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The study aims at introducing a risk managememhéraork for the Turkish

leasing industry and analyzes the impact of the teasging legislation in terms of

potential risk and returns. The study is an integtaone that employs a holistic

approach to the leasing sector. Leasing is annaltiee financing means, in particular,

for SMEs. Since SMEs are locomotive of economiongioand stability, financing is

always attached great importance. However, witlhnetgical development, typical

financial tools are not sufficient to support ecomo activities. As well as its

profitability, leasing industry also harbors sonsks. Main risks are liquidity risk, due

to the nature of the assets (heavily its propepiant and equipment) and the

mismaturity in the balance sheets. With global geamapid development, and intense

competition, industry becomes riskier. Therefores icrucial to study risk management

from the perspective of the lessor. The study egpla new risk quantifying

methodology, namely Cash Flow-at-Risk methodologhhis is a significant

contribution of the study. In addition, a new ldgive framework in Turkey is

expected to introduce operational leasing in aolditio financial leasing for BRSA

supervised financial leasing companies. Accordintylg study also employs sensitivity

analysis to measure potential impact of the intotidn of operational leasing, partially

or fully by the financial leasing companies. Thedst concludes that an optimal
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allocation of financial and operational leasing Vaobalance the risk and returns in the

leasing industry over the long-term.
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Bu calsma Turkiye'de finansal kiralama sektorl icin birski yonetimi
cercevesi olgturmay! ve yeni finansal kiralama kanununun geteinakit akgi riski
yonunden potansiyel etkilerini dlgimlemeyi amaclatadir. Calsma leasing
endustrisine batincul bir yaklan getiren entegre bir cama olmytur. Leasing
ozellikle KOBI'ler icin alternatif bir finansman yontemidir. KQ®erin lke
ekonomisinin blyumesi ve istikrarindaki lokomotiblir distintldiginde konunun
Onemi daha da artmaktadir. Ancak teknolojidekiléereye paralel olarak mevcut
finansman olanaklari ekonomik aktiviteyi destekl&teeyeterli olamayabilmektedir.
Leasingsirketleri yiksek karli kurumlar olabildikleri gibiayni zamanda dnemli riskleri
de icermektedir.  Ozellikle aktiflerin @asi (¢cgunlukla makine, ekipman ve
gayrimenkul) ve bilancodaki vade uyumsuyziu sebebiyle 6nemli likidite riski
barindirmaktadir. D&sen kiresel kgullar, hizli blyime ve ygun rekabet sektorii daha
da riskli hale getirmektedir. Dolayisiyla leasiggketleri acisindan risk yonetimini
analiz etmek buyik 6nem arz etmektedir. Busga Riske Maruz Nakit Aki metodu

basliginda yeni bir metodoloji uygulamakta ve literatéreemli bir katki splamaktadir.

Vii
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Tarkiye'de ydrurlige girmesi beklenen yeni leasing kanunu finansalsihea
firmalarinin ayni zamanda operasyonel leasing galyi#mesini mimkun kilacaktir. Bu
calisma duyarhlik analizleri kullanarak finansal leagiirketleri tarafindan tamamen ya
da kismi olarak operasyonel leasingemlerinin de uygulanmasinin risk ve getiri
acisindan etkilerini analiz etmektedir. Gala, operasyonel ve finansal leasing
yontemlerinin her ikisinin de kullanilgh optimal bir dgilimin uzun vadede karllik ve
risk arasindaki dengeyi @ayaca& sonucuna varmaktadir.
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INTRODUCTION

Economic progress in the early 1900s generatedaaased attraction towards
equipment leasing in the 20th century. As a consecg, leasing began to emerge as an
alternative finance to acquire equipment. Since0%9%he leasing industry grew
considerably throughout the world. Economic stirsufpackages, tax law changes,
accounting changes, changes in lease structuréne ih970s and 80s, only challenged
the industry to reinvent itself, continuing its ugna slope profitability and volume
level. The percentage of capital acquisition bygileg versus other methods of financing

equipment has grown every year.

Until the 1970s, there was no accounting standarteising in most countries,
except for the U.S. At that time, lease contraatsewgenerally accounted for as rental
agreements and were treated accordingly, as incdéise of operating leases. With
increasing need for standardization and growingsganee coming from the users of
financial statements, many countries reviewed thease accounting methods to
achieve higher standards. Tax advantages and mbdrost of capital are the most
common advantages that are referred to in the xbwtfea financing vehicle while
improved risk sharing and operating efficienciege #éine most known motivations
regulated by most countries. Indeed, the genegalive framework is mostly led by
the U.S., although each country has their own fmeats, especially in the context of

tax regulations.

On the other hand, Turkey as an emerging marketahgwowth potential in
need of capital to stimulate her stable growth ¢meyg. However, Turkish financial
system is still dominated by the banking indusEyrthermore, strict regulatory policies
that were introduced to the leasing sector as 0620y the Banking Regulatory and
Supervisory Board (BRSA) and the elimination of MalAdded Tax (VAT) incentives
in 2007 resulted in a significant contraction amshsolidation in the Turkish leasing
industry. While there were 83 financial leasing pamies in Turkey before 2006, the
consolidation in the sector brought the number @hpganies to 31 as of December
2011.
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In line with global benchmarks, a new legislativeniework had been prepared
in Turkey, which will be effective following its gpoval by the Parliament. The new
legislation, together with recently introduced tagentives, is expected to increase the
leasing volume and the penetration levels in Turkeljile broadening the product
range. Some of the most important terms in the llegiglation are as follows; financial
leasing firms will have the authority to performtramly financial (capital) leasing but
also operational leasing, new products such as &daseback operations will be
introduced, definition of goods subject to leasim@nlarged, the obligation to draw up
contracts at notaries will be removed, term restmcregarding the expiry of contracts
will be removed and the term of the contract wél fioeely determined by the relevant
parties. In addition, “Financial Leasing Firms’ Asgtion” with a public authority
status will be established, at which all finandiesing contracts will be registered,

enabling better monitoring of the industry.

Accordingly, leasing industry in Turkey is at arimg point concerning the
legal framework and growth potential. Leasing hased an increasing importance
since domestic savings are not sufficient to supporestments and subsequently
businesses are not able to meet finance needs.udow® data are available to predict
future gains or losses to prepare the industry.@deer, liquidity management is critical
to own and lease technologically developed equiprbenause of rapid globalization
and intense competition. There is a tendency o$alhation in the sector. Merger and
acquisition of banks affect the sector due to owimer structure. That's why it is
significant to adopt a risk management framewortt areasure the readiness level of
the industry. In addition, it is also crucial toadyze expected effects of the new legal
framework. Hence, taking into account of theorétanad empirical studies, following

problem statements are developed:

1. Would it be possible to adopt a cash flow risknagement framework

for the leasing industry and analyze its readineske expected changes?

2. What is the expected maximum loss for finandgsing companies

under the current legal framework?
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3. What is the expected maximum loss for operatitegasing companies

after the new legal framework is introduced?

4.  What is the expected maximum loss for compamigming both

financial and operational leasing when the newll&ganework is introduced?

The rest of the study is as follows. First chaptitempts to give a picture of
financial system and the roles of financial intedm€ées. After highlighting basic

functions of financial system, financial institut®are presented in general.

Second chapter develops a general discussion simgely means of literature
review. The chapter aims at laying out historice&delopment and prospecting future of
leasing globally. Literature distinguishes two thist classes of leasing; financial and
operational. Therefore, a discussion on similagited differences of leasing types is
also provided here. Furthermore, other leasingsiflaations are also of concern in the

chapter.

It is of paramount significance of the researchet tegal framework is to be
changed in Turkey. Hence, evaluation of global anotiog standards may possibly shed
some light on the issue. The main distinction herbased on the ownership of the
leased assets. Thus, accounting standards aressiston behalf of the lessor and the
lessee.

Third chapter focuses on domestic leasing industypon providing a
historical perspective, contemporary issues aredat the core of discussion. This
chapter, also, hosts a SWOT analysis of Turkiskimgaindustry, which necessarily
reveals that the sector is prospecting and is adreé a new legislation. Therefore, the
discussion is extended on draft of new legislationshort, expected effects, pros and
cons of the new draft legislation are handled wattperspective of major industry

player.

Methodological approaches to risk management aveotighly evaluated in

the next chapter. The main objective of the studyto adapt a value-at-risk
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methodology to leasing industry. Therefore, valtieisk literature is initially presented,

and then cash-flow-at-risk methodology is discussed

Fifth chapter is devoted to the application of efistv-at-risk methodology to
the leasing industry. After introducing the modeistorical NERA CFAR model is
employed in the Turkish leasing sector. Findings displayed in the chapter. Also,
industry and company-specific applications are plesd to show risk and return
analysis via different implications of three caggspared with regard to the draft

legislative framework.

In conclusion, risk management as a readiness faolthe industry is
discussed. Answers to research problem statemends saught and future

recommendations as well as limitations are presente
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CHAPTER ONE

FINANCIAL SYSTEMS: A GENERAL REVIEW

Financial system is just a mechanism in which resesiare transferred from
the ones who save through the ones in need whistiig to harmonization between
savings and investments made by different actorenms of maturity, quantity and
yield-to-maturity. Aim of transfer is ensuring rzaltion of transactions among actors in
order. It also aims at optimization. Furthermoieaicial system facilitates economic

activities and provides productive use of finanpiaducts.

Since leasing is a part of financial system, deemed necessary to explain the
system in detail. This chapter, therefore, focusedinancial system in general. An

overview is initially provided, and then basic ftinas of the system are reviewed.
1.1. FINANCIAL SYSTEMS

Financial system comprises three basic elementéinascial instruments,
intermediaries and markets. Figure-1 depicts bakments displaying relationships.
Financial markets, in the economies that savingiamestment decisions are made by
different authorities, compile dispersed funds ahdnnel through investments with
higher return.

A financial market is a market where financial rastents are traded. Fabozzi
(2002, p.8) discusses major economic functionsnainicial markets and emphasizes the
determination of the price of the traded assettieumore, markets are characterized by
the interactions of buyers and sellers. For ingarfmancial markets provide a

mechanism for an investor to sell a financial imstent.

Lenders or savers, in one hand, are principal agenthe system, feeding

system with funds. On another hand, borrowersgeimegal businesses are in shortage of
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fund to generate business. Primary function ofnarfcial system is to facilitate the
transfer of sources from lenders to borrowers (Baod Thakor, 1997, p.693). The

arrows in the figure show two routes flowing froemtlers to borrowers.

INDIRECT FINANCE

FINANCIAL
FUNDS INTERMEDIARIES FUNDS

< SUNI I3

LENDERS AN CIAR FUNDS BORROWERS
SAVERS FUNDS MARKETS SPENDERS

DIRECT FINANCE

Figure 1 Financial System

Source: Miskhin, Frederick S. (2004)The Economics of Money, Banking and

Financial Markets, Seventh Edition, Pearson Adison Wesley, p.21.

Households have the choice of depositing their rgpvi with financial
intermediaries, or lending directly to firms, oweésting it on the international capital
market (Chakraborty and Ray, 2006, p.338). In tte foute at the bottom, borrowers
borrow funds directly from lenders. Direct lending firms is made through the
purchase of tradeable securities like corporatelb@md equities. Financial instruments
are issued by borrowers to attract funds.

www.manaraa.com



In the alternative route at the top, financial intediaries facilitate the process.
Financial intermediaries, such as banks, obtaiir thgoply of loanable funds from

households.

Financial instruments include, but not limited tmnventional ones such as
coins, banknotes, notes and stocks as well as neteuments like swaps, futures,
debits, credits, bills, asset-backed securities aations. Likewise, financial
intermediaries are banks, bankers, insurance coegastock exchanges, leasing and

factoring companies.

A financial system transfers resources betweendimlds and firms, as lender
and borrower, respectively. However, governmenss @lay a significant role in the
system. They are both major borrowers and lend@sinstance, they borrow during

crises or recession while they issue many fundasreignty.

Governments may affect the financial markets asyna@tors playing different
roles in financial systems (Merton, 1990, p.264):

. As a market participant following the same rules &ation as other

private-sector trans actors, such as with open-etanerations.

. As an industry competitor or benefactor of innowati by supporting
development or directly creating new financial proid or markets such as index-linked

bonds or all-savers accounts.

. As a legislator and enforcer, by setting and eirfgrcrules and
restrictions on market participants, financial proid and markets such as up-tick rules,

margin requirements, circuit breakers, patentsrodyrts.

. As a negotiator, by representing its domestic ¢sits in dealings

with other sovereigns that involve financial masket

. As an unwitting intervener, by changing generalpooate regulations,
taxes and other laws or policies that frequentlyehaignificant unanticipated and

unintended consequences for the financial-senmohsstry.

7
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Financial intermediaries assume a significant aaspbility that financial
system displays an active role in financial tratisas such as knowledge acquisition,
efficient corporate control and risk diversificatioFinancial systems are generally
categorized into two groups as financial markets (ion-bank based financial systems)
and bank-based financial systems. Indeed, catedmnizis made according to channels
used in funds transfers and financial instrumesé&dlun finance. Whether ratio of banks
in the system is higher, it is called bank-basedritial system. In case ratio of capital
market institutions is higher, market-based finahsystem is understood.

Vitols (2001b) attempts to compare the systemgrdarg to financial assets
and involvement degree of government. In bank-basestems, the bulk of financial
assets and liabilities consist of only bank degoaitd direct loans. In market-based
systems, securities that are tradable in finangiatkets are the dominant form of
financial asset. Bank-based systems appear todraadvantage in terms of providing a
long-term stable financial framework for companidsirket-based systems, in contrast,
tend to be more volatile but are better able gyitlchannel funds to new companies
in growth industries. A second key distinction beén financial systems is the degree

to which the state is involved in the allocatiorcoddit.

Table 1 Financial Systems Categorization

Non-Financial Sector Subsector Preference for:
Banks Markets
Company Sector SMEs (Traditional) +

SMEs (High Tech) ¢
Large Firms (High Debt) +
Large Firms (Low Debt) !

Household Sector High Income f
Middle Income +
Low Income f

Pension Policy Pay-As-You-Go f
Company Reserves +
Capitalized Systems f

Chakraborty and Ray (2006, p.331) distinguish ketwbank-based financial
systems and market-based financial systems based their involvement with

investment projects. Banks are typically engagegraject selection, monitoring firms
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and identifying promising entrepreneurs. On theepthand, investment through the
purchase of tradable securities comprises vetg ktibsequent involvement in a firm’s

investment decisions.

There is no definite evidence which performs bet®wever, a bank-based
system outperforms a market-based one along otimandions (Chakraborty and Ray,
2006). According to researchers, bank-based systéeensore supporter and facilitator

for broad-based industrialization.

Table 2 Financial Systems Characteristics

Liberal Markt-Based Nonliberal Bank-Based
Regime Characleristics: Regimes Regimes
Most Strictly Regulated Banks Capital Markets
Sector
Constraints on Large Rule-Based Incentives for "Responsible
Investors Behavior"
Advantages for Smaller Transparency Stability
Investors
Orientation of Financial Predominantly For-Profit Mix of For-Profit and
Institutions Nonprofit
Monetary Policy Stability-Oriented to Avoid  Potential for Pursuit of
Asset Inflation Developmentalist Goals

1.1.1. Bank-Based Financial Systems

Bank-based approach asserts that improved anddspbamnking industry is
more successful in the transactions. Similarlgréiture supports the idea that because
of gaps in the transactions banks are not necgssffiected negatively as markets are.
In other words, banks are more successful withrceggacontrol and financing industry
(Levine, 2004, p.19). In other words, banking systes expected to avoid some of the
information deficiencies associated with securitierkets (Mayer, 1990, p.308). Bank
monitoring partially resolves the agency problenthis sense (Chakraborty and Ray,
2006).

In bank-based systems such as those in Japan,eFert Germany, risk

management can be achieved through intertemporabtiing (Allen and Santomer,

9
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2001, p.13). Financial intermediaries eliminatek g/ investing in short term liquid

assets.

As Mayer (1990) explicitly states that a primartyiagaale for the existence of
banks is that they perform screening and monitofungctions at a less cost than
individual investors can undertake. In accordancgh whis function, resource
allocation, credit availability, and terms of loangay all be superior under a bank-based
in comparison with a non-banked based financialtesys(Mayer, 1990, p.308).
However, Chakraborty and Ray (2006, p.330) menti@i bank monitoring resolves
moral-hazard problems at the level of the firm. yisate that firms with lower
marketable collateral and higher incentive probl&msow from banks, while wealthier

firms rely on unintermediated market-finance.

Levine (2000, p.399) advocates that bank-baseddinhsystems succeed in
channeling funds through productive investmentsitial phases of economic growth
with poor regulations, in particular. In the sysgerbanks ask borrowers to invest in
projects with higher return probability and quickey-back period. Thus, bank-based
financial systems allow greater participation innui@cturing activities, by providing
external finance to a larger number of entreprend@hakraborty and Ray, 2006,
p.350).

Sound financial systems reveal that tacit knowleidgguickly transferred into
open one, thus investor show less effort. Bankaelver, alleviates problems based on
tacit knowledge and long-range intra-industry telaghip. In particular, in less
improved and not well-organized financial systebemks are better means to monitor

firms and decrease moral hazard problems (Levid@) 2p.400).

Allen and Santomer (2001, p.13) point out a sigaifit feature of financial
markets that they allow high returns in good tinee®l there is an incentive for
individual investors to withdraw their funds fromariks and put them in markets

instead.

10
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1.1.2. Market-Based Financial Systems

Chakraborty and Ray (2006, p.332) conclude thatmdmgency problems are
not particularly severe, or when monitoring is exgee, a market-based financial
system emerges. Market-based financial systemsudaclbasic payment systems
through which virtually all transactions clear aheé capital markets which include the
money, fixed-income, equity, futures, and optiorarkets and financial intermediaries
(Merton, 1990).

Financial arrangements in market-based financiatesy arise to assess
potential investment opportunities, exert corpoaatrol, facilitate risk management,
enhance liquidity, and ease savings mobilizaticevihe, 2002).

Market-based financial system approach assumesthieient capital market
institutions like exchanges and mutual funds havstiye effect on stable economy. In
keeping with this assumption, it is noteworthy tmaarket-based financial system
provides more diversified and rich risk managenteals. In addition, transaction costs
may be lower in a non-banked based financial system taxation may be in favor of

market-based sources of capital (Mayer, 1990, p.308

Another distinct feature of a market based systenthat the agents trade
claims on the risky asset (Allen and Santomer, 2@O013). Here, cross-sectional risk
sharing becomes correspondingly more importantaBse in market-based financial
systems intertemporal smoothing by intermediarsesuied out by competition from

financial markets (Allen and Santomer, 2001, p.14).

Another claim is that market-based financial systperforms better by
promoting derivatives and technologic innovatiohisTapproach also recognizes that
the very important fact about banks is that theylleo decrease in market efficiency by
means of restricting investments in new areas dsasehey establish social network
and close relationships, thus keep companies awway dompetition.

11

www.manaraa.com



1.2. BASIC FUNCTIONS OF FINANCIAL SYSTEMS

Importance of financial systems stem from functidmsy perform. Financial
system plays a mediating role between savers whosks wait idle and borrowers who
finance real sector investments. Efficiency in tese distribution may be provided by
channeling funds through areas with higher returns.

Merton and Bodie (1995) advocate that financiakenmediation changes
rapidly and varies across borders while finanaialctions have a more stable structure.
There is not a definite categorization on finaniglctions. Some (Levine, 2004, p.5;
Halicigslu, 2007) group basic functions of financial sysseimto five categories while
some (e.g. Merton and Bodie, 1995) describe sixtians. We follow a five-group

categorization:

. Efficient capital allocation by knowledge generatidor possible

investments,
. Transformation savings into investments,
. Reduction in monitoring and controlling costs,
. Risk diversification and risk management,
. Easing trade of goods and services.

1.2.1 Knowledge Generation and Efficient Capital Abcation

As Merton (1990, p.263) asserts that the core fanaif the financial system is to
facilitate the allocation and deployment of economasources, both spatially and across
time, in an uncertain environment. Becaiiss not an easy process for household savers

to evaluate market conditions, it is deemed asmagpy function.

A second point to note is that process would beeesgie for individuals to
gather information on the efficiency of the marken the other side, borrowers have
more and right information, respectively. To thigeamd, that results in information

asymmetry among lenders and borrowers. Levine (19%B5) argues in a similar vein

12
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that information asymmetry leads borrowers to tieabluntarily during investment

process while assessing investment options.

Fabozzi (2002, p.8) distinguishes two sorts of sosissociated with
transactions; search costs and information cosigh idost of information gathering
hinders transfer of capital to areas with highdumes. Information costs are costs
associated with assessing the amount and thehidaali of the cash flow expected to be
generated. Search costs represent the money spadvertise one’s intention to sell or

purchase a financial instrument, and the valuéenué spent in locating counterparty.
Merton (1990, p.264) explains four potential cadt§nancial activities:

. Direct costs to participants, such as fees forguie markets or costs of

filings,
. Distortions of market prices and resource allocetjo

. Transfers of wealth among private party participamt the financial

markets,

. Transfers of wealth from taxpayers to participaimisthe financial

markets.

Financial intermediaries determine the most vakiaestment opportunities
concerning savings allocation since they are psid@sls, and create less cost in
credibility evaluation of fund seekers in relatiwéth an average small-size investor
(Khan, 2000, p.6).

Another point to stress is that financial internsegis increase -capital
productivity by means of financing risky investmeiiut promising higher returns by
information acquisition. In case financial interrmsgtes do not function, investors need
to burden high costs individually in order to assksns in need of fund and determine

economic conditions.
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Given many investors in short of capital, whicHimited in nature, financial
intermediaries ensure that capital allocation featively realized because they channel
funds through secure investments via producingebettformation (Greenwood and
Jovanovic, 1990, p.1076).

Merton and Bodie (1995) distinguish six core fuoef related to capital

allocation:
. To provide ways of clearing and settling paymeattatilitate trade.

. To provide a mechanism for the pooling of resourees for the

subdividing of shares in various enterprises.

. To provide ways to transfer economic resourcesutjitotime, across

borders, and among industries.
. To provide ways of managing risk.

. To provide price information to help coordinate elettalized decision-

making in various sectors of the economy.

. To provide ways of dealing with the incentive peynk created when
one party to a transaction has information thatdtieer party does not or when one

party acts as agent for another.
1.2.2.Channeling Savings Through Investments

Collecting savings from a great number of savers taen allocating is not a
cost-efficient process due to asymmetric infornmati@and transaction costs.
Improvement in financial intermediating motivatesviegs collection and channeling
those through investments while costs are burddmedntermediaries. Process of
collecting and channeling savings can be obsensdligect and indirect finance
(Mishkin, 2004).

Direct finance is the case that those having sarfilad interact with those in

short of fund without interference of financialeninediaries. In other words, the ones

14
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in short of fund acquire needed capital in paynfentissuing securities or document
qualified for debt and returned to lender at thé ehmaturity. Businesses raise funds

directly from lenders in financial markets.

Indirect finance is, however, a market conditiomttlinancial institutions
purchase financial assets issued by lenders andseiesecurities issued by themselves

to borrowers. Indirect finance involves financialermediating activities.

The most effective function of financial intermeitba is contribution to
economic stability by channeling idle funds throygbductive fields. Nonetheless, it is
particular of importance to found legal and gowvegniinfrastructure that provides
possibilities leading to evaluation process tabiote market requirements to realize
positive outcomes (Orhan and Egdn, 2005, p.25).

1.2.3. Monitoring Investments and Decrease in Invésent Costs

A third function of a financial system to be ste$significant is reduction in
investment costs. Decrease in investment costalipitresults from intermediation

costs. Cost decrease means productivity increafseaincial sector.

In parallel with development in finance sector, petition created by
diversified financial services provided by finararsstitutions reduces costs, decreasing
borrowing interests. Provided that financial systdetreases intermediation costs, a
large part of savings is easily channeled througlasawith higher returns and system

proves productiveness (Darrat, 1999, p.33).

Lenders would like to monitor how the borrower mges capital, and they
have a tacit effect capital allocation. Sharehadsrd lenders ask top management to
maximize firm values. Subsequently, savers demamanéing business in case of

increased capital productivity and efficiency (JmsL976, p.305).

Financial institutions control whether resource® arsed effectively by
monitoring firms itself and managers. Financialtsgs provides a capital accumulation
by monitoring function (Levine, 2004, p.667). Audg process is costly, and it may

also negatively affect investment decisions. Firelngystem reduces auditing cost by
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financial intermediaries and regulations. Henceesa are motivated to contribute to
investments. Economic efficiency is a natural patdaf increase in investment (Boyd
and Smith,1992, p.409).

1.2.4. Risk Diversification and Management

Among basic characteristics of financial marketscastainty and risk related
to environmental uncertainty is more evident. Foiansystem presents investors
different investment opportunities to reduce riskiskhin, 2004, p.32). Elements of
financial system, i.e. banks, stock markets ancerothtermediaries, perform risk
diversification function with financial instrumenturing portfolio management,
financial intermediaries invest in not only compmin the same economic activity but
also different geography, sector and securitiesthi©oend, spreading risk by allocation

of capital to different instruments provides bakbetween profit and loss.

Risk diversification does not refer to as investtéistribution to different
fields. Financial system, however, leads savingdifferent investment opportunities to
decrease embedded risks (Devereux and Smith, J88385; Mishkin, 2004, p.32).
High risk propensity of high return investmentsratative to low return ones creates
differences in risk perceptions of savers. Unlesgilations for risk diversification and
portfolio management exist, risk aversive savekgesh their limited capital in low-
return but secure project instead of high-returesorOn the other side, improved
financial intermediation services and diversifiegkrtools lead savers to finance riskier
projects. New and high technology investments tedige savings, resulting in
positive effects on economic growth (King and Levihi993, p.717).

1.2.5. Easing Trade of Goods, Services, Contracts

Financial system facilitates exchange of funds ftyoducing new financial
instruments that financial markets require as asequence of rapid technologic
changes. Specialization and technologic developmriedtice transaction costs of
financial intermediation, thus positive contributsoto economic growth. Decrease in
transaction costs facilitates trade of goods amdices, and increases productivity
(Greenwood and Smith, 1997, p.150).
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1.3. FINANCIAL INSTITUTIONS

Financing businesses by self-capitalization isdb&ired state for economies as
well as businesses themselves (Sdyler, 2007, pAShust of sustainable economic
growth for developed and developing countries issterce of a financial system

comprising efficiently functioning financial ingtitions.

Intense competition and higher pays lead develgpedtries to produce high-
tech products, thus resulting in finance need @mblThe need of finance introduces
new innovative solutions as financial techniqued @stitutions. In a similar vein, less
developed or developing countries are to createfm@amce alternatives to compete and
integrate with developed industries.

Mishkin’s (2001) analysis of the financial marketdainstitutions provides a
good example of financial structure. The researdtiscovered eight puzzles to

understand how the financial system works (pp.182).1
. Stocks are not the most significant source of lmssas.

. Businesses do not use issuing marketable debtauity esecurities as a

primary way of financing.

. Indirect finance is many times more important tlaect finance.
. Banks are the main sources for businesses torgetded.
. Financial system is needed to be heavily regulated.

. Only large, well-established corporations have s&cé& securities

markets to get financed.
. Collateral is a main characteristics of debt cariga

. Debt contracts are legal documents that mandatstantial restrictions

on borrower.
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Financial intermediating has been dominated by ®ahkwever, in parallel
with development in the soundness of financial re@rknew intermediaries have
assumed roles in the market. As Allen and Santq@@81, p.5) imply that the share of
assets held by banks declined and proportion @nfiral assets held in the form of
nonbank institutions grew in the last decades. Mokhbinstitutions include, but not
limited to, mutual funds, stock and bond marketssurance companies, factoring
leasing and consumer finance. Hereafter, finanotakrmediaries are shortly described

and main functions of those are explained.
1.3.1. Banking

A bank is a collection of traders who form a bodyptovide deposit funding,
and coordinate their actions regarding the borro(Baot and Takor, 1997, p.702).
Banks are significant agents as a solution to mmaahrd problem of financial markets
leading to monitor problems (Boot and Takor, 19p7,26). Moreover, asymmetric
information problems lead small businesses, inqa4dr, to banks as they hardly obtain

credit in public debt markets.

Banking system transforms a longer-term assetargborter-term one. On one
hand, the bank gives the borrower a loan for thgtle of time sought, and on the other
hand, it provides the investor/depositor a finahasset for the investment horizon on
demand (Fabozzi and Peterson, 2003, p.55). To @hds the role of the bank is

qualitative asset transformation as a depositatjtution.
1.3.2. Lease

A lease is a contractual agreement providing tleelug not the ownership of
an asset. Productivity is based on the use ndt@ownership (ct. Séyler, 2007:21), but
on the economic use of assets. Through a leaseacgra firm buys the right to use an
asset for a specified period of time, rather thagiry the asset itself. Brealey and
Myers (2000, p.735) defines leasing as a rentakeagent involving a series of
payments for a period of a year or more. In a simvein, 1AS17, the international

accounting standard for leases, where a leasdirgedeas “an agreement whereby the
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lessor conveys to the lessee, in return for a paymeseries of payments, the right to

use an asset for an agreed period of time”.

Leasing contracts can be applied to different tygfemovable and immovable
goods, such as property, plant and equipment. Earopeasing Association asserts
that the simple term lease covers a myriad of whffe contact types, the common
feature of which is that the lessor retains the enship of the leased asset throughout
the life of the contract (European Leasing Assamimtonline). To this end, leasing is
used interchangeably with equipment rental créality term rent, equipment rental and

financial leasing (Sdyler, 2007:22).

A great deal of research has been devoted to fitadin of leases. If the lease
is short-term or cancellable, it is called openagiolease (Brealey and Myers, 2000,
p.736). Likewise, if the lease last for the econorife of asset or presents no

opportunity to be cancelled, it is a financial keas

There are two main parties involved in a leasereght The lessor is the party
which holds the title to the asset and the lesseba party who uses the asset for a
specified period of time in exchange for a spedifient payable to the lessor. Critical to
the leasing agreements, legal ownership (retairyethd lessor) is separated from the
economic use of the asset (held by the lessee).

Most of the academic research argues that leageactsrand loan agreements
are substitutes to each other (e.g. Marston andig1dr988, Adedeji and Stapleton,
1996, Yan, 2006). Brealey and Myers (2000, p.73@ss that a financial lease is not
different from borrowing money. In fact, lessors anostly no different players than the
loan-providers themselves as most commercial amelstment companies, as well as

financing companies run active leasing operations.

Manufacturers can benefit from leasing contractanfarket segmentation and
better pricing of the option (Hendel and Lizzel®02). Furthermore, leasing contracts
offered by a competitive industry lead to efficieallocations eliminate adverse

selection problem (Hendel and Lizzeri, 2002, p.117)
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Generally speaking, it can be concluded that thsig provides capital which
is used for investment purposes. This in turn tedes into a healthy economy,
generates employment, and promotes innovation.hi®end, it would be proper to
state that leasing plays an imperative role ingt@nomic development and growth and
contributes a major share in the GDP by suppoitirghannelizing of funds (Pakhtusov
and Bay, 2006). Leasing is discussed in the folhgwihapter in details.

1.3.3. Consumer Finance

Consumerism behavior resulted in increases in lhmldencome and wealth
(Ryan, Trumbull and Tufano, p.461). These trends/elrdemand for many products
and services, including financial products and ises/ (Ryan, Trumbull and Tufano,
p.461). A summary of reasons why consumer finasckemanded from 2001 to 2010 is
shown in the table below. Percentages display laestacture; however, education in
total has an ascending trend while demand for \ehitnancing use has descended by
2010.

Table 3 Consumer Finance, Purpose of Debt

Purpose of debt 2001 2004 2007 2010

Primary residence

Purchase 709 702 69.5 69.5

Improvement 20 19 2.3 19
Other residential property 6.5 95 10.8 105
Investments excluding real estate 28 22 16 20
Vehicles 78 6.7 55 47
Goods and services 5.8 6.0 6.2 57
Education 31 30 36 5.2
Other 11 6 5 4
Total 100 100 100 100

Source: Bricker, Kennickell, Moore and Sabelha(4,22 p.69.

Firms responded with innovations that offered comests more choices.
Consumer finance is one of those innovative toblthe modern economy as well as

electronic banking, credit and debit cards, mutuatls, mortgages.

Consumers make use of this sort of finance to mnam items like furniture

or car, to make some improvements to housing, tioamce small debts (Mishkin,
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2001, p.325). Consumer finance is now a significamea of banking. But there are
some significant differences between banks andwuoas finance. State Development
Agency (SDA) (2007, p.111) lists those as;

. Consumer finance companies provide credit to coesumy arranging
installments of goods and services to be purchhgetlistomer from contractors who

work with financial companies in a regular basst@ad of offering it in cash.
. Consumer finance companies are not delegated lectdeposits.
. Consumer finance companies cannot issue letteaafanty.

Yet, consumer finance provides consumers finanbeiibility. Ryan et al.
(p.466) identify four major trends in consumer fina. First number of products is
more as a consequence of demand, innovation, aadgtiy firm boundaries. And
these companies may be owned by either separgterations or banks. Second, more
people have access to financial products that ecoes broadly participate in the
financial activities. Third, by changing in salesdamarketing strategies, increases in
consumer responsibility have been withesses inwnas finance. Finally, interest rates
applied to consumer finance is presumably highan tither sources. Consumer finance
companies take on more bad credits because custamher cannot obtain credit from

other sources ask for credits.
1.3.4. Mutual Funds

Mutual funds are one of fastest growing areas ohrfcial intermediary
(Gruber, 1996). Mutual fund, as a financial interragg pools the funds of market
participants and uses those funds to buy a partfoli securities such as stocks and
bonds (Fabozzi and Peterson, 2003, p.55). Grul®®6{lreports that mutual funds are
the second largest investment tools, just fallingrsof commercial banks and ahead of

insurance companies, as of 1994.

21

www.manaraa.com



Cumulative Performance

inEUR , Sep-90-Sep-10
Tom

N IBE
axn /r)

I:l:5|:|:|:| M

I

]

o "

g A, C /

s o oih S ",

: ol

o

1,
Zep-E0 DEob DecSe oS DEcEE Decm Deci2 Dol DecDs e  Eep-10

=i grmignac Patrimoine & ==WMZC| AC World + CRIVWGBIEUR

Comimi bk mpl Gm Eror mmsdegin
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Source: MPI, 2010.

Financial intermediaries channel small investmesources through selling
investors shares (Mishkin, 2001, p.325). Transaatimsts are mainly decreased by high
volume purchases of securities. High volume trainma€ also provide risk
diversification. Decrease in transaction costs sreéading risk attract small investors.
Gruber (1996) adds professional management androestservice as other incentives

to go with mutual funds.
1.3.5. Hedge Funds

The last two decades witnessed a growing intenestealge funds (Fung and
Hsieh, 2000; Goetzmann and Ross, 2000). According-ung and Hsieh (2000)
researchers, main reason seems to be that heddge dumtypically organized as private
vehicles not in the responsibility of financial rkets regulators. Likewise, Goetzmann
and Ross (2000) list a number of factors as histtiyi high risk-adjusted returns
relative to other investments, the relaxation ajutatory constraints on hedge-fund

investment and the growth of global markets ancbdppities for skill-based investing.
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Hedge funds employ opportunistic trading strategiesa leveraged basis
(Fung and Hsieh, 2000). Hedge funds can and do ms&kef short selling, derivatives,
and options, all of which are complex and potelytiabnlinear in payoffs (Kambhu,
Schuermann and Stiroh, 2007, p.2). They make lihesa of leverage, be it directly
through the use of debt or indirectly through leggr embedded in derivatives
(Kambhu, et.al., 2007, p.2).

Definition of hedge funds may differ according &search topic. For instance,
hedge fund is a special form of mutual fund (Mishk001, p.325). But hedge funds
have much more flexibility than mutual funds (Gee#nn and Ross, 2000, p.2). What
makes it different from mutual fund are estimatesles on the order of USD200 billion,
minimum investment requirement between USD100,0668 &SD20 million, and
commitment for long periods of time. On the othandh, Fung and Hsieh (2000) relates
hedge funds with commodity funds. According to Gasnn and Ross (2000) hedge
funds are investment companies that actively tradgearketable securities. In short, we
may contend that hedge funds are largely unregllapeivate pools of capital
(Kambhu, et.al., 2007).

Although hedge funds are sort of aggressive investncompanies, they do
differ from other market participants in some otimeportant ways such as their use of a
wide range of complex trading strategies and imsémnts, opacity to outsiders, and their

compensation structure (Kambhu, et.al., 2007).

Another distinctive feature of hedge funds is hetigals returns are almost
entirely a function of the manager’s ability to miéy and capture transitory trading
opportunities (Goetzmann and Ross, 2000, p.3).im $bnse, hedge fund managers
typically develop focused knowledge of particulaarkets, securities and institutions.
Because they can invest in a broad array of asmeds pursue many investment
strategies such as global macro, market neutratyequonvertible arbitrage, or event-
driven (Kambhu, et.al., 2007).Hedge fund managegsaaguably better positioned to
deliver performance compared to investment managérs rely purely on stocks,

bonds or assets gaining value (Man, 2012). A coisparof hedge funds generating
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strong returns while also protecting capital withey two long-term assets is depicted

in the graph below.
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Figure 3 Alternative Investments - Returns in bothRising and Falling Markets

Source: Man, 2012,

In parallel with risks inherited in the managershhaviors, some incentives are
introduced such as compensation based on bothaedlabsolute performance through
a dual fee structure (Kambhu, et.al., 2007, p.®)cé&S management fee is very high,

aggressive investment strategies are encouraged.
1.3.6. Insurance Companies

Insurance companies are the classic example ofhandial intermediary
offering risk protection. They sell protection awgsi loss in value of human capital,
physical property and financial assets (Merton Badie, 1995, p.338). Financial losses
may be large relative to financial resources inchatowever, a great deal of financial
losses is resulted from certain events that coelcimided by insurance mechanism.
The life insurance company invests and managetutigs, building up these funds for
the eventual payout of insurance policy benefitb@Zai and Peterson, 2003, p. 67).

Insurance companies provide customized productsarnces that do not lend

themselves to the standardization necessary toosuppliquid market (Merton and
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Bodie, 1995). Insurance companies provide waysramsfer economic resources
through time, across geographic regions, and anodgstries (Merton and Bodie,
1995, p.338). However, some requirements shouldolered in order to benefit from

insurance (Skees and Barnet, 1999, p.425-426):

. There needs to be a large number of exposure dhigslarger number of

exposure units exist, the more accurate predictibmgture losses can be provided.,
. Losses should not be occurred due to act of managem
. Loss must be acceptable within a given level aabglity.

. Average frequency and average severity of lossal s calculated to

develop a premium rate.

. Premiums are to be affordable. That's to say, puemsi need to be

economically feasible.
1.3.7. Factoring

Factoring is an activity based on transferring rajhts of short-term
receivables related to credits made to domestimternational sales to a third party

called a factor or a factoring company.

Factoring companies are generally a subsidiarg department of banks or
other financial institutions. Factoring requiresgka working capital, know-how and

common information acquisition capacity.
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Domestic Transactions/Checks as
Pay Tool

|. Goods and Invoices

2. Checks

Invoice is a must in
factoring!!!

Factor

Figure 4 Relationships among Parties in Factoring

Factor immediately turns payments of receivablés liquid assets and makes
pre-payment to customer. Because customer doesamitto wait on the maturity date,
invoice is transferred to factor. That's to sagtda takes on the responsibility of claims

on customer. The figure below shows relationshmprg customer, factor, and buyer.

Factoring is most common in such industries that@draracterized by many
small producers and retailers who have not estaddisong lasting relationships with
each other (Brealey and Myers, 2000, p.892). Qigthand toy industries are good
examples for factoring. SDA (2007, p.100) clariftee reason behind SMEs’ concern
on factoring. Factoring facilitates export, prosdgpportunity to ensure full payment of
exports and to benefit in advance payments as aflfactoring makes domestic

resources available to reuse and presents timeféortl savings to collect receivables.
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CHAPTER TWO

LEASING: A LITERATURE REVIEW

2.1. HISTORICAL PERSPECTIVE

The basic concept of leasing dates back to at 18880 B.C., when the
Babylonian King Hammurabi described the transaditiohis Code of laws, stating that
the use-rather than ownership-of equipment is vpnatiuces health (Encyclopedia of
Business, online). However, history of leasing rbayled to Sumers at 2000 B.C. that
they had leased agricultural tools, land and waights, animals (Halladay and

Amembal, 1995, p.4). Similarly, Fenikes leased slaipd ranches.

Leasing, as of its contemporary context, first @ped in the United States in
the 1700's to finance the use of horse-drawn wagBgsthe mid-1800's, railroad
tycoons, battling to extend their private railroadsross the country, required
tremendous amounts of new capital (Taylor, 1998)stvbanks, however, considered
railroad financing risky and refused to lend to #raerging transportation industry.
Locomotives, cars and other railroad equipment twade financed using new and
creative methods - the forerunners of the equiprteage. Accordingly, transportation
equipment dominated the leasing world for two ceefiy beginning with horses,
buggies and wagons in the early 18th century tgdsarrailroad cars and locomotives in
the late 19th century.

The 1870's in particular saw an important transédrom in the process with
the introduction of what is now termed a true leagdlwing the lessor to retain the
equipment at the end of the lease. The transfoomatias realized when companies
began to act as lessors for the equipment by lgaisout while maintaining the title to
it. Often, the lessees would be shippers who wamtattrol over their shipments

without the responsibilities of ownership. So tlpeting leasing or true lease concept
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was introduced. Meanwhile, other manufacturers vieoking for additional ways to
sell their merchandise. Manufacturers took advantagending opportunities, making

sales more attractive to customers by offeringitegglans with payment installations.

In the 20th century, economic progress in the edd90's generated an
increased attraction towards equipment leasing. YMaitizens during the 1920's

enjoyed the lending market to obtain what they dadt immediately afford.

In the 1950's, consumers started to demand a wast af goods. They asked
for speed, convenience, and mobility. Manufacturditzed leasing to help overhaul
old operations quickly and create new facilities tftee production of new products like
televisions, advanced communications equipment @rnuanes. As a consequence,
leasing began to emerge as an alternative finanaeduire equipment (Contino, 2002).
The introduction of the first corporation dedicafgdnarily to leasing, the U.S. Leasing
Corp., was in 1954. Vendors began to understantehefits of leasing their equipment
to customers through third party corporations ehanse programs. Related finance

laws started to change and adapt to meet the ri@ngand for equipment financing.

Leasing industry exploited opportunities in Europeparticular England and
Germany, following the U.S. Japan industry alsocewled leasing as an alternative
finance method. 1970s introduced leasing to Bra#dlaysia, Mexico, Korea, Taiwan,
Israel, and India, respectively (Soyler, 2007, p.22

Until the 1970s, there was no accounting standaréeasing in most countries,
except for the U.S. (Cooke and Curuk, 1996). At time, lease contracts were
generally accounted for as rental agreements amd tmeated accordingly, as in the
case of operating leases. With increasing needtémdardization and growing pressure
coming from the users of financial statements, meoyntries reviewed their lease

accounting methods to achieve higher standards.

Since 1970s, the leasing industry grew consideraitgughout the world.
Economic stimulus packages, tax law changes, atioguohanges, changes in lease
structures in the 1970s and 80s, only challenged itidustry to reinvent itself,

continuing its upward slope profitability and volantevel. The percentage of capital
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acquisition by leasing versus other methods ofnitivag equipment has grown every

year.

In mid-90’s, companies were leasing everything fraimplanes to televisions
and furniture. In the U.S. leasing became the mostmon way to finance plant and
equipment for manufacturing companies. Towards #nd, the equipment leasing
industry plays a major role in the financial marK&ontino, 2002). International
Finance Corporation, real sector actor of World IBdras a significant role in making
financial lease worldwide provided that it pionekrestablishing financial lease
companies in Colombia, Jordan, Korea, Philippirgs,Lanka, Thailand and Uruguay
(Soyler, 2007:22).

Around 80% of all businesses reported to lease danteof equipment, and
overall a little less than a third of all businesguipment in value were leased. The
invention of the “e-lease” in 1990s also contrilsutsignificantly to the volume
increases. According to Leaseurope data sincett@iekaon the World Trade Center Sep
11, 2001 leasing industry did shrink for a secom@ryrunning (2008 and 2009).
Overall, leasing volumes for the top 50 countries2D09 fell to USD550bn which
represents a 23.5% decline. It is obvious that 2§1068al crisis affected much of the
sector (see Figure 5); therefore, a severe deualase experienced following the crisis.
Aftermath, a movement towards incline has beenrobdeand 2010volume reached to
USD617bn.

USD bn

Figure 5 World Leasing Volume (1990-2009)
SourceWorld Leasing Yearbook, 2011.
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The relative importance of leasing and its contidouto the economy can be
expressed in terms of what is referred to as aéfpation rate". This is calculated by
taking new leasing business as a proportion ofsmmeent to calculate the share of
investment financed by leasing (European Leasingogiation, online). A general
outlook of countries worldwide is displayed in tkeble below. It is obvious that
penetration rates in developed economies eithgrsttble or descend while those in
emerging economies have an ascending tendencyingeiasoften considered to be a
more accessible means of finance than traditioelal. @ his is particularly true for those
countries with low current returns but with highogth opportunities, such as Brazil,
Russia, China, and India.

Table 4 Leasing Market Penetration (%)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
USA 320 320 323 294 287 28.1 309 309 309 300 317 310 311 31.1 299 289 277 260 164 171
Japan | 90 77 75 81 89 94 95 89 92/ 95 91| 92 93| 87 &7 93| 93 7§ T2 70
Germany 10.7 105 104 111 109 115 133 136 147 151 148 135 98 217 157 186 236 155 162 139
Korea 161 215 200 230 262 300 255 283 13,1 29 24 16 39 44 56/ 7.7 94 na 105 44
K 203 230 166 190 158 179 240 192 150 159 138 144 153 142 94 145 127 116 206 176
France 173 168 146 131 130 152 152 124 170 157 92 137 129 154 90/ 1.7 110 120 122 13l
Ialy 213 158 115 108 131 168 168 109 123 124 123 104 86 76 114 151 152 114 169 100
Branl 10 40 80 100 200 205 161 20.7 20,7 125 114 76 36 38 77 135169 190 238 nla
Canada 93 104 110 128 140 159 161 157 220 220 225 220 202 220 233 239 220 220 196 140
Australia 25.8 16.6 203 22.1 218 223 200 26.0 25,0 254 200 200 20.0 200 200 200 18.0 142 100 100

Sweden 154 223 263 200 200 27.0 280 280 200 175 129 92 130 116 127 118 118 143 194 175

Source: World Leasing Yearbook, 2011.

When the regional distribution of leasing volumealgmed Europe represents

the biggest part in the World.
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Table 5 Volume and Growth by Region (2008-09)

Rank by Annual Growth Percentage of Percentage of
o Region volome  2008-09 world market world market
(USDbn) (%) volume 2008 volume 2009

1 Europe 211.5 -32.2 426 37.9

2 N. America 1908 -15.6 30,8 342

3 Asia 112.7 -9.1 16,9 202

- L. America 30,2 -44 3 74 54

6 Ans/NZ 6.5 -6 0.9 12

3 Africa 5.7 -41 13 1

Total 557,4

Source: World Leasing Yearbook, 2011.

According to Leaseurope data, European Leasing &laviolume for 2011
indicating new leasing business in Europe is EURRA These results show that
European lessors decreased their business voluthe aecond consecutive year. New

leasing business decreased across all assets dsgmen

When country data are analyzed, it is observed timate is still significant
growth potential for the operating leasing, esgdbcia emerging countries. Data below
show the penetration level of leased assets in Gtfatries. Haiss and Kichler (2009,
p.6) underline that the current turmoil in CEE fioal markets reinforces the need to
know the various streams of debt. However, higleenahd for investment in the region

leads Eastern European leasing market to experigrgehigh growth rates in recent
years (Haiss and Kichler (2009, p.6-7).

31

www.manaraa.com



Estonia 2,95%
Slovenia 2,59%
Bulgaria
Hungary
Poland
Latvia
Slovakia
Czech.
Serbia
Romania
Russia
Turkey

Ukraine

Figure 6 Penetration Level in the Leasing Industryof Emerging Markets
Source: White Clarke Global Leasing Report 2011

2.2. CONCEPTUAL DISCUSSION

In theory, any company in the financing businessdsepted as a potential
lessor of equipment. Banks and independent leasamgpanies are, therefore, major

players in leasing industry.

As Contino (2002) states, competitive nature ofiggent leasing and the
expertise required, however, urges only certaiesypf organizations to involve in the
leasing market. Furthermore, leasing companies @& buy equipment in quantity,
service it efficiently, and have the opportunitys&ll equipment at a good value usually

specialize in specific equipment (Brealey and My2690, p.735).

Whatever form of lease is, there are some basicactaistics that are
observed in lease contracts. First of all, thera Ilessee (user) and a lessor (owner).
Contino (2002, p.4) describes any equipment usarpespective lessee.
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Contino (2002) also defines users ranging from imatitonal corporations, to
sole proprietorships, to individuals using equiptnér personal reasons. Potential
lessors are classified into five categories asviddals, independent leasing companies,

lease brokers, captive leasing companies, and banks

Independent leasing companies provide a major soafcequipment lease
financing. There are two types of independent fepsbmpanies; the ones that merely
buy and lease equipment to the user and thoseptbaide nonfinancial services to
lessees in addition to the equipment financing Iikaintenance or advice on the
equipment’s operation and design (Contino, 2002)e former is called finance leasing
companies whilst the latter is as service leasmgpanies. Superiority of the latter to
former is limited activity in such an equipment ordustry as computers and
construction that those reduce leasing risks becatintense specialization (Contino,
2002, p.5).

Lease brokers work with a certain fee amounted 6% to 8.0% of the lease
cost, which is typically paid for by the lessor (@iao, 2002). Basic function of brokers
is to match lessees with lessors in convenientitiond. One of the assets brokers own
is market knowledge of the industry. Once brokendgym the activities on a continual
base, they are well aware of current lease ratésistry specific needs of both lessors
and lessees, and documentation. They facilitataurdeatation and speed up many

transactions.

Brealey and Myers (2000, p.735) address lessoesjaipment manufacturers.
Contino (2002) refers to equipment vendors settipgheir own leasing companies as
captive leasing companies. Attractive lease ragesilose of lower profit margin may be

best advantage of captive leasing companies itivelt other industrial players.

There are also some drawbacks about banking fursctiothe leasing industry.
First, banks, one of major industrial player, galigrprefer net leases because those
leases provide the least risk and most similaritythteir lending activity (Contino,

2002). Because leasing is not a basic task of han&ee is a risk of termination in case
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banks incur any financial difficulties. Banks aret inclined to take on risks coherent

with equipment and lessee, thus they charge laeges.

Wealthy individuals are other sources of leasingfetv innovative leasing
companies and investment bankers have developedttaie investment programs for
individuals which will make them an increasing paft the equipment financing
business (Contino, 2002).

Second, lessee makes commitment to pay lessoliinstds at a specific date.
Third, in case a lease contract is terminated Jéhsed equipment is to be returned to

lessor.
2.2.1. Incentives to Leasing

Although, there is a common understanding that l[d#asing and debt are
substitutes to each other; the relationship betwkentwo and the exact degree of
substitutability is yet unresolved in empiricaldigs. While some research suggests that
leasing and credit taking are substitutes, leaslogs not seem to be used as an
alternative means of financing if legal and ingignal conditions are weak (Haiss and
Kichler, 2009, p.5).

Ang and Peterson (1984), for example, define thiom between leasing and
debt as complementarily rather than substitutgbitéferring it as the “leasing puzzle”.
They advocate that greater use of debt is assdorgth greater use of lease. However,
more recent studies (e.g. Yan, 2006) show that eeapifindings are still mixed and
that most techniques still suggest that leases delet are substitutes rather than
complements. The researcher reports thatlfose firms with more growth options or
larger marginal tax rates, or in those firms paying dividends, the substitutability is

more pronounced (2006).

Contino (2002, p.2) discusses the issue from petisggeof both the lessor and
the lessee. In case both have the same borromiegapabilities, researcher contends
that leasing may not be the most economic way ftesaee to acquire equipment it

needs. Thus, the lessor should be able to useablailax benefits as ownership, accept
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them as a lease profit ingredient, and also arraegil reduced so as to pass them on
to a lessee. To summarize, leases and debt maycbptad as substitutes when the cost

of debt increases with leases or vice versa (Ya862p.710).

Table 6 Comparison of Alternatives

E%F;ecs)rztfez Operating |Financial [Secured |Ordinary |Subordinate Preferred |[Common
OIpor Lease Lease debt debt d debt stock stock
Liabilities
Pn_onty of Highest < » Lowest
claim
Can default
trigger Yes No
bankruptey
Control Rights limited td Rights
iahts Right to use the assdt Rights limited to covenants in contrgcbvenants and|limited to
g 1voting rights of |voting
Legal . No Yes
ownership
Econonlr_: No Yes
ownership
. |Fulllease [Interest part
pashieldes payment |lease paymernt Interest payment deductible Dividend not deductible
Cash flows deductible |deductible
Depreciation No Asset financed by financial lease, debt or egsigpreciated by economic owier
Additional
tax Not entitleg Entitled to tax incentives attachedh® financed asset
incentives

Source: Contino, 2002.

Literature suggests different incentives in chogslieasing over a purchase
agreement or a debt financing. Leasing is prefetoedebt by those companies who
face agency costs. Lease finance is a good toolnwdefirm is experiencing
informational asymmetry problems. Moreover, leassthought to be used as a tool to
overcome the credit rationing faced by some congsani

On the other side, leasing might increase a fird&bt capacity. According to
Hull and Hobard (1980, p.631), following reasong/miaffect a firm's debt capacity:

. Imperfect knowledge on the part of lenders (this/rba a contributory

factor long after lessees are legally requiredigoldse all long-term commitments),
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. Leasing is less risky to a financial institutiorathdebt secured on the
leased asset because it is generally more inexeand easier to repossess the asset in

the event of default.
. The lessor has a share in the residual value aigbet.

. The lessor may be liable to some third party claiondosses arising our

of the use of the equipment.

Most advantages are grouped either as an alteenéitiancial tool or as an
alternative ownership for the use of an asset.aiwantages and reduced cost of capital
are the most common advantages that are referredth@ context of a financing tool
while improved risk sharing and operating efficiescare the most known motivations
that are referred to in asset usage. Below is aramn of the main advantages of a

leasing contract when compared to a purchase addirfinancing.

Advantages of leasing with regard to the lessedistezl below. Halladay and
Amembal(1995, p.25) break the reasons to sevenrntajegories as technological,
financial reporting, cash management, income tawneoship, flexibility and

convenience, and economic.

From the perspective of lessee, leasing contradtsr csignificant tax
advantages in many countries since lessees cagt dffsir full lease payments against
income before tax, compared to only interest paymen conventional debt financing.
Many governments grant tax incentives to leasingpbse they recognize that it enables
start-ups and small to medium sized entreprenebfMEE) to access financing for

investment.

In addition, lease transaction amortizes the ppaiciike debt. However, only
the “used-up” part of the asset during the leas® ie amortized instead of the total

value of the asset.

Next, leasing provides additional means of finagcfor SMEs for capital

financing and new technology. Since equipment idbjest to technological
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obsolencebecause of rapid change, leasing aidedbee to hedge against related risks
(Halladay and Amembal, 1995, p.26).

Leasing also represents an effective way to re&dset companies whose
financial needs cannot be met by conventional k@amcing. Because banks mostly
prefer to lend larger scale companies with welledeped balance sheets and good
credit track-records. Smaller scale businesses matktrong credit history often find it
difficult to access to bank financing. The leastognpanies focus on the lessee’s ability
to generate cash flow to service the lease paymeattser than relying on its credit
history, asset base or capitalization. Accordinglgreates new opportunities for those
companies which lack a good credit track recorddsave a strong cash flow attached
to the project in hand. Sharpe and Nguyen (199%uerthat other “financial
contracting” costs also might favor leasing overrrbwing. High information
asymmetry, reduction in information costs and otb@mtracting costs are among the
savings that can be reached through a leasing ragree after which cost of capital

comes down and leasing can serve as an arbitrdmeeze

Furthermore, since the leasing contracts can bmized to meet the cash
flow needs of the lessee, it creates more flexybilEades and Marston (2002) also
suggest that their study shows that the optionutchmase, renew, sublet and cancel are
among the most frequently reported lease charatiteyi all of which provide
significant flexibility and value for lessees. Bleaand Myers (2000, p.737) argue that

leases seem expensive are really not priced higéwse of cancellation option.

Moreover, SMEs rarely have additional assets fer ¢bllateral required by
conventional banks. In leasing contracts, secdoitythe transaction is provided by the
asset itself. Since there is no need for additi@adiateralization, leasing is preferred

from the convenience point of view and can be gredmmore quickly and simply.

Leasing usually finances a higher percentage offfset, compared to a loan
financing, often with low or no down payment. Pautarly, captive leasing companies

and financial leasing companies offer better oppuoties on behalf of leasing an asset.
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The asset financed through a lease is depreciatedtbe life of the lease,
rather than its economic life. Aggregate perio@@se rental payments (interest related
financing costs and payments against principal) banbooked by the lessee as a
business expense to shield against tax liabilityirmmome earned. Accordingly, the
discounted present value of cash disbursements tbeeterm of the lease is lower
compared to the discounted present value of paysres#ociated in acquiring an asset

via bank-financing.

Furthermore, leasing decisions are sometimes nadedid a user’s internal
capital budget restrictions (Contino, 2002, p.X3apital equipment purchases above a
certain amount require a manager to obtain pripraml of Board of Directors, which
may be difficult or impossible. If the equipmentiéased, management may be able to
account for the rental payments as an operatingeresqy even though the lease
represents a long-term financing similar to a @m@kpenditure, to avoid the approval
problem. Thus, they are able to pay lease outebtierating budget falling within their
spending authority (Halladay and Amembal, 19950).3

With above-mentioned method, capital budget of kb&see may also be
maximized. In short, leasing also provides possiidecased cash flow (Contino, 2002,
p.14). It may be formulized asthe less the user has to pay to acquire necessary

equipment, the more cash it has availdble

Leased contracts can be used to optimize the nsklgs of the contracting
parties. For example Smith and Wakeman (1985) dsstsing a metering clause to
create an additional operational hedging for tiesde by tying the lease payments to
the intensity of the asset’s use and bonding theeke to sustain the asset’s value and
permitting the lessor to price discrimination. Likee Contino(2002, p.14) emphasizes
hedge function of leasing against inflation. White lessee owns the leased asset at

current rates via leasing, the lessee pays foor ffuture earnings.

One more advantage to stress is that once rent gragnof a leasing are
deemed to be an operating expense, profitabiliipgamake the lessee more flexible

regarding its borrowing capacity (Contino, 200214). Furthermore, the lessee has
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higher liquidity ratios suggesting that leasingdshsompanies manage their operating

cycles more efficiently (Lasfer, 2005, p.4).

From the perspective of the lessor, lease contreats create tax arbitrage
advantages, especially if the owner of the asess@r) faces a higher marginal tax rate
compared to the firm that uses the asset (lesBades and Marston (2002) suggest that
because the owner places a higher value on depoecieax shields, the total tax
liability can be minimized by the owner acting aessor rather than selling the asset to
the ultimate user. Brealey and Myers (2000, p.78i)the other hand, advocates that
the lessor may pass on some of the tax advantagdsetiessee by lowering lease
payments. That's to say, depreciation tax shield/ i@ better used by the lessor.
However, Contino (2002, p.33) recalls that a changdeax laws could affect the lessor’s
economic return. Changes in the tax laws may affiegtreciation life, depreciation
method, and/or tax rate on corporate income, thadihg to a substantial positive or

negative impact.

Second, leasing mostly offers the advantage ofreguiring any additional
collateral beyond the security of leased assetf,itsed of simpler repossession

procedures since the ownership of the asset iskdyetlde lessor.

Third, because the lessor purchases the equipniettid from the supplier
the funds are dedicated for one specific use aat ttiere is no opportunity for the

lessee to use the funds for other purposes.

Another advantage is on transaction costs incuk#tiough leasing contracts
usually have higher spreads compared to bank loghen all costs are considered,
including the cost of assigning collateral, docutagan, and slower processing times
by the conventional banks, leasing might offer Ioweansaction costs. Moreover,
simpler documentation and quicker processing cap keinsaction costs down, leading
to higher volumes and lower costs. It is apparealidar that using a simple, standard
lease contract hinders incurring large administeatiinvestigative and legal costs
(Brealey and Myers, 2000, p.737).
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Adding value and contribution to employment andfarel is another positive
outcome of the lease. Investment by means of lgagads to new employment

opportunities, resulting in low unemployment anghhivelfare (Erol, et al., 2011, p.91).

Leasing also supports technological improvement folowing new
technologies and transferring them to domestic stgkrol, et al., 2011, p.91). Last but
not least, the lessor may benefit from the deptieciaallowance factor in a lease

contract, especially in operating leases.

In addition to advantages, there are few disadgasteof the lease. For
instance, the right of use is limited that the éesaeeds to get permission to make any
modifications. Exchange risk exposure in case liasians are dollar-denoted is another
disadvantage. The lessee cannot exploit junk co#tenleased equipment. One more
disadvantage is that the leased equipment may @aised by third parties within
contract period (Erol, et al., 2011, p.92).

2.3. FINANCIAL VS. OPERATIONAL LEASING

While leasing operations can be classified in déifé ways, depending on the
terms, parties and computation methods; the mosverdional classification talks

about two main types of leasing: financial and apenal.
2.3.1. Financial Leasing

Some leasing contracts last as long as the econdfeicof the leased
equipment. To this end, asset economic life-loragéecontracts are called financial

leasing. Brealey and Myers (2000, p.736) call itagital leasing or full-payout leasing.

A typical financial lease is a transaction amongeé¢hparties. The lessee
negotiates with equipment manufacturer and organgaperwork. Then the lessee
applies to the lessor for credit transfer. Thedeggirchases the equipment and presents
it into use of the lessee. The lessor pays foll tmt@ount while the lessee pays back
according to lease contract terms. Transactionsngntbe parties with regard to

financial lease are depicted in Figure?.
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In financial leasing, at the end of the contras tbessee becomes the legal
owner of the goods. Accordingly, both the risks aedefits of the ownership right pass
to the user at the end of the leasing contractthat in general, a financial leasing
operation is aimed at purchasing the asset. That'say, in general, sum of rental
payments due approximate the equipment's purchasé (€ontino, 2002). Thus,
financial leasing is just a source of businessnionag (Brealey and Myers, 2000,

p.736).

L Clients | = i, Comsigmment, Clirck Erpuipment Supplier

B 1. Signing Trading Coniract

Figure 7 Financial Leasing Mechanism
Source: Tian, 2004, p.8.

Because of the large usage period or the large qaasby the lessee, one
could easily remark that lessee could considemtieership of the asset at the end of
the contract. Meanwhile, the low acquisition valoiethe asset at the date of the
completion of the contract makes the use of théoopio purchase and transfer the

ownership right very likely.

In accounting terms, financial leasing is treatdée la purchase. Financial

leases may be considered like borrowing money (Byeand Myers, 2000, p.736).
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Finance leasing companies function in the same sraas banks or other financing
companies (Contino, 2002, p.5). Finance leasing peones do not maintain an
inventory. They buy the specific equipment negetlabnd agreed by a lessee after
agreeing on a lease with the lessee. The lesseesnadlkarrangements with the vendor.
When the asset is placed in service, the less@ foayit, takes title, and leases it to the
lessee. Financial leases are generally paid imlinegnts and are calculated in such a

way as to cover all or virtually all of the valuktbe goods.

Financial leases are often used for heavy capifaipenent such as airplanes,
large-scale machinery as well as consumer itemb siscfurniture and electronics.
Financial lease is increasingly used in equipmentie need of small and medium size

enterprises.

In sum, IASB definition of financial leases summas the requirements for a
financial lease. IASB advocates that any transactieeting four criteria described

below is determined as a financial lease.

First, the lease contract transfers the ownershifeased equipment to the
lessee before the end of the contract period. Nbgtasset may be purchased by the
lessee at the end of the contract period. Bargaipiite is likely so far below its market
value so that the lessee opt to buy the propemyiiGo, 2002, p.166).

Third, asset’s lease period should cover at lelstetfourth of estimated
economic life. Finally, present value of discountedse payments need to be at
least %90 of asset’s market value. However, leasgnpnts necessarily exclude any
costs related to execution such as insurance, emante, taxes that the lessor will pay,

and any profit on those costs (Contino, 2002, p.166

Bearing in mind four criteria mentioned by IASBndincial leases are treated
as the acquisition of assets and the incurrenceohbigations by the lessee. In
accordance with IASB, FASB adds another criterimat it is unlikely that leased asset

is employed by a third party as asset is leased &qrecific need written in the contract.

42

www.manaraa.com



Main Features of Financial OLeasing:

Economic ownership with lessee

. Legal ownership with lessor

. Full amortization during tenor

. First preferred title to assets involved

. Price quoted as a spread over the benchmark
. Annuity payment schedule

Benefits to the Lessee:

. Customized payment in line with the cash flow
. Fixed costs, fixed tenor facilitates budget process
. Object related financing

. 100% of capital expenditure

. Non house bank related

. Full ownership at maturity

. Deal driven rather than relationship driven
2.3.2.  Operational Leasing

Under an operational lease, the lessee acquiresgthteto use a durable good
for a certain period of time, which may be longsbort and not necessarily settled in
advance. Operational leases do not transfer owipe(sk. all the risks and rewards
incident to legal ownership) to the lessee. Lessegust responsible for paying

committed leases during the contract.
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Accordingly, unlike financial leasing, operationabsing entails, in the real
sense of the word, the usage of the financed asseta limited period of time, without
taking over the risks and benefits of the ownemeneral, for the particular resolve of
certain activities. At the end of the term, thestsis expected to return the assets to the
lessor and the lessor takes over the risk of lieglithe value that remains depreciated at
the end of the contract. In other words, lessairatthe risk of outdating, outwearing,

and price fluctuations.

Payments for the operational leasing of goods ediatthe cost of using the
tangible goods made available through an operdtieaaing contract. The lessor, who
owns the equipment, pays all accounts and checksitths in accordance with the
agreements signed. The lessee simply receivesdoenvoices for the lease. Simply, it
would not be wrong to put that operating leases ameepted as current operating
expenses. Furthermore, operational leases areifiddsas Off Balance Sheet by
auditors.

Unlike a financial leasing contract, a lessee uguzn cancel an operating
lease given some minimum notification, without mapenalty. Smaller-scale items,
such as motor vehicles, computers, copiers andr aiffce machines are usually
subject to operating lease contracts.

Main Features of Operational Leasing:

legal and economical title with lessor

. amortising down to residual value

. service components may be included

. price quoted as a spread over the benchmark + fees
. annuity payment schedule

. options possible to purchase object
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Benefits to the Lessee:

availability of assets without the burden of owigss
. allows asset play

. lower payments as residual is not amortized

. includes full service at risk for lessor

. off balance sheet treatment

fixed price, fixed tenor
2.3.3. A Comparison between Financial and Operatial Leasing

Main difference between operational lease methatfaxancial lease method
is timing (Stickney and Weil, 2000, p.542). Typiagberating leases long for a few
months or a few years, even some are as shorteas lzours. As Contino (2002) states,
now that the lessor could not earn much from opmrat leasing, it seeks to sell or re-
lease equipment as much as possible. The dangérefdessor is obsolescence risk of
the equipment. In short, due to mentioned reaswn|dssor in operational leasing tries

to charge higher rental rates than the one in Giedeasing.

Financial leases cover at least 75% of asset'smat#d economic life.
Operational leases, on the other hand, do not eéxterer the most of the asset’s

economic life.

Another distinction is where decision centers. Whlie decision centers on
“lease vs. borrow” for financial leases, operatideases are to make a choice between

“lease vs. buy” alternatives (Brealey and Myer)@®.743).

Cancellation option makes another difference. Qpumral leases have the
opportunity to cancel the lease while financialskEshave obligations to complete the
contract. Easy cancellation provisions make opsgateases attractive to users in

certain situations. For example, the user may asknéwer equipment as soon as
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something better comes out because of constamdkagical improvements (Contino,

2002). This is very typical to computers.

One more comparison is based on risk bearing. &bsol bears the risks of
ownership regarding operational leases. Conceffimagcial leases, it is the lessee who
bears the risk once they are alternative sourcémarficing to use desired assets for a

long period and then to acquire them.
2.4. OTHER CLASSIFICATIONS OF LEASING

Other than and within two mentioned categoriesrethare some other
variations to be mentioned. As Contino (2002, pt&gsses that these variations are not
truly understood in literature, resulting in pexteg separate types of leases rather than
descriptive forms of the basic types. It would loéwrong to say that finance leases can
be leveraged leases or non-leveraged leases, andimilar vein, service leases can be
financial or operating in nature. However, theresesignificant differences among

lease types.
2.4.1.Sale and Lease Back

Liguidation problems lead businesses to refer te aad lease back method.
Business as an asset owner in need of cash saflagbket to a financial institution, and
then leases the same asset back. It is gener&lyed to when companies are not able
to generate cash. By selling equipment and leasibgck, companies enjoys a certain
amount of cash for operating capital and has th@Eopnity not to pay property taxes

and have outdated equipment.

The lessors may also benefit from sale such thet free up funds to make
other investments or lack of need for depreciatind other tax benefits (Halladay and
Amembal, 1995, p.967). Likewise, the lessee maycblresources to other profitable
investments and mitigate the credit risk by exteagdhe maturity of leased equipment
(Uydaci, 2006).

Halladay and Amembal (1995, p.977) list the priraaedidates for a sale and

leaseback transaction as companies having a langeirg of debt, in short of cash,
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having low reported earnings, facing tax probleimsying excess tax benefits, and

being a regulated sector.

As a result, as it is seen in the figure belowge sahd leaseback has two
separate transactions. Asset owner changes itiqmosis lessee whilst meeting cash

need. Legal ownership is transferred to lessor;dvew user retains the right to use as it

IS.

7 N

Owner-User [

- /

‘7 Sale Leaseback

e ~ '\I

Investor-Lessor

. _/’

Figure 8 Sale and Leaseback

Source: Halladay and Amembal, 1995, p.967.

There occurs a difference on balance sheet of coyngbeat experiences sales
and lease back. While current assets side of balaheet increases, long term assets
decrease (Egemen, 2007). In addition, a loan @dadek depreciation and interest
expense while a leaseback does rent expense Esghé sum of those incurred in a
loan (Halladay and Amembal, 1995, p.971).

What makes sale and lease-back leases are prowdmg@anies a long-term
asset, providing opportunity to increase liquidalminating ownership risks for lessee,
and leasing assets having economically high addade\(Erol, Yildirim, and Toroslu,
2011, p.78). For instance, sale and lease-backdem® common in real estate (Brealey
and Myers, 2000, p.736).
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2.4.2.Sub-lease

Lessee has the rights to transfer leasing righthitd parties. After making
leasing contract, the lessee has flexibility tde@se the asset with the same terms
written on the lease contract. This sort of leasimgkes credit expansion and idle
capacity can be evaluated.

2.4.3.Gross-Net Leasing

Leases may differ in provided services by lessomther words, leasing may
be categorized according to meeting the leasingrsgs (Uydaci, 2006; Oz1e2010,
p.24). If the lessor pays any property taxes anteslumaintains the equipment and
makes insurance, it is called gross leasing orserVice lease. Well-equipped lessors

efficiently provide maintenance, but lease paymemsld be higher in that sense.

On the contrary, in case of net-lease, asset nm@nt®, insurance, and tax-
pays are burden on lessee’s shoulders. BrealeWigeds (2000, p.735) points out that
financial leases are generally net-leases. Thadsis consistent with financial leasing’s
nature. It is noteworthy that lease contract inekidosts which are to be incurred by
whom (Erol, et al., 2011, p.81).

The lessor’s basic responsibilities are to proviidance for purchase of the
equipment, lease it to the lessee for the conteant, and not interfere with its use. In
this sense, a net lease means that the fundanemtarship responsibilities, such as
maintaining and repairing the equipment, payingie necessary insurance, and taking
care of property, use, and sales taxes, are ptat#uke lessee (Contino, 2002). Here, the
lessee bears the primary risk of the equipment et obsolete because a net lease

usually covers the economic life of leased asset.
2.4.4.Leveraged Leasing

Halladay and Amembal (1995, p.991) assert thatealbes are leveraged in
original; however, leveraged leasing is recogniasda specific product in leasing
industry. According to Contino (2002), net finarleases are generally structured as

leveraged.
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If the equipment purchase is leveraged with ddtan tthe rents are generally
enough to cover the full payment of the debt. F@€83, p.59) advocates that a
leveraged lease is a way to provide for the fulligaof the interest tax savings because
the tax deduction afforded interest payments inaentive to finance a portion of the
purchase price with debt.

Contino (2002, p.135) defines the leveraged leasena of the most complex
and sophisticated means for financing capital ageimt in contemporary financial
market. In a leveraged leasing, the lessor usesnpacontract as security for loan
arranged for a certain part of leased asset, ys@a#o to 80%. The lessor puts 20% to
40% of necessary funds and a third-party lendempleagp the remainder. Another

noteworthy point is that maturity of debt is in condance with lease period.

The loan is generally on a non-recourse basis.ridmeecourse nature means
that the lessor has no responsibility to repay efehe lessee defaults and the loan
becomes uncollectible. Therefore, the lender nézdsok only to the rental stream and
the value of the equipment for its repayment (GantR002, p.11).

The lessor assigns rental payments to the lendeluding the right to the
rental payments, though it holds the title of thasked asset. This does not make any
changes from perspective of the lessee, but theoiasposition can be complicated
(Brealey and Myers, 2000, p.736).

Although documentation related to a leveraged lg¢emgsaction tends to be
expensive, leveraging probably ensures relativelyel rents on behalf of the lessee

whilst maintaining its return.

However, non-leveraged leasing, which the lessgs jpar the equipment from
its own funds, is mostly preferred by leasing comes There are just two actors in this
type of leasing, leading to simpler and quickemngections. It also saves time and
minimizes documentation costs. On the other hagmtal payments are expected to be
higher (Contino, 2002, p.11).
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2.4.5. Direct-Indirect Leasing

Main difference between direct and indirect leagypes is participation of the
parties in leasing agreement (Uydaci, 2006). Atgiege of leasing contracts are for
brand new equipment. After determining the equipimessee asks leasing company to
make purchase from manufacturer. This sort of gearent is called indirect leasing. In
short, the actors in a lease contract determineldgage type whether it is direct or
indirect. Indirect leasing involves third partyrieactions and makes use of professional
leasing companies to lease the equipment neededh®nther hand, direct leasing

manufacturer performs leasing itself, with no aidvided by a leasing company.

Classifying a lease as direct finance leasing ishmeasier. According to
Contino (2002, p.168), if a lease satisfies follogvicriteria, it will be referred to as a
direct financing lease. One or more of the critéolalessee capital lease classification
have been met, the lease does not fall within #tegory of direct lease, the lease does
not give rise to a dealer's or manufacturer's probr loss, to the lessor, the
collectability of the minimum lease payments issa@ably predictable, and there are no
important uncertainties as to the amount of angiamoursable costs that the lessor has

yet to incur under the lease.
2.4.6. Services Leasing

There are typically two rights in a lease contrattyhich one is the right of
use and one is the ownership right. In serviceggathe lessor just turns the right of use
to the lessee, but assumes equipment ownershipngbgities. Services includes, but
not limited to, maintenance, repair, insurancepreéd&eeping, or payment of property
taxes. In addition to asset financing, the lessowides listed services. Service leases

are generally characterized with their short leas®s.
2.4.7.Blanket Lease

The blanket lease relates to multiple product astion. Equipment users
frequently purchase equipment in functional grougm. instance, in order to meet its

data processing needs, a company may acquire ane lof central processing unit, a
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disc drive from another company and another brahgesipheral equipment, all
packaged together. The user, of course, does nut tiwabbtain separate financing for
each component; therefore, there is not one compase contract for related multiple

equipment, but one framework lease (a blanket Jaas®ught.

Vendor blanket leases generate an element of dpnésulting in increased
sales (or avoidance of lost sales) because therlessures that its product will be part
of the bundled package. The lessor presents aliezsato the lessee within a given
budget limit (Erol, et al., 2011, p.82).

Blanket leases are popular for some reasons. Ringly save time by
consolidating financing otherwise needed for eamhrhultiple pieces of equipment
acquired over a prolonged shipment period. Nexy throvide lower financing costs
because of economies of scale. Third, the lesseg mse more flexibility over

choosing the equipment.
2.4.8.Swap Leasing

A lease that allows the lessee to temporarily emghaequipment in need of
major repair with properly working replacement gument to avoid costly maintenance
and repair delays (Halladay and Amembal, 1995,)p Mhladdition to costs, the lessee
saves much maintenance time and carries out opesafErol, et al., 2011, p.82). Of
course, lessors that carry inventory of equipmeotild be the most able to provide
such services (Halladay and Amembal, 1995, p.4hjs Bort of leasing may be
considered a hedge for the lessee against unexpeetunctions (Ozta 2010); thus,
the lessee is able to sustain production (ReRz09, p.24).

2.4.9.Upgrade Lease

Upgrade lease is similar to swap leasing. The éess®y ask for an upgrade of
the leased equipment because of technological wmepnent (Erol, et al., 2011, p.82).
Upgrade lease, in short, presents an option tHatvaladditions to existing leased
equipment to improve its capacity or efficiency; ar exchange during the lease of

outmoded equipment with newer model upgraded ecempriHalladay and Amembal,
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1995, p.31). The lessor has advantage to remaiksdlete equipment worldwide;
therefore, the lessor has the options to upgradestfuipment or to totally change it.
However, upgrade lease allows flexibility for thessee to keep up with rapidly

changing technology with the equipment on-hand.
2.4.10.Venture Lease

This type of lease mostly fit to start-ups, eatiyge or late-stage companies
that have no track record (Halladay and AmembaB51%.961). Due to lack of
information on lessee, the lessor needs to takeane risk than the other types of lease.
Thus, venture leases vyield higher returns comptresthers (Halladay and Amembal,
1995 p.962). Also, venture lease provides oppargumiore than one lessee to utilize
idle capacity and share the burden of the coshefléase (Pek§a2010, p.25). Lease

contract comprises every detail regarding the verand the leased asset.
2.4.11. Trial Period Lease

Trial Lease Program (up to one year) allows praspeccustomers to try
equipment before making a final purchase or leasenitment. The trial lease is a
powerful sales closing tool for potential customets may be skeptical of either the
performance or expense of the equipment. Both nedvestablished vendors who are
introducing new products often find that a triabgram is the best way to increase

acceptance and integration of a new product.

A customer is typically offered the standard 24,d3036 month lease term,
with the additional trial period added to the begng of the term. At the end of the trial
period, the standard lease terms automaticallyrheceffective unless notice has been
provided. If the customer wishes to lease or retamequipment, they may exercise
these options only prior to the end of the trialige: This sort of lease avails the lessee
opportunity to recognize any error terms relatedemsed equipment (Pekta2010,
p.25).

If the Customer chooses to purchase the equipragmytion of the payments

are credited toward the purchase price. Past expmihas indicated that if the program
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is properly used, 95% of the customers continueh wite lease or purchase the

equipment.
Benefits to Vendor:

. Captures and increases overall sales which wouldtherwise lost due

to customer hesitation.

. Provides an additional tool for sales personnel nwipeospects are

interested but want to test the performance otthepment.

. Most initial objections are overcome when custonterge actual use of

the equipment.
. Accelerates market penetration and shortens thiagel/cle.

. Vendor records an immediate sale, as opposed tadomg extended

terms or money back guarantees.
Advantages to Customers:

. Provides a method to "try it before they leasewtiich greatly aids in

overcoming a buyer's purchasing fears.

. Customers become confident and comfortable withir tleedering

decisions.

. Since the Trial Lease contains a cancellation legea, any perceived

risk is eliminated.

. Shows hesitant customers that Vendor is confidenheir products and

in the fit between the customers' needs and thpegunt they have selected.

2.5. AN EVALUATION OF IMPORTANCE OF LEASING TO SMES

Today, in terms of the number of companies opegatnlurkey, SMEs make
up 99.5% of the total. Their share in industrialpbsgment is as high as 61.1% and
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their share in total value-added created in thentguis close to 1/3 of the total
(Yilmaz, 2003). In a similar vein, SMEs are the amobf the European economy,
accounting for 99.8% of firms and 66.9% of employima the EU-27 in 2010.

In order for SMEs to grow, access to affordablersesi of finance is critical.

The main problem for SMEs is to own necessary messuto make use of. Leasing
provides additional means of financing for SMEs fmapital financing and new
technology. Leasing provides financing supply femwninvestment and thus result in
decreasing the cost of capital (Egemen, 2007). ihgagherefore, represents an
effective way to reach those companies whose fiahrmeeds cannot be met by
conventional loan-financing. Because banks mostigfgp to lend larger scale
companies with well-developed balance sheets and goedit track-records. Smaller
scale businesses with no strong credit historynofiled it difficult to access to bank
financing.

SMEs with bad credit scores and balance sheetsnoialge awarded to loans
provided by banks. However, leasing industry trarssfavailable resources with
minimum effort and cost. This also contributes &due added by SMEs. The leasing
companies focus on the lessee’s ability to genecash flow to service the lease
payments, rather than relying on its credit histoagset base or capitalization.
Accordingly, it creates new opportunities for thasenpanies which lack a good credit
track record but prove a strong cash flow attadbetle project in hand.

Leasing rather than purchasing an asset providgsfisant cost savings to a
SME, especially one with a history of low earnimgdimited access to debt financing
(Ford, 1983). Leasing is, therefore, particularigreective for SMEs with scarce
financial resources because it provides them whighpossibility to finance up to 100%
of the purchase price of an asset, without hawingffier any supplementary guarantees.
SMEs can opt for leases which cover all of theiseaselated needs, for example
services such as insurance and maintenance ofsleé a

SMEs rarely have additional assets for the colterquired by conventional
banks. In leasing contracts, security for the tatien is provided by the asset itself.
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Since there is no need for additional collatersiirg leasing is preferred from the
convenience point of view and can be arranged muoickly and simply.

Additionally, leasing also offers SMEs the flexitylto change their leased
equipment at the end of the rental period, enaltlivegn to upgrade to the latest and
most energy efficient equipment. As the duratioreafses is usually shorter than the
useful life of equipment, this reduces the risleqfiipment becoming obsolete.

Also, SMEs can better manage their working captalspreading payments
over the life of the asset and leasing enables tttense equipment without having to
worry about considerations linked to ownership hsas second hand asset values or the
disposal of the asset when it is no longer required

Hence, the leasing decision in SMEs is driven niyegrowth opportunities
than by taxation considerations. The leasing inglu, therefore, well placed to
support SMEs with high growth potential and stgg$-=uAnd the most important reason
for SMEs to lease is the predictability and tramepay of costs.

As lessors retain ownership of the leased assey, ¢hn provide funding to
businesses when other types of lenders cannotredession has made it more difficult
for many SMEs to rely on internal sources of cdpiafinance investment. As SMEs
have become more reliant on external sources afifignduring the financial crisis, the
leasing industry has supported SMEs by providingtractive source of funding for
investment.

European Leasing Association lists the benefitssoig lease finance as:

. The possibility to finance 100% of the purchasegnof an asset without
having to offer any supplementary guarantees whichld otherwise be an additional
burden for the company seeking finance,

. Allowing companies to manage their working capital spreading
payments over the life of the asset,

. Making budgeting exercises easier as lease paynaatsegular and
usually for a fixed amount,
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. Giving firms the opportunity to renew their equipmemaking sure that
they benefit from the latest available technologies

. Providing other sources of finance, independemhfb@nk loans or credit
lines, thereby conveying more freedom to the lgssee

. Ensuring the lessee has a stable and certain sofifgeds that cannot be
withdrawn as long as payments are made,

. The ability for the lessee to use equipment orrodissets without having
to worry about considerations linked to being amemsuch as the disposal of the asset
when it is no longer used,

. Providing customers will a full package - a leaaa also accompanied
by an array of services, including the insurance @raintenance of the asset. A wide
range of services can be combined with differepésyof leases,

. Taking advantage of local fiscal treatment whiclplies that leasing can
also be beneficial from a tax point of view,

. Being the only available source of funds. In certzases, particularly for
smaller companies who have high growth potentedsing may be the only way to
finance their development,

. Providing finance in circumstances when traditidmeahk facilities would
not be granted as lessors have greater securityodtiee ownership of the asset. This
also implies that leasing may be offered on be#iens than other forms of finance.

2.6. FINANCIAL REPORTING AND ACCOUNTING TECHNIQUES
ADOPTED IN THE INDUSTRY

2.6.1. IAS17/FASB 13

The general legislative framework is mostly led thg U.S. although each
country has their own treatments, especially in ¢betext of tax regulations. In the
U.S., Financial Accounting Standards Board (FASB)es the accounting regulations.

All publicly-listed companies must comply with th@ AAP (generally accepted
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accounting principles) and hence they are also aagip to comply with the FASB
regulations. The main leasing regulatory framewaas introduced by FASB 13, which
came into play in 1976. “Statement of Financial &wating Standards No0.13-
Accounting for Leases”, in short referred to as FISS established the standards to be

followed by lessors and lessees in accountingridrraporting lease transactions.

Since FAS 13 was issued, the FASB has been intatédndle a large variety
of issues concerning leasing financial accountimgl aeporting guidelines. As a
consequence, several amendments and interpretdtawesbeen produced to clarify or
improve many of the guideline’s complex issues (@mn 2002, p.165). Each new rule
is titled with a specific number.

Under IAS 17 Leases, lessors are required to fydssises as finance leases or
operating leases. Finance leases are defined sesl¢iaat transfer substantially all the

risks and rewards incidental to ownership. All otleases are operating leases.

Since its formal introduction in 1970s, the leasindustry has experienced
phenomenal growth year over year. Meanwhile, hudsled amendments to FASB 13
have changed the industry. Further changes ateustler consideration. The primary
standard for lease accounting is Statement of EiahAccounting Standards No. 13
(FAS 13), which has also been amended several times

In a report published on June 2005 (Report and iRewndations Pursuant to
Section 401(c) of the Sarbanes-Oxley Act of 2002aAgements with Off-Balance
Sheet Implications, Special Purpose Entities, arahdparency of Filings by Issuers),
the US Securities and Exchange Commission (SE@grezed the inadequacies of the
existing lease accounting standards and recommetitdgdthe FASB undertake a

project to reconsider the leasing standards, mbkfgas a joint project with the IASB.

In July 2006, the FASB and the International Acdoumn Standards Board
(IASB) announced the start of their joint projestdomprehensively reconsider lease
accounting. Bauman and Francis (2010) assert hlegpimary objective of the project
is to develop a new lease accounting model in otddncrease the transparency of

leasing transactions in financial statements. s purpose, the Boards decided to
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develop a new approach that will result in the geition of assets and liabilities

identified as arising in a lease contract.

In 2008, the Boards have decided to complete tbegrby June 2011 (Lease
Europe, 2009) and they have announced that theydwwed to defer any changes to
lessor accounting, while continuing with the projéar lessee accounting, with the
stated intention to recognize an asset and ohbigeftr all lessee leases (in essence,

eliminating operating lease accounting).

The Boards propose that lessors evaluate whetbde#ise exposes the lessor
to significant risks and benefits associated witle underlying asset. The Boards
identify new system as the “performance obligatiapproach, which requires the
lessor to retain the underlying asset on its ba&aieet, recognize a receivable for the
right to receive payments, and recognize a ligbiklated to the performance obligation

(Bauman and Francis, 2010).

As mentioned in leasing taxation text of KMPG (2D1jbint project of
IASB/FASB covers both lessor and lessee accountggording to the text, lease
classification and income determination are two &egas that have significant impact

on calculating amount and timing of taxes (KMPGL120p.5).
2.6.2. Lessor Accounting

2.6.2.1. Operating Leases

Under an operating lease contract, the asset remaithe lessor's books as an
owned asset and the lessor records depreciatioenegpover the life of the asset. The
lessor records rent revenue (credit) and a correBpg debit to either cash or rent

receivable.

Lessors shall present assets subject to operaasgs in their balance sheets
according to the nature of the asset. The deprecigtolicy for depreciable leased
assets shall be consistent with the lessor’'s nodejateciation policy for similar assets,
and depreciation shall be calculated in accordamtle IAS 16 and IAS 38. Lease

income from operating leases shall be recognizédlciome on a straight-line basis over
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the lease term, unless another systematic basisns representative of the time pattern

in which use benefit derived from the leased assgiminished

2.6.2.2. Financial Leases

Under a financial lease contract, lessors shalbgeize assets held under a
finance lease in their balance sheets and presemt &s a receivable at an amount equal
to the net investment in the lease. The recogniidimance income shall be based on a
pattern reflecting a constant periodic rate of meton the lessor’'s net investment in the

finance lease.

The lessor credits owned assets and debits a teas&able account for the
present value of the rents (an asset, which isdraut between current and long-term,
the latter being the present value of rents dueertttan 12 months in the future). With
each payment, cash is debited, the receivabledited, and unearned (interest) income

is credited.
2.6.3.Lessee Accounting

2.6.3.1. Operating Leases

From the accounting point of view, operating leasgenerally viewed as a
rental. The leased equipment is not shown as at aasthe company’s balance sheet.
Thus, this is a method of an off-balance sheetnfirg. Pamukgu (2010) cites off-
balance sheet financing methods as securitizaticeaeivables and notes receivable,
leasing the capital investments that require bghaautflows, establishing joint ventures
or special purpose entities where chosen assetdiahilities from the balance sheet
will be transferred. Off-balance sheet operatiorsy mhow financial tables stronger,
lower cost of capital, and provide taxation advgatéPamukcu, 2010, p.482).

The lessor is the owner of the equipment (in regandincome tax purposes)
and receives the benefits of ownership, includiegrdciation and tax credits. Lease
payments under an operating lease shall be recadj@ig an expense on a straight-line
basis over the lease term unless another systetvagis is more representative of the

time pattern of the user’s benefit.
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The lessee can claim the lease payments as antingeeapense deduction.
Because the rental amount is designed to reflextdépreciation for the asset rather
than the full cost, operational leasing providegnsicant cash flow advantages in
particular where the assets have a longer life tharlease and where the residual value
IS more apparent. Operating leases allow the lessegpense each monthly payment
immediately, rather than accounting for the equipiress an asset and depreciating it
over the years. The monthly payments are lowesgmung the cash flow. By this way,
companies bulk up the balance sheet by accourtimgquipment as an asset, while,
not violating restriction on adding new conventibdabt that many lenders impose on

businesses.

2.6.3.2. Financial Leases

In financial leasing, the equipment is carried be talance sheet and the
company itself must administrate and allocate adit€ and depreciations linked to the
equipment in order to produce a correct picturéhefoverall financial implications. At
the commencement of the lease term, lessees staljmize finance leases as assets
and liabilities in their balance sheets at amowafsal to the fair value of the leased
property or, if lower, the present value of the imum lease payments, each
determined at the inception of the lease. Sincdege equipment is shown as an asset
and corresponding liability on the balance shdwet,tax benefits of ownership may be
realized by the lessee.

The discount rate to be used in calculating thegrevalue of the minimum
lease payments is the interest rate implicit in tbase, if this is practicable to
determine; if not, the lessee’s incremental borngaviate shall be used. Any initial
direct costs of the lessee are added to the amecognized as an asset.

Minimum lease payments shall be apportioned betwleerinance charge and
the reduction of the outstanding liability. Thedirce charge shall be allocated to each
period during the lease term so as to produce ataonperiodic rate of interest on the
remaining balance of the liability. Contingent eshall be charged as expenses in the

periods in which they are incurred.
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A finance lease gives rise to depreciation expémsdepreciable assets as well
as finance expense for each accounting period.d€Epeeciation policy for depreciable
leased assets shall be consistent with that foredegble assets that are owned, and the
depreciation recognized shall be calculated in @=zte with 1AS 16 Property, Plant
and Equipment and IAS 38 Intangible Assets. If¢hemo reasonable certainty that the
lessee will obtain ownership by the end of the deteym, the asset shall be fully

depreciated over the shorter of the lease termtangseful life.

From the perspective of the lessee, this meansetitak cost of the asset can
usually be written off the year it is purchased podinto use. It also provides a bargain
purchase at the end of the term, allowing the Ess&ontinue to use the asset or sell it.
Through financial leasing, the larger scale lesgg@s more flexibility in matching the
timing of the expense with benefit. They can alsefkthe equipment as an operating

expense and not a capital expenditure.

2.6.4. World Applications
The International Accounting Standards Board (IASB)d US Financial
Accounting Standards Board (FASB) will shortly mde proposed changes to the
leasing standard. We expect the proposals willleudrthe current requirements in IAS
17 Leasesand seek to reduce the differences between acoguitti leases under IFRS
and US GAAP. The proposals will significantly changurrent practice. A comparison
of current legal framework of different countriesprovided in Table-7.

In general, the leasing industry is developed imttNé&merica, Europe, and a
few countries such as Australia, India, Japan aoe& (Amembal and Halladay, 1995,
p.60). As globalization and intense competitiorréase, the lessors in these countries
chase opportunities to move to international mark@imembal and Halladay, 1995,
p.60). On the other hand, leasing has a growingntiad, but a limited basis in
emerging countries (Amembal and Halladay, 19950)t6is worthiness that the
countries often do not have favorable accountingarrregulations and the lessors are

not able to assess the lessees’ creditworthinase@bal and Halladay, 1995, p.60).

61

www.manaraa.com



There is a standard for the industry. The primagus of FASB 13 is to make
a difference between a capital lease and an opgrégase (Amembal and Halladay,
1995, p.242). Once the leased item is recordecherasset side of balance sheet, it is
capitalized. On the other hand, operating leagssentially a usage agreement and the
leased item does not appear on balance sheet.

Table 7 Benchmarking on International Leasing Applcations

Legal Form| Special Regulations Banking Permission
Regulating for Establishment Oversight prior to
Establishment | and Operation of Establishment
of Leasing| Leasing Companies
Companies
Austria* No As for Financial| No Yes
Institutions
Belgium No No No but bank- Yes
based ones
Denmark No No No No
France No but| As for Financiall Subject to| Yes
financial Institutions “Banking and
leasing Finance Act”
Finland No Some No No
Germany No No No No
Italy No but| As for Financiall No No but
financial Institutions financial
leasing leasing
Luxembourg No No No but the| No
ones
collecting
deposits
Netherlands No No No No
Russia No Law On Financial No No
Lease
The UK No Leasing to| No but the| No
Consumers to beones
subjected tq collecting
Consumer Finance| deposits
Turkey Financial BRSA regulationg BRSA BRSA
Leasing Law| and Financial (Financial (Financial
no 3226| Leasing Law Leasing) Leasing)
/corporation
The US No No No No

Source: www.leaseurope.org (Information on RusBiakey and the US is added by
the researcher)
*Countries are in alphabetical order, respectively.
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The main ambiguity here is how to differentiate lbases. The Boards make
distinction based on the concept of substance fover (Amembal and Halladay, 1995,
p.243). However, they believe that letting the delppear off balance sheet is
misleading; thus, there is an ongoing study to gbatime standard. Although a final
standard is not expected until 2013, the Boardeappeady to require all leases, not

just finance leases, to appear on the balance.sheet

According to PwC’s evaluation; the key elementstlod proposals to the

standard and their impact on financial statememrgsliascribed below.

. A ‘right of use’ concept will replace the ‘risks gamewards concept'.
Entities will recognize an asset and liability la¢ start of a lease.

. The distinction between operating leases and €maeases will be

eliminated.

. All lease liabilities will be measured with refa® to an estimate of the
lease term, which may include optional extensiamops.

. Contingent rentals and residual value guarantekdevestimated and

included at the start of the lease.

. Lessees will be required to reassess the lease temtingent rentals
and residual value obligations at each reportirtg.da

Phase | Phase Il Phase Il
Exposure draft (after mid-2010) Final standard (2011) Effective date (2012/2013)

e Training/awareness e Issues resolution * Go live and business

= Preliminary assessment = Business strategy changes as usual

= Strategic planning for = System changes/upgrades = Reporting updates
the future = Execution « Ongoing updates

* Process and technology = Planning for the future = Ongoing monitoring

readiness

Project management, communication, knowledge transfer

Assess impact and Establish policies and
determine strategy prepare financials results Embed the new standard

Figure 9 Lease Project Timeline/Path Forward
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Source:PwC, July 2010, The Overhaul of IFRS Lease Accaunti

The impact on lessee financial reporting, assetntimg, IT, systems and
controls could be substantial in the industrialdorcts industry where entities regularly
enter into lease arrangements across all asset, typeh as property, IT equipment, and
vehicles.

The impacts of the changes would include the falhgw

. Entities leasing ‘big-ticket’ items, including reaktate, manufacturing

equipment, computers and information technologywld/de greatly affected.

. Entities with numerous small leases, such asetiguipment and auto
fleets, would also be affected.

. Balance sheets would grow, leverage ratios wautdease, and capital

ratios would decrease.

. There will be a change to both expense charatet €xpenses would
be replaced with asset depreciation/amortizatiah iaterest expense) and recognition
pattern (significant acceleration of total expernsgognition relative to the recognition
pattern under existing rules). As a result, perémmoe measures such as earnings before
interest tax (EBIT) and earnings before interest @epreciation and amortization
(EBITDA) would change.

. Lease obligations would require ongoing remeasarg¢rand changes to

internal controls, accounting and IT systems magdmessary.

. Management’s ‘lease versus buy’ decisions may feetaid, particularly
if entities are planning to enter into leases prilpao achieve off balance sheet
reporting. However, the cash flow, taxation and mistrative benefits of leases will
not be impacted by the proposals — if it makes ddumsiness sense to lease an item

today, in most cases it will continue to make sobusiness sense under the proposals.
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CHAPTER THREE

TURKISH LEASING INDUSTRY
IN RETROSPECT AND PROSPECT

In particular, domestic savings are not enoughtitowate investments and
business finance requirements are, therefore, ecegsarily met (Soyler, 2007, p.15).
Thus, there has been significant improvement infimkish leasing industry throughout
the last two decades. While new volumes in theoseegre as low as USD200mn in the
early 1990s, it came close to USD 8.5bn in 2007wéi@r, market penetration in
Turkey stayed low compared to not only developedalao many developing countries,

such as Brazil, Bulgaria, Romania and Hungary.

Turkish financial system is still dominated by thanking industry. As of
2011, the share of financial leasing, factoring aadsumer finance companies in total
made less than 3% of the overall financial systeikewise, share of financial leasing
for real sector’s capital investment between 3,5-8% Turkey while that is 30% for
the US, 23% for Canada, 16% for Germany, 11% fay ltand about 10% for France,
the UK, and Japan (Soyler, 2007:17).

While deposit banks cannot write leases directlynoat all of them have
leasing subsidiaries and around 90% of the voluameswritten by bank subsidiaries.
Leasing companies’ market shares and ownershiptstauis depicted in Table 8. Bank
dominancy is clearly observed that bank based compabccupy a large amount of

total market share.
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Table 8 Leasing Companies' Market Shares and Ownelnip Structure in Turkey 2011

Market Share Total
(Based on Net Leasing Companies Market Share
Receivables)
Equal to and larger than % 5 8 Bank based corepani % 81,6
-5 Bank based companies
Between %1 and %4,99 -2 Independent % 16,1
-1 Supplier (Vendor
affiliate
-3 Bank based companies
Less than % 1 -4 Supplier  (Vendor) o, 5 3
affiliate
-3 Independent

Bank based leasing companies display such strahgththose have capital
power, market power, and liquidity power becauseess to financial markets is
expanded and based on banks (BRSA, 2011). Nons#hdte our knowledge no study
discusses difference between types of leasing col@gaAnd it is beyond the scope of
the study.

3.1. ASWOT ANALYSIS OF LEASING INDUSTRY IN TURKEY

SWOT analysis as a strategic tool lets organizatiand managers position
organization according to evaluation of internad axternal factors. SWOT is an
acronym for strengths, weaknesses, opportunitied, tareats. By means of SWOT,
organizations determine opportunities to be bes@fénd threats to be protected as well
as strengths and weaknesses in comparison withs,risad make a comprehensive

analysis in order to position themselves in thaigtdy (Ulgen ve Mirze, 2004:67).

Analysis of external environmental factors revegpartunities and threats for
the organization. Opportunities are positive exerimdicators that may improve

organizations whilst threats are negative ones rieat hurdle or end the organization
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(Ulgen ve Mirze, 2004:65). Thus organizations baap the benefits of opportunities

and take measures against threats.

Analysis of internal environmental factors revedantages and disadvantages
of organizations related to their core competenaakure, management and functions.
In order to gain a competitive edge, organizatioaesd to analyze their strengths and
weaknesses. Strengths are positive internal irmligdhat may improve organizations
whilst weaknesses are negative ones that may hardéad the organizational survival
(Ulgen ve Mirze, 2004:66).

INTERNAL

POSITIVE
AALLYDIN

EXTERNAL

Figure 10 SWOT Analysis

Source:_http://www.bizstrategies.biz/swot-analygsl (2011)

3.1.1 An Outlook on Turkish Leasing Sector

Leasing was introduced to the Turkish market a$9&5 with the approval of
the Financial leasing Law No. 3226. As the namtestdhe law regulated only financial

leasing and did not include any provisions in respethe operational leasing.
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In another law published in March 6, 2007 (no 55B23ancial leasing firms
were also entitled to grant mortgage loans to cmess. However, as of yet, due to

heavy competition by the banking sector no leasistitution provides mortgages.

Leasing industry in Turkey experienced a rapid ghosince 1985 as that did
worldwide. In parallel with financial liberalizatioand sound deepening accompanying
with stable economic growth, leasing industry h& @&een stimulated by policy-
makers. To this end, leasing has become an inagigsmportant method of financing

capital investment in recent years.

The leasing market was largely driven by tax-baseasing until the
introduction of IFRS back in 2003. With an amendmienthe Tax Law in 2003 in
Turkey, there have emerged some important tax img@htations in financial leasing
operations (Bal, 2011). Along with the amendmenthe Tax Law, the lessor could
allocate amortization for the goods leased andchatge the goods leased as expense,
only the interest fees are regarded as expensehgi{Bal, 2011).

The switch to the IFRS accounting initially hademative impact especially on
big ticket leasing deals and on multinational dsewho practically lost their taxation or

off-balance sheet advantages.

Strict regulatory policies that were introducedthe sector as of 2006 by the
Banking Regulatory and Supervisory Board (BRSA) dhd elimination of Value
Added Tax (VAT) incentives in 2007 resulted in ayrsiicant contraction and

consolidation in the sector.

Historically, leasing operations in Turkey wereantvized via a minimal 1%
value-added tax with the exception of certain iterdgwever, in December 2007, the
Council of Ministers has decided to increase theate applied in leasing to the overall
VAT level in Turkey, which is 8% t018%. The elimiran of the tax advantage resulted
in significant decline in leasing volumes and i®&¥olumes came down by about 51%
compared to a year ago. Kogyiand Kilic (2008) investigate the impacts of VAT
regulations on publicly traded leasing companiesi @onclude that some gain

statistically significant abnormal returns beforel after the event.
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After strong lobbying by the industry players, thBnistry then agreed to

lower the VAT rate for certain kinds of equipmentk as agricultural machines and

some types of construction and production machiAékough, the change was well-

received by the market players, the contractiotheanumber of transactions was still

significant.

With the impact of 2008 global crisis, contractionthe sector is exacerbated.

The impact of the regulations and global crisis barseen in total volumes and market

penetration in the Table-9 below.

Table 9 Leasing Volume and Penetration Level (Glohand Turkey)

Year Global Turkey Penetration,
(USD bn) (USD bn) Turkey (%)
2003 511 2,2 7,6
2004 579 2,9 6,1
2005 582 4,3 6,9
2006 633 5,3 7,7
2007 760 8,2 9,8
2008 644 5,3 6,6
2009 600 2,2 3,5
2010 617 4,2 3,9
2011 N/A 4,8 4.7

The history of the Turkish leasing industry mayspétted into different phases

that were shaped around the developments on tisaidge framework and the level of

VAT.

The leasing industry registered around 50% increeseyear between 2001

and 2007. However, at the end of 2007, the increasiee VAT for leased equipment

from only 1% to 8% or even 18% depending on askseisification resulted in sharp

decline in leasing volumes.

Despite change in VAT rates, the leasing industmjtioued its growth in 2010

and 2011 but obviously the growth was limited dudack of any incentives. Now, we

are at another turning point for the Turkish legsimdustry.
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As of December 2011, the VAT for selected leasadmnents (approximately
50% of business volume) was again cut down to 1%ichvis expected to bring the
strong growth volumes back to the historical trends

Total Investments (000°s USD) Sharp decline due to

tax changes coupled
with global
financial turmoil

8.203.241

Strong growth rates:
CAGR: 50.23%
Another growth
phase
53025880
4891249

4235711
Ape— \ 3182674
2165953 2197 500

1.327.658

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Number of signed contracts

6.712 19373 24250 28581 37.239 42963 51.519 19878 6.197 10.186 11.195

I\ | J J

Ist Phase 2nd Phase 3rd Phase 4th Phase 5th Phase

Figure 11 Growth Trend of Leasing in Turkey
Source:Fider and BRSA

1st Phase: Tax base leasing. All rentals are corporate taxudgble.
Investment Incentive (up to 100% tax allowance mayeflected to lessee in pricing).
1% VAT against general VAT (over years 11% - 15%8%).

2nd Phase: IFRS tax accounting. No more tax base leasing. simvent

incentive certificate and VAT advantageous contthue

3rd Phase: Investment incentive certificate, corporate taxowHnces
application ended gradually (finished by end 2008AT advantage of 1% against 8%

or 18% continued.

4th Phase:No any special tax incentive or advantageous isihgasector.
There is a contraction in the sector due to newlatipns. However, global crisis effect

is also effective as it is depicted in Figure-12.
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5th Phase (at the present timel% VAT against general VAT (8%-18%)and
expected new leasing Law.

As of 2010, the share of financial leasing in ficiah markets made about
1,20%. It is clear in Table-10 that banks domirtatefinancial system. Moreover, first
15 actors in the leasing industry are mainly bambsgliaries and dominate the leasing
market. Like the banking sector, Leasing comparées regulated by BRSA
(Transparent and Well-regulated).

Table 10 Trends in Leasing Volumes in Turkey

Billions of TL
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 %Share

Central Bank 74,1 76,5 74,7 90,1 104,4 106,6 113,5 110,0 1285 146,2 10,03%
Banks 216,7 255,0 313,8 406,9 499,5 581,6 732,5 834,0 1.066,7 1.217,7 83,55%
Leasing 3,8 5,0 6,7 6,1 10,0 13,7 17,1 14,6 gy 18,6 1,28%
Factoring 2,1 2,9 41 K | 6,3 7,4 7,8 10,4 14,5 15,6 1,07%
Consumer Finance Companies 05 08 15 25 34 39 47 4,5 6,0 89 0,61%
Insurance 5,4 4,2 5,6 8,7 10,2 126 143 17,8 14,3 16,3 1,12%
Pension Funds 00 33 42 57 72 95 122 5% 20,8 246  1,69%
Brokerage Houses 1,0 1,3 1,0 2,6 2,7 3,8 4,2 5.2 7,4 9,6 0,66%
Total 303,6 349,0 411,6 527,9 643,7 739,1 906,3 1.012,2 1.273,9 1.457,5 100,00%

Source:BRSA, CB, Treasury, CMB, TurkStat

The effect of the Global Financial Turmoil on therRish Leasing Sector was limited,
thanks to the BRSA regulations and precautionstaltiee crisis experience.

#of Companies === #of Branches

Figure 12 Companies and Representatives in Leasimgdustry, Turkey
Source: BRSA
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With reconstructuring efforts in financial system particular banks, following
2000 and 2001 crises, consolidation have beendated to the sector. While there
were 83 financial leasing companies in Turkey kef2006, the consolidation in the
sector brought the number of companies to 47 a&mil 2010. Additionally 13
investment banks and 4 participation banks arbersector.

When the sectoral distribution of leasing contratitplayed on Table 11 is
analyzed, there is a condensation in industry awrdices sector. With regard to the
functional distribution of the receivables, the® a condensation in commercial

companies and SMEs.

Table 11 Distribution of Domestic Leasing, Accordig to Assets Type

(New Equipment amounts in USD million)

EQUIPMENT 2001 2002 2003 2004 2005 2006 2007 2008 2000 2010 2011
Vehicles 126 1954 3345 4201 SM9 6411 8661 4858 1326 1281 22121
Air transportation vehicles 14 6.0 0.0 32 258 113 068 985 1657 3070 841
Marine vehicles 13 170 6.8 5.7 100 244 1384 1138 726 1356 1153
Construction machinery 721 996 2017 4460 09860 13638 19311 10813 3855 74600 113338
Manufacturing machinery and equipmen 1568 2785 5479 7816 L1750 14160 19219 14338 6325 8980 13624
Medical equipment 88 427 1003 1221 1971 2459 3686 3679 1314 19970 2037
Textile machinery §78 3108 4133 3712 319 3550 6513 1365 69,1 1946 4218
Tourism equipment 160 360 420 424 06 064 1957 1808 674 7060 1184
Electronic and optical equipment W07 503 759 1444 1504 1911 2089 1461 1015 MLT 2301
Printing equipment 246 383 565 1049 134¢ 1522 2301 2800 402 0300 1302
Office equipment and computers 1264 1378 1853 2091 2630 3170 4651 5841 813 1438 1974
Real estate 666 687 1441 1969 3430 3846 9105 802 2644 36540 5969
Others 469 461 556 707 426 712 1198 46 443 346 458
Total 731 1327 2165 2.920 4262 5270 8203 5.023 2198 3183 4.301
Number of contracts 6.712 10.383 24.233 28.615 37.278 42.963 51.519 19.878 6.197 10.186 14.647
Equipment penetration 43 67 17 68 76 17 17 50 35 na nha

Source: FIDER

Consequently, it would not be wrong to put forwdhat leasing sector has
caught a growth trend by 2010 with the growth ofKish economy. Annual growth
rate of the economy is around %9. This growth hgestive impact on transaction
volume of leases and penetration level. Transact@ome has reached to a level of
USD 3.2 billion with an annual growth rate of %4#%& can be seen in Table 11 growth
trend continued in 2011, new leasing finance recddbeUSD 4.9 billion. Estimated
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volume of transaction and penetration level for 2Q017 are displayed on the table

below.
Table 12 Estimated Volume of Transaction for 2012@17 (US$ M)

Million USD

2012 2013 2014 2015 2016 2017

GDP 822,000 888,000 952,000| 999,600 1,049,580,102,060

Private Industry

. 100,810/ 112,620 125,300 136,340 148,370 161,450
Machinery Investments

Leasing Penetration
Ratio (Excld. Real 0.05 0.06 0.08 0.10 0.12 0.13
Estate)*

Leasing volume (Excld.

5,040 | 6,760| 10,020 13,63p 17,800 20,990
Real estate)

Real Estate Leasing

500 680 1,000 1,360 1,780 2,100
Volume

Total Leasing Volume 5540 | 7,430| 11,020 14,990 19,580 23,090

As a consequence, it would not be a mistake taotlsatyfinancial leasing has
been a mid-term financing alternative for Turkishrket which may be characterized
by political and financial instability (Uydaci, 2600 Moreover, leasing has been

accepted as a substitution of loan finance (KMPR@3,12.
General characteristics of the sector may be sumeathas follows:
. Average term is around three years.
. Contracts are full payout.
. Fixed interest rate is generally employed.

. Leasing is used to cover approximately 3.5-8% ohltprivate fixed
capital investments.

. Cross border leases are valid only for high-teahpgent.

. Average annual growth rate is about 35%.

73

www.manaraa.com



. Bad debt is roughly 3,5%.

. Most frequently leased items: Manufacturing mactjineonstruction

machinery, transportation vehicles, real estateddiick equipment.
3.1.2. Strengths of Turkish Leasing Industry

Incentives, in particular tax deductions, are thaénmadvantageous to other
alternatives for finance. Second advantage for dbetor is specialization. Leasing
companies focus on only their financing proceduin@s employees follow changes and
updates. Hence, the lessees enjoy a professianvatesas well as consultancy and even

training in particular cases.

Sector is sponsored and supported by Leasing Astsmuti i.e. FDER,
officially established in 1994, but rooted in 198&h couple of companies, namely
Lease Club. All members ofIBER signed ethical codes leading to good governance
FIDER with experienced professional staff arrangesresive training programs for the

leasing industry.

Since many leasing companies are subsidiaries wkshahey have a well-
established and well-managed distribution chanfials, it is easy for the companies to
communicate with the customers. Furthermore, in&diom asymmetry is not a big deal
for the companies since information on customeesnat costly and easily accessible

from different sources.
3.1.3. Weaknesses of Turkish Leasing Industry

Regulations, problems related to organizations ardhstructure, product
variety, and maturity mismatch are main weaknessfeJurkish leasing industry.
Because financial leasing act allows a broad conteh base, incentives are differently
described in many acts and not obviously designaded a definite definition of
financial lease is not provided in the acts, collesransactions and tax losses have

been experienced in the sector (Sdyler, 2007:17).
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One of the main weaknesses is that lessees asvaoé and taking the time to
understand many benefits offered by the leasing $imilar vein, lessors are not keen
on demonstrating their capabilities and competenditany companies are not familiar
with the sector and not sure what the differendes gector is able to provide in

comparison with banks.

There are some discrepancies between Financiaingeaaw (N0.3226) and
Taxation Act (No0.213). It is not explicitly statedat financial leasing institutions are
credit unions or commercial firms or financial imtediaries (Kuntalp, 2006, p.56).
Operating lease is not definitely mentioned in tbgulations that act is mainly on
financial lease. The difference between the tw@us forward in the taxation act in

concordance with valuation method.

Financial leasing is allowed for leasing companiesestment banks, and
development and participation banks. And leasingmanies are managed by the ones

who have a bank based experience.

Leasing transactions other than financial leasirggragulated under general
laws rather than the financial leasing law. Fotanse, Kuntalp (2006, p.40) states that
regulations do not allow sale-leaseback since mptses bilateral transactions while
financial leasing involves third party ones. Howeveesearcher advocates that
regulations need to be changed to allow sale-leagelas a leasing. Additionally,
intellectual and industrial property rights likepgoights and patents are not included in
the regulation, thus they may not be a subject dhancial lease. This may be a
deficiency because knowledge management is a gignifcompetence (Kuntalp, 2006,
p.40).

While leasing companies could find funds with skertn maturity, they
provide funds with long-term one. Also there isexra charge or fee for the lessees

once leasing may lose its attractiveness if exteage applies.

The lessors do not use marketing and sales e#tirtgently to increase lessees
awareness about the benefits leasing offers. HoweMarkey, a typical emerging

country, in need of source for growing capital regments, does not have adequate
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lessors willing to take associated risks, creddsfrency and interest rate risks
(Amembal and Halladay, 1995, p.60). Moreover, thesbrs are may not be able to
assess the creditworthiness of the lessee (AmeamioaiHalladay, 1995, p.60).

3.1.4. Opportunities for Turkish Leasing Industry

New legislation, growth opportunities, demand ontipgative banking, new
sectors for leasing, and innovative structure agppodunities for Turkish leasing

industry.

Share of financial leasing for real sector’s cdpita&estment is less than 8%
for Turkey while that is 30% for the US, 23% forr@aa, 16% for Germany, 11% for
Italy, and about 10% for France, the UK, and Jaf@iyler, 2007:17). The statistics
indicate that there is much room for financial legsn Turkey, and it is prospecting.
As Halladay and Amembal (1995, p.54) points out tha US leasing industry is still
experiencing change and consolidation with its measgiructure, the industry is in its
growth stage in Turkey with its emerging structui26% may be an easily accessible

target for the sector.

Following the latest global changes in the reguigtaccounting and taxation
framework, a new legislation seems to be necedsarthe market. Turkish Leasing
Association and the BRSA have been working togetheorder to create a better
leasing law that aims to adapt to global change$ @ercome the contemporary

problems.

Because financial leasing is similar to Islamicafice, it attracts many
investors from Islamic countries. Furthermore, pulkctor is still naive for leasing.
Legislative framework allows leasing for particulzases in public sector. However,
managerial experience is not sufficient to emplagricial leases instead of purchase or
rents. Similarly, leasing companies have not dernatexl how advantageous and

beneficial financial lease is.

Leasing sector may discover new industries locateglaces other than

Istanbul, financial center of Turkey. Moreover, newdustries like railway
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transportation, defense systems, health, renevesd@egy, and industrial agriculture are
promising fields for leasing sector. Growth treadjoing on vessels, energy, agriculture
and IT. With incentives regarding the industriemtraned, companies will be in need

of funds whereby they could be provided by thedessn particular captives.

Innovative structure is an opportunity for leassegtor because other sorts of
leases like sub-lease are good sources of revefiney. also expand the level of
transaction volume. Additionally leasing for reattate and movables with long

economic life is another field to have growth pain
3.1.5. Threats for Turkish Leasing Industry

Competition based on price, legislation, globalafioial instability, and
substitute products are main threats for Turkigsileg industry. First, competition is
based on price because banks still dominate fiahsgstem and commence to provide
long-term credits to SMEs. Risk based planning arahagement has not yet been
employed by the leasing companies.

Next, bureaucratic process to make new legislatioto update current one is
too long and problematic. Global financial instdapiis another threat for the sector.
Turkey has adapted the financial system to intesnal standards aftermath 2000 and
2001 crises. It would not be wrong to state thaaricial system is deeper than ever it
was. Nonetheless, global financial stability mayvenanegative impact on the
macroeconomic indicators like current account deind budget deficit as well as
currency fluctuations. Thus, dollar denominatechgextions are sensitive to global
financial instability. Finally, substitute productke installment loans, equal-term

payments are introduced by banks in order to oveeccorises.

3.2. LEASING INDUSTRY IN PROSPECT AND DRAFT
FRAMEWORK

The leasing industries have particular importamcdtfe developing economies
through better financing opportunities for SMEsasiag industry is also so crucial for

SMEs that capital inadequacy may be overcome taustiie exports and industrial
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growth. Taking into account significant share ie #ttonomy and keeping in mind that
one of the main problems of the Turkish economy dlasys been the high share of
unregistered economy, it is important to offer fineg opportunities for the SMEs and
to support them in their development and instingization process. It makes sense
that SMEs make up 99.5% of the total in terms efritbmber of companies operating in
Turkey.

Turkish leasing industry has a growth potentialpitesthat the world has been
experiencing a demand contraction in heavy equipmaesssels, and aircraft (Soyler,
2007:16).

Product variety with new financial openings likeeogting lease, sale and
leaseback, sub-leasing, software leasing may peskitcontribute to transaction volume

and penetration.

Leasing companies need to be learning organizathieh embed good
governance and benchmarking. In-house and out-htrasging programs may be
intensified that employees including tellers hawedy knowledge on products and

processes.

Asset management and risk management seems to sejaificance and may
be the most significant issue for leasing compabesause of Basel Il criteria. In
addition, speed of technological change is berafic the sector because technology

investment point out the leasing capabilities fWMES.

Although, Turkish leasing industry had covered Higant distance during the
past two decades, the volumes and penetrationslexed still considerably low
compared to its international peers. Especiallylofdng the latest changes in the
regulatory, accounting and taxation framework, & tegyislation has been necessary for
the deepening of the market as well as the diveasibn of the business lines and
product offerings. Turkish Leasing Association aheé BRSA have been working
together in order to create a better leasing lat &ams to serve these purposes. As the
industry experts’ reports in their interviews, thew law has been developed on three

main pillars:
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. Safeguarding the positive aspects already inhanethie existing law No
3226,

. Creating new growth opportunities by introducingegiing leasing and

authorizing sale and leaseback, subleasing anda@tieasing transactions,

. Eliminating uncertainties, e.g. by introducing das to protect lessor’s

recovery rights.
3.2.1. Main Changes to be Adopted
Some of the most important terms in the new letisieare as follows:

. Financial leasing firms will have the authority perform not only

financial (capital) leasing but also operationakiag,
. New products will be introduced such as Sale &dbask operations

. Definition of goods subject to leasing is enlarg@dth the new law,
accessories and integral parts of the goods owgdteblessee will also be subject to

leasing as well as software.
. The obligation to draw up contracts at notarie$ belremoved.

. Term restriction regarding the expiry of contraaifi be removed and

the term of the contract will be freely determirmdthe relevant parties.

A “Financial Leasing Firms’ Association” with a plidbauthority status will be
established, at which all financial leasing cortsaeill be registered, enabling better

monitoring of the industry.
3.2.2. Expected Effects of the New Legislation omdlustry Players

3.2.2.1. Pros and Cons for the Lessors

Under the current legislation, since financial legsis the only instrument

offered by leasing companies, the main problemha leasing industry has been the
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absence of a multi-product framework. A multi-puotiframework is important due to
reasons such as customer satisfaction, effectindirig, tax management, operational

productivity and risk diversification:

Customer Satisfaction: Offering both operational &nancial leasing in a one-
stop shopping framework would provide more conwvecee for the customer.
Meanwhile sale and leaseback operations will gneedpportunity to meet unexpected
cash flow needs of the lessee. At the same tingeleksor can enjoy higher customer

interaction with more focus on relationship managem

Effective Funding: There is always volatility inntal inflows, which mostly
results in idle use of resources. The presence wfi-products might balance out

different payment cycles, leading to a more effitiese of funds.

Tax Management: In financial leasing companies, nwtilee major expense
item is interest expense only, in line with the $Reporting, the flexibility in tax
management is very limited. The addition of operadl leasing brings the accounting
of amortization expenses, which can be subject itierdnt depreciation methods,

bringing higher flexibility in tax management.

Operational Productivity: The use of a multi-proddiamework gives the
lessor the opportunity to adopt a more productse of its resources and labor force in

line with different cyclicality’s and volatilitieg the market.

Risk Diversification: A multi-product approach caelp risk management in
different ways: 1- It provides the opportunity tetgo know the customer in small-scale
leasing operations before engaging in larger doadacial leasing. 2- It strengthens the

Balance Sheet against liquidity and market risks.

While the pros of the newly proposed legislatioghty outweighs the potential
cons, the main expected con would be the additibnalen it would bring on company
management in terms of sophistication, IT infradtiee, product offerings,

specializations and new rules of competition.
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3.2.2.2. Pros and Cons for Lessees

Similar to the advantages of the lessor, the legskalso have access to one-
stop shopping advantages, meeting all his financpérational lease and cash-flow
needs from the same source. The operational effigi@and better cash flow and tax

management by the lessor will also translate ietteb pricing for the lessee.

The accessibility of the SMEs to banking instrursems very limited.
Accordingly, SMEs will particularly enjoy the beitsf of the strengthening of the
leasing sector with better pricing terms and mamedpct availability as the leasing
companies already have the best know-how on the SkHnent in the financial

system.

3.2.2.3. Impact on BRSA Supervised Companies vg@tiv€a Leasing

Companies

Under the current legislation, although there isfraamework that grants the
leasing companies to offer operational leasingumsénts, there are some non-financial
companies (so-called captive operational leasingpamies such a fleet-management
companies) that offer operational leasing instrusmenith no supervision by any
regulatory body. One major drawback of the newislagon would be the unfair
competition among those BRSA-supervised compareesug the unsupervised captive

leasing companies.
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CHAPTER FOUR

CASH FLOW-AT-RISK: A METHODOLOGICAL APPROACH

There is an ever growing interest on value-at-aiggroach to risk management
in banking industry. Deregulation and globalizatifmnce financial institutions to be
more competitive and exposed to greater volatiléggarding financial risks (Jorion,
2007, p.8). Roughly speaking, risk can be broaefynéd as the degree of uncertainty.
Similarly, Jorion (2007, p.3) relates risk to thaatility of unexpected outcomes.

The literature distinguishes four main risks; credsk, operational risk,
liquidity risk, and market risk. While credit risioncerns the loss due to obligations of
counterparts, operational risk is simply relatedntanagement of payments. On the
other hand, liquidity risk is unexpected negatifriarege in cash flows, which may result
in early liquidation. Jorion (2007) qualifies liglily risk as transformation of paper
losses to realized ones. In addition, market risksbased on market conditions. Since it

affects market value of a portfolio, it is most miaent in the risks.

Value-at-risk (VAR) approach takes market risk dastinto account, which
may be exposed to highest risk value in a giveiodaat a certain confidence level. In
other words, VAR measures an institution’s expodarenarket risks. Malz (2011)
highlights that VAR analyzes portfolio market ribesed on a known return model.
Hence, VAR is widely used as the basis for risk agggment systems within financial
institutions. What makes important VAR analysis jareviding a single number for the
risks, comprising all risk measures, adapting dyiti current states, and summarizing

the risk of a portfolio containing different asskisses (Malz, 2011, p.93-94).

VAR methodology is employed by many researchesifferdnt industries.
However, leasing industry is unique to its specifwaracteristics, and may not be
convenient to study within VAR context because bedasheets quite differ from banks
by their exposure to liquidity risk. Likewise, Yahiall and Turner (2011) adapt the

methodology to banking industry due to higher ldjyi risk as well as market risk. In
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addition, leasing industry finances long-term inwent with short-term resources, thus
resulting in maturity mismatch. As Stein, Usher dmdsattuta (2000, p.8) emphasize,
VAR is perhaps best suited to evaluating the risksa trading desk that deals in
relatively current assets. To this end, cash flomisk (CFAR) concept seems best
alternative to value risk in leasing industry sinmash flow and liquidity risks get

priority to market risk.

This chapter discusses CFAR methodology from aohcstl perspective and
presents general volatility technigues employedthie method. Following chapter
employs methodology for leasing firms operating urkey, both accredited to Istanbul
Stock Exchange (ISE) and not publicly traded.

4.1. CONCEPTUAL DISCUSSION

Portfolio values of a firm and risk diversificatidrave long been interesting
research issues for both researchers and praetiiorRisk diversification, among
others, is a useful tool that serves the mentionigdctive. Companies traditionally
attempt to create an internal capital market tlaatlower the cost of capital. However,
as Brandolini et al. (2000) imply that classicaskrimanagement hypothesis is left
behind. Consequently, a new risk management apprtbet harbors enterprise wide
risks has been emerged. Furthermore, volatilityinancial markets during last few
decades urge companies, researchers and regulaidigs to develop more complex

instruments to manage risks (Manganelli and Erzf)61, p.5).

Stein, Usher and LaGattuta (2000, pp.10-12) disedss companies want to
employ risk measures and list three reasons akndw variability of cash flows to
determine distress level related to capital stmecpolicy, to quantify the benefits of

risk management policy, and to share informatiati wivestors and analysts.

Chiu (2007) notes the significance of risk managenand relate it to cash
flow as ‘risk management of cash flows is playing an indregdg important role in
corporate financial management with the rapid depelent of corporate

diversification”
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Volatility in interest rates, exchanges rates, ammmodity prices and
incredible quick improvement of innovations as vaslmarket expansion and growth of
financing alternatives make risk management mayeifstant and attractive. And the
fact that last few decades experienced severedialadifficulties led management to
create new tools to deal with volatilities and siskuring this period the use of value at
risk techniques in risk management has also inete@genkataraman, 1997). The need
for VAR approach also stemmed from the above-mastioreason (Linsmeier and
Pearson, 2000).

In addition to VAR, some other approaches have liegived for cash flow
oriented institutions. For instance Ye and Tion§0@ adapted the methodology to
measure risks related net present value computatiqoroject evaluation. Likewise
exposure based methodology adapted by (Andren.edaghkrd and Oxeiheim, 2005;
Yan, Hall and Turner, 2011) is a derivative solntito rapid changing business
environment. Another interesting work was condudtgdBrandolini, Pallotta and Zenti
(2000), which investigates differences betweenriganing of risk management in a

bank and in an asset management company.

In a similar vein, CFAR developed by Stein, Ushad d.aGattuta (2000).
CFAR is just the cash flow equivalent of VAR, whichtailored to industrial companies
(Andren et al., 2005). Ozvural (2004) employs trethndology within Turkey’s market

conditions.

CFAR quantifies the potential loss in cash flowthea than market variables as
in VAR (Linsmeier and Pearson, 2000). CFAR, as VARpls the company’s risk
factors into a single bin that facilitates and s corporate decision-making body
and process, in particular related to hedging (Andet al., 2005). All of the risks would
be reported in annual report by means of CFAR. Maator to bear in mind is that
CFAR is cash flow losses resulted from normal miackeaditions.

Since CFAR transfers underlying concept of VAR teedting in which cash
flows are the targeted variable and follows VAR hoelology, it is deemed necessary
to discuss VAR at first and then move to CFAR.
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VAR literature goes back to Markowitz’'s seminal Wwam portfolio choice in
1952 when the researcher explored the appropnskedefinition and measurement
(Hendricks, 1996; Jorion, 2007, p.17). The mainaide VAR is to consider total
portfolio risk inherent at all levels of enterprigrion, 2007, p.27).

In addition, regulators designed new regulationsuad VAR techniques.
Venkataraman (1997) lists examples as the detetimmaf bank capital standards for
market risk and the reporting requirements. Fotamse, the Basle Committee on
Banking Supervision endorsed the use of such mpdmlatingent on important
gualitative and quantitative standards (Hendrid@96; Gupta and Liang, 2005). Thus,
the Committee allows commercial banks to use tbein internal VAR estimates to

determine their capital requirement for market.risk

The Basle Committee, therefore, introduced somadstals to the market.

Jorion (2007, p.62) lists the standards on VAR cotafon as:
. Time Period: 10 trading days or 2 calendar weeks,
. Confidence level: 99%,
. Observation period: At least 1 year and updatéeaat once a quarter.

Also, the Bank for International Settlements Fishegort introduced a new
mandate that financial intermediaries are to dselmeasures of value-at-risk. Another
example in this context was adopted by the U.Se. Darivatives Policy Group formed
by the Securities and Exchange Commission maketasiracommendations to broker-

dealers that conduct an OTC derivatives busineaptgzand Liang, 2005, p.222).

Satchidananda (2006) summarizes purposes to useégtiiRates and seeks to
answer why enterprises employ VAR methodology. fidsearcher lists the reasons as

follows:
. To arrive at the capital adequacy requirement,

. To monitor the capital adequacy requirement,
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. To arrive at the market value for the purpose ahpgliance with BIS

standards,

. To evaluate the traders’ and investors’ risk/refperformance.

A common definition in literature is that VAR ismaeasure of downside risk.
This is also common grounds for VAR methodologyctmpare the risks of different
markets no matter which industry it is applied Y&AR quantifies maximum potential
change in a portfolio value. Jorion (2007, p.18ypgmsts that VAR describes the

quantile of projected distribution of gains andskes over target period.

Linsmeier and Pearson (2000, p.48) provide a mormdl description for
VAR and define aswith a probability of x percent and a holding petiof t days, an
entity’s VAR isthe loss that is expected to be exceeded witprabability of only x
percent duringhe next t-day holding period.” (bolds added).

Mark Measure Sat Set Report
position variability of time confidence potential
o market risk factors horizon level loss
Value Value Frequency Value

—
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10days |

L .
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Time Horizon =g Horizon

Figure 13 Steps in Computing VAR

Source: Jorion, 2007, p.107.

Steps to compute VAR are displayed in Figure 12 fitst step is to identify

the basic market factors and get a formula of ntenarket value of portfolio
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(Linsmeier and Pearson, 2000). The next step abtain historical data of determined
market risk factors. Third step is to determineetihorizon of VAR. The time period
used in the definition of VAR is referred to as tllding period”. Financial firms
typically use one day because they trade theirfgm$ on a daily basis while
nonfinancial institutions use longer period (Linseneand Pearson, 2000). According to
Jorion (2007), longer horizons reduce the accuraesg consistency of tests. For
instance, for a time horizon of 2-week at a yeadpces 26 observations while that of
1l-day at a year does 252 observations. It is olvitwat shorter horizon provides

strength to the test.

The fourth step is to set confidence level. VAR egivthe probability of
experiencing a greater loss less than (1-confidénad). Hendricks (1996) reports that
VAR estimates are calculated from thé"a6 99.9" percentiles in practice, but the most

commonly used range is the™® 99" percentile range.

The last step is to report findings, namely potntoss expected. To
communicate effectively to shareholders, we carnage as: under normal market
conditions, the most the portfolio can lose ogeen period is about VAR value) at

the 99 percent confidence leve(Jorion, 2007, p.27) (bolds added to generalize).

A generalization of VAR computation is presentedreheComputations

hereinafter regarding VAR are based on Malz (20Ihg value of the position is:
Vi=x&

V: , here, is the current time value of position, &dlenotes initial price of
the position. Thereafter, future value of positismlenoted a¥+., and it is evidently a

random variable. Hence, mark-to-market profit/Io¢s.. - V) is also random. We can

rewrite the equation as:
(Vt+’t - Vt)zx(SHT - S)

Hendricks (1996) clarifies definition and highlighthat a VAR model

determines how much the value of a portfolio calgdline over a given period of time
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with a given probability due to changes in marketgs or rates. VAR measure would
be an estimate of the decline in the portfolio eathat could occur with a 1 percent

probability over the next trading day (Hendrick896).

Basic elements of this popular risk management @@ minimum loss
expected, a certain holding period, and a giverfidence level, i.e. probability. The
length of time over which market risk is to be mead and the confidence level at
which market risk is measured are two most impérimmponents according to
Hendricks (1996). Confidence level is denotedobyhen, 1-a is the probability of a
loss equal to or greater than VAR. This is depiatetthe equation below.

Vi VO=X(Si- )=XS((Sirdd )-1)=xS(€"7 = 1)

Finally, we can obtain profit/loss equal to thedarot of the initial value of the

position by a proportional shock to the risk factbnereafter, VAR equation below is

derived.

Ji

Figure 14 Graphic Depiction of VAR

V*=xSe"
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Source: Szeg0o, 2002, p.1258.
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Figure 14 transforms equations to graphic depictis it is depicted in the
figure, VAR is cut-off position that points the e$s level management to be exposed at
most. VAR is the maximum portfolio loss within arteen confidence levelo] at a

given time.

Gupta and Liang (2005) highlight another strengtiVAR approach that it
does not only measure the maximum loss a fund xperience over a certain horizon
with a given probability, but can also be employedneasure the capital needed to
cover those losses. Moreover, Brandolini et al.0®0advocate that the risk
management function can enhance the investmensideqgirocess as well as prevent
large negative returns. Jorion (2007) supportsidea that VAR is now applied to all
risk types.

After JP Morgan and Reuters (1994) established recrete basis for the
methodology by producing RiskMetrics software, VARS become standard measure
to quantify market risk (Manganelli and Engle, 2D0Regulations also require
industries to use VAR as a standard (Lan, Hu ahdskin, 2010).

Jorion (2007) expects that risk-based instrumeriisbe broadly used across
the industry. Accordingly, many studies attemptedapply technique to different
industries. For instance, Gupta and Liang (2008nere the risk characteristics and
capital adequacy of hedge funds through the VARraah. In addition, Hendricks
(1996) and Venkataraman (1997) investigate riskswmess for foreign exchanges. Lan

et al. (2010) examine daily returns through VAR oefology for mutual funds.

Once hedge fund risk and capitalization displayniicant time variation,
Gupta and Liang (2005) underlie that traditionakrmeasures like standard deviation

or leverage ratios fail to detect these trends.

Andren et al. (2005) observe that CFAR gains papylamong industrial
companies for the same reasons that VAR has suederd financial institutions.
Because of its conceptual simplicity, the technipguces associated markets risks into

one number that is easy to understand and impleméntkataraman (1997) also
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stresses adoption of the method by nonfinanciahdirfor their risk-management

purposes.

In addition to theoretical papers (e.g. Linsmeigd &earson, 2000; Stein et al.
2001; Andren et al., 2005), several empirical stadmade researches in different
industries for CFAR methodology. Ozvural (2004) rekzes risk exposure of publicly
traded nonfinancial companies by employing CFAR hudblogy. Chiu (2007)
investigates effect of CFAR methodology whether pames are related diversified or
not. Anderson and Davidson (2009) describe thei@gmn of CFAR model in
deregulated electric markets. Yan et al. (20119udis this new methodology within UK
banking industry.

4.2. GENERAL CHARACTERISTICS

CFAR is the cash flow equivalent of VAR that disntaiall of risk measures in
a single number. Both methods provide risk toleeatiegrees that guide managers for
risk management measures. As mentioned by Chiu7j2@FAR and VAR have many
evident differences as well as similarities. Thisct®on sheds some light on a
comparison between the two models and then predessgc features of CFAR

methodology.

VAR is a risk management tool commonly commissiort®d financial
institutions while CFAR model is based on VAR metblmgy and has been developed
to measure risk value of institutions open to liityi risk rather than market risk.
Andren et al. (2005) observe that CFAR gains papylamong industrial companies
for the same reasons that VAR has succeeded indiglanstitutions.

VAR models look out over daily or weekly basis, wdas the CFAR focuses
on asset sides of balance sheets over longer Ingriztamely quarterly or annual
timeline (Chiu, 2007, p.2).

Third difference is the planning method. CFAR falka top-down planning
approach whereas VAR employs a bottom-up methogdlGbiu, 2007, p.2). Andren et
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al. (2005) suggest a third approach that integréieth top-down and bottom-up

planning approaches.

Another difference to be mentioned is the expestaldes that methods are
anticipated to produce. While VAR gives the maximamount of total value a firm is
expected to lose under most foreseeable conditiGRHR calculates the maximum

shortfall of cash the firm is willing to toleratArfdren et al., 2005).

CFAR methodology not only measures liquidity risketance, but also helps
to improve liquidity risk management through thewsion of additional risk exposure

information (Yan et al., 2011).

There are three main decision variables in estimgaiFAR as in the case of
VAR; target horizon, confidence level and estimatimethod (Gupta and Liang, 2005).
The target horizon concerning the liquidity of tpesitions in the portfolio should
reflect the amount of time necessary to take ctwecaction if high losses occur
(Gupta and Liang, 2005, p.223; Jorion, 2007, p.1Ru)thermore, target horizon should
correspond to the time necessary to raise additimmals to cover losses (Gupta and
Liang, 2005, p.223).

The confidence level also reflects the degreesif aversion of the enterprise
(Jorion, 2007, p.117). Higher confidence level nsegreater amount of capital to cover
possible losses. A survey revealed that the condielenterval used by firms ranges

from 95 percent to 99 percent (Venkataraman, 1997).

The choice of decision variables is a subjectivecess. There are, however,
some rules of thumb in literature. Brandolini et @000) recommend medium-long
term horizons regarding risk management in an assgtagement company. While
banks prefer shorter duration, investment managats hedge funds choose longer
horizon (Jorion, 2007, p.19). According to Venkataan (1997), firms use the one-day

holding period and an observation period of one Y230 trading days).

There are also some limitations in CFAR approadtst Fhe historical data

employed may not include representative eventshiefuture (Gupta and Liang, 2005,
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p.249). Next, portfolio risk profile may change ovarget horizon. That's to say, if a
10-day period is used in estimating, company maangk its portfolio or the market
conditions may differ. Hence, suffice it to saytthesearchers need to bear in mind that
portfolio returns may not be normal with mean edoatero and volatilities can change
over time (Brandolini et al., 2000, p.2).

VAR methodology, which has established the baseCieAR, has also been
subject to criticism. Giannopoulos and Tunaru (90fikess that VAR estimates do not
take into account the magnitude of extreme or l@sses not included in the percentiles.
Lan et al. (2010) provide more criticisms suchreslequate account for extreme losses

and violation of coherent risk measure features.
A risk measure needs to satisfy following critenarder to be coherent.

. Monotonicity: Portfolio with lower returns is supged to produce

greater risk. This assumption is mathematicallyveer below:
If W< Wy, thenplz p2

. Homogenity: If the size of a portfolio increasesaygertain amount, its
risk increases by the same amount, respectivelis agsumption is mathematically
derived below:

p (BW) =bp (W)

. Subaddivity: If portfolios merge, total risk canrim# greater than that of

individual portfolios. This assumption is matheroaliy derived below:
p(W1 + W) = p(W1) + p(W2)

. Translation invariance: If a certain amount of cashadded to a
portfolio, the risk of the portfolio is reduced ligat amount. This assumption is

mathematically derived below:

p(W1+K) =p(W1) - k
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In addition, VAR is widely criticized as being refting only normal market
conditions. In other words, VAR is too conservatigspecially during unusual market

movements (Giannopoulos and Tunaru, 2005).

Giannopoulos and Tunaru (2005) underline anothdicidecy of VAR
approach that VAR considers mainly the frequenclos$es although the severity of a

loss is the most important in risk.

Szegd (2002, 1261) evaluates VAR as an unacceptishkleneasure because
VAR does not measure losses exceeding VAR, a riextuof VAR may lead to stretch
the tail exceeding VAR, conflicting results may bbtained at different confidence
levels, VAR violates subaddivity, VAR may not beeddgn optimization problems, and

there exist many local extremes resulting in urietsA\R ranking.

In sum, VAR is a necessary but not sufficient memnsanage risk. Jorion
(2007, p.28) suggests that VAR needs to be suppdryesome other statistical tools,
such as stress test, limits, and controls.

4.3. BASIC METHODOLOGIES

Literature on basic methodologies employed in CFA&hod is quite scant.
There are few theoretical and empirical studiestlen methodologies. However, we
may borrow methodological approaches from VAR &itare because Stein et al. (2000)
assert that CFAR is analogous to VAR methodology.

VAR approach needs three main decision variabtes.dignificant to develop
methodologies that provide accurate estimates &k managers to evaluate the
performance mandated by regulatory requirementfier@ise, sub-optimal capital
allocation may result in negative consequences han grofitability and financial
stability (Manganelli and Engle, 2001, p.5). Hendierature provides different
classification for methodologies. For instance,soneier and Pearson (2000) list three
basic methodologies in order to predict future galuwf variables as; historical

simulation, delta-normal approach and Monte Cartaufation.
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There is not a consensus on classification of ambres. While some (e.g.
Dobranszky, 2009) distinguish two major familiesistbrical and parametric
approaches), others (Lan et al., 2010) clustercagghes into three groups; parametric,
non-parametric, and semi-parametric models. SiigjlaMalz (2011) puts the

computation modes as parametric, monte carlo stionleand historical data.

We discuss methodological approaches below in fgnaups; parametric
approach, nonparametric approach, hybrid modets N\&fRA methodology. At the end

of chapter, a comparison of approaches is alsagedy

The basic differences among the estimation modssltr from financial data
characteristics. Manganelli and Engle (2001) sunmaampirical facts about financial
markets. First is about distribution of financiaturns. Those have heavier tails and
higher peaks in relative to normal distribution.isTtsort of distribution is called
leptokurtic. Second is on skewness of distributiRaturns are typically skewed to left.
Third, volatilities of market variables have propiy to cluster. That's why, market

variables are changing in the long run whereas taiaing stability in short-term.
4.3.1. Parametric Approach

Parametric methodologies make modeling assumpti@isare based on some
specific distribution function for the returns afitdsome parametric distributions to the
historical data (Dobranszky, 2009). Parametric apghes are relatively simple and

straightforward, and produce more accurate re§ldison, 2007, p.110).

Parametric models include, but not limited to, tReskMetrics model
developed by J.P. Morgan, parametric approaches us@ normal distributions of
returns such as the variance-covariance approa@tametric approaches that use
nonnormal distributions, GARCH-type models and exte value approaches (Lan et
al., 2010).The main advantage of parametric appexads that the number of future

simulations is not limited to a given small numfi2obranszky, 2009).

The variance-covariance method is popularized bskiRetrics and is the

simplest and perhaps most widely used approachotielimg changes in portfolio value
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(Glasserman, Heidelberger and Shahabuddin, 20@3ed®chers highlight underlying
assumptions as changes in risk factors are condltjo multivariate normal over a

horizon and portfolio value changes linearly wittanges in the risk factors (p.240).

Riskmetrics method is a way of calculating todaxyofatility depending on the
historical data with exponential weights of thetpadatility (Sinha and Chamu, 2000).
RiskMetrics methodology includes a covariance mdut a large variety of risk factors
(Jorion, 2007). RiskMetrics assume that standaddiesiduals are normally distributed

and confidence level is usually set equal to 94% 7% (Manganelli and Engle, 2001,
p.9).

4.3.2. Nonparametric Approach

Nonparametric approaches include historical sinmdatweighted historical
simulation, some hybrid models, the use of nonpatamdensity estimation and neural
network (Lan et al., 2010). Here historical simatand Monte Carlo simulation
approaches are discussed due to context of thg. stud

4.3.2.1. Historical Simulation

Historical simulation is a nonparametric approactown as bootstrapping
simulation. According to Linsmeier and Pearson (B0istorical simulation requires
few assumptions on statistical distributions congy market factors, i.e. variables. On
the contrary, Manganelli and Engle (2001) and Liaal.e(2010) state that this approach
does not require any distributional assumption. Nbat it is evident that financial
returns have fat tail characteristics, i.e. theg &ptokurtic, common mistakes of
assuming parametric distributions are avoided stohical simulation approach (Sinha
and Chamu, 2000). However, it is inconsistent with empirical evidence of asset
returns because extreme events are much more tikelgcur in practice than would be

predicted based on the assumption of normality Kdearaman, 1997).

It simply relies on specific quantity of historicabservations and uses the
actual percentiles of the observation period asesat-risk measures (Hendricks, 1996).
However, there is a tacit assumption that distrdsutioes not change for the position at
that specific time period (Manganelli and EngleQ20
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Methodology uses historical changes in variablgzréalict future profit or loss
in cash flows. The use of actual changes in vaeghd compute future profits or losses
is the distinguishing feature of historical simidatapproach (Linsmeier and Pearson,
2000, p.50). This feature is also a limitation lné tapproach that past history may not
carry out into the future (Gupta and Liang, 20024P).

Historical simulation approach includes five stdgisst step is identification of
variables and formulation of the model. Second $ef obtain historical values of
variables for the last N periods. Simply, historisemulation approach captures a
picture of a specific time period, generally ramgéimonths to 2 years (Manganelli and
Engle, 2001, p.10). Portfolio is subjected to clemngn variables in third step.
Following step is ordering results from top-to-dovinom largest profit to largest loss.

In the last step, the loss equal to or larger thigen confidence level is determined.

Historical simulation approach assumes that retuares independent and
identically distributed (i.i.d.) (Jorion, 2007).rBia and Chamu (2000) note that financial
data are very sensitive to time varying propertyoiatility. Lan et al. (2010, p.120)
also highlight this disadvantage that the appraessigns an equal probability weight to

each historical return.

The calculation of standard deviations in an equatighted average is

[ ] ;
O, = [— (x — )}
|1||-"|:' E

where ¢ denotes the estimated standard deviation of thdopo. k is the
observation period, x is the change in portfolidueaandp is the mean change in

portfolio value.u is assumed to be “0”.

In contrast to equally weighted approaches, expiaignweighted moving
average approaches emphasize recent observationsimy exponentially weighted
moving averages of squared deviations. These agipesaattach different weights to

the past observations contained in the observgigriod. Because the weights decline
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exponentially, the most recent observations recemeh more weight than earlier
observations. The formula for the portfolio stamddeviation under an exponentially

weighted moving average approach is

0= A6 +(1-Afs,_ -0y

As shown, an exponentially weighted average on gingn day is a simple
combination of two components: (1) the weightedrage on the previous day, which
receives a weight df, and (2) yesterday’s squared deviation, whichivesea weight
of (1 ).

There are some improved approaches to historicaulation to overcome
some shortcomings of a typical one. For instancajd®ukh et al. (1998) propose
weighted historical simulation that places more glieion more recent returns and
calculates VAR from the empirical distribution dfet re-weighted returns (Lan et al.,
2010, p.120). Another approach in this categoryfiliered historical simulation,
proposed by Barone-Adesi et al. (1998; 1999) antbiBaAdesi and Giannopoulos
(2001) (Lan et al., 2010, p.121).

Lan et al. (2010) illustrates using the filteregtbrical simulation model that
combines GARCH volatility forecasting and bootstrsimulation to improve VAR
forecast accuracy and precision. Giannopoulos amdli (2005) show how to use the
filtered historical simulation in estimating the pexcted shortfall. Filtered historical
simulation presents opportunity to relax the dttional assumptions of the underlying
risk factors while it takes the current market atinds into account (Giannopoulos and
Tunaru, 2005, p.983). Filtered historical simulatapproach checks for peakedness and
fat tails separately and does not make any assangptabout the distribution that

describes the data. It is not very sensitive ttiergt either.

4.3.2.2. Monte Carlo Simulation

Monte Carlo simulation approach is developed torawae the limitations of
standard methodologies in 1990s (Giannopoulos antafli, 2005). Main difference
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from historical simulation approach is that simwlatis performed to obtain future
profits and losses rather than historical changegariables (Linsmeier and Pearson,
2000, p.56). Monte Carlo simulation approach thefings “a priori” structure of risk

(Brandolini et al., 2000, p.8) assumes a statiststribution to adequately capture the

possible changes in variables to generate predgtio

VAR uncertainty is usually obtained from Monte @asimulations (Lan et al.,
2010). Traditional approaches based on Monte Csairaulation typically employ
stochastic differential equations to generate nstuver the time horizon (Brandolini et
al., 2000, p.8).

The first and the last two steps are the samestgrizial simulation approach.
After identifying market factors and formulatingethmodel, in the second step
distribution for changes in variables is determind@dhe opportunity to specify a
distribution for the changes is strength of Mongl€ simulation approach (Linsmeier
and Pearson, 2000, p.56). Next step is to gené&tdigure predictions by means of

pseudo-random generator.

CFAR is typically estimated by Monte Carlo simubati (Linsmeier and
Pearson, 2000, p.62). There are a few issues itfiet oh the methodology related to
CFAR. Hypothetical market factors are taken intoocamt to compute distribution of
changes in an observation period. Calculationsnalude future cash flows, in other
words, all factors affect operating cash flow ameluded. Moreover, time horizon is
much different. Underlying market factors are to dsulated for the next specific
quarters. The main goal to use CFAR is to facditaiternal planning rather than to

control the risk.
4.3.3. Hybrid Models

There are also some approaches that use both garaered nonparametric
methods. One is delta-normal approach employed ibgnieier and Pearson (2000).
The basic assumption underlying delta-normal appros that variables show a

multivariate normal distribution (Linsmeier and Pemn, 2000, p.53). After obtaining
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possible portfolio profits and losses, normal statal procedures are employed to

determine the loss equal to or larger than giverfidence level.

Glasserman et al. (2002) develops efficient methbds exploit a quadratic
approximation to the portfolio loss, namely del@ygna approximation and a low
variance Monte Carlo method for computing portfolBR when the underlying risk
factors have a heavy-tailed distribution. Both roehuse the quadratic approximation
to guide the selection of an effective importanaagling distribution that samples risk

factors so that large losses occur more often @8lasan et al., 2002).
4.3.4. NERA Cash Flow-at-Risk Approach

Stein, Usher and LaGattuta (2001) develop a sinmiathodology to VAR to
obtain a risk measure for non-financial firms. Yah al. (2011) employs the
methodology in the study on the banking industrgvi@al (2004) applies the model to
publicly traded non-financial firms in Turkey andntends that the model functions
quite good to estimate maximum loss in cash flothenfollowing period.

CFAR methodology is, in fact, a very powerful norgraetric way for any
given firm. The method is based on operating césivsf whose basic measures are
EBITDA or EBIT (Stein et al., 2001, p.14). The cabf EBIT to Assets is used in the
model. Since the data trace out the entire digiohuwe do not need to rely on any

assumptions about normality.

In order to measure how much cash-flow deviate®s fe@pectations, one needs
to have a forecast of expected cash-flow sincecémteerrors are deviations of cash-
flows from their expected values (Stein et al., 00.13). To do so, a very simple
autoregressive specification is introduced to thedeh For a quarterly forecast,
EBIT/Assets is regressed in quarter t against flags of itself: that is, against
EBIT/Assets in quarters t-1, t-2, t—3, and t—4ary quarter t, the model is fit using the
past years’ worth of data. Finally, to evaluateweeg confidence level tail for any given

company, we simply look at the mentioned percewfildve empirical distribution.
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In order to overcome data inadequacy, Stein e(28l01, p.9) recommend
grouping comparable firms into one bin. For ins@megarding a five-year observation
period with a three-month time horizon, one compamyld provide 20 observations
on a quarterly basis. On the other hand, the mamgpanies involved in the analysis the
more observations we include and the more accuaacy precision we statistically
have. To make comparable groups, market capitadizatprofitability, industry

riskiness and stock price volatility may be avdgatools.
4.3.5. Comparison of Approaches

Dobranszky (2009) compares historical or param&A& methodologies and
concludes that there is only slight difference e tcalculated VAR. Linsmeier and
Pearson (2000) employ historical simulation, MoGtelo simulation and delta-normal

estimation models and present a comparison in Tebleelow.

Table 13 Comparison of Methodologies

Attribute Historical Monte Carlo Delta-Normal NERA
Simulation Simulation Approach Approach*

Ability to capture| Yes No Yes Yes
the risks
Easiness to Yes Yes Yes Yes
Implement
Quickness in Yes Yes No No
Computation
Production off Yes No No Yes
Misleading
Estimates
Sensitivity No Yes Yes Yes
Analysis

Source: Linsmeier and Pearson, 2000.
* Added by the Researcher.

According to Stein et al. (2001, p.17), estimat@®gAR offers a number of
practical advantages. First and foremost, by laplkdirectly at the ultimate item of
interest-cashflow variability-the model naturallyoguces estimates that, within any
given peer group, are correct on average. Sectwedmiodel is non-parametric, and
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thereby avoids imposing the highly unrealistic aggtion that shocks to cash-flow are
normally distributed. Finally, once the model islhut can be easily and at relatively
low cost applied to any number of non-financial pamies. Furthermore, to our
knowledge, Yan et al. (2011) employed the methagipldo banking industry,
necessarily not a non-financial institution andorgd methodology best suited to
rapidly changing banking industry.
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CHAPTER FIVE

APPLICATION

5.1. AIM OF RESEARCH

The aim of the research is twofold. First is to sue liquidity risk tolerance
and help to improve liquidity risk management tigiouhe provision of additional risk
exposure information, such as profitability. Ancdtc@ed is to offer an investigation of
CFAR model in the Turkish leasing industry, basedN&RA CFAR approach.

5.2. SIGNIFICANCE OF RESEARCH

Literature review reveals that risk management isignificant issue for
financial and non-financial institutions. Howevesk management tools available are

tailored to financial institutions, and banks, articular.

In order to shed some critical light on risk mamagat in a highly promising
industry, namely leasing industry, this researatteisigned. There are three reasons that
motivate the researcher to develop and introdutgkanodel framework for the leasing
industry. First, although risk management modets laghly common among banks,
there are no risk management models yet in thenigasdustry. Common attributes
among banks in the literature are identified and llwey can be applied to the leasing
industry is considered. Second, there is a neeal abre concrete legal framework in
the Turkish leasing industry but the potential ictgaof the draft legislation are yet
unknown. It is important to study the impact of tpeoposed changes on the
profitability and risk of the leasing industry. Tdhj it is believed that a comprehensive
and coherent risk management model framework weualtburage both practitioners

and researchers to better apply lessons-learnadriglevant academic research.

So this study contributes to the scarce literaturerisk management in the
leasing industry. Also this study opens pathways fidure research using newly

developed risk management tools.
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5.3. RESEARCH METHOD

VAR methodology is employed by many researchedfferdnt industries. As
Stein et al. (2001, p.8) emphasize, VAR is pertagst suited to evaluating the risks of
a trading desk that deals in relatively liquid mstents. However, leasing industry is
unique to its specific characteristics, and may lm®iconvenient to study within VAR
context because balance sheets quite differ fronkand other financial institutions
by their exposure to liquidity risk. Balance sheefsfinancial intermediaries are

compared in Table 14.

Table 14 Balance Sheets of Financial Intermediaries

Type Assets Liabilities

Banks Loans, other credit exposures Deposits, CDs,
subordinated debt

Securities Firms Securities (long) Securities (Jong

Insurance Companies  Market value of assets Actuaaiae of
insurance claims

Pension Funds Market value of assets Present walludefined-
benefit pensions

Leasing Companies Receivables, property, pldnbans payable

and equipment

Source: Adapted from Jorion (2007, p.67) and lepsompanies are added.

Accordingly, risk factors are formed by balanceeth&ructures. Again main
risk factors of financial intermediaries are congohin Table 15. Both tables are to be
interpreted together. As it is obvious, leasingustdy is based on property, plant, and
equipment rather than current assets. That's wgsihg industry is more open to
liquidity risk in relative to market risk.

However, ownership structure is assumed not tochffearket positions of
leasing companies. Bearing in mind that a large tarthof the leasing companies in
Turkey is backed by banks, this is beyond the sobplee study. Nevertheless, we need
to mention that independent leasing companies, aomapto bank backed leasing
companies, have to be extremely aggressive andonme cases, willing to bend the

rules for the lessee’s benefit to win a transact@cause leasing is their principal

103

www.manaraa.com



source of revenue (Contino, 2002, p.5). Hence,ldlter are riskier than the former

regarding liquidity due to cash flow.

Table 15 Main Risk Factors of Financial Intermediaies

Type Main Risk Factors Purposes of Regulatory Capdl
Banks Credit risk Safety and soundness
Market risk deposit insurance fund
Securities Firms Market risk Protect customers
Liquidity risk Protect integrity of securities market
Insurance Companies  Actuarial risk Protect claimants
Market risk
Pension Funds Market risk Protect retirees
Liability risk pension insurance fund
Leasing Companies Liquidity/Credit riskProtect integrity of leasing market
Market risk Protect lessee

Source: Adapted from Jorion (2007, p.67) and lepsompanies are added.

CFAR concept seems to be the best alternativéholeiasing industry to value
risk since cash flow and liquidity risks get prigrover market risk. Some studies adapt
the methodology even to the banking industry dudigier liquidity risk as well as
market risk (e.g. Yan et al.,, 2011). In additioeading industry finances long-term

investment with short-term resources, thus reggitirmaturity mismatch.
5.4. PROBLEM STATEMENT

Leasing industry in Turkey is at a turning poinhcerning the legal framework
and growth potential. However, no data are avalablpredict future gains or losses to
prepare the industry. Moreover, liquidity managemisncritical to own and lease
technologically developed equipment because ofdraglbbalization and intense
competition. There is a tendency of consolidatiohie sector. Merger and acquisition
of banks affect the sector due to ownership strectlihat’'s why it is significant to
adopt a risk management framework and measurestitiness level of the industry. In
addition, it is also crucial to analyze expectete@t of the new legal framework.
Hence, taking into account of theoretical and erogirstudies, following problem

statements are developed:
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1. Would it be possible to adopt a risk manageniearhework for the

leasing industry and analyze its readiness toxpeaed changes?

2. What is the expected maximum loss for finandgsing companies

under the current legal framework?

3. What is the expected maximum loss for operatitegasing companies

after the new legal framework is introduced?

4.  What is expected maximum loss for companies ingnboth financial

and operational leasing when the new legal framkevgointroduced?
5.5. MODEL
5.5.1. Assumptions

Once CFAR is computed by employing historical data applied to current
portfolio, the portfolio and the operating enviroamh are assumed to remain unchanged

during the holding period (Linsmeier and Pears@902.

Time horizon is measured on a quarterly basis, wh& consistent with
arguments provided in literature review whetherysia is based on market risk factors

or operating cash flows.

Confidence level is set to 95%. Malz (2011) deficesfidence level as the
probability that quantile is being exceeded ancegithe interval between %95 and
99.9%. Empirical studies reveal that confidencelléy set between 95% and 99%, and
the higher the confidence level the riskier theséssexceed CFAR.

5.5.2. Data Collection

The study applied to the leasing industry attentptemploy NERA CFAR
model to estimate maximum losses. Data was rettieilem ISE website (i.e.
www.kap.gov.tr) for quoted companies and via pessaorrespondence for non-quoted
companies. Data include quarterly EBIT and totakss of twelve companies of which

six are quoted to ISE. Quoted companies are, résphg Is Finansal Kiralama 8,
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Vakif Finansal Kiralama 8, Finans Finansal Kiralama$A YKB Finansal Kiralama
AS, Seker Finansal Kiralama f\and Fon Finansal KiralamaSA At times when ISE

based data was not available, information on compabsites were also used.

CFAR methodology is based on comparables to makeramts with regard to
a specific industry or a particular company. Asirbtg al. (2000) indicate that it may
make more sense to look at a single industry. begasidustry with a new legislative

environment requires a specific focus to measupeebed risks and returns.

Because number of companies quoted to ISE is rexquade to analyze, there
was a need to obtain further data from industrycokding to capital market regulations,
it is not obligatory for non-quoted companies tsuis financial tables. While BRSA
impose (Official Gazette no 26525; May 17, 200%) tlon-bank financial institutions to
issue their financial statements latest in sevess a@éter the General Assembly, not all
financial institutions announce them publicly. Henwe obtained data from six more
companies via personal correspondence. Those lasA, A&T Lease, Deniz Leasing,
EFG Leasing, Yatinm Leasing, and Ziraat LeasingtaDspan range first quarter of
2005 to third quarter of 2011. Raw data are endiésehe study as Appendix 1.

There are currently 31 leasing companies in théosedwelve companies
participated in the study mostly represent therfona leasing sector in Turkey since
statistics displayed on the table below indicat they account for roughly 59% and
52% of total investments made in 2010 and 2011.
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Table 16 Investment, Financial Leasing Companies (20, 2011)

2011 RATIO TO 2010 RATIO TO
INVESTMENT  INDUSTRY | INVESTMENT INDUSTRY
Corporate (000 TL) TOTAL (000 TL) TOTAL
A&TLEASING 65.201 0,77% 29.049 0,60%
ALEASE 132.729 1,57% 120.076 2,48%
DENIZ LEASING 589.518 6.98% 268.382 5,54%
EFG LEASING 111.236 1,32% 63.271 1,31%
FFK FON LEASING 33.506 0,40% 26.596 0,55%
FINANS LEASING 402.517 4,76% 471.727 9,74%
i$ LEASING 668.751 7,92% 435.325 8,99%
SEKER LEASING 82.825 0.98% 108.087 2,23%
VAKIF LEASING 315.747 3,74% 165.172 3,41%
YAPI KREDI LEASING 1.654.370 19.58% 931.148 19,22%
YATIRIM LEASING 17.872 0.21% 13.313 0,27%
ZIRAAT LEASING 285.869 3,38% 204.842 4,23%
TOTAL 4.360.141° 51.61% 2.836.988 58,57%
OTHERS 4.088.271" 48,39% 2.006.981 41,43%
INDUSTRY TOTAL 8.448.412 100,00% 4.843.969 100,00%

A six-year period on a quarterly basis providesficeht data to make
analyses. Furthermore, the companies involvedarattalysis accounts for two-third of
the sector regarding asset size and investmenfoport For each company, 27
observations for the mentioned period were incluotethe analyses. Also, now that
NERA CFAR methodology is based on cash flows orrtgus basis, data spectrum is
naturally limited. However, literature review reledhat researches are sometimes
subject to limited data. For instance, Alty{@2007) studies VAR methods on pension
funds for 250 observations within a year. Similarkkin and Akdgan (2012)
calculates VAR of pension funds for a three-yeaigoe Overall, concerning data, it
may be concluded that the sample is representatittee population and is expected to

be unbiased, sufficient, efficient and consistent.

Further examination of data was needed prior tdyaaa. Since the method is
based on operating cash flows whose basic meas®BIT, the ratio of EBIT to Total

Assets (EBIT/TA) was computed respectively andchied to the study as Appendix-2.
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Balance sheets and income statements provide egasformation to carry
out EBIT/TA formulation. Total assets directly exppal from balance sheets. EBITs
require further transactions using income statemeédhce income statements display
cumulative data, quarterly EBITs are simply comgami of current quarter with the
following. The difference between quarters provi@#dT in the current quarter. For
instance, take EFG leasing data from first and seéaarter of 2011, TL 1,515,000
and TL 3,027,000 respectively. The computationtigightforward. EBIT for second
quarter is 1,512,000 (3,027,000 (EBIT for secondrtar) — 1,515,000 (EBIT for first
guarter)). Next EBIT is divided by relevant totalsat. Data arranged accordingly are

plotted in Figure 15.

EBIT/TA

Figure 15 EBIT/TAs for Data

It is obvious in Figure 15 that there exist soméiexs. In order to determine
outliers, mean and standard deviations are compwegimploying SPSS, a statistical
package program.
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Figure 16 Histogram Graphic for Data with 322 Obsevations

With a mean of 0.0022 and a standard deviation.@2@B, 324 observations
are examined again and found that two observatilonsot fall within three standard
deviations, recalling empirical rule which implighat approximately 99.7% of
observations fall within three standard deviatioighe mean (McClave, Benson and
Sincich, 1998, p.70). After determining outliersdaexcluding two observations, data
consisting of 322 observations between first quart@005 and third quarter of 2011 is

used for the analysis.

Table 17 Descriptive Statistics for Data with 322 Oservations

Observations 322
Mean ,0019]
Median ,0066
Mode -,0867
Std. Deviation ,018]
Skewness -1,24
Std. Error of Skewness , 136
Kurtosis 2,654
Std. Error of Kurtosis 271
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Descriptive statistics (Table 17) and histogrampbr@Figure 16) show that
distribution of data is leptokurtic, i.e. kurtogi2.654). Also distribution is slightly
skewed to the right (skewness is -1.24 and mo08&7.) is the lowest central tendency
indicator where mean is 0.0019 and median is 0)0086is is consistent with
Manganelli and Engle (2001) that distribution afdincial returns has heavier tails and
higher peaks in relative to normal distribution.sélStein et al. (2000, p.14) and
Ozvural (2004) assert that analysis need not toaelany assumptions about normality

because the data trace out the entire distribution.
5.6. FINDINGS
5.6.1. Data Analysis

In order to measure how much cash-flow deviate®s fe@pectations, one needs
to have a forecast of expected cash-flow sincecémteerrors are deviations of cash-
flows from their expected values (Stein et al., 00.13). To do so, a very simple
autoregressive specification is introduced to thedeh For a quarterly forecast,
EBIT/Total Assets ratio is regressed in quartegaiast four lags of itself: that is,
against EBIT/Total Assets ratios in quarters t—2, t—3, and t—4. In any quarter t, the
model is fit using the past years’ worth of datadémmy variable is also included in
the model with regard to VAT incentive. Accordirg fiscal policy, from 2008 to the
end of 2011 VAT incentive was not granted. Therefoa dummy variable was
introduced with a binary code of “0” if VAT inceng# was not granted and “1”
otherwise. Confidence level is assumed to be equab% for analyses.

Overall, auto-regression equation may be written as

(EBIT/TA); = Bo + B1*(EBIT/TA) 1 + B2*(EBIT/TA) 2 + Bs*(EBIT/TA) 3 +
B4*(EBIT/TA) 4+ dummy variable €

One copy of excel sheet used to formulate data lmeafpund in Appendix-3.

Model for auto-regression is also depicted in Fedurbelow.
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Figure 17 Hypothetic Model of Autoregression
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(EBIT/TA);where it is denoted as “t”, is regressed on fogsJa&hown as “t-1”,

“t-27, “1-3”, and “t-4”. SPSS is again employed foegression analysis and linear

regression model is run to relate the time serfdags and the least squares method is

employed to forecast future values of EBIT/TA. Suanynstatistics are provided in
Table 18.

Table 18 Summary Statistics, Regression

Change Statistics

Std. Erro
Adjusted R ofthe |R Squarq F Sig.
R | R Squard Square | Estimate| Change| Changd df1| df2 | F Changg Durbin-Watsor
,452 ,204 ,190  ,01944 ,204 13,871 5| 270 ,000 1,799

Multiple Coefficient of Determination ( is the fraction of variation of the

dependent variable that is explained by least sguarediction equation.’Rs a sample

statistics that tells how much the model explaiagations from means. According to

summary statistics, about 20.4% of variation carex@ained by using lags to predict

the EBIT/TA in the regression model.
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We also need to test the significance of accurkrcthis sense, the hypotheses

can be written as:
H nun = Bo=P1=...=P4=0
H , =At least one of the coefficients is nonzero

Table 19 ANOVA for Regression Model

ANOVA®
Model Sum of Squares df Mean Square F Sig.
1 Regression  |,026 5(,005 13,871|,000%
Residual ,102 270(,000
Total ,128 275

a. Predictors: (Constant), dummy, v3, v2, v1, v4

b. Dependent Variable: t

where t1, t2, t3, and t4 denote lags and d demhtesny variable.

The statistic F (F=13.871) has 5 and 270 degreéeeflom and may be used
to test the null hypothesis that the coefficientstiee model contribute sufficient
information. The F statistics has an observed Bagmce level of 0.000 so that there is
strong evidence to reject the null hypothesis. gpemrs that at least one of the
coefficients differs from zero. It may be concludidt the model contributes sufficient

information for future prediction.

Table 20 displays the coefficients of the modehwiistatistics and observed
significance levels. The first, second, third andrth lag coefficients are significantly
different from zero ¢=0.05, p<0.05). But, the constant coefficient se@amgnificant,
which may signal that the independent variables omagribute redundant information.
Because the correlated data is a general problenthentime-series model, the
independent variables could be correlated with edlohr. Hence, this case is explored

in the next section.
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Table 20 Coefficients of Regression Model

Coefficients?®

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) ,001 ,001 ,394 ,694
t1 -,267 ,058 -,269 -4,581 ,000
t2 -,306 ,058 -,312 -5,292 ,000
t3 -,220 ,058 -,222 -3,805 ,000
t4 ,147 ,058 ,150 2,547 ,011
dummy ,002 ,003 ,034 ,615 ,539

a. Dependent Variable: t

The Durbin-Watson statistia) is used to test for the presence of first-order

autocorrelation. The correlation between time semsiduals at different points in time

is called autocorrelation. Correlation between hleaying residuals (at times t and t-1)

is called first-order autocorrelation. The valual@lways falls in the interval between 0

and 4 (McClave et al., 1998). There can be threeseegarding autocorrelation. If the

residuals are uncorrelated then d is approxima2elyf the residuals are positively

correlated, then d is greater than 2, if the retais very strong then d is exactly 4. If the

residuals are negatively correlated then d is thas two, if the correlation is very

strong then d is absolutely 0. The Durbin-Watsaigtic of the model is 1.793 as seen

in Table 18, thus the residuals seem to be unctech!

Consequently we can rewrite regression equation egefficients as:

(EBIT/TA),

=0.001 -0.267*EBIT/TA)
0.220*(EBIT/TA)s+ 0.147*(EBIT/TA)4 + &

—  0.306*EBIT/TA), -

Regression equation above is used to obtain faietasEBIT/TAs for period

t. As Figure 18 displays scatterplot of regressstemdardized residual, they assume
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normal distribution. Forecasts computed by regoessiquation are also provided in

Appendix-4.
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Regression Standardized Residual

Figure 18 Scatterplot

According to CFAR methodology, in order to meashosv much cash flow
deviates from expectations, one needs to haveezdst of expected cash flow since
forecast errors are deviations of cash flows frogirtexpected values. Hence, forecast
errors are calculated by subtracting forecasts fEBIT/TA values for period t. The

results are also presented in Appendix-4.

Then, mean and standard deviation for forecastrerswe computed by
employing SPSS. For comparison, histogram of fateaxrors is obtained and
displayed in Figurel9. Forecast errors with a m&E#ah 000 and a standard deviation of
0.0193 follow the same pattern as actual data, lyainis also leptokurtic and slightly

skewed to the right.
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Figure 19 Histogram Graphic of Forecast Errors

5.6.2. Application of the Model

The study offers an investigation of risk exposureder both current
conditions and the potential impact of the expedégpislative change in the Turkish
leasing industry. What this kind of analysis ma&kesr is that risk levels are identified
with respect to leasing type. This part of the giutherefore, summarizes expected
changes of new legislative framework and introdubese scenarios to apply the model

obtained in previous section.
Some of the most important terms in the new leg@iaare highlighted below;

* Financial leasing firms will have the authority peerform not only

financial (capital) leasing but also operationakiag,

* New products such as Sale & leaseback operatidhbevintroduced,
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» Definition of goods subject to leasing will be egled,

* Obligation to draw up contracts at notaries will bemoved, term

restriction regarding the expiry of contracts ved removed,

* The term of the contract will be freely determirmdthe relevant parties.

“Financial Leasing Firms’ Association” with a pubbluthority status will
be established, at which all financial leasing cacts will be registered,

enabling better monitoring of the industry.

While all of these changes are important for thetage the introduction of
operational leasing will be the most impactful@énnts of financial statements and cash-

flow analysis.

In order to recognize both potential impact of tleav legislative framework

and current situation, two sensitivity analysesagpglied.

The first one applied to the consolidated quartddta of the Leasing Industry
(in order to reflect an industry wide perspectiv€he sensitivity analysis requires
detailed data analysis with regard to financialesteents. The data provided biDER
Is first used to analyze the risk and return anslg$ financial leasing. Since the new
legislation is expected to introduce operationakieg as the second important leasing
instrument, a second case is analyzed with thengsisan that the industry runs both
operational leasing and financial leasing equdfinally, the risk and returns are one
more time analyzed with the assumption that theustrg will focus entirely on
operational leasing. As a consequence, CFAR isigppb three scenarios and a risk

and return comparison is provided.
The sensitivity analysis is run in line with thr@@in scenarios:

Scenario 1- If the leasing industry offers onlyafincial leasing products,
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Scenario 2- If the industry runs operational legsand financial leasing
together where 50% of the business volume will bening from financial leasing

operations and the other 50% will be generated foperational leasing,
Scenario 3- If the industry offers only operatioleasing products.

The second application is applied on to the qugrtiata of one single leasing
company in order to identify the potential impantaspecific company rather than the

industry as a whole.

Data from XXX Leasing (original corporate informati is kept secret due to
business confidentiality and will be referred toSasnple 1 in the rest of the study) was
used to conduct this analysis. The sensitivity ysigalrequires detailed data analysis
with regard to income statement. Since such detairmation is not available in all
publicly available data sets on a quarterly bakasa provided by Sample 1 is used as an
example to analyze the risk and return analysi®udiferent scenarios. The sensitivity

analysis is run in line with the previous applioati
Scenario 1- if the company offers only financiadag products,

Scenario 2- If the company runs operational leasing financial leasing
together where 50% of the business volume will bening from financial leasing
operations and the other 50% will be generated foperational leasing,

Scenario 3-If the company offers only operatiomasing products. Sample 1

is asked to reflect draft framework to their finmti¢ables.

As a consequence, CFAR is applied with the samengssons to the three
Scenarios and a risk comparison is provided. Ireotd run the sensitivity analysis,
initially the data warehouse is built on “oracle gllsystem, and the business
intelligence system is built on OBIEE (Oracle Bsis Intelligence Enterprise Edition).
An E-core package program is written by using O#igleage on “.NET platform”.
Transaction volumes and payment plans have beesulatdd on e-core package

program.
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The data used in sensitivity analysis prepared dage the following

assumptions:

. Financial leasing transactions have been calculaiad full payout
principle. No residual value has been calculatetires principal has been

amortized at the maturity.

. Operational leasing transactions have been caémilan 35% and 43.3%

residual value amount for two different asset geoup

. All costs have been accepted as being identicdirfancial & operational

leasing.

. All other variables have also been based on thethggis that they are

identical for financial & operational leasing.

. Fixed asset depreciation has been calculated as&2@Pd6.7% for two

different asset groups and straight line methodshaspplied.

. The maturity of operating leasing transactions &s 3onths. Financial
statements of third and fourth quarters of thirdrybave been prepared

accordingly.

. No new operating leasing transaction has beenzeghliand the existing

ones have been terminated at the end of 36th month.
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Table 21 summarizes the three scenarios analyzdeasing industry.

Table 21 Leasing Industry Income Statement (3rd andth Quarter, 2011)

Leasing Industry 30.09.2011 | | 31.12.2011

Profit & Loss Statement

Full Half Full Full Half Full

Millons, TRY Finance Operating Operating Finance Operating Operating
LEASE INCOME 851,44 2.992,38 4.474,01 1.135,83 3.922,31 5.965,80
A) Financial Lease income 835,41 468,73 0,00 1.114,01 557,01 0,00
B) Operational Lease income 0,00 2.507,62 4.457,98 0,00 3.343,48 5.943,98
C) Fees & Commisions Received From Lease
Transactions 16,03 16,03 16,03 21,82 21,82 21,82
OPERATING EXPENSES (-) 195,28 1.780,86 3.014,08 252,47 2.366,57 4.010,87
A) Personnel Expenses 101,11 101,11 101,11 132,86 132,86 132,86
B) Provision Expense For Employment
Termination Benefits 1,10 1,10 1,10 2,47 2,47 2,47
C) Research And Development Expenses 0,00 0,00 0,00 0,00 0,00 0,00
D) General Administration Expenses 80,53 80,53 80,53 100,29 100,29 100,29
E) Depreciation Expenses 0,00 1.585,58 2.818,80 0,00 2.114,10 3.758,40
F) Other 12,54 12,54 12,54 16,85 16,85 16,85
OTHER OPERATING INCOME 520,68 636,74 643,93 719,55 923,48 929,61
A) Interest Received From Banks 86,00 202,06 209,25 105,36 309,29 315,42
B) Interest Received From Reverse
Repurchase Agreements 0,00 0,00 0,00 0,00 0,00 0,00
C) Interest Received From Marketable
Securities Portfolio 5,84 5,84 5,84 6,71 6,71 6,71
D) Dividend Income 2,43 2,43 2,43 2,43 2,43 2,43
E) Trading Gains On Securities 127,17 127,17 127,17 183,96 183,96 183,96
F) Foreign Exchange Gains 102,72 102,72 102,72 137,05 137,05 137,05
G) Other 196,52 196,52 196,52 284,04 284,04 284,04
FINANCIAL EXPENSES (-) 389,74 963,87 1.143,52 534,57 1.300,02 1.605,83
A) Interest On Funds Borrowed 379,56 953,69 1.133,34 519,39 1.284,84 1.590,65
B) Interest On Factoring Payables 0,00 0,00 0,00 0,00 0,00 0,00
C) Financial Lease Expense 0,00 0,00 0,00 0,00 0,00 0,00
D) Interest On Securities Issued 0,12 0,12 0,12 2,10 2,10 2,10
E) Other Interest Expenses 0,13 0,13 0,13 0,03 0,03 0,03
F) Fees And Commissions Given 9,93 9,93 9,93 13,05 13,05 13,05
SPECIFIC PROVISIONS FOR FOLLOW-UP
RECEIVABLES (-) 144,12 144,12 144,12 218,97 218,97 218,97
OTHER OPERATING EXPENSES (-) 176,34 176,34 176,34 265,46 265,46 265,46
A) Impairment Of Marketable Securities 0,23 0,23 0,23 0,37 0,37 0,37
B) Impairment Of Fixed Assets 0,24 0,24 0,24 0,29 0,29 0,29
C) Loss From Derivative Financial Transaction 154,88 154,88 154,88 229,22 229,22 229,22
D) Other 20,99 20,99 20,99 35,58 35,58 35,58
NET OPERATING INCOME/EXPENSE 466,64 563,93 639,88 583,91 694,76 794,28
TAXATION ON INCOME FROM CONTINUING
OPERATIONS (%) 38,13 72,13 83,13 73,92 104,46 118,92
A) Current Tax Provision 62,81 96,81 107,81 73,27 103,81 118,27
B) Deferred Tax Expense Effect (+) 47,98 47,98 47,98 62,76 62,76 62,76
C) Deferred Tax Income Effect (-) -72,66 -72,66 -72,66 -62,11 -62,11 -62,11
CURRENT PERIOD INCOME/ LOSS 428,51 491,80 556,75 509,99 590,30 675,36
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As the details can be seen in Table 21, the seibgitinalysis suggests that the
net profit that might be registered by the indussryfL 81.48M (509.99-428.51) under
Scenario 1, TL 98,50M (590.30-491.80) under Scenarand TL 118,61M (675,36-
556.75) under Scenario 3. Net profits for the stesamay be computed by deduction
of current period income/loss for the fourth quaftem that of the third quarter.

In order to find CFAR, EBIT is to be computed byans of income statement.
EBIT is equal to “Net Profit After Tax” plus “IncoenTax Expense” minus “Total
Operating Expenses”. EBIT for three cases is ptedeim Table 22. In addition, total
assets for the cases are also presented. Rectidhbhdorecast errors have a mean of
0.000 and a standard deviation of 0.0193, and &d=orce level of 95%, z value to be
used in the study is -1.645.

Table 22 EBIT Values for Cases

Full Financial Half FuI]
Operational Operational
Lease
Lease Lease
Net Profit After Tax 509,99 590,30 675,36
Income Tax Expense -73,92 -104,46 -118,92
Total Operating Expenses -252.47 -2.366,57 -4.010,87
EBIT 688,54 2.852,41 4.567,31
Total Assets (TA) 18.604,08 24.674,76 29.712,32

Tail value can be figured out by following equation

Z=(X- %l o

where %3 =0.000,6= 0.0193,and z=-1.645.

Tail values are then calculated as -0.03174 by swe&helow equation;
X=(z* 6) + Xavg

Total assets times tail value gives us the expeotedimum loss for the

following income statement period. As a consequemneben the results of the
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sensitivity analysis is used under the risk managgrframework we have adopted by
using the historical data of the twelve leasing pames, we came to the conclusion
that the leasing industry may incur TL 590,49M lassnaximum if it functions under
Scenariol, TL 783,18M loss at maximum under Scenarand TL 943,07M loss at

maximum under Scenario 3.

For the second application; Table 23 summarizeghtee scenarios analyzed

for XXX Leasing company.

Table 23 XXX Leasing Income Statement (3rd and 4tQuarter, 2011)

XXX LEASING
Income Statement
XXX Leasing (TRY)
as of third and fourth quarter,
2011 30.09.2011 31.12.2011
Year to Year to Year to Year to Year to Year to
Date Date Date Date Date Date

30.09.2011 30.09.2011 30.09.2011 31.12.2011 31.12.2011 31.12.2011
INTEREST AND DISCOUNT
INCOME 32.859.768 25.833.962 18.808.156 42.550.828 36.030.333 29.509.835
INTEREST EXPENSE 20.144.655 23.470.593 26.796.530 27.121.698 31.556.281 -35.990.864
NET INTEREST INCOME 12.715.113 2.363.369 -7.988.374 15.429.130 4.474.052 -6.481.029
OPERATING LEASE INCOME 0 46.437.303 92.874.605 0 61.916.404 123.832.807
FEE AND COMMISSION INCOME 426.544 426.544 426.544 642.388 642.388 642.388
FEE AND COMMISSION EXPENSE -414.413 -414.413 -414.413 -566.095 -566.095 -566.095
NET FEE AND COMMISSION
INCOME 12.131 12.131 12.131 76.293 76.293 76.293
NET TRADING INCOME 203.773 203.773 203.773 227.262 227.262 227.262
OTHER OPERATING INCOME 103.348 103.348 103.348 103.348 103.348 103.348
TOTAL OPERATING INCOME 13.034.365 49.119.924 85.205.483 15.836.033 66.797.359 117.758.681
TOTAL PERSONNEL COST -2.607.342 -2.607.342 -2.607.342 -3.455.057 -3.455.057 -3.455.057
TOTAL ADMINISTRATIVE
EXPENSE -1.444.728 -1.444.728 -1.444.728 -1.880.446 -1.880.446 -1.880.446
TOTAL DEPRECIATION -148.297 29.510.797 58.873.298 -201.989 39.351.989 -78.501.990
TOTAL OPERATING EXPENSES -4.200.367 33.562.867 62.925.368 -5.537.492 44.687.492 -83.837.493
BAD & DOUBTFUL DEBTS
EXPENSE -227.272 -227.272 -227.272 -266.824 -266.824 -266.824
OTHER PROVISIONS -243.000 -243.000 -243.000 -324.000 -324.000 -324.000
NET PROFIT BEFORE TAX 8.363.726 15.086.785 21.809.843 9.707.717 21.519.043 33.330.364
INCOME TAX EXPENSE -1.672.745 -3.017.357 -4.361.969 -1.941.543 -4.303.809 -6.666.073
NET PROFIT AFTER TAX 6.690.981 12.069.428 17.447.875 7.766.174 17.215.234 26.664.292
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As the details can be seen in Table 23, the seibgitinalysis suggests that the
net profit that might be registered by Sample TLsl.075.193 (7.766.174 - 6.690.981)
under Scenario 1, TL 5.145.806 (17.215.234 - 12489 under Scenario 2 and TL
9.216.417 (26.664.292 — 17.447.875) under Scerfaridet profits for the scenarios
may be computed by deduction of net profits aféer for fourth quarter from that for

third quarter.

In order to find CFAR, EBIT is again to be computegl means of income

statement. EBIT is equal to “Net Profit After Taglus “Income Tax Expense” minus

“Total Operating Expenses”. EBIT for three casegresented in Table 24. In addition,

total assets for the cases are also presented.

Table 24 EBIT Values for Cases

Full Half Full
Financial | Operational | Operational

Lease Lease Lease
Net Profit After Tax 7.766.174 17.215.234 26.664.292
Income Tax Expense -1.941.543 -4.303.809] -6.666.073
Total Operating Expenses -5.537.49244.687.492 -83.837.493
EBIT 15.245.209 66.206.535 117.167.857
Total Assets (TA) 469.256.994607.908.703 771.560.408

Recalling that tail values are calculated as -07@31otal assets times tail value

gives us the expected maximum loss for the follgwincome statement period.

Consequently, when the results of the sensitivitelysis is used under the risk

management framework we have adopted by using idterical data of the twelve

leasing companies, we came to the conclusion tia& ¥asing company may incur

TL 14,89M loss at maximum if it functions under 8agol, TL 19,29M loss at

maximum under Scenario 2 and TL 24,49M loss at mari under Scenario 3.
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RESULTS AND DISCUSSION

Leasing is one of the alternatives of financingusibess. The other means
include, but not limited to, debt financing andalsic finance. In fact, financial system
facilitates economic activities and provides prdccuse of financial products. With
globalization, rapid technological development amgnse competition increased the
need for capital. Leasing initially emerged as dieraative financing to acquire
equipment. However, there has been a decline ibagldemand regarding heavy
equipment, ship and plane (Soyler, 2007, p.16) laading shifted also towards other

equipments, such as computer, photocopiers andleshi

The leasing industries have particular importamcdtfe developing economies
through better financing opportunities for SMEs.d@y, in terms of the number of
companies operating in Turkey, SMEs make up 99.5%etotal market. Their share
in industrial employment is as high as 61.1% ad aslkheir share in total value-added
created. Taking into account this significant sharthe economy and keeping in mind
that one of the main problems of the Turkish econdias always been the high share
of unregistered economy, it is important to offerahcing opportunities for the SMEs

and support them in their development and instinglization process.

Under the current leasing legislation, since finaindeasing is the only
instrument offered by leasing companies, the maoblpm in the Turkish leasing
industry has been the absence of a multi-produsindswvork. A multi-product
framework is important due to reasons such as metasatisfaction, effective funding,
tax management, operational productivity and riskemification. Such framework

strengthens the balance sheet against liquiditynaarttet risks.

Literature review reveals that risk management isignificant issue for
financial and non-financial institutions. Howeversk management tools that are
currently available are mostly tailored to finangrsstitutions, and banks, in particular.
The Basle Committee on Banking Supervision endortbed use of such models,

contingent on important qualitative and quantiatstandards (Hendricks, 1996; Gupta
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and Liang, 2005). Thus, the Committee allows conemémbanks to use their own

internal VAR estimates to determine their capiégjuirement for market risk.

In order to shed some critical light on risk mamagat in a highly promising
industry, namely leasing industry, this researatleisigned. There are three reasons that
motivate the researcher to develop and introdutgkanodel framework for the leasing
industry. First, although risk management modets lighly common among banks,
there are no risk management models yet in thenigasdustry. Common attributes
among banks in the literature are identified and iley can be applied to the leasing
industry is considered. Second, there is a neeal abre concrete legal framework in
the Turkish leasing industry but the potential ictgaof the draft legislation are yet
unknown. It is important to study the impact of tpeoposed changes on the
profitability and risk of the leasing industry. Tdhj it is believed that a comprehensive
and coherent risk management model framework weualtburage both practitioners
and researchers to better apply lessons-learnadriglevant academic research.

So this study contributes to the scarce literaturerisk management in the
leasing industry. Also this study opens pathways fidure research using newly
developed risk management tools. Leasing industripased on property, plant, and
equipment rather than current assets. That's winiewoth market risk and liquidity
risk is relevant to the leasing industry, it is moipen to liquidity risk relative to market

risk.

The maturity mismatch problem in the leasing indudue to the financing of
long-term investments with short-term resource atgreases the importance of
liquidity risk in the sector. CFAR concept seemsbi® the best alternative for the
leasing industry to value risk since cash flow aqdidity risks get priority over market
risk. Since cash flow data summarize the combirifsttteof all the relevant risks (Stein
et al., 2000, p.9), CFAR model, therefore, bestthtthe leasing sector. In fact, in some
studies the methodology is adapted even to theibgmkdustry due to higher liquidity

risk as well as market risk (Yan et al., 2011).
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The study employs NERA CFAR model to estimate maxnrosses within
the context of risk management. Data were retrievemm ISE website (i.e.
www.kap.gov.tr) for quoted companies and via pessaorrespondence for non-quoted
companies. At times when ISE based data not avejlatformation from company
websites were also used. Data include quarterlyTE&hd total assets of twelve
companies of which six are quoted on ISE. Data spage first quarter of 2005 to third
quarter of 2011.

Aim of the method is to obtain and employ forecaisbrs to predict future
maximum cash flow loss to be incurred by leasinghganies. The methodology is
straightforward. Upon computation, EBIT/TA valuesre analyzed as dependent
variable. After determining outliers and excludingp observations, data consisting of

322 observations were used between first quart2®@b and third quarter of 2011.

In order to obtain forecast errors, autoregressgomemployed. Regression
model identifies four lags as the preceding fourartgrs determine the values.
Regression model produces future predictions folTEHB\ values. Then differences

between actual data and forecast are taken asa&ireors.

In the second part of the study, the expected maxirtoss is computed for a
given period by means of the model determined & pinevious section. A new
legislative framework in the Turkish leasing indyss expected to be introduced, after
its approval in the Parliament. However, the po#&ninpacts of such change in
legislation on the sectoral and company levelsyatequite ambiguous. Some of the
most important terms in the new legislation ardodlsws: financial leasing firms will
have the authority to perform not only financiaagdal) leasing but also operational
leasing, new products such as Sale & leasebaclatpes will be introduced, definition
of goods subject to leasing is enlarged, the otiigao draw up contracts at notaries
will be removed, term restriction regarding the iexpf contracts will be removed and
the term of the contract will be freely determingdthe relevant parties. In addition,
“Financial Leasing Firms’ Association” with a publiauthority status will be
established, at which all financial leasing cortsaeill be registered, enabling better

monitoring of the industry. While all of these clgas are important for the sector, the
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introduction of operational leasing will be the maspactful in terms of financial

statements and cash-flow analysis.

In order to recognize both potential impact of tlev legislative framework
and current situation, a sensitivity analysis iplieggl to the consolidated quarterly data
of the Leasing Industry (in order to reflect a wigerspective) and a leasing company
(business title is kept anonymous due to commemafidentiality). The sensitivity
analysis requires detailed data analysis with kgarfinancial statements. The data
provided by HDER is first used to analyze the risk and returalysis of financial
leasing. Since the new legislation is expectedntmduce operational leasing as the
second important leasing instrument, a secondisam®alyzed with the assumption that
the industry runs both operational leasing andnitnal leasing equally. Finally, the risk
and returns are one more time analyzed with thenaggon that the industry will focus
entirely on operational leasing. As a conseque@¢&R is applied to three scenarios

and a risk and return comparison is provided.
The sensitivity analyses are run in line with thmegin scenarios:
1- If the industry (company) offers only financiahsing products,

2- If the industry (company) runs operational lagsand financial leasing
together where 50% of the business volume will bening from financial leasing

operations and the other 50% will be generated foperational leasing,
3-If the industry (company) offers only operatiofedsing products.

The sensitivity analysis suggests that net prafit the industry might be
registered by leasing industry is TL 81,48M undeer@rio 1, TL 98,50M under
Scenario 2 and TL 118,61M under Scenario 3. Acoglgli the analysis also suggests
that the net profit for the company that might bgistered by Sample 1 is TL 1,08M
under Scenario 1, TL 5,15M under Scenario 2 anddA2M under Scenario 3. Net
profits for the scenarios may be computed by dedluaif current period income/loss

for fourth quarter from that for third quarter.
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In return, when the results of the sensitivity @ is used under the risk
management framework we have adopted by usingitherical data of the 12 leasing
companies, we came to the conclusion that leasidgsiry may incur TL 590.493M
loss at maximum if it functions under Scenariol, 783.177M loss at maximum under
Scenario 2 and TL 943.069M loss at maximum if ihdwons under Scenario 3.
Concerning XXX leasing company, TL 14,89M loss nhayincurred at maximum if it
functions under Scenariol, TL 19,29M loss at maximunder Scenario 2 and TL

24 49M loss at maximum under Scenario 3.

Looking at the industry data, the analysis suggiest both profitability and
risk exposure increases towards a portfolio of payperational leasing. Due to single
product offerings and longer investment terms, foial leasing burden less risk on
management and the company’s profitability is mioréted. Operational leasing, on
the other hand, seems to burden higher risk abancése of financial leasing and it
promises higher return. However, CFAR methodologgsumes stable market
conditions throughout the holding period. Sinceatiity is quite strong in Turkish
financial markets, unstable market conditions aigth Inesidual value risk high residual
value may cause long-term high risk profile attatteoperational leasing as suggested
by this analysis. Also, risk and returns might eliffrom one company to another
depending on the structure of the balance sheeordingly, company specific data is

also analyzed to confirm the results.

The company specific analysis also suggest that pobfitability and risk
exposure of XXX Leasing company increases towargsr#olio of pure operational
leasing. Risk exposure for the company under Saerfars larger than that under
Scenario 1. Accordingly, XXX Leasing company suggdhat with their balance sheet
structure, pure financial leasing burdens less oisknmanagement but the company’s
profitability is more limited. A mixed portfolio obperational and leasing operations
provides a better risk and return profile for tbisnpany, as opposed to focusing on one

instrument only.

Different results at the industry and company Is\gelggest that a combination

of both operations might actually result in a mopémal risk and return balance for the

127

www.manaraa.com



companies in the leasing industry. In fact, compggcific data might provide a better
guidance to specify the right weighting of eachtrimment for each leasing company.
The use of both operations also brings additiormalvenience in practice, such as
mitigating the credit and liquidity risk furtherassecondary impacts of higher customer
interaction and effective use of idle capital thgbwbetter asset liability management. A
leasing company can operate as a one-stop shopiity lbioth instruments and provide
customized offerings for its customers to improwstomer satisfaction and up and

cross-selling opportunities.

It should be recognized that this study is thet faisalysis employing CFAR
model to the leasing industry in Turkey. A revieWwliterature on leasing and related
risk management framework reveals a lack of consensoncerning theoretical
concepts and risk measurement. Although there @re dimitations in the study such
as the assumption of the portfolio to be remainechanged during the holding period
(Linsmeier and Pearson, 2000) and quarterly tintezbo (Stein et al., 2000), the study

sheds some critical light on limited pool of literee on the leasing sector.

This study opens pathways for future research sk mhanagement in the
leasing sector. To our best knowledge no studyudses difference between types of
leasing companies. For instance, bank based leasimgpanies display such strength
that those have capital power, market power, amaidity power comparing to non-
bank leasing firms. Hence, further research mafgidintiate the companies to measure

exposed risks.
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APPENDIX
(DATA SET RAW)

(TL) 2005 2006
Q @ @ %} Q @ @ %}
Al ease 1.574.086.96 3.273.000.00 4.701.000.00 7.391.000.00 1.872.000,00 3.689.000.00 6.540.000.00 8.922.000.00
A&T 865.732.62 165481415 280491768 3.995.970.00 1.053.049.10 2.048901.10 3.320.768.38 4.623.246.00
Deniz -389.760.00 1.931.000,00 3.547.000.00 7.624.000.00 2.845631.14 6.820.924 22 1198291477 18.561.487.00
EFG 252.514.00 409.036.00 492 668.00 779.525.00 251.503.00 567.284.00 821.368.00 1.081.301.00
Finans 10.926.000.00 22.170.000,00 38.159.000.00 48244 .000.00 10.723.000.00 10.724.000.00 30.328.000,00 40.019.000.00
Fon 6.329.071.00 12.519.529.00 18.591.203.00 23.432.682.00 7.668.424.00 -2.555.632.00 7.886.424.00 26.370.184.00
Is 9.201.000.00 19.101.000,00 27.992.000.00 40.466.000.00 10.156.000,00 9.003.000.00 27.769.000,00 24.787.000,00
Seker -930.000.00 11.000.00 840.000,24 15.000.10 6.000,53 -5.169.000.28 -4.400.000.55 -5.887.000.44
Valaf 2.692.000.00 5.939.000,00 7.897.000.00 9.300.000.00 1.026.000,00 3.253.000.00 4.609.000.00 6.780.000,00
Yatirim 29.000.00 81.000.00 149.000.00 246.000.00 105.000.00 1.107.000.00 1.089.000.00 1.195.000.00
YKB 7.598.000.00 6.922.000.00 3.201.000.00 6.246.000.00 6.743.000,00 10.792.000.00 83.581.000.00 111.942.000.00
Ziraat -942.000.00 -2.830.000.00 -2.163.000.00 637.000.00 2.510.000.00 4.517.000.00 9.037.000,00 11.740.000.00
Total Asset Q @ @ T} ) @ @ Ll

Al ease 82.733.286.75 80.560.000,00 102.031.000.00 115.249.000.00 125.575.000,00 176.565.000.00 189.114.000.,00 211.233.000.00
A&T 65.573.048.30 65.575.795,84 69.694.594 01 77.236.633.00 71.784.111.63 91.356.311.16 83.831.168.60 85.596.878.00
Deniz 169.946.222 00 199.153.588.00 266.890.000.00 318.804.269.00 368.095.316.27 532.484.799 87 596.852.692.07 719.232.697.00
EFG 11.217.544 .00 11.363.244 00 12.602.774.00 12.841.378.00 13.107.779.00 17.564.450,00 19.387.232.00 19.138.268.00
Finans 388.010.000.00 398.010.000.00 419.068.000.00 359.814.000.00 432.737.000.00 680.713.000.00 668.870.000.00 678.873.000.00
Fon 201.487.035.00 285.468.534.00 324.092.130.00 506.129.424 00 587.349.687.00 733.360.399.00 578.349.768.00 576.213.494 00
i; 554.705.000.,00 557.697.000,00 634.516.000.00 733.390.000.00 805.299.000.00 889.171.000.00 888.936.000.00 876.431.000.00
Seker 81.268.000.00 84214 .000.00 84 443.000.00 83.128.000.00 86.497.000.00 94 809.000.00 80.030.000,00 88.380.000.00
Valkaf 167.720.000.00 151.979.000,00 148.710.000.00 146.827.000.00 157.357.000,00 183.545.000.00 169.892.000.00 161.630.000.00
Yaturim 20.321.000.00 24.615.000,00 27.021.000.00 30.819.000.00 31.595.000.00 40.457.000.00 38.215.000.00 41.859.000.00
YKB 206.791.000.00 286.827.000.00 236.604.000.00 214.294 000,00 264.294 000,00 328.328.000.00 404 463.000,00 1.679.807.000.00
Ziraat 113.114.000.00 134.924 000,00 141.356.000.00 141.138.000.00 150.781.000,00 188.733.000.00 187.695.000,00 186.818.000,00
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(TL) 2007 2008
EBIT Ql Q Q3 Q4 Q1 Q Q3 Qo
Alease 2.067.000,00 4.320.000.00 6.634.000.00 9.611.000.00 1.527.000.00 3.727.000.00 5.891.000.00 8.094.000.00
A&T 854.453.02 1.719.040.98 2.600.805.58 4.023.970.00 1.077.148.03 2.130.058.49 3.339.237.99 4.355.001.85
Deniz 7.831.000.00 16.343.000.00 23.315.000.00 32.955.000.00 16.156.000.00 35.884.000.00 55.981.000.00 75.673.000,00
EFG 304.141.00 648.237.00 982.797.00 1.312.414.00 488.451.00 1.069.526.24 1.604.525.34 2.561.855.00
Finans 10.604.000.00 21.289.000.00 33.508.000.00 50.415.000.00 12.043.000.00 26.112.000.00 39.561.000.00 46.896.000.00
Fon 5.204.252,00 11.725.000,00 22.445.000.00 25.462.000.00 1.235.987.00 1.960.134.00 2.282.598.,00 2.807.241,00
Is 10.105.000,00 22.051.000.00 36.131.000.00 47.377.000.00 23.000.000.00 54.882.000.00 70.720.000,00 80.699.000.00
Seker 409.000.83 766.000.41 821.000.84 1.095.000.76 641.000.30 1.278.000,18 1.824.000.96 1.892.000.18
Valaf 1.684.000,00 -523.000.00 -4.034.000.00 -3.382.000.00 -283.000.00 706.000.00 1.509.000.00 4.413.000.00
Yatuim 192.000.00 700.00 -349.000.00 -373.000.00 12.000.00 165.000,00 358.000.00 943.000,00
YKB 31.629.000,00 62.321.000.00 97.973.000.00 131.876.000.00 36.338.000.00 67.873.000.00 93.092.000.00 127.475.000,00
Ziraat 2.615.000,00 6.952.000.00 10.276.000.00 1.942.000.00 3.584.000.00 8.968.000.00 12.718.000.00 16.187.000.00
[Total Asset Q1 Q Q3 Q4 Q1 Q Q3 Q4

Alease 219.178.000,00 224.066.000.00 241.365.000.00 254.813.000.00 293.012.000,00 323.319.000.00 301.556.000,00 331.996.000,00
A&T 92.155.323,52 81.267.483 49 80.865.434.27 §2.389.202.00 88.133.012.91 88.035.214.83 88.093.110,70 98.332.483,59
Deniz 737.162.000,00 854.075.000.00 924.389.000.00 1.236.363.000.00 1.472.911.000.00 1.530.849.000.00 1.658.228.000.00 2.271.323.000.00
EFG 20.079.863.00 19.635.442.00 27.656.766.41 53.201.665.00 81.121.202.00 96.435.320.24 127.587.660,79 154.935.193,00
Finans 724.000.000,00 852.001.000.00 1.004.075.000.00 1.181.265.000.00 1.377.763.000.00 1.353.892.000.00 1.340.490.000.00 1.564.355.000.00
Fon 559.733.638.00 645.400.000.00 650.000.000.00 633.400.000.00 610.267.836.00 590.125.870.00 585.736.085.00 578.355.670.18
Is 896.428.000.00 934.464.000.00 938.728.000.00 1.052.343.000.00 1.101.511.000.00 1.160.109.000.00 1.291.874.000.00 1.235.524.000.00
Seker 99.213.000,00 108.621.000.00 112.095.000.00 106.573.000.00 131.818.000.00 142.987.000.00 153.159.000.00 181.427.000.00
Valaf 155.981.000,00 149.421.000.00 185.700.000.00 223.589.000.00 276.817.000.00 238.218.000.00 244.805.000,00 286.149.000.00
Yatiim 43.848.000.00 42.294.000.00 42.163.000.00 44.358.000.00 48.423.000.00 47.410.000.00 49.585.000.00 56.581.000.00
YKB 1.847.933.000,00 2.167.911.000,00 2.330.302.000.00 2.460.330.000.00 2.721.943.000.00 2.706.644.000.00 2.690.330.000.00 2.836.039.000.00
Ziraat 180.074.000,00 194.052.000.00 212.899.000.00 246.629.000.00 217.397.000.00 263.803.000.00 257.702.000,00 279.028.000.00
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(TL) 3009 3010
Ql Q2 Q3 Q4 Ql Q2 Q3 Qo
Alease 46.000,00 311.000,00 1.661.000.00 1.341.000.00 1.245.000.00 2.617.000,00 4.073.000,00 2.960.000,00
AT 1210863 83 2.191.980.60 3.373.364.50 4.439.981.60 §31.005.75 1.533.339.11 223381339 262357052
Deniz 20.974.000,00 36.234.000,00 46.665.000.00 53.454,000,00 15.962.000,00 31.513.000.00 44.391.000.00 53.710.000,00
EFG 673.713.29 637.659.24 1413.695.36 1.715.978,00 623.581.69 1.791.646.07 312361188 4.766.353,00
Finans 112.768.000,00 33.900.000.00 33.284.000.00 38.608.000,00 12.946.000,00 76.182.000.00 36.459.000,00 47.053.000,00
Fou 1452.969.00 3.752.762,00 5.806.218,00 5.718.515,00 3,098 885,00 1573.502,00 7.462973.00 3.020.105,00
I 16.400.000,00 32.768.000.00 36.341.000,00 57.727.000,00 17.511.000,00 35.110.000,00 50.486.000,00 62.447.000,00
Seker ~112.000,01 307.000,00 395.000,00 §31.000,00 357.000,00 1.094.000,00 7.179.000,00 7.130.000,00
Valaf 1.750.000,00 3.650.000,00 6.201.000,00 ~982.000,00 5.909.000,00 12.969.000,00 15.188.000,00 17.217.000,00
Yatwm 193.000,00 2.000,00 323.000,00 398.000,00 54.000,00 310.000,00 123.000,00 610.000,00
YKB 33479.00098 36.247.000,00 70.022.000,00 99.343.000,00 30.171.000,00 59.567.000.00 §8.091.000,00 112.186.000,00
Ziraat 4.743.000,00 11.055.000,00 14.890.000,00 17.648.000,00 5.025.000,00 7.102.000,00 12.358.000,00 17.449.000,00
Total Asset Ql Q: Q3 Q4 Q1L Q2 Q3 Q4
Alease | 361.128.000,00 308.387.000,00 307.868.000,00 318.053.000,00 307.991.000,00 310.622.000,00 299.753.000,00 305.066.000,00
AT 93.298.727.19 94341.330,06 8657623300 9497133216 §5.063.546.01 §1.949.046.79 §6.842.015.89 95.355.206.87
Deniz | 1913.609.00000 | 197845000000 | 1.731.44600000 | 19878600000 | 165139400000 | 1.627377.00000 | 1382814.00000 | 1.836439.000,00
EFG 166.092.258.48 196,948 039.47 193.309.488.74 317.352.418,00 313873.135.92 306.806.839.63 301.900.001.14 314.397.022,00
Finans | 152001900000 | 131471800000 | 133340100000 | 1339.021.00000 | 14355479.00000 | 1.297981.00000 | 1.351887.00000 | 1.603.367.000,00
Fou 563.706.644.28 518432.849.17 455.999.905.43 443.013.014.78 351.885.669.58 336.302.004.92 313.054.373.05 329.727.641.92
I 132400000000 | 135637500000 | 139499000000 | 144058000000 | 146606000000 | 1.692002.00000 | 1.850.388.00000 | 2.093.398.000.00
Seker 180.938.000,88 155.716.000,03 146.451.000.14 161.688.000,00 188.070.000,00 184.408.000,00 181.176.000,00 193.662.000,00
Valaf 276.264.000.00 255.270.000.00 268.387.000.00 345.736.000.00 385.500.000.00 454.645.000.00 563.591.000.00 575.589.000.00
Yatwm | 59.428000,00 46.483.000.00 41.575.000,00 42.896.000.00 38.327.000.00 36.684.000.00 37.956.000.00 42.284.000.00
YKB | 2858.12400000 | 251235000000 | 235156400000 | 234684600000 | 2.179.820000.00 | 2.190.733.000.00 | 2.179.319.00000 | 2.201.330.000.00
Ziraat 285.712.000,00 286.013.000,00 323.033.000,00 308.524.000,00 326.219.000,00 327.298.000,00 345.536.000,00 392.302.000,00

ol Lal Zyl_i.lbl
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(TL) 2011
EBIT A Q@ Q3
Al ease 354.000,00 1.110.000.00 1.060.000.00
A&T 610.616.99 1.102.747.20 1.783.697.94
Deniz 13.405.000,00 43.841.000.00 51.647.000.00
EFG 151532368 3.027.287.96 5125498 59
Finans 10.380.000,00 20.952 000,00 33.704.000,00
Fon 796.732.00 987.099.00 1.044.172.00
I 14.277.000.00 38.141.000,00 54.275.000.00
Seker 523.000,00 1.563.000,00 2.397.000,00
Valaf 5.255.000,00 7.995 000,00 13.273.000,00
Yatumm 280.000.00 165.000,00 457.000,00
YKB 33.046.000,00 66.860.000,00 103.073.000,00
Ziraat 5.297.000,00 11.715.000,00 16.900.000,00
[Total Asset Q1 Q2 Q3

Al ease 300.297.000,00 316.326.000.00 340.666.000,00
A&T 105.148 366,72 11434501828 124 656463 31
Deniz 1.958.995.000,00 1.558.592.200,00 1.712.297.000,00
EFG 221686997 62 253522 615.16 29737150425
Finans | 1.633.371.000,00 1.567.930.000,00 1.433.690.000,00
Fon 319315494 85 333.411.860.69 390.666.008.74
Is 2.203.723.000,00 2.266.068.000,00 2.073.904.000,00
Seker 192.674.000,00 199 383.000,00 211.426.000.00
Valof 406.733.000,00 515.943.000.00 570.511.000.00
Yatmm 45.346.000,00 48.589.000,00 49.784.000.00
YKB 2.264.672.000,00 2.754.101.000,00 2.987.934.000,00
Ziraat 447.391.000,00 527.704.000.00 573.495.000.00
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APPENDIX-2

DATA SET (EBIT/TA)

(TL) 2005 2006
o)) o) Q

Al ease 0.019 0.021 0014 0,023 -0.044 0,010 0.015 0,011

A&T 0,013 0,012 0.017 0,015 -0.041 0,011 0.015 0.015

Deniz -0.002 0,012 0.006 0,013 -0.013 0,007 0.009 0.009

EFG 0.023 0.014 0.007 0,022 -0.040 0,018 0.013 0,014

Finans 0,028 0,028 0.038 0,028 -0.087 0,000 0.029 0.014

Fon 0.031 0.022 0.019 0,010 -0.027 0.014 0.018 0.032

Is 0.017 0.018 0.014 0,017 -0.038 -0.001 0.021 -0.003

Seker -0,011 0.011 0.010 -0.010 -0.000 0,055 0.010 -0.017

Valkaf 0.016 0.021 0.013 0,010 -0.053 0,012 0.008 0.013

Yaturim 0.001 0,002 0,003 0,003 -0.004 0,025 -0.000 0.003

YKB 0.026 -0.002 -0.016 0,014 0.002 0,012 0.180 0,017

Ziraat -0,008 -0.014 0.005 0,020 0.012 0,011 0.024 0,014
(TL) 2007 2008

Q o] Qa @ @ o
Al ease -0.031 0.010 0,010 0,012 -0.028 0.007 0.007 0.007
A&T -0.041 0,011 0,011 0,017 -0.033 0.012 0.014 0.010
Deniz -0.015 0,010 0,008 0,008 -0.011 0013 0.012 0.009
EFG -0.039 0,018 0,012 0,006 -0,010 0.006 0.004 0.006
Finans -0.041 0,013 0,012 0,014 -0.028 0.010 0.010 0.005
Fon -0.038 0,010 0,016 0,005 -0.040 0.001 0.001 0.001
Is -0.016 0,013 0,015 0,011 -0,022 0,027 0,012 0,008
Seker 0.063 0,003 0.000 0,003 -0,003 0.004 0.004 0.000
Valaf -0.033 -0.015 0,019 0,003 0,011 0.004 0.003 0.010
Yaturim -0.023 -0.005 0,008 0,001 0.008 0.003 0.004 0.010
YKB -0.043 0,014 0,015 0,014 -0,035 0,012 0,009 0,012
Ziraat -0,051 0,022 0,016 -0,034 0.008 0.020 0.015 0,012
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(TL) 2009 2010
EBIT QI Q@ QI
Al ease -0,022 0,001 0,004 -0.001 -0.000 0.004 0.005 -0.004
A&T -0,034 0,010 0,014 0,011 -0.042 0.009 0.008 0.004
Deniz -0.029 0.008 0.006 0,004 -0.023 0.010 0.008 0.005
EFG -0,011 -0,000 0,004 0,001 -0,005 0.006 0.007 0.008
Finans 0.043 -0.068 0,007 -0.003 -0.011 0.010 0.008 0.007
Fon -0.002 0,004 0,005 -0,000 -0,025 0.014 0.003 0.002
Is -0,049 0,012 0,010 0.008 -0.027 0.010 0.008 0.006
Seker -0.011 0.003 0,001 0,003 -0.003 0.004 0.006 -0.000
Valkaf -0.010 0.007 0.010 0,021 0.018 0.016 0.004 0.004
Yatumm -0.013 -0.004 0,008 -0.001 -0.006 0.004 -0,002 0.012
YKB -0.036 0.009 0,010 0,012 -0.032 0,013 0.013 0.011
Ziraat -0.040 0,022 0,012 0,009 -0.039 0.006 0.015 0.013
(TL) 2011
QI Q@
Al ease -0,009 0,002 -0.000
A&T 0,019 0,004 0,005
Deniz 0,021 0,020 0,005
EFG 0,015 0,006 0,007
Finans 0,022 0,007 0,009
Fon -0.007 0,001 0,000
Iy 0,022 0,011 0,008
Seker -0,008 0,005 0,004
Vakif -0,029 0,005 0,009
Yaturmm -0,007 -0,002 0.006
YKB 20,0335 0,012 0,012
Ziraat 0,027 0,012 0,009
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APPENDIX-3

DATA SET (REGRESSION)

ALEASE A&T LEASE DENIZ LEASE
t t-1 t-2 t-3 t-4 dummy t -1 -2 -3 -4 dummy t -1 -2 -3 t-4 dummy
Q1 0,019 1 0,013 1]  -0,002 1
- Q2 0,021 0,019 1 0,012 0,013 1 0012| 0002 1
Q3 0,014 0,021 0,019 1 0,017 0,012 0,013 1 0,006 0,012 -0,002 1
Q4 0,023 0,014 0,021 0,019 1 0,015 0,017 0,012 0,013 1 0,013 0,006 0,012 -0,002 1
Q1 -0,044 0,023 0,014 0,021 0,019 1]  -0,041 0,015 0,017 0,012 0,013 1] -0012 0,013 0,006 0,012 -0,002 1
2008 Q2 0,010 -0,044 0,023 0,014 0,021 1 0,011 -0,041 0,015 0,017 0,012 1 0,007 -0,013 0,013 0,006 0,012 1
Q3 0,015 0,010 -0.044 0,023 0014 1 0,015 0,011 -0.041 0,015 0,017 1 0,009 0,007 -0.013 0,013 0,006 1
Q4 0,011 0,015 0,010 -0,044 0,023 1 0,015 0,015 0,011 -0,041 0,015 1 0,000 0,000 0,007 -0,013 0,013 1
Q1 -0,031 0,011 0,015 0,010 -0.044 1] 0041 0,015 0,015 0,011 -0.041 1] -0.015 0,009 0,009 0,007 -0,013 1
2007 Q2 0,010 -0,031 0,011 0,015 0,010 1 0,011 -0,041 0,015 0,015 0,011 1 0,010 -0,015 0,009 0,009 0,007 1
Q3 0,010 0,010 -0.031 0,011 0,015 1 0,011 0,011 -0,041 0,015 0,015 1 0,008 0,010 -0.015 0,009 0,009 1
Q4 0,012 0,010 0,010 -0,031 0,011 1 0,017 0,011 0,011 -0,041 0,015 1 0,008 0,008 0,010 -0,015 0,009 1
Q1 -0,028 0,012 0,010 0,010 -0,031 o] -0.033 0,017 0,011 0,011 -0,041 o] -o0011 0,008 0,008 0,010 -0,015 of
2008 Q2 0,007 -0,028 0012 0,010 0,010 0| 0,012 -0.033 0,017 0,011 0,011 0 0,013 -0.011 0,008 0,008 0,010 ol
Q3 0,007 0,007 -0,028 0,012 0,010 0| 0,014 0,012 -0,033 0,017 0,011 0 0,012 0,013 -0,011 0,008 0,008 of
Q4 0,007 0,007 0,007 -0,028 0,012 0| 0,010 0,014 0,012 -0,033 0,017 0 0,000 0,012 0,013 -0,011 0,008 0|
Q1 -0,022 0,007 0,007 0,007 -0,028 o] -0.034 0,010 0,014 0,012 -0,033 o] -0.020 0,000 0,012 0,013 -0,011 [
2000 Q2 0,001 -0,022 0,007 0,007 0,007 0| 0,010 -0,034 0,010 0,014 0,012 0) 0,008 -0,020 0,009 0,012 0,013 [
Q3 0,004 0,001 -0.022 0,007 0.007 0| 0,014 0,010 -0.034 0,010 0,014 0 0,006 0.008 -0.029 0,009 0,012 0
Q4 -0,001 0,004 0,001 -0,022 0,007 0| 0,011 0,014 0,010 -0,034 0,010 0 0,004 0,006 0,008 -0,029 0,009 of
Q1 -0,000 -0,001 0.004 0,001 -0.022 o] -0.042 0,011 0,014 0,010 -0.034 o] -0022 0.004 0,006 0,008 -0.029 ol
2010 Q2 0,004 -0,000 -0,001 0,004 0,001 0| 0,000 -0,042 0,011 0,014 0,010 0 0,010 -0,023 0,004 0,006 0,008 of
Q3 0,005 0,004 -0.000 -0.001 0,004 0| 0,008 0,009 -0.042 0,011 0,014 0 0,008 0.010 -0.023 0,004 0,006 [
Q4 -0,004 0,005 0,004 -0,000 -0,001 0| 0,004 0,008 0,009 -0,042 0,011 0 0,005 0,008 0,010 -0,023 0,004 0|
Q1 -0,009 -0,004 0,005 0,004 -0,000 0 -0,019 0,004 0,008 0,009 -0,042 o] -0021 0,005 0,008 0,010 -0,023 0|
2011 Q2 0,002 -0,009 -0,004 0,005 0,004 0 0,004 -0.019 0,004 0,008 0,009 0| 0,020 -0.021 0,005 0,008 0,010 o]
Q3 -0,000 0,002 -0,009 -0,004 0,005 0| 0,005 0,004 -0,019 0,004 0,008 0 0,005 0,020 -0,021 0,005 0,008 [
NOTES tis cuarrent, t-1, t-2,t-3, and t—4 are lags to be regressed.
t is dependent variable.
dummy variable iz "1" if VAT incentive exizts, 0" otherwise.
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EFGLEASE FINANS LEASE FON LEASE

t t-1 t-2 t-3 t-4 dummy t t-1 t-2 t-3 t-4 dummy t t-1 t-2 t-3 t-4 dummy

|2 0,023 | oms 1| een 1
= |02 0,014 0,023 1] 0028 0,028 1l 0022 0,031 1
|03 0,007| 0014 0023 1] o038 o028 0028 1] o019| 0022 o031 1

|Q4 0,022 0007 o0014| 0023 1] o028 o0038| o028 0028 1] o010| o009 0022 0031 1

IQl 0040 0022 0007 o0014]| 0023 1] -0087| o0028| 0038 0028 0028 1] -0027| o010 0019 0022 0031 1
2008 |02 0,018| -0040( 0022 0007 0014 1] o000 -0087| 0028 0038 0028 1] -0014| -0027| o0p10| 0019 0022 1
|03 0013| 0018 -0040 0022 0007 1] o002 o0000| -0087| 0028| 0038 1] o018| -0014| -0027| 0010 0019 1

IQA 0014| 0013 o0018| -0040| 0022 1] 0014 0020 0000 -0087| 0028 1] o032 oms| -0014| -0027) 0,010 1

IQl 0039 0014| 0013 0018 | -0.040 1] -0.041 0014 0020| o0000| -0087 1] -0o03s| 0032| o0018| -0014( -0027 1

po— |Q2 0018| -0039| 0014 0013| 0018 1] 0013 -0041 0014| 0020 0,000 1] op010| -0p03s| 0032 o018 -0014 1
|03 0012 0018 -0030| 0014] 0013 1] 0012 0013| -0041 0014 0020 1] o0016] o0p010| -0033| 0032 0018 1

IQA 0006 0012 o0018| -0039| 0014 1] 0014 0012 0013| -0041 0,014 1] op00s| o016 o0010| -003s| 0,032 1

|Ql 0010 0006 0012 0018 -0030 of -0028| 0014 o012 0013 -0,041 of -0040| o0005| 0016 o0010| -0038 of
e |02 0006 0010 o0006| 0012 0018 oI 0010 -0028| 0014 0012| 0013 ol opo1| -0040| 0005 0016 0010 o|
|03 0004 0006 -0010| 0006 0012 o| 0,010 0010| -0028 0014| 0012 ol opo1| o0p01| -0040| 0005 0016 o|

|04 0006 0004 o0006| -0010| 0006 oI 0005 0010| 0010 -0028| 0014 ol opo1| op01| o0p001| -0040| 0,005 o|

IQl 0011 0006 0004 0006 -0010 oI 0043 0005| 0010 0010 -0028 of -0.002 0001| 0001 0001| -0040 o|
— IQl 0000| -0011| 0006| o0004| 0006 oI 0068 0043 0005 0010| 0010 of o004| -0p002 0001 0001 0001 o|
|03 0004| -0000[ -00m1 0006 0004 oI 0007 -0068| 0043 o0005| 0010 ol o005 o0p04| -0002 o0001| 0001 o|

|« 0001 o004 -0000| -0011| o006 of 0003 o0007] -006s| oeps3| 000s of o000 op0es| op004] 0002 o0m of

IQl 0005| 0001 o0004| -0000| -0011 oI 0,011 | -0.003 0007| -0068| 0043 o] -0025| -0000| 0005 o0004] -0002 o|
— |Q2 0,006| -0005( o000 0,004 -0,000 o| 0,010 -0,011| -0,003 0007| -0.068 of o014| -0025| -o0000| 0005 0004 o|
|03 0,007| 0006 -0005 0,001 0,004 oI 0008 0010| -0011| -0002| 0007 ol oo003| o0014| -0025) -0000| 0005 o|

IQ4 0,008 0007 0006| -0005 0,001 oI 0007 0008| 0010 -0011| -0002 of o002 o0003| 0014 -0025| -0000 o|

|Ql 0015 0008 0007 0006 -0005 oI -0,022 0,007 o0008| 0010 -0011 of -0007| o0002| 0003 o0014| -0025 o|
2011 |02 0,006| -0015 0,008 0,007 0,006 ol 0,007 -0022 0,007 0,008 0,010 ol o0p001| -0007 0,002 0,003 0,014 o|
IQ3 0,007| 0006 -0015 0008| 0,007 oI 0,009 0007 -0022 0007 0,008 ol oooo| o001 -0007| 0002 0003 o|
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i$ LEASE SEKER LEASE VAKIF LEASE

t t-1 t-2 t-3 t-4 | dummy t t-1 t-2 t-3 t-4 | dummy t t-1 t-2 t-3 t-4 | dummy

|2 0,017 N 1| o0 1
— |Ql 0,018 0,017 1] 0011 -0011 1] 001 0,016 1
|03 0014| 0018 0017 1] o0010| op11| -0011 1] o013 o0021| 0016 1

|4 0017 0014 0018| 0017 1] -0010| o010 o0011| -0011 1] o010 o0013| o021 0016 1

IQl 0038 0017 o0014| o0018| 0017 1] -0000| -0010| wo0010| o0p11| -0011 1] 0052 op010| o0013] o0021| 0016 1
2008 |2 0001 -003s| 0017 o0014| 0018 1] -0055| -0000| -0010| o0p10| o001 1] oe12| -00s2| o0p10| o0013] o002 1
le2 0021 0001 -0038| 0017 0014 1] 0010| -0055| -0000| -0010| 0010 1] o008 0012| -0053| o0010| 0013 1

|« 0003 o0021| -0001| -003s| 0017 1] -0017| o010 -0055| -0000| -0010 1] o013 op08| 0012 -0053| 0,010 1

IQl 0016 -0003] o0021| -0001| -0038 1] 0063| -0017| 0010 -0055| -0.000 1] -0033| 0013 o0008| 0012| -0053 1

- |QZ 0013| -0016| -0003| o0021| -0001 1] o0003| o063 -0017| 0010| -00s5 1] -0015| -0033| 0013 o0008| 0012 1
|3 0015| 0013| -0016| -0003| 0021 1] 0000) 0003 0063| -0017) 0010 1] 0019 -0015| -0033| 0013| 0008 1

le 0011 0015 0013| -0016| -0003 1] o003| o0000| o003 o0p63| -0017 1] o003 -0p010| -0015| -0033| 0,013 1

|Ql 0022 0011 0015 0013| -0016 of -0003| 0003 o0000| 0003 006 of o011| o0p003| -0019| -0015| -0,033 of
S |2 0027 0022 0011 0015 0013 of o00s| -0003| o0003] o000 0003 ol oo004| o0p11| o0003| -0019| -0015 of
|Q$ 0012 0027 -0022| o0pu1| 0015 o| 0004 0004| -0003| o0p003| 0000 of] oo003| op04| o0p011| 0003] -0010 o|

IQl 0008| 0012 0027| -0022| o001 o| 0000 0004| o0004| -0002| 0003 of o010 o003 op004| o011 0003 ol

|1 0049| o0008| 0012 0027| -0022 of -0011| oo000| op0s| o0p00s] 0002 of -0010| wo0p010| 0003 0004 o011 of
2000 |2 0012 -0049| o0008| 0012 0027 of o003 0011 o000| o004 0004 ol o0007| -0010| o0p010| 0003 0004 of
le2 0010| 0012 -0049| 0008 0012 o| 0001 0003| -0011| o0000| 0004 of o010| o007 -0010| 0010 0003 o|

los 0008| 0010 0012| -0040| 0008 o| 0003 0001| o0003| -0011| 0000 of -0021| o010 o0007| -0010( 0010 oI

|1 0027 0008 0010 0012 -0040 of 0003] o003 o001| o000z -0em of oo0s| -0021| o0p010| 0007 -0010 of
2080 |Qz 0010 -0027| o0008| 0010 0012 o| 0004 -0003| 0003| o0p01| 0003 ol oo016| o018 -0021| 0010 0007 o|
|z 0008| 0010] -0027| 0008 0010 ol 0006 0004 -0003| 0003 0001 of oo004| 0016 o0018| -0021| 0010 o|

fos 0006 0008 o0010| -0027| 0008 o| 0000 0006| 0004 -0002| 0003 ol ooo4| o004 0016 o018 -0021 oI

|1 0022| 0006 o0p008| o0010| -0027 of -000s| 0000| o006 o000s] -0002 of -0020| o004 o0p004| 0016 0018 of
2011 |QI 0011| -0022 0006| 0008| 0010 0| 0005 -0008| -0.000 0006 0004 o] o0005| -0020 0004 0004 0016 o|
|8 ooos| oom| -002| o006 o008 of o004 oo00s| -000s| -0000] 0006 of oo0o| op0s| -0020| o000s| 0004 of
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ATIRIN LEASE YKB LEASE ZIRAAT LEASE

t t1 t2 ta t4 | dummy| ¢ t1 t2 ta t4 | dummy | ¢ t1 t2 ta t4 | dummy

| 0,001 | 00 1| -o.008 1
2005 |e2 0002 000 1| 0002 006 1| 0014 -000s 1
|e2 0003 o0002| opm 1| 006 w002| o0 1| opos| -0014| -000s 1

|4 0003| og03] op02| oom 1| o01s| o016 -0002] o026 1| o020| opes| 0014 0008 1

|1 0004] o003 og03| o002] oem | eo02| eo0ns| -0016| -0002| o002 1| oen2| op20| opes| 0014 -000s 1

2006 |2 0025| -0004] op003| o003 o0 | oon2| 02| epus]| 006 -00m 1| eoma| oepn2| o0020] op0s| -004 1
le2 0000 o005| 0004 o0003| og03 1| o1s0| eo2| epe2| o014 0016 1| 02| oom| o0m2| o00| ooes 1

|« 0003 -0000] o005 -0004] o000 1| o017| oase| eon2| ope2| o0 1| oos| o024 oo ooz o020 1

|2 0023| o003| -0000| o0025] -0004 1| o0s| oem7| oase| o0z o0m 1| e0s1| opns| o024 o0om| oen2 1
2007 |e2 0005| -003| ope3| -0000| o025 1| o014 w0s| ee7| oase| een2 1| ee22| -0ps1| omae| o004| o 1
|3 0008 -000s| -0023| o0o03]| -0000 1| o00s| oos| -00s3| 0017 0180 1| ome| o022| -00s1| o] o002 1

los 0001 -000s| -000s| -0023] o003 | eos| oms| oos| 00| omr 1| 00| omes| o022 0em]| o004 1

|1 ooos| -0001| -000s| -0g0s| -0023 of 003s| o0s| oms| o0s| -00s o] ooes| 00| o016] o002 -0em of
2008 |@2 0003| o008| -0001| -000s| -000s ol eon2| -003s| oo1s| o0ms| o o] o0020| opos| -003s] ome| o002 of
le2 0004 o0003] opes| -0001| -0008 of oo0o| eon2| -00ss| e0ns| oms of o01s| oo0| opes| -003| o006 o|

|4 0010 o00s] o0003| o00s| -0om ol o012 o000 o02| -003s| o0 of o012| oms| o020 op0es| 0014 of

| 0013] o0e| oo0s| o003| o008 of 003| o02| op0e| o012| -001s o] -00s| oo2| oes| o0020| o008 of
200 |2 0004] 00m3| o00| o004 op03 of o000 0036| o002| opee| oo of o022| 0sm| o02| oms| o0 of
le2 000s| -0004] -003| o0e| o004 o| oo010| oo000| -003s| e012] o000 of o012| o002| -00s0]| o0n2] oms o|

los 0001 op0s| -000s| -003| o010 of o012 oo00| op0e| -003s| oo o] o000 oo2| op2| -00s| o of

| 0006 -0001| op0s| -000s| -0013 ol 0032| o012 o010] op0ee| -0036 of 00| op0e| op12] o002 004 of
2010 [e2 0004| -0006] -0001| og08| -0004 of oo3| 02| ooz e01e| o000 of o006| -003e| opee| o012 o2 o|
|es 0002 o004 -0006] -0001] o008 of o013 oo3| -00:2| e012| o0e o] o0015| oo06| -0030| o009 o002 o|

los 0012] -0002] op00s| -0006] -00m of oom| ooa| oos| -oon| om of o013] oms| op0s| -003] o000 of

|1 0007| o02| -0002| op0s| -0006 of 00| oom| ooa| o0z -00m o] -0027] oma| ops| ooes| 0030 of

2011 |Q2 0002 -0007 0012 -0002 0,004 o| 0012 -0.035 0,011 0,013 0,013 o] e012| -0027 0,013 0,015 0,006 o|
|z 0006| -0002| -0007| oe2| -00m of o002 oo2| -003s| oom| o0 of eooo| oo2| 0027 o003 oms of
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APPENDIX-4
DATA SET (FORECASTS)

ALFASE A&T LEASE DENIZ LEASE
[forecast I forecast forecast
t t-1 t-2 t-3 4 forecast _[€rTor 1 2 t-3 -4 forecast | erTor t t-1 t-2 t-3 -4 forecast [&rTor

01 .04 0.023 0.014 0.021 0019| -0011] -00326| -0.041 0.015 0.017 0.012 0013| 0009 -00321] 9013 0.013 0.006 0012| 0002| -0007| 00058

102 0010 -0044 0.023 0.014 0.021 0.006| 0.0047 0011) -0.041 0.015 0.017 0.012 0.005| 00055 0007 -0012 0.013 0.006 0.012 0001 0.0065

103 0.015 0010| D04 0.023 0.014 0.009 | 00065 0,015 0011| -0041 0.015 0.017 0010 00055 0.009 0007 -0013 0.013 0.006 0.001| 0.0076
2006 |Q4 0,011 0,015 0010 -0.044 0.023 0,007 | 00044 0,015 0,015 0011| 0041 0,015 0,005 00103 0,009 0,009 0007 0013 0,013 0,001 | 00080

Q1 -0.031 0,011 0,015 0010| -0044| -0015| -0.0150| -0.041 0.015 0,015 0011| -0041) -0016]| -00248( -0.015 0,009 0,009 0007 0013 -0.008]| -0.0069

102 0010 -0031 001 0.015 010 0004 0.0060 0011 -0.041 0.015 0.015 0011 0.006| 0.0051 0010| -0015 0.009 0.009 0.007 0001| 0.0087

Q3 010 0010 -9.031 0.011 0.015 0.008| 00020 0,011 0011| -0041 0.015 015 0010 00013 0.008 0010 -001% 0.009 0.000 0002| 00055
2007 |Q4 0,012 0,010 0010 -0.031 0.011 0.004| 00078 0,017 0.011 0011| 0041 0.015 0006 00112 0,008 0,008 0010 0015 0,000 0,000 00073

101 -0.028 0.012 0.010 0010 -0031| -0012]| -00157| -0033 0.017 0011 0011| 0041 -0015]| -00181| 0011 0.008 0.008 0010 0015 -0008| -0.0037

Q2 0007 -0.028 0,012 0,010 0.010 0,004 | 00026 0012 -0.033 0,017 0,011 0,011 0,004| 00080 0013| 0011 0,008 0,008 0,010 0001 00114

[o1] 0.007 0007 -0.028 0.012 0.010 0.006 | 0.0007 0.014 0012| -0033 0.017 0011 0.006| 0.007 0.012 0013 -0011 0.008 0.008 0000 00117
2008 |Q4 0,007 0,007 0007 | -0.028 0.012 0,005 | 0.0018 0,010 0.014 0012| -0.033 0,017 0,004| 00067 0,009 0,012 0013| o0 0008 -0003| 00112

101 0022 0.007 0.007 0007 0028 -0009| -00138]| -0034 0.010 0.014 0012| -0033| -0013]| -0.0202| 0029 0.009 0.012 0013| o011| -0010| -0.01%0

102 0001 -0022 0.007 0.007 0.007 0004 -0.0035 0010 -0.034 0.010 0.014 0.012 0.006] 0.0048 0008| -0.020 0.009 0.012 0.013 0005| 0.0025]

Q3 0,004 0001| 9022 0,007 0,007 0.007| -0.0028 0,014 0010 -0.034 0,010 0,014 0,008 00054 0,006 0,008 -0.020 0,009 0,012 0,008 | -0.0015
2000 |Od -0.001 0,004 0001 -0.022 0,007 0.005 | -0.0065 0,011 0,014 0010 0.0 0,010 0,003| 00081 0,004 0,006 0008| 0029 0,000 0,005 | -0.0003

101 0.000| -0.001 0.004 0001 -0022| -0004| 00032| -0042 0.011 0.014 0010| -0034) -0013]| -00290| 0023 0.004 0.006 0008| 0020 -0008| 00148

102 0004| -0000] 9001 0.004 0.001 0001 00039 0009 -0.042 0.011 0.014 010 0.007| 00012 0010| -0022 0.004 0.006 0.008 0.006| 0.0040

103 0.005 0004 D000| -0001 0.004 0001]| 00041 0.008 0009 -0042 0.011 0.014 0011] -0.0032 0.008 0010 -0023 0.004 0.006 0.005| 0.0028
2010 |Q4 0,004 0,005 0004 -0000| -0001| -0.002] -0.0019 0,004 0,008 0009 0042 0,011 0,007| -0.0031 0,005 0,008 0010| 0023 0,004 0,002| 00036

101 0009 -0.004 0.005 0004 0000 -0001| -00081]| -0019 0.004 0.008 0009| -0042) -0011]| -00085| 0021 0.005 0.008 0010 ©0023| -0008| 00123

102 0002 -0009| -0.004 0.008 0.004 0.004| -0.0016 0004 -0.019 0.004 0.008 0.009 0.004| -0.0000 0020 -0021 0.005 0.008 0.010 0005| 00150
2011 [Q3 -0.000 0002 0009| -0.004 0.005 0,005 | -0.0047 0,005 0004 | -0019 0,004 0,008 0,006 | -0.0005 0,005 0020 -0.021 0,005 0,008 0.002| 00024

NOTES tis current, t-1, t-2,t-3, and t-4 are lags to be regressed.
t is dependent variable.
(EBIT/TA\-=04f *EBITTA . H2YEBITIT AhA3T(EBITTA) ABIEBITTALse
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EFGLEASE FINANS LEASE FON LEASE
forecast Torecast Torecast
t i1 t2 3 4 forecast [erTor ¢ t1 2 t3 4 forecast |error | t1 2 t3 4 forecast [error
o)l 0040| 002 0007 o014 0023] 0007| 00336| -0087| 0028 0038 o0028) 0028| -0020| 00665 0027) o010 0019 0022| 0031 -0007] 90194
Q2 0018 0040 002| 0007] 0014| 0005| 00125 0000| 0057 o8| o0038) o8| ooun)| 0013 00i4| 0027 o010 0019 o002 0004 90182
Q3 0013 o0ms| 90| om2| 0007| 0005| 00085 00| o0000| -0087) o0028) o0038| 0027) 00023 0018 -0014| 0027| o0010| 0019] 0014] 00045
2006 [Q4 0014| 0013] o0s| -00s| o002 oo004] oooos| o0014] 0029 o000 0057| o028 oo16| 00021 0032 oos| 0014] 2027 o000 o008 00243
Q1 00| oo4| o00m3| oms| -0os| om7| -0022| 004 o014| ome| 0000 0087| -oms| 00161] o0s| o2 oos| o04| 07| -0014| 9028
Q2 0018 0030 oo014| o0013| 0018| 0007| 00106 0013| 0041| o014| 00| o000| 0001) 00mS| o0010| -003s| 0032 o0018| 00u4| -0005| 00148
03 0012) 0018| 903| oo4| 0013] 0007) o000s0| 0012) 0013 0041 0014) o002 0011) 00009 0016] 0010 -0038| 0032| 0018 0005| 00110
w07 Q4 0006 0012] o018 -0030| 0014] 0003) 00033| 0014) 0012 0013 0041 0014 0005) 00094| 0005| 0016 o0010) 903s| o0m2| o007 9008
Q1 0010| o0006) oo012| oos| 00| 04| 00037| 0028| o0014| oon2| o3| ooa| -o01s| ow6| oo00| o0005| o0o16| oo10| o03s| -0013| 90266
Q2 0006 -0010) o006| o012 0018 o0002| 00043 0010| 0028| oon4| o0012| 0013| 0003 00072 o0000| -0040| 0005 0016 0010 0008| 9.0068
Q3 0004) 0006] 9010 0006 0012] 0003) 00013| 0010) 0010 0028 0014| 0012 0005) 00046| 0001 0001| -0040) 0005 0016 0.014] 90136
008 |Q4 0006 o0004] o006 0010 o0006] o0001] oo00s0| o00s| o010 o0 002s| o014 o0o03] ooou3| o001 oooa| oo01| 90s0| op0s| o0010{ -0.0000
o1 0011 | 0006) o0004) 0006 -0010| 0005| -00066| 0043) o0005| o010 o0o10| 9028| -0010| 00s30| oo002| o001 ooer| o001| 00| -0006| 00031
Q2 0000| 0011) 0006 0004 0006] 0002) -00023| 0068| 0043 0005 0010 o010 -0013) 00s0| o0004| 0002( 0001| 0001| 0001 0001 00030
Q2 0004 -0000] 9011 0006 0004| o0004| 00002 0007] 006s| 0043 0005 0010| 0006 00008| o0005| o0004| -0002| o0001| 0001 0000| 00041
2000 [Q4 0001] o004] 9000 -0o11| oo06| o0003] -0000| -0003] o007 -00ss| o00e3] o005 oon1| 001ss| 0000 o00s| oo0s| 9002 o001 -0001| 00007
01 000s| 0001) oo04| -0000| oom| 0002 -00me| pom| oo003| 0007 06s| o00a3| o] oons| 005| -0000| o000s| oood| 00m2| 000 sma4
Q2 0006 0005| 0001| 0004| 0000| 0001 00046 0010 0011| -0003) 0007) 0068| -0007) 00167 0014 0025 0000| 0005| 0004] 0007 0.0065]
03 0007| 0006) 0005| 0001 0004| 0001 00053 0008| 0010| -0011| 0003| 0007| 0003| 00042 0003| 0014| -0025| o000| 0005 0006| 90028
2010 |Q4 0008| 0007] o006 -000s| o0o01| -0001| oo00ss| 0007) o008 o0 0011 003 -0002] ooose| o0002| o003| 0014| @3 0000| op01| 00002
Q1 0015| 0008) 0007 0006 -0005| 0005| 00096 0022| 0007| 0008 o0010| -0011| -0007| 00155 0007) 0002 0003 0014 0025| -0007] 00001
Q2 0006 0015| 0008| 0007 0006 0002| 00040 0007| 0022 0007) 0008| 0010) 0005| 00009 0001 -0007| 0002| 0003| 0014| 0004] 90032
011 |Q3 0007| 0006) 9015| 0008 0007 o0003| 00039 0009) o0007| 0022 0007| o0008| 0006 00032| o0000| o001 -0007| o0002| 0003 0003| 90020
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IS LEASE SEKER LEASE VAKIF LEASE

forecast forecast forecast
t t-1 t-1 t-3 -4 forecast |error |t t-1 t-1 t-3 -4 forecast |error |t t-1 1-1 -3 -4 forecast |error
101 -0.038 0.017 0.014 0.018 0017 -0009( -00283| -0.000f -0.010 0010 0011] 0011 -0003]| 00034| -0.083 0.010 0.013 0.021 0016 -0008]| -0.0447

2 0001| 0038 0017| o0014| o0018| o000s| 00067 -00ss| -0000| -0010| ogr0| oo11| o000s| 00ss1| oon2| g0s2| 00| o3| oe| o2 -0000
Q3 0021 9001 -00as| 0017 ogn4| oon1| oooee| op10| -00ss| -0ee0| 0010] o010 0019 -00006| o008| o0012] -9s3| oon0]| o0m3| o0014] -00057
04 0003 00| 00| 0038 o0017| 0007| 00009 | -0017] o) -0ss| -0000] -0010| o0014] 00305] o0013] o00s| o012| -00sa| o010| opes| opes:
01 0016] 0003| o002 o001 9038| o010| 00066 o0063) 0017| o0o10| -00ss| 0000) 0015) o089 0033| o013| ooes| oen2| ges| oms| omm
Q2 0013| -0016) -0003| o002| 0001) o002 oo12| o0e3| oos3| -0017| oem0| v0ss| 00| o2 os| 0033| o0013| o000s| o012 oo00s| 00204
Q3 0015| o0013| 0016| 0003| 0021) 0006 0000| 0003) o06a| -0017| oo010| 0014 oonr| o00| 0ms| gea| oo13| ooes| 00| e
04 o011 o0015| o0013| -0016] -0003] -0004] 00145 0003 o000 o003 o00e3| 0017 -0017| oow1]| o003| 0019 e0s| 0033 o003 o000 0068
Q1 002| oom| o0os| 0013| 06| 9012| 00105 0003| 0003 0000 0003| 0063 0009) 00122| 001 0003 0019| 015 0033| 0004] 00067
Q2 001 002 oon| o00s| o0013] o002 00s3| ooos| 9002| o003 o000| o003 o0002| o00020] o0004| o00m| o0003] 0019 00| 00| 0050
Q3 0012| 007 02| o0m| o00s| o000| 00120 o000s| o000s| -0003| o0003] 0000 0000] 00032] 0003] o000s| o01| o003[ 019 9007] ome2
2008 Q4 0008| o0012] 0027 0022 oon1]| 9004 00123 o0000| 0004 o004 -0003| 0003 -0000| 00006] 0010| 0003| o0004| 0011 o003 -002| o
01
Q2
03
Q4
01
)
Q3
Q4
01

0049| o0o08| o0012| 007| 9022| 9014| 00344| 0011| o0000| o0004| 0004) -0003| -9002) 00094| 0010) o010 0003| o004 o01| 9002| 00077
0012| 0040 o0008| 0012| 0027) 0013 00008| 0003| 0011| 0000 0004| 0004 0004| 00000| 0007| 0010| 0010 0003 0004 0000| 0007
0010] 0012| 0049| o0008| 0012) 0013 00020| o0001| 0003 -0011| 0000| 0004 0004| 00035| 0010 0007| 0010| 0010 0003 0000| 00093
0008| o0010] o012 -0040| o0008] 0007| 00013 o003| opor| oe3| -0o11| o000 o0003| o00002] -0021| o010 o00r| 0010 o010| -v000| 00206
0027) o0008| 0010( o012 -00e0| o014| 00135| -0003] o0003| ooor| o003 0011| -0002| oo00s) 0018 0021 oor0| 0007| -0010| op01| 00
0010) -0027| o0008| 0010] 0012) 0006] 00049 0004 002 o003 o0001| o003 oo01| o0o020| o016 o0018| 0021 0010 o0007| o0002| 00139
0008| o0010] 0027 oo0s| o0010] o006| 00020 o006| o004 0003 o0003| o001 o000| o000ss| o00s| o0016] o0018| -0021| o010] -0002] 00066

2010 0006 0008 0010) 0027 0008| 0003| 00029 -0000( 0006) 0004| -0003| 0003) -0001| 00006/ 0004 0004) 0016 0018) -0021| 0012 0015
0022 0006) 0008| 0010] -0027) -0009| -00125( -0008) -0000| 0006 0004) -0003( -0002( 00063 -0D020] 0004 0004 0016 0018 -0002] -0.0275

02 0011 -0022) 0006 0008/ 0010| 0005| 00057 0005| -0008] -0000| 0006) 0004 0003 00026 0005| -0020( 0004 0004 0016) 0009( -0.0030

011 [Q3 0008 0011| -D022) 0006 0008 0005) 00029 0004 0005) -0008| 0000 0006) 0003) 00008 0009 0005) -0020( 0004) 0004] 0008 00009
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YATIRIM LEASE YKB LEASE ZIRAAT LEASE
Thorecast Torecast Tforecast
t1 t2 t3 t4 forecast _[error t1 t2 t3 t4 forecast _[error t1 t2 t3 t4 forecast _|error

01 0004) 0003 0003 0002 oo001[ -0001| 00036( 0002 0014 -0016| 0002 0026] 0006 -00044| 0012| 0020) 0005| 0014| -0008| -0004| 00163

Q2 0025| 0004 0003 0003 o002 wooo1| 00238 oo12 o002 o0014| 0016 -0002| 9001| 00131) o011 o0012] 0020| o0005| -0014| -0011| 00221

Q: 0000) 0025 -0004| 0003 0003 -000s| ooo41| 0180 o012 o002 o014 0016 0008 01883| 0024] o0011| 0012] 0020] 0005| -0008[ 00334

2006 |Q4 0003| 0000 0025 0004 o003 -000s| o0007s| 0017 o01s0| o0o12| o0002] 0014] -0040| o00660| 0014 0024] o0011| o0012] 0020| -0009| 00230
Q1 0023) 0003 0000 0025 9004 -0006| 00172( 0043 0017 o0180| o012 o0002| 9061| 00176| 0051 0014] 0024] o0011) 0012 0011 -0.0399]

Q2 0005| 9023 0003 -0000| 0025 o0010| 00146 0014 0043| o0017| 0180 0012| 9030| 00445| 0022| 0051| 0014 0024 0011| 0006] 0.0160

Q2 0008| 0005 -0023| 0003 9000 0009| 00169 0015 0014 -0043| o017 o0180| 0033 -00180| 0016) 0022| 0051 0014) 0024 0011[ 0.0047

2007 |Q4 0001) 0008 -0005 -0023| 0003 o0010| 00105 o014 0015 o0014| 0043 0017| 0005 00092) 0034 0016] 0022 -0051] 0014 0003 -0.0371
Q1 0008) -0001| -0008| 0005 0023) 0001 00066| -0035| 0014| 0015 o014 0043| 0017 00182 0008 -0034| 0016 002| 0051| -0007| 00147

Q2 0003| 0008 -0001| 0008 0005 0000 o030 oe12 003s| o0014| o015 0014) 0005 00068| 0020| o0008| -0034| o0016] 0022| o0009| 00112

Q: 0004 0003 o008 0001 -00s| 0003 00073 0009 o0012] -0035| o0014] 0015) 0008 00015| 0015 0020] 0008 -0034] 0016 0003| 00116

2008 |Q4 0010] 0004 0003 o008 0001| -0003| 00132 oe12 o009 o012| 0035| o0014] 0005 00074| o012| 0015| 0020| o0008) -0034| -0016] 0082
Q1 0013] 0010 0004 0003 o008 -0002| 00101 -0036( o012 o0009| o012 -0035| 9013| -00236| 0040| 0012) 0015| 0020) 0008] -0010[ -0.0299

Q2 0004) 9013 0010 0004 0003 0001 00049 0009 0036 o0012| 0009 0012| 0007| 00024] 0022| 0040 0012| 0015) 0020] 0008| 0.0144

|02 0008) 0004 -0013| 0010 0004) 0004| 00034| 0010) 0009| -0036| 0012 0009| o0008| 00017) 0012 0022| -0040| o0012| 0015 0007] 0.0051]

2000 |Q4 0001) 0008 -0004[ 0012 o010 o0004| 00051 o012 o010 o009| 0036| 0012] 0005 00072| 0009| 0012) 0022| -0040| 0012] 0002[ 0007
Q1 0006 0001| 0008| 0004| -0013| -0002| 00042 -0032] 0012 o0010) 0009 -0036) -0013| 00190( -0030| o009 0012 0022| -00s0| -0016| 00220

Q2 0004| 0006 -0001| o008 0004 o0001| 00037 o013 0032| oe12| o010| o0009| 0005 o00087| 0006| -0030| 0009 o0012] 0022 o0009| -0.0020

Q3 0002] 0004 -0006 -0001| o008 o0003| 00054 o013 o013 -0022| o012 oo010] o006 00072) 0015| o0006) -0029| o0009) o0012] o0011[ 00043
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APPENDIX-5
BALANCE SHEET AND INCOMESTATEMENTLEASING INDUSTRY A ND XXX LEASING

Leasing Industry

Balance Sheet

Millions, TRY | 30.09.2011 | | 31.12.2011

ASSETS Full Finance Half Operating Full Operating Full Finance Half Operating Full Operating
CASH BALANCES 0,05 0,05 0,05 0,03 0,03 0,03
FINANCIAL ASSETS AT FAIR VALUE THROUGH P&L 47,50 47,50 47,50 16,34 16,34 16,34
BANKS 1.573,10 4.719,86 7.798,77 1.650,65 6.925,41 11.198,64
RECEIVABKES FROM REVERSE REPURCHASE AGREEMENTS 1,55 1,55 1,55 0,00 0,00 0,00
SATILMAYA HAZIR FINANSAL VARLIKLAR (Net) 79,25 79,25 79,25 71,14 71,14 71,14
LEASE RECEIVABLES 14.772,49 7.386,25 0,00 15.112,15 7.556,08 0,00
A) Receivables from leasing transactions 13.878,58 6.939,29 0,00 14.301,24 7.150,62 0,00
a) Financial lease receivables 16.109,09 8.054,55 0,00 16.677,20 8.338,60 0,00
c) Other 19,00 9,50 0,00 15,81 7,91 0,00
d) Unearned interest income(-) 2.249,51 1.124,76 0,00 2.391,77 1.195,89 0,00
B) Assets to be leased 408,42 204,21 0,00 330,16 165,08 0,00
C) Advances given for leasing transactions 485,49 242,75 0,00 480,75 240,38 0,00
TAKIPTEKi ALACAKLAR 679,72 679,72 679,72 701,78 701,78 701,78
HEDGING DERIVATIVE FINANCIAL ASSETS 0,14 0,07 0,14 0,00 0,00 0,00
HELD TO MATURITY INVESTMENT SECURITIES (Net) 25,92 12,96 25,92 26,64 26,64 26,64
SUBSIDIARIES (Net) 36,12 18,06 36,12 36,27 36,27 36,27
INVESTMENTS IN ASSOCIATES (Net) 10,41 5,21 10,41 8,71 8,71 8,71
JOINT VENTURES (Net) 0,00 0,00 0,00 0,00 0,00 0,00
FIXED ASSETS (Net) 29,20 8.939,25 17.878,50 31,60 8.383,60 16.704,00
INTANGIBLE ASSETS (Net) 25,79 25,79 25,79 10,45 10,45 10,45
DEFERRED TAX ASSET 467,94 467,94 467,94 445,67 445,67 445,67
ASSESTS HELD FOR SALE 23,29 23,29 23,29 29,16 29,16 29,16
OTHER ASSETS 507,36 507,36 507,36 463,49 463,49 463,49
TOTAL ASSETS 18.279,83 22.914,10 27.582,31 18.604,08 24.674,77 29.712,32
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Leasing Industry

Balance Sheet

Millions, TRY 30.09.2011 | | 31.12.2011

LIABILITIES Full Finance Half Operating Full Operating Full Finance Half Operating Full Operating
TRADING DERIVATIVE FINANCIAL LIABILITIES 96,39 96,39 96,39 96,52 96,52 96,52
BORROWINGS 13.212,77 16.973,13 21.085,27 13.411,62 18.533,99 22.934,33
FACTORING PAYABLES 0,00 0,00 0,00 0,00 0,00 0,00
LEASE PAYABLES 0,00 0,00 0,00 0,00 0,00 0,00
MARKETEABLE SECURITIES ISSUED(Net) 0,00 0,00 0,00 93,24 93,24 93,24
MISCELLANEOUS PAYABLES 506,08 506,08 506,08 469,63 469,63 469,63
OTHER LIABILITIES 179,18 179,18 179,18 225,08 225,09 225,08
HEDGING DERIVATIVE FINANCIAL LIABILITIES 1,22 1,22 1,22 1,22 1,22 1,22
TAX LIABILITIES 43,67 186,84 267,52 29,17 229,71 371,44
PROVISIONS 133,77 133,77 133,77 100,18 100,18 100,18
DEFERRED TAX LIABILITY 0,00 0,00 0,00 0,12 0,12 0,12
SHAREHOLDER'S EQUITY 4.106,75 4.837,50 5.312,88 4.177,30 4.925,07 5.420,56
A) Paid in Capital 2.004,78 2.004,78 2.004,78 1.958,90 1.958,90 1.958,90
B) Capital reserves 9,56 9,56 9,56 47,95 47,95 47,95
C) Profit reserves 1.489,36 2.156,82 2.567,25 1.493,82 2.161,28 2.571,71
D) Income or Loss 603,05 666,34 731,29 676,63 756,94 842,00
a) Prior years' income or Loss 174,54 174,54 174,54 166,64 166,64 166,64
b) Current Period Income or Loss 428,51 491,80 556,75 509,99 590,30 675,36
TOTAL LIABILITIES 18.279,83 22.914,10 27.582,31 18.604,08 24.674,77 29.712,32
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Leasing Industry 30.09.2011 31.12.2011

Profit & Loss Statement

Full Half Full Full Half Full

Millons, TRY Finance Operating Operating Finance Operating Operating
LEASE INCOME 851,44 2.992,38 4.474,01 1.135,83 3.922,31 5.965,80
A) Financial Lease income 835,41 468,73 0,00 1.114,01 557,01 0,00
B) Operational Lease income 0,00 2.507,62 4.457,98 0,00 3.343,48 5.943,98
C) Fees & Commisions Received From Lease Transactions 16,03 16,03 16,03 21,82 21,82 21,82
OPERATING EXPENSES (-) 195,28 1.780,86 3.014,08 252,47 2.366,57 4.010,87
A) Personnel Expenses 101,11 101,11 101,11 132,86 132,86 132,86
B) Provision Expense For Employment Termination
Benefits 1,10 1,10 1,10 2,47 2,47 2,47
C) Research And Development Expenses 0,00 0,00 0,00 0,00 0,00 0,00
D) General Administration Expenses 80,53 80,53 80,53 100,29 100,29 100,29
E) Depreciation Expenses 0,00 1.585,58 2.818,80 0,00 2.114,10 3.758,40
F) Other 12,54 12,54 12,54 16,85 16,85 16,85
OTHER OPERATING INCOME 520,68 636,74 643,93 719,55 923,48 929,61
A) Interest Received From Banks 86,00 202,06 209,25 105,36 309,29 315,42
B) Interest Received From Reverse Repurchase
Agreements 0,00 0,00 0,00 0,00 0,00 0,00
C) Interest Received From Marketable Securities Portfolio 5,84 5,84 5,84 6,71 6,71 6,71
D) Dividend Income 2,43 2,43 2,43 2,43 2,43 2,43
E) Trading Gains On Securities 127,17 127,17 127,17 183,96 183,96 183,96
F) Foreign Exchange Gains 102,72 102,72 102,72 137,05 137,05 137,05
G) Other 196,52 196,52 196,52 284,04 284,04 284,04
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Leasing Industry 30.09.2011 31.12.2011

Profit & Loss Statement

Full Half Full Full Half Full

Millons, TRY Finance Operating Operating Finance Operating Operating
FINANCIAL EXPENSES (-) 389,74 963,87 1.143,52 534,57 1.300,02 1.605,83
A) Interest On Funds Borrowed 379,56 953,69 1.133,34 519,39 1.284,84 1.590,65
B) Interest On Factoring Payables 0,00 0,00 0,00 0,00 0,00 0,00
C) Financial Lease Expense 0,00 0,00 0,00 0,00 0,00 0,00
D) Interest On Securities Issued 0,12 0,12 0,12 2,10 2,10 2,10
E) Other Interest Expenses 0,13 0,13 0,13 0,03 0,03 0,03
F) Fees And Commissions Given 9,93 9,93 9,93 13,05 13,05 13,05
SPECIFIC PROVISIONS FOR FOLLOW-UP RECEIVABLES (-) 144,12 144,12 144,12 218,97 218,97 218,97
OTHER OPERATING EXPENSES (-) 176,34 176,34 176,34 265,46 265,46 265,46
A) Impairment Of Marketable Securities 0,23 0,23 0,23 0,37 0,37 0,37
B) Impairment Of Fixed Assets 0,24 0,24 0,24 0,29 0,29 0,29
C) Loss From Derivative Financial Transaction 154,88 154,88 154,88 229,22 229,22 229,22
D) Other 20,99 20,99 20,99 35,58 35,58 35,58
NET OPERATING INCOME/EXPENSE 466,64 563,93 639,88 583,91 694,76 794,28
TAXATION ON INCOME FROM CONTINUING OPERATIONS
(%) 38,13 72,13 83,13 73,92 104,46 118,92
A) Current Tax Provision 62,81 96,81 107,81 73,27 103,81 118,27
B) Deferred Tax Expense Effect (+) 47,98 47,98 47,98 62,76 62,76 62,76
C) Deferred Tax Income Effect (-) -72,66 -72,66 -72,66 -62,11 -62,11 -62,11
CURRENT PERIOD INCOME/ LOSS 428,51 491,80 556,75 509,99 590,30 675,36
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XXX Leasing
Balance Sheet

XXX Leasing Balance Sheet 30.09.2011 31.12.2011

Half Full Half Full
As of third and fourth quarter, 2011 Full Finance Operating Operating Full Finance Operating Operating
ASSETS
Bank Placements 16.005.863 92.900.375 164.794.886 62.504.537 138.179.569 238.854.597
Due From Other Banks / AIR 19.252 19.252 19.252 68.105 68.105 68.105
LOANS AND ADVANCES TO BANKS 16.025.115 92.919.627 164.814.138 62.572.642 138.247.674 238.922.702
Trading Securities-Shares 419 419 419 409 409 409
Loans And Advances To Customers/Corporate Lending 444.161.331 349.342.763 254.524.195 402.639.269 326.415.948 250.192.626
Loans And Advances To Customers/AIR 861.786 861.786 861.786 987.614 987.614 987.614
Loans Advances To Customers/Non Performing Loans 5.709.834 5.709.834 5.709.834 5.680.772 5.680.772 5.680.772
Loans And Advances To Customers/Bad Debt Provision -5.519.090 -5.519.090 -5.519.090 -5.558.642 -5.558.642 -5.558.642
LOANS AND ADVANCES TO CUSTOMERS 445.213.861 350.395.293 255.576.725 403.749.013 327.525.692 251.302.370
Investment Securities 425.278 425.278 425.278 0 0 0
Investment Securities / AIR 10.491 10.491 10.491 0 0 0
HELD-TO-MATURITY INVESTMENT SECURITIES 435.769 435.769 435.769 0 0 0
Leased Assets Cost 0 148.987.499 297.974.998 0 139.199.999 278.399.998
Leased Assets Depreciation 0 0 0 0 0 0
Fixed Assets Cost 233.673 233.673 233.673 233.673 233.673 233.673
Accumulated Depreciation Fixed Assets -117.457 -117.457 -117.457 -130.023 -130.023 -130.023
Intagible Fixed Assets 489.448 489.448 489.448 489.448 489.448 489.448
Accumulated Depreciation Intagible Fixed Assets -202.964 -202.964 -202.964 -244.090 -244.090 -244.090
FIXED ASSETS 402.700 149.390.199 298.377.698 349.008 139.549.007 278.749.006
Accrued Income - Prepayments - Other 125.517 125.517 125.517 387.954 387.954 387.954
Other Assets 1.266.376 1.266.376 1.266.376 1.065.173 1.065.173 1.065.173
Deferred Tax Assets 2.325.265 2.325.265 2.325.265 1.132.794 1.132.794 1.132.794
OTHER ASSETS 3.717.158 3.717.158 3.717.158 2.585.921 2.585.921 2.585.921
TOTAL ASSETS 465.795.023 596.858.465 722.921.908 469.256.994 607.908.703 771.560.408
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XXX Leasing
Balance Sheet

XXX Leasing Balance Sheet 30.09.2011 | | 31.12.2011

Half Full Half Full
As of third and fourth quarter, 2011 Full Finance Operating Operating Full Finance Operating Operating
LIABILITIES
Bank Takings 409.800.357 527.300.357 639.800.357 411.250.840 531.250.840 676.250.840
Due To Other Banks / AIP 3.022.419 3.022.419 3.022.419 2.287.068 2.287.068 2.287.068
DUE TO OTHER BANKS 412.822.776 530.322.776 642.822.776 413.537.908 533.537.908 678.537.908
Retirement Obligations 148.900 148.900 148.900 186.703 186.703 186.703
Corp. Tax Payable 1.301.205 2.645.817 3.990.428 1.512.430 3.874.695 6.236.960
Other Liabilities 6.648.960 6.648.960 6.648.960 8.082.068 8.082.068 8.082.068
OTHER LIABILITIES 8.099.065 9.443.677 10.788.288 9.781.201 12.143.466 14.505.731
TOTAL LIABILITIES 420.921.841 539.766.453 653.611.064 423.319.109 545.681.374 693.043.639
CALLED UP SHARE CAPITAL 20.650.000 20.650.000 20.650.000 20.650.000 20.650.000 20.650.000
Revaluation Reserves - AFS 10.491 10.491 10.491
Other Taxed Reserves 14.915.412 21.755.796 28.596.180 14.915.412 21.755.796 28.596.180
Statutory Reserves 818.575 818.575 818.575 818.575 818.575 818.575
Non Taxed Reserves 1.787.723 1.787.723 1.787.723 1.787.723 1.787.723 1.787.723
P&L For The Period 6.690.981 12.069.428 17.447.875 7.766.174 17.215.234 26.664.292
OTHER RESERVES 24.223.182 36.442.013 48.660.844 25.287.884 41.577.328 57.866.769
TOTAL SHAREHOLDERS' EQUITY 44.873.182 57.092.013 69.310.844 45.937.884 62.227.328 78.516.769
TOTAL EQUITY & LIABILITIES 465.795.023 596.858.465 722.921.908 469.256.994 607.908.703 771.560.408
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XXX LEASING
Income Statement
XXX Leasing (TRY)

as of third and fourth quarter, 2011 30.09.2011 31.12.2011
Year to Year to Year to Year to Year to Year to
Date Date Date Date Date Date

30.09.2011 30.09.2011 30.09.2011 31.12.2011 31.12.2011 31.12.2011
INTEREST AND DISCOUNT INCOME 32.859.768 25.833.962 18.808.156 42.550.828 36.030.333 29.509.835
INTEREST EXPENSE 20.144.655 23.470.593 26.796.530 27.121.698 31.556.281 -35.990.864
NET INTEREST INCOME 12.715.113 2.363.369 -7.988.374 15.429.130 4.474.052 -6.481.029
OPERATING LEASE INCOME 0 46.437.303 92.874.605 0 61.916.404 123.832.807
FEE AND COMMISSION INCOME 426.544 426.544 426.544 642.388 642.388 642.388
FEE AND COMMISSION EXPENSE -414.413 -414.413 -414.413 -566.095 -566.095 -566.095
NET FEE AND COMMISSION INCOME 12.131 12.131 12,131 76.293 76.293 76.293
NET TRADING INCOME 203.773 203.773 203.773 227.262 227.262 227.262
OTHER OPERATING INCOME 103.348 103.348 103.348 103.348 103.348 103.348
TOTAL OPERATING INCOME 13.034.365 49.119.924 85.205.483 15.836.033 66.797.359 117.758.681
TOTAL PERSONNEL COST -2.607.342 -2.607.342 -2.607.342 -3.455.057 -3.455.057 -3.455.057
TOTAL ADMINISTRATIVE EXPENSE -1.444.728 -1.444.728 -1.444.728 -1.880.446 -1.880.446 -1.880.446
TOTAL DEPRECIATION -148.297 29.510.797 58.873.298 -201.989 39.351.989 -78.501.990
TOTAL OPERATING EXPENSES -4.200.367 33.562.867 62.925.368 -5.537.492 44.687.492 -83.837.493
BAD & DOUBTFUL DEBTS EXPENSE -227.272 -227.272 -227.272 -266.824 -266.824 -266.824
OTHER PROVISIONS -243.000 -243.000 -243.000 -324.000 -324.000 -324.000
NET PROFIT BEFORE TAX 8.363.726 15.086.785 21.809.843 9.707.717 21.519.043 33.330.364
INCOME TAX EXPENSE -1.672.745 -3.017.357 -4.361.969 -1.941.543 -4.303.809 -6.666.073
NET PROFIT AFTER TAX 6.690.981 12.069.428 17.447.875 7.766.174 17.215.234 26.664.292
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