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|. Basic Infor mation

A. What isthe name of the SSS?
TIC-ESTS (Turkish Interbank Clearing — Electronic Security Settlement System)

B. Where and in which time zoneisthe SSS located?
TIC-ESTSislocated in Ankara- Turkey and in GMT+2 time zone.

C. What functions does the SSS perform?

TIC-ESTS provides issuance, principal and interest payment processing, custody and transfer and
Settlement services for securities of the Treasury.

1. Does the SSS serve as a securities depository and/or provide securities settlement
services?

Both.

(a) What types of instruments are eligible for deposit at the SSS (e.g. debt, equities, warrants,
etc.)?

The securities digible for depogit in the Centrd Bank of the Republic of Turkey (CBT) are dso digible
in TIC-ESTS system. They are G-bonds and T-hillsin generd. There are dso debt insruments issued
by some government organizations. Eligible securities may aso be denominated to foreign currencies
other than Turkish Lira (TL).

(b) What types of instrumentsare digible for transfer within the SSS?

All the securities that are digible for deposit at the TIC-ESTS (Please see|.C.1.8) are dso digible for
trandfer.

(c) Please describe whether eigible securities are dematerialised, immobilised or transferred
physically.

During the issuance of T-hills and Gbonds, only the 5% of securities that are owned by TIC-ESTS
participants are printed in a stock in order to cover future physical ddivery requests. The remaining
95% is not printed and exigts only in the accounts of TIC-ESTS (demateriaised).

Mogt of the printed certificates are immobilised in the CBT branches a the moment. Transfers of
immobilised securities are redized in book- entry form among the accounts within the TIC-ESTS.



It is possble to take securities out of the system and deliver to the owners in physica form, or to
immobilise physica securities in TIC-ESTS by teking ddivery of physcaly printed securities in the
CBT branches.

(d) Doesthe SSS provide safekeeping for physical certificates?

The printed certificates, which are stored and transferred within the TIC-ESTS, are immobilised in the
CBT branches. TIC-ESTS keeps the securities on the name of its direct participants.

2. Does the SSS provide cash accounts and/or provide funds transfers in conjunction with
securitiestransfers? If so, in what currencies?

TIC-ESTS has integrated with TIC-RTGS (red-time gross settlement payment system of the CBT).
The connection between TIC-ESTS and TIC-RTGS dlows smultaneous DVP in modd 1 (During a
DVP transaction while the securities are transferred between the accounts TIC-ESTS, the associated
funds are transferred in the accounts in TIC-RTGS smultaneoudy). They are Turkish Lirabased. The
Figure-2 shows the details of interaction between TIC-ESTS and TIC-RTGS in aDVP transaction.

A free transfer (a security transfer againgt no payment) is aso possible. Free transfers are rather used
as apart of Isanbul Stock Exchange (1SE) settlements that are done through Takasbank (Clearing and
custody bank of ISE).

3. Does the SSS provide a trade matching service? Do others provide such services for
securities settled at the SSS?

TIC-ESTS does not provide trade matching services to its participants. Istanbul Stock Exchange
(ISE), however, does provide trade matching services for TIC-ESTS digible securities The find
settlement of trades performed on ISE is redlized through TIC-ESTS in addition to ordinary participant
transactions.

4. Does the SSS provide a trade netting service (as distinct from undertaking the settlement
of securitiestransfers on a net basis)? Do others provide such services for securities settled
at the SSS? In either case, what types of netting (bilateral or multilateral), if any, are
performed?

TIC-ESTS does not provide a trade netting service. But Takasbank (Clearing and custody bank of
ISE) provides multilaterd netting service for the trades performed on 1SE for securities immobilised or
demateridised in TIC-ESTS.

5. Doesthe SSS offer a securitieslending or borrowing programme?
No, TIC-ESTS does not offer any securities lending or borrowing programme.

It, however, allows repo (repurchase agreements) and repo-return transactions between participants.
Participants can use these transaction types for repo and repo-return operations, but trades are not



within the scope of TIC-ESTS. The CBT, as atoadl in its monetary policy, performs daily repo/repo-
return auctions and settlements as result of auctions are performed in TIC-ESTS on the same day.

At the same time, participants may use repo facilities provided by ISE.

6. Does the SSS provide custodial and/or related services such as the collection of interest,
dividends, principal or withholding tax redamations? Which types of service are provided?

As a fisca agent of the Treasury that issues securities on TIC-ESTS, the CBT make payments
associated with the principa and interest on G-bonds and T-hills

The CBT makes payments of principa and interest to participants fundsin TIC-RTGS on the due date
(or the next business day, if the payment date falls on aweekend or holiday) from available funds of the
Treasury (The CBT does not advance funds or securities to or on behaf of other inditutions), unless
otherwise ingructed by the Treasury.

7. Does the SSS act as a central counterparty or principal to transactions with its
participants?

The CBT does not act as a central counterparty to any transaction between participants. However, it
may be a party to atransaction over the system (for example, during the open market operations).

8. Other? Please specify.

None.

D. What type of organisation isthe SSS?
TIC-ESTSis owned, operated and overseen by the CBT.

1. Please indicate whether the SSSisa public sector or private sector entity.
TIC-ESTSis owned, operated and overseen by the CBT.

2. Please indicate whether the SSSis organised on a for-profit or a non-profit bass.
Non-profit basis.

3. What isthe legal basis for the establishment of the SSS and for securities transfers made
through it?

Under the CBT Law, the CBT is responsible for establishment and oversght of the payment and
security settlement systems.



E. Please describe and provide a diagram outlining the organisational and
owner ship structure of the SSS.

1. Who arethe owners of the SSS?
TIC-ESTSisowned by the CBT.

2. What entity or entities operate the SSS? Which functions of the SSS, if any, are outsour ced
to third parties?

The CBT operatesthe TIC-ESTS.

3. Does the SSS have a Board of Directors?

Under the CBT Law, The Board of the CBT is authorised to to take decisonsfor the establishment of
payment, securities transfer and settlement systems on conditions that shal promote their soundness
and effectiveness, to determine the procedures and conditions of payment methods and instruments.
The Board is the ultimate decision body about the TIC-ESTS System.

In order to co-ordinate the payment and settlement system activities, the CBT has a special committee
working on settlement systems, the HITI committee, which is composed of a directors of 7 related
CBT departments and 2 mgior CBT branches and chaired by a vice governor. This committee takes
policy decisons about the system and presents its decisions that affect the rules of the system to the
Board for gpproval.

(a) What isits composition?

The CBT depatments represented in the HITI committee are (i), Accounting, (ii) Auditing, (iii)
Banking, (iv) Data Processing, (v) Emission, (vi) Law, (vii) Money Market, (viii) Ankara Branch and
(iX) Istanbul Branch.

(b) What areitsrespongbilities?

The HITI Committee is responsible for making policy decisions in order to provide the smooth
functioning of the payment and securities settlement systems.

F. Please describe the financial resour ces of the SSS.
The CBT finances investment and operationd cogts of TIC-ESTS. The CBT charges message fee
to the system participantsin order to recover investment and operationd costs of TIC-ESTS.



1. Amount of paid-in capital and retained earnings?
Not applicable.

2. Guarantees, insurance cover age or other similar arrangements?

Not applicable.

3. Credit linesor lettersof credit?
Not applicable.

4. Power sto assess participants or equity holders?
Not applicable.

G. Please describe whether the SSS or its operator is subject to
authorisation, supervision or oversight by an external authority.

CBT is subject to authorisation, supervison and oversight by various externd public authorities.



|1. Rules and procedures of the SSS

A. Does the SSS maintain a complete list of the rules and procedures
governing the rights and obligations of participants and the duties of the
SSS?

Yes. Complete ligt of rules and procedures governing the rights and obligations of participants and
duties of TIC-ESTS is described in the books namely “Operationd Rule-book” and “Utilization Rule-
book” that the participants commit to fully comply by signing the participation contract. There are dso
circulars that regulate the operational details, issued by the CBT.

1. How can participants obtain a copy of therulesand procedures?

Related documents are sent to participants when they gpply for the participation in the system, any
changes in the documents are announced and digtributed immediately. They are dso available in the
CBT web site and CBT provides them to the related parties on request.

2. Does other documentation provided to participants (e.g. user guides) have the same status
astherulesand procedures?

In addition to operationa and utilizetion rule-books, participants are provided with severa other
documentation such as functiond and technical pecifications of sysem components, training
documents, user guides, acceptance test specifications etc. These documents can also be accesses in
the CBT web site.

3. Describe the process for changing rules and procedures, including any need for regulatory
approval.

(8 What authority is required, and how does this dffer depending on the type of change
involved?

Change in the rules and procedures require a collaborative work by the CBT, Turkey’s Banks
Association (TBA) and participants.

There is another committee in TBA including the participants RTGS and securities related staff where
daily operations are discussed in detail and proper practices that are not covered in the Rule Books are

discussed and reported back to the CBT’'s decision committees to revise the current rules and re-
publish the Rule Books, if required.

The find decison for dl kind of changes in the rules and procedures are taken by the CBT in
coordination with the TBA committee as written in the rule-book.



(b) How are participants notified of changesin rulesand procedures?
Any changes in the rules and procedures are announced and distributed immediately to the participants.

(c) Istherea procedurefor participantsor othersto comment on proposed rule changes?

Participants have contributions to the rules and procedures individualy or through TBA before they are
findised.

B. Are the rules and procedures binding on the SSS as well as its
participants? Under what conditions and on whose authority can written
rules and procedures be waived or suspended by the SSS?

Yes, The rules are binding on TIC-ESTS and CBT as well as participants. The rules and procedures
are not waived or suspended.



|11. Relationships with participants

A. Please describe the types of member ship offered by the SSS.

1. How do the types differ ?

There is only one type of membership. All participants have equd rights. Only the banks, that are
members of the TIC-RTGS system are digible for participation.

2. Within each membership category, are all participants subject to the same rules and
procedures? Please describe important exceptions, including both differencesin rules across
participants and therationale for these differ ences.

Since there isaunique type of membership, al members are subject to same rules and procedures.

B. Can participants establish accounts for their customers assets that are
segregated from their own asset accounts at the SSS?

Yes, paticipants establish accounts for their customers assets. According to the rule-book third
parties do not have any right on the accounts and securities of a participant in the SSS. The CBT does
not reflect on their records any interest of participant’s customers in book-entry securities hed in TIC-
ESTS for such participant. A participant is responsible for maintaining accurate and current records
with regard to book-entry securities that it holds for its customers in accordance with applicable law.

On the other hand, the participants have obligation to hold assets that are subject of repo operation
with thelr customers in a separate sub-account (compulsory segregation). The CBT controls these
assats by comparing TIC-ESTS holdings againgt data that is obtained from the participants through the
CBT’s ontline information gethering system.

Participant also may hold book-entry securities for the account of its customers that are not subject to
repo operation in a separate TIC-ESTS sub-account that is defined for this purpose (optiond

Segregation).

1. If so, is this accomplished through a single omnibus customer account or through a
multiplicity of accounts and/or sub-accounts?

Each participant has set of sub-accountsin the TIC-ESTS system. Some of these accounts are used to
group pledged securities as collateral by CBT (an gpprova is required during the transfer to and from
these accounts), while the others are non-collaterd.

Each participant has a separate sub-account to hold assets that are subject of repo operation with
customersonly.

10



2. | sthe segregation optional or compulsory?

It is compulsory for securities of a participant that are subject of repo operation with their customers,
whileit is optional for customer securities that are not subject to repo operation.

3. Does the fact that a sub-account at the SSS bear s the name of a third party give any rights
tothat third party asa participant under the rules of the system?

No. According to the rule-book third parties do not have any right on the accounts and securities of a
participant in the syssem. The name of the account (for, example “Repo Collatera Account”) does not
giveriseto any third-party rights.

C. Please describe participant requirements for each type of member ship.

1. Areparticipantsrequired to be domiciled or resdent in a particular jurisdiction?
Participants should be resdent in Turkey and should also be the members of TIC-RTGS system.

2. Areparticipantsrequired to be subject to a supervisory regime? If so, please describe.

Participants of the system are dl banks that are subject to supervison by the CBT and the Banking
Supervisory Board (BSB).

3. Areparticipantsrequired to hold an equity stake in the SSS?
No.

4. Are there financial, economic, personal or other requirements (eg. minimum capital
requirements, " fit and proper” tests)? If so, please describe.

The participants should also be the members of TIC-RTGS system.

D. Does the SSS engage in oversight of its participants to ensure that their
actions are in accordance with its rules and procedures? If so, please
describe.

Yes. In addition to its financid supervisory role over the banks, the CBT aso has an oversight role for
the compliance of the participants on the rules and procedures.
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E. Under what conditions can participants terminate their membership in
the SSS? Does this mark the end of all liabilities of the participant? If not,
please describe what liabilities could remain.

Since the participants of TIC-ESTS are aso the members of TIC-RTGS, they terminate the TIC-
RTGS and TIC-ESTS membership a the sametime.

The rule-book states that, a participant should inform the CBT about the termination of its membership
3 months in advance. However, they remain ligble for any transactions received prior to termination.

F. Under what conditions can the SSS ter minate a participant's member ship
In the SSS?

The CBT has the authority to warn or take a participant, who does not fulfil their obligations, out of the
system temporarily or permanently, as stated in the related article of the operationd rule-book.

G. Please describe the scope of the SSS's liability to participants, including
the standard of liability (negligence, gross negligence, wilful misconduct,
strict liability or other), the force majeure standard, and any limitation to
the scope of liability of the SSS (e.g. indirect or consequential damages).
Where are these liabilities and ther limitations set out (e.g. in statute or
contract)?

The scope of the CBT’s lidbility is defined in the operationd rule-book. As stated in the rule-book,
CBT is obliged to keep participants security sub-accounts and book-entry security information
pertaining to these sub-accounts in the system, to move the securities into the system by taking a
delivery on request of participants, and take the immobilised securities out of the system and deliver to
the participants on request. The CBT is not responsible for the consequences of fund/security transfers
performed by other participants. The CBRT cannot be held responsible for if TIC-RTGS/ESTS
Operation Center cannot perform its duties under unexpected conditions or for reasons of force
maeure. The CBT shows the utmost care to have the system run smoothly and settle al requests.



V. Relationships with other SSSsand commercial intermediaries

A. Does the SSS maintain linkages (including sub-custodian or cash
correspondent relationships) or other relationships with other SSSs?

Takasbark isthe clearing and custody bank of ISE. It has separate SSS in which its participants access
to their accounts using separate environment. Takasbank is dso a member of TIC-RTGS in which it
has a settlement account and TIC-ESTS in which it has security sub-accounts. Securities transferred to
Takasbank’ s account in TIC-ESTS are indirectly transferred to Takasbank SSS.

The participants of the Takasbank SSS are banks (which are dso participants of TIC-ESTS) and
brokers (which are not alowed to participate in TIC-ESTYS).

Takashank stles trades performed on ISE with multilatera netting using the securities and sub-
accounts on TIC-ESTS and funds on TIC-RTGS. Asaresult of netting of securities transactionsin the
ISE, Takasbank reports their obligations to the banks. Banks cover their security obligations by
transferring securities from their sub-accounts to Takasbank’s sub-account in TIC-ESTS, and send
funds to Takasbank’s account in TIC-RTGS in order to meet their funds obligations. The interaction
between the TIC-ESTS and Takashank SSSis given in Figure-1 below.

Brokers
TIC-
ESTS
ISE | [ TAKASBANK Central
(stanbul (ISE Clearingand |[«—— Bank
Ex?h(;:“ll;e) Custody Bank) an d of
Turkey
Banks .| TIC-
RTGS

Figure—1: TIC-ESTS and Takasbank SSS

1. Please identify each of the other SSSs used and the type of securities transferred via the
linkages.

(2) What isthe name of the other SSS? Whereisit located?
Takasbank SSS, located in Istanbul-Turkey.
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(b) What securitiesaredligiblefor transfer viathelinkageto the other SSS?

Takasbank has security sub-accounts in TIC-ESTS. Securities transferred to Takasbank’s sub-
accounts in TIC-ESTS are indirectly transferred to Takasbank SSS. All the securities within the scope
of TIC-ESTS (which are Government bonds and treasury bills) are digible for transfer.

(c) Aretransfers of securities made via the linkage to the other SSSlimited to only those that
are free of payment or aretransfersagainst payment also made via the linkage to the other
SSS? If againgt payment, please describe the timing of the transfers and the corresponding
payments.

TIC-ESTS and Takasbank SSS use funds on TIC-RTGS to settle money leg of the DV P transactions.
The transfers between the SSSs may be both against payment or free of payment. For DVP transfers
funds and securities are exchanged smultaneoudy (Smultaneous DVP in modd 1).

(d) Doesthe other SSS provide custody servicesto the SSS and, if so, who bearsany credit or
custody risks?

No. Takasbank SSS does not provide custody services to TIC-ESTS. On the other hand, the
securities of the Takasbank SSS are actualy those that are in Takasbank’s sub-accounts in the TIC-
ESTS (demateridised or immobilised in CBT branches), so that TIC-ESTS provides custody service
to Takasbank.

B. Does the SSS use securities custodians (other than the other SSSs
addressed in the previous question) and/or commercial cash
correspondents? Please identify the custodians or cash correspondents used
and the duties that each performs.

No.

C. Please describe the standards used in approving or reviewing
relationships with other SSSs, custodians or cash correspondents, including
any financial or operational requirements or the presence of insurance or
public supervision.

Reationship between TIC-ESTS and Takasbank SSS is not a protocol based. Takasbank is a

member in TIC-ESTS and any trandfer in TIC-ESTS is a trander to Takasbank SSS, asmilarly any
transfer from Takasbank to another TIC-ESTS participant is atransfer from Takasbank SSS.

Under the CBT Law, CBT is dso responsble oversght of the payment and settlement systems. In this
context the CBT has oversght role over dl the payment and settlement systems including Takasbank
SSS.
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D. Does the SSS advance funds or securities to or on behalf of other
intermediaries such as issuing or paying agents? If so, please identify the
circumstances in which such exposure could arise.

No.

E. Please describe measures in place to protect the SSS and its members
against the failure of other SSSs or commercial intermediaries to meet
obligations to the SSS, including risk controls, collateral or alternative
sour ces of funds and securities.

The CBT does not give security overdrafts n the TIC-ESTS system, o that participants, including
Takasbank, are only permitted to do transfers in case, only if sufficient securities are in their accounts.
In addition, DVP in mode 1, which is gpplied in TIC-ESTS provides an extra protection for the

participants.
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V. Securitiestransfers, fundstransfers and linkages between transfers

A. Please discuss whether and how settlement instructions are matched
between participants prior to processing by the SSS.

TIC-ESTS does not provide a trade matching service for its participants.

Matching, as a part of the settlement, is required only for DVP settlement requests. During a DVP
transaction, sdler entersits sall request firgt, than the buyer should enter its buy request(s). The sdll and
buy requests should match (security id, correspondent participant, amount, security quantity). A typica
DVP flow inthe TIC-ESTSis given in the Figure-2 below.

For other type of transactions, such asfree of payment transfers, matching is not required.

Sell Messagq (1)

A
Banka A
TIC-RTGS
— Notificatjon Message (2)

- \
Buy Mesaa3 (3 \ > @’Y itlement Accounts
il P
BankaB ~ A Ole B
B @
TIC-ESTS Database
TIC-ESTS

Figure—2: A Typical DVP Flow in TIC-ESTS

1. Ismatching required for all transactions without exception?
Matching is required only for DV P transactions. See Figure-2 above for detalls.

2. What procedureis used when ingtructions do not match?
Unmatched or unsettled DVP sl ingtructions are cancelled during end of day operations.

3. Are matched settlement instructions binding on participants?
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(a) If so, please describe the consequences of failure by participants to meet obligations (e.g.
forced settlement, penalties, short positions).

Since red-time DVP is gpplied matched settlement indructions are settled immediatdly if funds are
avalable in TIC-RTGS. On the other hand, it is possible to cance matched but not settled ingtructions
because of insufficient funds by parties (if they are not cancelled by the parties, matched but not settled
indructions are cancdled by the sysem automaticaly during the end of day operations). In these
Stuations there is no penalty or forced settlement in the SSS.

(b) Please describe whether thisis a feature of the SSS'srules and procedures or of national
law or regulations.

Thisisthe feature of TIC-ESTS rules and procedures.

(c) Please provide a time line indicating the points at which matched instructions become
binding, aswel as any pre-matching processthat takes place.

Not applicable.

B. Are securitiestransferred within the SSSregistered?

No. Book-entry accounts with the CBT are limited to direct TIC-ESTS participants. All other owners
of book-entry securities must maintain their securities either directly or indirectly with one of these
participants. The CBT does not know the identity of any customers other than TIC-ESTS participant.

1. Whoistheregistrar?
Not applicable.

2. Isit normal practice to register the seauritiesin the name of the SSS (or itsnominee) or in
the name of the beneficial owner? Are there instances in which securities housed within the
SSSareregistered to neither the SSS (or its nominee) nor the beneficial owner?

Not applicable.

3. If the SSS offers custodial services, will it hold securities registered in the name of the
beneficial owner?

Not applicable.
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4. Under what circumstances does the SSS initiate registration of securities in the buyer's
name?

Not applicable.

5. How long does the registration process typically take? Are participants notified when
registration is complete?

Not applicable.

6. Can securities be transferred within the SSS before registration in the buyer's name is
complete? If so, do the rules and procedures of the SSS provide for an unwind or reversal of
such transfers in case of bankruptcy or other events which result in the buyer's name not
being entered on theregister?

Not applicable.

C. Please describe how securitiestransfers are processed within the SSS.

Tranders are initiated by the ddiverer of the securities and will be automaticaly regected unless the
deliverer has sufficient securities. Transfers may be free or againgt payment. While free transfers do not
require gpprova from the recipient, DVP trandfers need the matching of sdl and corresponding buy
ingtructions (please refer to section V-A and Figure-2). The CBT may dso have a direct debit facility
between participants sub-accounts.

1. Please indicate whether the transfers are processed as debits and credits to members
accountsor via some other method.

Securities transfers are redlized by debiting and crediting the member’ s security sub-accounts.

2. On a continuous (real-time) basis, or in one or mor e batches?

Securities transfers are redized on continuous red time bags.

3. If continuous, during what hours does the processing occur ? If in batches, at what time or
timesisthe processing initiated and completed?

Transfers are settled in real-time during business working hours of TIC-ESTS.

Sdtlement in TIC-ESTS is closed a 17:30 every night. But the CBT has a right to extent the working
hours of the system.

It is opened at 8:30 on the first working day after a holiday, and gpproximately 3 hours later than the
closng of the system on other working days.

18



4. Do securities settlements occur daily? Please identify securities for which settlement
occur sonly on specific days of the week or month.

Securities settlement occurs on every business day. There is no specific day determined for any
Security.

D. Please describe whether final fundstransfersin conjunction with the SSS
are made as debits and credits to balances held at the SSS, at one or more
commercial banks, at the central bank, or via some other method.

TIC-ESTS has integrated with TIC-RTGS (red-time gross settlement payment system of the CBT).
The connection between TIC-ESTS and TIC-RTGS dlows smultaneous DVP in modd 1.

1. Doesthe SSS maintain cash accountsfor its participants? Are these accounts equivalent to
deposit accounts at a commercial or central bank or do they serve only as "cash
memorandum™ accounts?

TIC-ESTS does not contain cash accounts. In settlement of the money leg of DVP transactions
settlement accounts in TIC-RTGS is used by red-time connection between TIC-ESTS and TIC-
RTGS, so that, smultaneous DVP in model 1 is achieved.

2. On what entity (SSS or other) doesthe participant bear cash deposit risk?
Not applicable.

3. Under what circumstances does the SSS provide credit extensions or advances of funds to
its participants and ther eby expose itself to credit risk?

The CBT does not advance funds to any ingtitution or does not give any security overdraftsin the TIC-
ESTS sysem. However, it gives light overdraft to TIC-RTGS participants againg full collateral.

4. How long can such credit extensonslast? How long do they typically last?
Funds overdrafts should be closed during the same business day by the time determined by CBT.

E. Isthe SSS a DVP system? If so, please describe the DVP model used
according to the models outlined in the DVP Report (see the Introduction).
Please also provide a diagram indicating the timing of events in the
processing of securities and funds transfers in the SSS. Where the SSS
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provides more than one alter native for settlement processing, please provide
aresponse for each alternative and indicate the relative importance of each
alternative.

TIC-ESTS is ared time DVP (Moddl) sysem. This is, TIC-ESTS sdtles trandfer ingtructions for
both securities and funds in trade-by-trade (gross) basis, with fina (unconditiona) transfers of securities
from sdler to buyer (ddivery) occurring a the time asfind transfer of funds from the buyer to the sdler.

1. Are funds transfers and securities transfers processed within the same system or in
different systems? If different, how arethey linked?

Funds are settled in TIC-RTGS while securities trandfer is performed in TIC-ESTS. They are linked to
each other by red time gpplication level connection.

(a) Please describe whether each securitiestransfer islinked to a specific fundstransfer on a
trade-by-trade basisor on a net basisor via some other method.

Each securities trandfer is linked to specific funds transfer on a trade-by-trade basis.

(b) Does the SSS " split" large transactions into multiple transactions or require participants
to do so?

TIC-ESTS does not change transaction entered by its participants. But it alows participants to settle
DVP transactions in parts (partid DVP operation). If sdler and buyer agree on the partid settlement,
buyer can send payment in parts, and only a part of the securities are delivered in TIC-ESTS with
respect to the payment. Figure-3 below presents atypica partid DVP operationin TIC-ESTS.

DVP in Parts (1) DVP in Parts (2)
Bank A Bank A
sell M (1) 100X 1000TL T
- D
Bank B Bank B g
50X - S0TL SOTL Y
d x o~ Second Buy Message (4) . 4‘ s
NN A NG il Q " @D
1 @ T | @
TIC-ESTS Database TICESTSDatabase]
TICESTS TICESTS

Figure—3: A Typical Partial DVP Flow in TIC-ESTS
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2. When do securitiestransfers and funds transfer s become final ?

(a) At what time do securitiestransfers become final? After what event or events?

All debits and credits in connection with a securities transfer become find a the time the debits and
credits are posted to both sender’s and receiver’s securities accounts, in the case of transfer against
payment, their corresponding funds accounts in TIC-RTGS. Notice of the transfer is conclusive
evidence that the debit(s) and credit(s) were made.

(b) At what time do funds transfers become final? After what event or events? Does this
timing allow for same-day retransfer of fundsreceived in exchange for securities?

Funds transfers associated with securities transfers become find in a manner described above and may
be retransferred on the day of receipt.

(c) If final delivery of securities precedes the final transfer of funds, can participants dispose
fredly of such securities prior to funds finality? If so, what actions will be taken if funds are
not received?

Not applicable.

(d) If final delivery of funds precedes the final transfer of securities, can participants dispose
fredly of such funds prior to securities finality? If so, what actions will be taken if securities
arenot received?

Not applicable.

(e) Does the timing of finality differ depending on the type of security transferred or the
currency in which payment isto be made? Please describe.

No.

3. Please discuss whether participants are notified of securities or funds transfers while they
are till provisional, only when they arefinal, or both.

Securities and funds trandfers in TIC-RTGS and TIC-RTGS are not provisona. Participants receive
natification of funds and securities transfers as they are processed.
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F. Doesthe SSSitself " guarantee" fundsor securitiestransfers?
No.

1. Under what circumstances and at what point aretransfers guaranteed by the SSS?
Not applicable.

2. What actions does the guar antee obligate the SSS to take?
Not applicable.

3. Please indicate whether the guaranteeis a feature of the SSS'srules and procedures or of
national law or regulations.

Not applicable.



V1. Default procedures

A. Please discuss the events or circumstances that would constitute default
of a participant under the rules and procedures of the SSS or that would
lead the SSS to make use of exceptional settlement arrangements or unwind
procedur es.

In no case, the CBT unwind fund or security transfers.

1. Failure by a participant to meet a test of its solvency under the applicable laws of its
juridiction?

A participant that has been closed because of insolvency would generaly not be permitted to continue
paticipating in TIC-ESTS.

2. Failure to make payments or deliveries of securitieswithin the time specified?
Not applicable.

3. Tothe extent that the rules and procedures grant discretion in the determination of the use
of default or other exceptional procedures, please discuss where the authority to exercise
such discretion resides and the circumstances in which thisauthority would be used.

Not applicable.

B. What procedures are followed by the SSS once it has determined that a
default event has occurred or that exceptional settlement arrangements are
to be employed?

As a real-time gross settlement system, TIC-ESTS would ot need to employ exceptiond settlement
agreements.

1. How and at what point are participants notified that this has occurred?
Not applicable.

2. Would the SSS be expected to continue to meet all its obligations to participants under
these circumstances? Please discuss the resources in place to ensure that this would occur
(e.g. collateral, participants fund, insurance, loss-sharing arrangements, etc.).

Not applicable.

23



3. Please describe and provide a timeline indicating the order in which these resour ceswould
be used as well as the timing of participant notifications and important deadlines (e.g. when
the SSS's obligations to participants would be met, when participants would need to cover
their loss-sharing obligations).

Not applicable.

4. Please describe all conditions under which provisional transfers of securities or funds could
be unwound by the SSS.

Not applicable. Trandfers of securities and funds on TIC-ESTS and TIC-RTGS arefind.

(8 How and on what authority would a decison to unwind securities or funds transfers be
made by the SSS?

Not applicable.

(b) When and how would participants be notified of a decison to unwind provisional securities
or fundstransfers?

Not applicable.

(c) How long would participants have to cover any debit positionsin their own securities or
funds accounts resulting from an unwind?

Not applicable.

(d) In the event of an unwind, would all transfers be unwound or would only a subset of
transfers (e.g. only securities purchases or only those of a subset of participants) be
unwound?

Not applicable.

(e) If only a subset of transfers, what procedure would be followed to determine which
transfersand in what order?

Not applicable.

5. Can bankruptcy or insolvency be declared retrospectively in the SSS's jurisdiction (e.g.
under a " zero-hour" rule), and could this cause provisional securities or fundstransfersto be
unwound?

No.
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6. Please describe any circumstances in which transfers of securities or funds that were
defined asfinal in response to question V.E.2 above would ever be unwound.

None.

C. Has a participant in the SSS ever been declared in default or become
insolvent?

Participants have become insolvent but the CBT has never incurred a loss from the failure of a TIC-
ESTS participant.

1. Have loss-sharing procedures been invoked?
Not applicable.

2. Please describe whether any of these defaults or insolvenciesresulted in losses for the SSS
or its participants and how they wer e absor bed.

No. See above.
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VII. Securities overdrafts, securities lending and back-to-back transactions

A. Isit possible for debit positions (overdrafts) in securities accounts at the
SSSto arise?

No. Participants cannot overdraw their securities accounts. TIC-ESTS will prevent the transfer of
securities that are not positioned in a participant’ s securities account.

1. Under what conditions could such debit positions occur ?
Not applicable.

(a) Do these conditions always result in debit positions in securities accounts rather than
failed transactions? If not, please explain the basisfor differential treatment by the SSS.

Not applicable.

(b) Arethese situations cover ed explicitly by the rules and procedures of the SSS?
Not applicable.

2. How long can such debit positionslast? How long do they typically last?
Not applicable.

3. How are debit positionsin securities accounts prevented, rectified or managed?

TIC-ESTS prevents debit positions by regjecting transfers requests that would result in a debit postion
in the securities account.

4. What procedures would be followed by the SSSin case the debit cannot be rectified? (e.g.
failure by a participant with a debit balance in a securities account or unavailability of the
securitiesin the market)

Not applicable.

(a) Application of loss-sharing provisions allocating the loss to participants?
Not applicable.

(b) Absor ption of the loss by the SSS?
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Not applicable.

(c) Other ? Please specify.
Not applicable.

B. Under what circumstances does the SSS provide for the lending of
securitiesto ensur e settlements?

TIC-ESTS does not offer any securities lending or borrowing programme, but it alows repo
(repurchase agreements) and repo-return transactions between participants.

1. Isthe processfor lending securities automatic? If not, please describe the procedures used
by the SSSto determine whether a securitiesloan will be made.

Not applicable.

2. At what point are participants notified that securities are being lent to them in order to
completether settlements?

Not applicable.

3. Which securities on deposit at the SSS are digible for lending? Do participants have the
option to make securities available for lending or isit mandatory?

Not applicable.

4. Arelent securitiesidentified by the SSS with specific participants as lenders or only with a
common pool of securities available for lending? Does the participant whose securities are
lent become a principal to thetransaction?

Not applicable.

C. How doesthe SSS settle back-to-back transactions?

Back-to-back transactions are settled by separate transfers messages. A participant involved in a
back-to-back transaction first recelves the securities from the other participant over TIC-ESTS and
then delivers them to another participant over TIC-ESTS. Of course, a participant may ddiver
securities before receiving them if the participant dready has sufficient securitiesin its sub-accounts.

1. Under what conditions are ddlivery instructions by participants receiving and reddivering
securities on the same day under back-to-back transactions settled for same-day value?
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All TIC-ESTS trandfers are settled immediately for same-day vaue.

(@) Only if the participant has securities on deposit with the SSS that have been received
pursuant to a final securitiestransfer?

Not applicable.

(b) If the participant has securities on deposit with the SSS that have been received pursuant
to a provisional securitiestransfer?

Not applicable.

(c) Before securities have been received either provisionally or finally, but when a matched
receipt instruction exists for the same or greater value? Issuch a practice limited to markets
where matching is binding?

Not applicable.

(d) Before securities have been received either provisionally or finally, but when a third party
has promised to ddiver to the SSS securities of the same or greater value? Must the
provider of the guarantee have itself received the securities through a final transfer? Please
describe how the SSS evaluates such promises, and whether they are addressed by the
written rulesand procedures of the SSS.

Not applicable.

(e) Other? Please specify.
Not applicable.

2. Please describe limits or controls in place with respect to any of the above arrangements
for the settlement of back-to-back transactions, including limits on amounts involved or
related to the liquidity of the underlying securities.

The limits or controls that apply to back-to-back transactions are the same limits and controls that
goply to dl TIC-ESTS transactions.

3. Under what conditions are payment instructions by participants in the SSS under back-to-
back transactions settled for same-day value? Can participants use the proceeds of an on-
delivery of securitieswithout the need for an extension of credit?

All fund trandfers over TIC-RTGS are for same-day value. Participants can use the proceeds of an on
delivery of securities without need for an extension of credit.
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VI1ll. Risk control measures

A. Please describe the roles and responsibilities of those areas of the SSS
responsible for risk management and control.

The CBT is the entity that is fully respongble for the risk management. The CBT perform this function
through HITI committee (Please see |.E.3 for detals).

Payment systems objectives are defined by The Board of the CBT and HITI Committee, then
implementation detalls of defined policies are discussed on the working groups, findly the action planis
presented to the HITI committee for approva. The decisions of the HITI committee are reviewed by
the Board, if they are directly related to the payment system objectives.

Working group consists of experts from the CBT depatments that are presented in the HITI
committee,

CBT provides the following risk management tasks.
1. Asexplained before, DVP method is gpplied in settlement,
2. Securities balances are reconciled daily with depository records from the CBT branches,

3. Depository records of the immobilised securities are based on serid numbers and detected by
the system on each ddivery and acceptance of stocks,

4. Members access to the system is through private network thet is owned and operated by the
CBT. Highest level of securities features are gpplied on the network and applications,
(encryption, closed user groups, session leve log-in keys, passwords...)

5. Participants can monitor their current positions and transactions in TIC-ESTS and TIC-RTGS
on-line.

1. Please describe the process for the internal review of risk management policies and
procedures.

Working groups meet when there is a request from any of the departments represented in the HITI
committee. Operationa and technica decisons are taken by the CBT working groups.

If amgor change in the operationa rule-book or related circular which is directly related with payment
system grategies, then working group cals HITI committee for meeting. Then HITI committee decides
on the issue and presents it to the Board in case it requires a change in the operationd-rules or in the
payment system objectives.

In addition to the extraordinary meetings, HITI committee mesets at least once a year to evauate the
operations of the system and present results to board of the CBT.
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2. Isthere arisk management policy that addresses the review and approval of new products
and services offered by the SSS? At what level of the organisation is risk management
approval given for anew product or service?

All new applications and services that are offered by or that may affect the operations of TIC-ESTS
are firgt discussed in the working groups, then, if necessary, it is presented to HITI committee and then
to the Board. During this process views from dl the relaed departments are evauated and dl the
related circulars are investigated. This process prevents the risk incurred from the new service. All new
gpplications and services offered by TIC-ESTS are dso discussed with the participants in the
gppropriate platforms, and al the new services are tested in the test environment with the incluson of

the participants.

3. Does the SSS have a risk management function with clear independence from and
authority over operational or marketing functions?

All the CBT departments, that are given in section |.E.3.ainvolve in the risk management function.

4. Does the Board of Directors review risk management policies and procedures? Does the
Board have arisk management or audit committee?

The Board of the CBT review the TIC-ESTS risk management policies by means of HITI committee.
HITI committee makes policy level decisons and some of the issues where the Board decision required
are taken to the Board.

B. Please describe any internal or external audits or supervisory/regulatory
examinations that are performed with respect to the SSS. For each such
audit or examination, please address the following questions.

The CBT is subject to independent externd auditing, under the CBT Law. Since, TIC-ESTSisapart
of the CBT organisation, it is possible to have independent externa auditing for TIC-ESTS. Externa
Independent auditors include the accounts of TIC-ESTS in the contents of their periodical audits. The
auditsfor TIC-ESTS may aso be carried out within the CBT interndly.

In addition, as sated in the rule-book, the CBT is authorised to audit security and operationa practices
of the participants with regard to TIC-ESTS.

C. Please discuss whether the SSS has the capacity to value (i.e. mark to
market) the securitiesthat it holds.

All the securities, which are digible for TIC-ESTS, have officid vaues that are announced daily by the
CBT based on prices appeared in the market. These prices are reflected to the TIC-ESTS and
automatically distributed to the participants through the system. Participants and the CBT departments
usng TIC-ESTS facilities see the marked-to-market vaues of their holdingsin their queries.



1. Please describe how these valuations are used by risk control systemsat the SSS.

Participants securities that are in the collateral accounts can be used as acollatera in the CBT markets
(such as interbank money market or foreign exchange market). Also some of the securitiesin the TIC-
ESTS are counted in the Liquidity Requirement calculations.

Officid vaues of security holdings are used in the cadculation of collaterd and Liquidity Requirements
vauesin the CBT.

2. How frequently are securitiesrevalued?

Securities are revauated on adally basis.

3. What arethe sourcesfor security valuations?

Securities are revaluated on adaily basis by using linear pricing models.

(a) What outside price or data sources are used?

Secondary market prices and maturities of the securities are used in the reva uation process.

(b) If pricing models are used, please describe how the models are chosen and how the model
inputs ar e obtained.

A vyield curve is established by using prices of the securities that trade in the secondary market. A
modd that reflects this yield curve the best is used in calculating the prices of al securities.

D. Please discuss whether the SSS has a lien on the securities held in or
transferred through it.

TIC-ESTS, itsdf, does not have a lien on the securities held in or transferred through it. However, as
described in the DVP transaction flow, the securities that are subject to DV P transactions are blocked
in the system until the DV P transaction settles or cancelled.

1. Does the lien apply only to the securities owned by the participants themselves or does it
extend to the securities beneficially owned by customers of participants?

Not applicable.
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2. Under what circumstances and in what manner would such a lien allow the SSS to use the
securities?

Not applicable.

E. Please discuss the circumstances in which the SSS requires collateral to
limit or mitigaterisks.

TIC-ESTS participants are not required to supply collatera to the TIC-ESTS in order to use the
system. TIC-ESTS does not require collaterd to mitigate risks because, (1) TIC-ESTSis not anetting
system, the system process each settlement order individudly in red time, (2) No security overdraft is
given to participants in the TIC-ESTS system, o that participants are only permitted to do transfersin
case, only if sufficient securities are in their accounts. In addition, DVP in modd 1, which is applied in
TIC-ESTS provides an extra protection for the participants.

1. Doesthe SSS manage its own collateral system?

Not applicable.

2. Does the SSS shar e a collateral system with another SSS or payment system?
No.

3. Can collateral at the SSS be posted and retur ned on the same day?
Not applicable.
4. What types of transaction at the SSSinvolve the use of collateral?

Not applicable.

5. What arethe policieswith regard to the type of collateral used or haircutsrequired?
Not applicable.

6. How are collateral valuation methodologies developed and reviewed?

Not applicable.

7. To what extent are collateral policies described in the written rules and procedures of the
SSS?

Not applicable.



F. Please describe the SSS's use of limits on exposuresto monitor or contr ol
risks.

TIC-ESTS is security settlement and transfer system that performs DVP in modd 1, and does not
dlow security overdrafts. The participants can only enter trandfer orders if they have enough securities
in the system, otherwise the transfer orders are rejected by the system automatically. So there are no
limits on exposures to monitor and control risk in TIC-ESTS.

1. Please explain the types of limit used and the exposuresto which they apply.
Not applicable.

2. Do the limits apply to all participants and/or to other SSSs with which the SSSis linked?
What are the exceptionsto the limits?

Not applicable.

3. Do limitsapply to participantsindividually or in the aggregate or both?
Not applicable.

4. Do limits apply to implicit as well as explicit extensions of credit or securities (eg. when
on-deliveries of securities are permitted pursuant to provisonal but not final delivery of
securities)?

Not applicable.

5. Does the SSS automatically regect transactions that exceed limits or is compliance
determined ex post?

Not applicable.

6. How arelimit policies developed and reviewed?
Not applicable.

7. To what extent are limit policies described in the written rules and procedures of the SSS?
Wher e does additional authority to set or amend limit policiesresde?

Not applicable.



G. Please describe other controlsto mitigate or reducerisks at the SSS.

1. Does the SSS or its participants have the capacity to monitor participants accounts
continuoudy during processing?

Participants are able to monitor their accounts in red time. The CBT is able to monitor dl the accounts
in the system.

2. Istherea special risk control regime that the SSS would apply to a participant known to be
experiencing financial difficulties?

Such aregime does not exist.

3. Does the SSS maintain or administer loss-sharing arrangements other than those
applicable to events of default and addressed in Section VI above? Are these loss-sharing
pools pre-funded by participants?

No.



| X. Operational risks

A. Please provide assessments of the operational reliability of the computer
and other systems used by the SSS, including any criteria that the SSS uses
internally for this purpose.

1. What isthe per centage uptime of the systems used by the SSS?

In May 2000, the effective avalability of the whole system is found 99.91% as a result of the
assessment study, Business Critica Avallability Review Service.

Since then new improvements to the technica infragtructure is done which will increase the availability
of the overdl system to 99.99%.

TIC-ESTS is in the production since the 30 October 2000, the up time was 99.99 % between the cut-
over date and the 22 June 2001 (the time that the this document is released).

(a) Whole system overall?
See above.

(b) Broken down by major components? (eg. communications network, central processing
facility)

In 2000, uptime for the central processing components was 99.99%, network was 100%, participant
Sde interfaces was 99.99%.

(c) During critical processing periods?
In 2000, uptime during critica hours was 100%.

2. Hasthe SSS experienced major operational problems during the past two year s?
No.

(a) Have settlements been delayed, been disrupted or otherwise failed because of operational
problems during this period?

No.

(b) Please describe the nature of any such problems.
Not applicable.



B. Please describe contingency or disaster recovery planning at the SSS.

Severd leves of fault tolerance exist in the settlement system of the CBT (that includes TIC-ESTS and
TIC-RTGS). The generd architecture of CBT’s Stlement System (TIC) is given in the Figure-5
below.

Firgly, the centra components of the system (including TIC-ESTS centre) have no single point of
falures. All network devices has backups, centrd hardware use clustering technology — in case of
falure in one of the machines the other will take over the operations.

Secondly, the settlement system has a hot standby disaster centre that will take over the operations
within one hour in case of permanent falure in the primary ste. Disaster centre is placed on a
geographically separate place, and al the settlement information is backed up to the disaster centre in
redl time using high speed fiber optic lines.

The private network (TIC-NET) and participant systems (Relay Computers — RC) have aso backups
that can be used in case of failure.
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1. Doesthe SSS have a formal plan for business continuity in place?

Yes.

2. Isthisplan availablefor review by participants?

Yes.



3. How often isthis plan tested? Doesthis involve participantsin the SSS?
The CBT maintains testing with its participants twice a year.

4. What arethe major elements of the business continuity plan?

When there is a technicd problem in the primary centre, depending on the nature of the problem,
fadilities in the primary centre is used to continue the operations of the system. This may include the
darting the system on alocd cludter, or replacing the failed part with the new one that is stored in the
CBT premises.

If there is atotal Ste falure (for example because of anaturd disagter) the disaster Site sysems will be
take over the operations within one hour without any message loss or duplication. This switch-over
does not require any change in the participants' interfaces.

Falures in the participant systems are addressed by the CBT helpdesk whose main activity is to log
and solve the participants' technical and operationa problemsrelated to TIC-ESTS and TIC-RTGS.

5. How long would it take the SSSto resume operationsif primary systems become unusable?

Less than 1 hour.

C. What are the key features of the internal controls covering operations
and security at the SSS (e.g. change controls or those covering remote
access)?

TIC-ESTS and TIC-RTGS technica and operationa departments are located in access restricted

aress in the CBT headquarter with constant surveillance. User passwords are changed on specified
intervals.

1. Please describe controls or security proceduresin placeto ensurethat the SSS actsonly on
authentic settlement ingructionsfrom valid participants.

All the messages are encrypted between the participant and central systems. There are dso other
authentication and security mechanisms.

(i) The CBT has its own closed network that is owned and operated by the CBT with regard to
settlement systems. Each participant is given a specific network address by the CBT and this addressis
used in the gpplication level controls.

(i) Each participant has a separate session leve log-in keys that are controlled during the sesson
initidisation by the participants.
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2. Are internal operational and security controls included in the internal and/or external
audits of the SSS?

Yes.

3. Are internal operational and security controls covered by regulatory requirements
applicableto the SSS?

No.

D. Does the SSS impose minimum oper ational or performance standards on
third parties (e.g. communications providers)?

Yes. The CBT has sarvice and maintenance contracts with the third parties (firms that provide
hardware or software support and maintenance). Based on these contracts, the CBT has performance
and operationd requirements on these firms.

1. How does the SSS ensure that such standards are met on a continuing basis and what
sanctions are availableto the SSSif they are not?

The CBT’s participant helpdesk logs every cdl to third parties on close the call when they are solved.
The operational and performance requirements that are given in the contracts are followed and
controlled by the CBT’ s payment systems staff continuoudy based on the service cdlls.

2. How would the SSS allocate losses incurred due to operational problems caused by third
parties?

The losses incurred due to operationd or technica problems caused by third parties are dlocated
based on the liabilities that are defined in the service or maintenance contracts,



