  
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CURRENT PERIOD PRIOR PERIOD
(31/12/2002) (31/12/2001)

I - Profit Share Income 142,685 86,727 

A. Profit Share Income From
Local Currency Funds Used 48,731 30,994 

1) Trade Finance Funds 32,890 11,988 

2) Profit / Loss Funds 274 3,450 

3) Financial Leasing Funds 14,483 15,556 

4) Individual Finance Funds 1,084 -

5) Special Funds - -

B. Profit Share Income From
Foreign Currency Funds Used 88,673 54,575 

1) Trade Finance Funds 14,460 6,875 

2) Profit / Loss Funds 21 3,216 

3) Financial Leasing Funds 73,830 44,085 

4) Individual Finance Funds 245 -

5) Special Funds 117 399

C. Other Profit Shares 5,281 1,158 

II - Profit Share Expense 49,692 28,754 

A. Profit Shares Paid To Local
Currency Participation Accounts 23,151 12,711 

1) Trade Finance and Individual Finance Funds 21,029 8,777 

2) Profit / Loss Funds - 2,205 

3) Financial Leasing Funds 2,122 1,729 

4) Special Funds - -

B. Profit Shares Paid To Foreign
Currency Participation Accounts 26,541 16,043 

1) Trade Finance and Individual Finance Funds 11,496 5,412 

2) Profit / Loss Funds 16 2,545 

3) Financial Leasing Funds 14,935 7,726 

4) Special Funds 94 360

III - Net Profit Share Income 92,993 57,973

CURRENT PERIOD PRIOR PERIOD
(31/12/2002) (31/12/2001)

IV - Other Income 145,115 40,236 

A. Fees and Commissions Received 7,848 4,707 

1) Non-cash Funds 1,142 721

2) Other 6,706 3,986 

B. Foreign Exchange Gains [Note 10] 133,554 33,421 

C. From Other Operations [Note 11] 3,713 2,108 

V - Other Expenses 237,030 109,507 

A. Fees and Commissions Paid 1,830 697

1) Non-cash Funds 365 113 

2) Other 1,465 584 

B. Foreign Exchange Losses [Note 12] 150,222 65,874 

C. Personal Expenses 9,072 7,904 

D. Rent Expenses 1,008 809

E. Depreciation Expenses 50,969 21,354

F. Taxes and Funds 1,923 672 

G. Provisions For Doubtful Receivables 6,832 7,752 

H. Other Provisions 205 517

I. Provision For Retirement Pay Liability 317 91 

J. Other Expenses 14,652 3,837 

VI - Net Other Income / (Expense) [ IV - V ] (91,915) (69,271)

VII - Income / (Loss) Before Tax [ III + VI ] 1,078 (11,298)

VIII -Tax Provision - - 

IX - Net Income / (Loss) [ VII - VIII ] 1,078 (11,298)

(BILLIONS OF TURKISH LIRA)

FINANCE HOUSE
DECEMBER 31, 2002  

ALBARAKA TURKISH
INCOME STATEMENT AS OF



Reserve Requirements

6% of  Local Currency (TL) Deposits and 11% of Foreign Currency (FC) Deposits are

blocked with the Central Bank.

Advances

This figure comprises of the outstanding advances placed by the House.

The details are:

2002 2001

Trade Finance 353.353 152.910

Medium and Long Term 39.002 121.003

Retail Finance 20.632 -

Financial Leasing 162.595 116.508

Financial Leasing Unearned Income (119.543) (64.498)

Other 200 2.672

456.239 328.595

Notes Notes
45 46

Basis of Preparation of Financial Statements

As stated on the paper No. BDDK.DZM.2/12-1-11856 on 17 October 2002, the

Institution is not subject to the "accounting application regulations" and related decrees

published in the Official Gazette No. 24793 (reiterated) on 22 June 2002, because of

being a special finance house.

Therefore, the Institution maintains its books of account and prepares its statutory finan-

cial statements in accordance with the accounting policies based on the Turkish Banking

Law, Turkish Tax Law and the Turkish Commercial Code. While preparing the Following

financial statements, the Institution worked in compatibility with the Accounting princi-

ples and standards as possible as in accordance with the regulations valid due to the

Article 13 of the Banking Law which include the special accounts and basis' of account-

ing which are unique to the special financial houses. The accompanying financial state-

ments are prepared basing on the historical cost method, and are not stated in terms of

the measuring unit current at the balance sheet date (inflation accounting).

The Institution has not reflected the effects of the application of the International

Accounting Standard 17 in relation with the accounting for leases (IAS 17) in the accom-

panying financial statements prepared as of December 31, 2002 and 2001.

If IAS 17 had been applied on the mentioned financial statements, the net profit on the

end of the period would increase by TL 5,937, and the Equity including the period prof-

it, past periods profits and revaluation funds would decrease by TL 40,392 (2001 - net

loss would decrease by TL 11,498).

NOTES TO THE FINANCIAL STATEMENTS

(TL Billion)

1.

2.

3.

Funds Collected

The figures comprise of TL and foreign currency current accounts and participation 

profit/loss accounts.

Participation profit/loss accounts are substantially different from conventional deposits

with commercial banks. Participation funds are collected on the basis of  "profit and loss

sharing"  principle. Neither the principal nor any predetermined rate of return is guaran-

teed to deposit-holders. Such accounts do not constitute a fixed liability for the House and

can thus be regarded as quasi-capital.

5.

Other Assets4.

2002 2001

Temporary Accounts 4.829 1.964

Other 29 68

4.858 2.032
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Other Operational Revenues

This account includes commissions from foreign operations, non-cash facilities and com-

munication services provided to customers, cheque book fees, advance taxes, rent and

other general administrative revenues.

Foreign Exchange Loss

Foreign Exchange Loss consists of loss from foreign currency translations.

Contingent gains and losses that can not be estimated and which have a significant

impact on the financial statements

a) During the tax inspection on the suppliers that sold certain products to the

Institution in 1995 and 1996 upon the requests and choices of its customers, it was

claimed that the books and the accounting records of these suppliers had not been ade-

quate for a tax inspection and the products sold had not pertained to these suppliers. In

relation with this matter Mecidiyeköy Tax Office imposed TL 372 billion, TL 610 billion,

TL 975 billion, and TL 1,773 billion for the years 1995, 1996, 1997, and 1998, respec-

tively, concerning with the Value Added Tax liability of the Institution. The Institution

filed a lawsuit against this application claiming that the taxpayers of this liability were

the referred suppliers and the mentioned tax imposition was not correct. The cases con-

cerning the year 1996 and 1998 were finalized in favor of the Institution and appealed

by the defendant. Although the Institution paid the amount of TL 372 billion in year

2001, and TL 3,000 billion in year 2002, for the case concerning the year 1995; it has

not reflected any provision for the principal, probable tax penalty and the delay interest

charge accumulated for the mentioned cases in the accompanying financial statements

considering the probability that these cases may be finalized in favor of the Institution,

and that the paid amounts may be compensated.

b) As a result of the seizure applied by the Institution in a joint action with six other

banks, for the goods of a Turkish company because of the default on repayment of a loan

given to this company, the legal action commenced against the banks by the German sup-

11.

12.

13.

The Current and participation accounts opened by real persones are subject to the

security fund.

Profit-Share Payable

The share of profit (in TL, US$ and EUR) accrued to Participation Accounts held with

the House, payable at their maturities.

Duties, Fees & Taxes Payable

Liabilities accrued but not yet due.

6.

7.

Revaluation Fund
Fixed assets were revalued upwards by 59 % (2001: 53,2 %) and the surplus arising there-

from was credited to Revaluation Reserve Fund of the House, as detailed below:

9.

Other Liabilities8.

2002 2001

Payment Orders 7.230 3.497

Temporary Accounts 856 1.153

Unearned Income 273 650

Other 583 503

8.086 4.650

2002 2001

Surplus from Movables 31.417 21.800

Surplus from Immovables 13.280 7.883

Brought Forward from 2000 21.921 164

66.618 29.847

Foreign Exchange Profit10.

2002 2001

Profit from Foreign Currency Translations (16.957) (32.767)

Income from Foreign Exchange Differences 5 8

Profit from Foreign Currency Dealings 284 306

(16.668) (32.453)
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b) As of December 31, 2002 the Institution calculated a reserve amounting to TL

73,186 billion for the total cash risk of TL 143,054 billion and TL 313 billion for the

total non-cash risk of TL 1,030 billion, for its customers that cannot fulfill their payment

commitments, in accordance with the BRSA Decree on the "Principles and Procedures

Related to the Determination of the Loans and Other Receivables for which Provisions

Shall be Set Aside by Banks and to the Provisions to be Set Aside" published in the

Official Gazette number 24448 on June 30, 2001 and BRSA Decree "Suggesting changes

on the Decree Principles and Procedures Related to the Determination of the Loans and

Other Receivables for which Provisions Shall be Set Aside by Banks and to the Provisions

to be Set Aside" (Decree) published in the Official Gazette number 24657 on January 31,

2002, considering the liquidation possibility of non-cash loans. As of December 31, 2002

the Institution's share of TL 6,832 billion (excluding evaluation losses) of the reserve

amount mentioned above was reflected in the accompanying income statement. However,

the Institution has not provided reserve for the amount of TL 29,170 billion, the share of

the total reserve of TL 73,186 attributable to the participation accounts in the Profit

Shares Payable account. The Institution could not determine the expertise values of the

land and property mortgages as of the date of this report and hence considered their

mortgage values in the calculation of the specific reserves mentioned above. 

plier asserting rights over a part of the imported goods and claiming USD 3,662,973 and

TL 5 billion for compensation and damages, which was originated in Ankara and, except

for one, had then been transferred to Istanbul. The case in Ankara has been concluded

against the other bank and that bank has paid the total claim stated above and has initi-

ated a new case in Istanbul against all other banks including the Institution for the com-

pensation of its losses resulting from this payment. As of September 16, 2002, the case

was concluded against the Institution with the resolution No. 2002/850. The Institution's

management expects a total liability of USD 250,000 resulting from the mentioned case,

but has not provided a reserve for the litigation in its accompanying financial statements

prepared as of December 31, 2002.

Other issues that may affect the financial statements materially and necessary to

be disclosed for the clarity of the financial statements

a) The Institution has profit shares payable amounting to TL 34,137 billion and loss-

es attributable to the participation accounts amounting to TL 29,170 billion. The

Institution has not provided reserve for the amount of TL 29,170 billion which comprise

of the distributable losses attributable to the participation accounts. TL 12,082 billion of

the mentioned profit shares payables amount is followed under the account Profit Shares

Payable in the accompanying balance sheet prepared as of December 31, 2002; whereas

the rest TL 22,055 billion is followed in off-balance sheet accounts parallel to the

changes in accounting policies in terms of periodicity. Institution's management reflected

a portion of the specific reserve provided for the non-performing loans, in the accompa-

nying income statement as Institution's share, and attributed the rest to the participation

pools and hence to the participation accounts, as stated in the relevant decree. The above

mentioned distributable losses in an amount of TL 29,170 billion should be reflected to

the relevant accounts till December 31, 2004, in accordance with the temporary clause

of the BRSA Decree on the "Changes Relating to the Decree on the Principles and

Procedures Related to the Determination of the Loans and Other Receivables for which

Provisions Shall be Set Aside by Banks and to the Provisions to be Set Aside" published

in the Official Gazette number 24980 on December 31, 2002.

14.
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