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Abstract
In this study, the costs arising from compliance with the disclosure and reporting
obligations in the Capital Markets Regulations of 610 public companies registered
at the Capital Markets Board, have been measured by exploiting the Standard Cost
Model which is an internationally recognized approach. 335 of these public companies
are the listed ones whose stocks are traded in the stock exchange, and the resting 275
companies are the non-listed ones whose stocks are not traded in the stock exchange
market. Accordingly, as for the year 2007, the average compliance cost per public
company has been estimated to be 254 thousand Turkish lira for the listed companies
and 20 thousand Turkish lira for the non-listed companies. When the results of the
study are evaluated together with the other findings, the assertion suggesting that costs
arising in compliance with capital markets regulations, compliance costs, constitute
an obstacle for the companies that are willing to go public is shown to be invalid.

I. Introduction
The regulation issue has become one of the most debated topics by both
academicians and implementers in the recent years. Studies done so far show
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that costs burdened by regulations on the public and the concerning sectors are
of a large economic magnitude. According to a research in the U.S., the total
annual costs arising owing to the regulations correspond to approximately 1012% of its GDP (Kılıç, Alp and Kaymaz, 2008; BRTF, 2005; Ekici, 2006). The
fact that costs arising from regulations reach significant amounts have been set
forth in some academic studies has led the way for the development of costsaving policies for the sectors such as financial markets in particular where
regulations heavily take place (Kılıç, Alp and Kaymaz, 2008; Kılıç, 2008).
One of the policies built in this area is the cost-benefit analysis or with
its more common recent expression!, the regulatory impact analysis which is
performed whilst new regulations are being made. The cost-benefit analysis is
a decision making process which measures possible benefits, costs and other
effects of policies proposed among many choices by consulting the opinion of
the concerning bodies in a systematic and consistent manner (OECD, 1997;
Baldwin and Cave, 1999; OECD, 2004; Dudley, 2005; Kılıç, Alp and Kaymaz,
2008). As a result of this analysis, in case the benefits of the proposed policy
get higher than its costs, then its adoption is to be acknowledged. The impact
analysis, which was first used in the U.S. and used by many OECD countries
including The United Kingdom at the foremost since the 1980s, has turned out
to be one of the most important tools of the regulatory reforms (Kılıç, Alp and
Kaymaz, 2008).
Another policy tool widely exploited for the purpose of reducing
the burden caused by the regulations is the reduction of the compliance costs
arising from the obligations such as disclosure and reporting stipulated in
the current regulations by measuring them with the Standard Cost Model in
line with a targeted goal. The credibility of this model which was used in The
Netherlands for the first time has increased in time and it began to be used in
countries such as Denmark, The United Kingdom, Belgium, Sweden, Slovenia,
Estonia, France, Italy, Hungary, Norway, Poland, and South Africa. The use of
this model is recommended by the OECD for its members in measuring the
compliance costs (BRTF, 2005; SCM Networks, 2004). Thanks to this model,
it has been observed that some significant cost savings have been achieved in
the above mentioned countries. For instance, The Netherlands has calculated
that it may save 6,7 billion Euros in five years by just spending 35 million
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Euros, and The United Kingdom has calculated that it may save 16 billion
pounds for the same period by spending just 35 million Pounds (AGPC, 2005;
BRTF, 2005; Alp and Kılıç, 2007).
Unlike the practices in foreign countries, in Turkey, it can be said
that getting the compliance costs arising from regulations reduced through
measuring them along a preset goal has not been sufficiently examined neither
by academic communities nor by the regulators. On the other hand, in the last
years, it is frequently observed that public companies complain that compliance
burdens are high, the statute is not clear and simple enough and there is
overregulation. As a matter of fact, in a survey study oriented at the 500 largest
companies in Turkey (Sancak, 1999) it has been contended that the reason why
these companies have not preferred to go public has been given on the grounds
of (i) refraining from regulatory agencies, (ii) hefty costs on compliance with
the regulations and (iii) permanent reporting obligation. Therefore, there is a
need to investigate whether or not compliance obligations constitute an actual
problem in this market. Hence, the objective of this study is to contribute to
filling the existing gap in this field in Turkey through the measurement with the
Standard Cost Model, the capital markets statute compliance costs of public
companies operating in the capital markets, which is one of the industries
where regulations are the most frequently observed ones.
Within this scope, the study is composed of six main sections. In the
next section, second section, the Standard Cost Model is introduced. In the
third section, the scope of the study to be conducted is presented. In the fourth
section, how the data set necessary for performing the said study was obtained
is explained. In the fifth section, the findings obtained from the measurement
results are discussed separately for each indexed and non-indexed companies.
Hence the last section concludes with some recommendations.
II. The Standard Cost Model
The Standard Cost Model is a numeric method used for measuring the costs
arising due to the obligation on information disclosure and reporting provisioned
in the regulations (SCM Networks, 2004).
In order to put forth which type of cost the Standard Cost Model
measures in a more downright manner, it would be appropriate, first of all,
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to classify the costs burdened on the sectors regulated by the regulations.
Regulation costs are split in two as policy costs and compliance costs (BRTF,
2005; Ekici, 2006). Policy costs basically consist of two types of costs.
The first type of policy costs are the payments which the regulated sectors
are obliged to pay to the state or the authorities concerned. For instance, the
payment of a fee of two thousandths to the Capital Markets Board for public
offerings is such a cost. Again, the certificate fee paid to the Association of
Capital Market Intermediary Institutions of Turkey by the people working in
the capital markets is cost of this kind. The second type of cost is the long
term structural expenses regarding the formation of a suitable structure and
system for the implementation of regulations. For instance, the expenditure
of related institutions on electronic signature card purchases and the
establishment of a system due to the regulation governing the execution of
special event announcements in an electronic medium is a type of structural
expense. Similarly, the expense made for purchasing an accounting program for
preparing some desired charts of mutual funds has a structural characteristic.
In this sector, it is relatively easy to measure policy costs, which occur only
once. This is because both the payments to the concerning authorities and the
expenses for the additional system rely on documents and their amounts can
be easily accessed in the records of the institutions in the sector and the related
authorities (Kılıç, Alp and Kaymaz, 2008).
The second type of costs incurred by the regulated sectors is compliance
costs. The compliance costs may be briefly defined as the costs arising
from reporting and disclosure obligations envisaged in the regulations. The
European Commission (EC, 2005) defines the compliance costs as “the costs
incurred by enterprises, the voluntary sector, public authorities and citizens in
meeting legal obligations to provide information on their action or production,
either to public authorities or to private parties. Administrative costs are to be
taken in a broad sense, including the costs of labelling, collecting, organising,
storing, maintaining, reporting, and monitoring to provide the information
and registration” (Alp and Kılıç, 2007). For instance, with a regulation in the
capital markets, mutual funds have been charged for the preparation and the
delivery of monthly reports to the Capital Markets Board. The cost incurred
for the preparation of the said report is a compliance cost (Kılıç, 2008). We
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see that, in the literature, concepts such as red tape, administrative costs or
administrative burdens are used same wise as compliance costs (Kılıç, Alp and
Kaymaz, 2008).
Current studies suggest that regulations-compliance burdens are
economically significant. In the empirical studies, compliance costs are estimated
to constitute approximately 30% of the total costs (BRTF, 2005; Ekici, 2006;
SCM Networks, 2004). The OECD estimates that the compliance burden of
small and medium sized businesses in Australia emanating from labor, taxation
and environmental regulations in 1998 was 17 Billion US $. The Netherlands
has calculated that the total compliance burden in the country is annually 16,4
billion Euros or 3,6% of the Dutch GDP. Similarly, in Denmark the compliance
burden of the business world is 4,5 billion Euros and corresponds to 2,4% of the
Danish GDP. It is estimated that this burden gets between 20-40 billion Pounds
in The United Kingdom (AGPC, 2005; SCM Networks, 2004; BRTF, 2005).
The Standard Cost Model used in our study measures this second
type of cost, costs arising in compliance with regulations, or compliance costs
shortly. The Standard Cost Model, which was first used in The Netherlands in
2003, is currently the most widely accepted method in measuring compliance
burdens. In the year 2003, an International Standard Cost Model Network
was established under the guidance of the OECD for the purpose of reducing
compliance costs in member countries. The work group formed by this network,
after preparing a booklet on how compliance costs could be measured with
the standard cost model on August of 2004 by benefiting from the experience
of countries currently implementing the model (SCM Networks, 2004), has
presented it at the disposal of countries (Kılıç, 2008).
The formula of the Standard Cost Model is given as follows:
Compliance Cost = ∑ P * Q, Here;
P (Price) = Tariff* Time
Q (Quantity) = Number of Businesses * Frequency
The ‘Price’ in the formula is equal to the multiplication of the wage
and time. The ‘Tariff’ indicates the gross wage per hour a business pays its
staff in the state it employs them in the fulfilment of information disclosure or
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reporting obligations and the total of the general administrative expenses per
staff member, or the fee per hour paid out to the service provider in the state
service is rendered through outsourcing. The ‘Time’ indicates the time spent
on the fulfilment of each information disclosure or reporting obligation. The
‘Quantity’ is equal to the multiplication of the number of businesses and the
frequency and the number of businesses indicates the number of companies
and organizations in the sector obliged to comply with statute and frequency
indicates the number of times the obligation has to be fulfilled within a year
(SCM Networks, 2004; AGPC, 2005; Alp and Kılıç, 2007; Kılıç, Alp and
Kaymaz, 2008).
For instance, we can continue on with the example mentioned above
on the obligation regarding the preparation of monthly reports on mutual funds
and sending them to the Capital Markets Board. In order to comply with the
mentioned obligation, we can assume that a personnel affiliated to the fund
spends 3 hours and this personnel is paid an average of 10 NTL (New Turkish
Lira) per hour including the general administrative expenses. According to this,
the price in the formula shall be 30 NTL (=3*10). Furthermore, assuming that
it is compulsory for 300 mutual funds to comply with this obligation 12 times
(frequency) a year, the quantity in the formula would amount 3.600 (=300*12).
In such a case, total cost of the mentioned obligation shall be calculated as
108.000 NTL (=30 * 3.600) (Kılıç, 2008; Kılıç, Alp and Kaymaz, 2008).
The data used in the said model is obtained basically by sending a survey
to at least three sample businesses selected in the sector and/or through meeting
with the officials of these businesses. When necessary, regulating authorities
receive support from consultancy companies and use their own expertise.
Further, information on the average gross hourly wage of personnel working
in the sector is obtained from statistics organizations. In the implementation of
the model; it is required that (i) sorting each disclosure and reporting obligation
imposed by each regulation, (ii) preparing a survey for each of these, (iii)
warranting that organizations in the sector answer these surveys correctly by
allocating time, (iv) conducting interviews with these organizations, (v) resorting
to additional interviews or including other businesses in the sampling where
there are significant differences among the data presented by businesses and,
if necessary, (vi) consulting the simulation technique by experts are in place.
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Therefore, together with the formula being simple, the collection and sorting of
the data used in the formula requires both information for the sector recognition
and time and also great care (Kılıç, 2008; Kılıç, Alp and Kaymaz, 2008).
Within this view, the process of measuring compliance costs using the
standard cost model essentially constitutes 3 phases and 15 steps within these
stages, which is summarized in the table below (SCM Networks, 2004).
Table 1: Phases of the Standard Cost Model
Phase 1: Preparatory Analysis
Step 1
Step 2

Identification of information disclosure obligations in the statute and the
activities in order to fulfill these obligations
Determination of the same types of obligations appearing in other statute  and
review of the obligation list considering this

Step 3

Classification of information disclosure obligations by type (optional step)

Step 4

Classification of the regulated sectors

Step 5
Step 6

Determination of the number of organizations obliged to disclose information
and how many times this obligation has to be fulfilled annually
Interviews with sector representatives or the determination of the points to
be included in the survey to be delivered to the sector and the issues to be
assessed by experts later on

Step 7

Identification of cost parameters to be used in the measurement

Step 8

Preparation of the interview text or survey

Step 9

Review of steps 1-8 by experts

Phase 2: Obtaining Time and Cost Data
Step 10
Step 11
Step 12
Step 13

Selection of businesses for interviews or surveys
Conducting interviews with the selected businesses or sending out the
prepared survey to these businesses
Analysis of the data obtained on the basis of each obligation or activity and
ensuring their standardization
Review of steps 10-13 by experts

Phase 3: Calculating Compliance Costs and Reporting
Step 14

Performing necessary calculations within the framework of obtained up-todate and standard data

Step 15

Reporting
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III. Objective and Scope of the Study
The compliance costs burdened on public companies by the capital markets
statute as of 2007 in Turkey shall be measured in this study1. Thus, on one
hand, if the compliance costs arising due to the reporting and information
disclosure obligations in the statute is huge in magnitude in terms of public
companies shall be shown in general; and on the other hand, the validity of
the argument that “the compliance costs, induced owing to the capital markets
regulations, play an important role in companies’ in Turkey not preferring the
capital markets by going public” will be tested in particular.
Within this framework; 610 companies consisting of two company
groups have been included under the scope of this study. 335 companies within
610 companies are the listed companies whose stocks are being traded in the
Istanbul Stock Exchange (ISE), while 275 companies out of 610 are the non-listed
ones that are not traded in the market. The Capital Markets Statute which these
companies are obliged to comply with consists of the following regulations:
 The Capital Markets Law,
 All Communiqués, Regulations and Resolutions issued by the
Capital Markets Board,
 Regulations of the Istanbul Stock Exchange with Circulars and
General Letters issued by the ISE,
 The Central Registry Agency Regulation and  Circulars and General
Letters issued by this agency,
 Circulars and General Letters issued by the ISE Settlement and
Custody Bank Inc.,
 The General Status of the Association of Capital Market Intermediary
Institutions of Turkey and Circulars and General Letters issued by
this association,
 Other secondary regulations which have not been listed above and
directly concern the capital markets.
1

An extensive study on the measurement of the costs of the capital market sector in compliance
with statute in Turkey which covered public companies was done by Saim Kılıç in the doctoral
dissertation titled “Cost-Benefit Analysis for the Capital Markets Regulations: Theories, Tools
and An Empirical Study on Turkey” and published as a book by İktisadi Araştırmalar Vakfı in
December of 2008 and the results presented in this study do mainly rely on the findings in the
mentioned book.
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Costs arising from activities on the obligations of the Banking Law,
Turkish Commercial Code, Tax Laws and other laws and statute related to
these have been excluded from the scope of this study. The reason is that the
obligations arising from these regulations do not only apply to the capital
markets but also to the related sectors.
IV. Data Set and Methodology
In order for obtaining the data constituting the basis for a complete and accurate cost
calculation, it is first necessary to present the information disclosure and reporting
obligations in the regulations at full length and sort the works and transactions
necessary for satisfying each of the obligations into administrative activities in
a manner to facilitate the data collection. Within this framework, primarily,
the Capital Markets Statute has been scanned completely and the information
disclosure obligations envisaged for four organization groups has been listed one
by one. Afterwards, the work and the activities, which have to be performed in
order to fulfill each of these obligations, have been separated into logical phases.
Hence, a separate draft table has been construed for both the listed and non-listed
companies. In this table; the regulation name and article, obligation type and the
activity, which needs to be carried out in order to satisfy the obligation, has been
listed. On the other hand, in order to guarantee that the information in these draft
tables cover all the information disclosure obligations and that these obligations
have been separated into correct and logical activity phases in such a manner,
which is suitable for obtaining data, interviews have been executed with the experts
of the respective authorities and the managers of the implementing organizations.
The draft table has been finalized by assessing opinions obtained in this way.
As a result of the study conducted, the information disclosure obligations
determined for each of the companies under the scope of the research and the
number of activities, which should be executed in order to carry out these, are
concretely provided in Table 2 underneath.
Table 2: Information Disclosure Obligations on the Company Group Basis
and the Number of Administrative Activities
Company Group
Listed Public Companies
Non-Listed Public Companies

Obligation Number

Activity Number

22
13

148
69
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After the obligations of the companies and the activities, which need
to be exercised in order to fulfill these obligations, have been determined in
this manner, the next step was to obtain the required data. In the measurement
of compliance costs with the standard cost model, there is a need for the data
regarding the time (hours) spent on fulfilling the obligation, the average hourly
cost of workers in the sector, if there is any, the other procurements for the
fulfilment of the obligation and the number of times the obligation has to be
fulfilled yearly (frequency). According to the model, data on the average hourly
cost of personnel internally serving can be obtained from the Turkish Statistics
Institution and the other data from the selected sample businesses.
For this purpose, first of all, information on the average personnel
costs including the hourly wages, salary and social security costs incurred by
the ones working in incorporations in Turkey was requested in writing from the
presidency of the Turkish Statistics Institution. As a result of the examination
of the tables in the annexed reply of the Turkish Statistics Institution, it has
been realized that the most up-to-date labor force costs for incorporations
belong to the year 2001 and the costs were calculated as annual costs. In order
for calculating compliance costs, which is the subject of this study, there was
a need to primarily convert this raw data into hourly wages and then have
updated to the year 2007 by increasing it at such a rate equal to the inflation
rate calculated as per consumer price indexes of each year. As a result of the
calculations in this vein, the average hourly wage for each staff member in
companies was determined to be 11, 87 NTL as of the year 2007.
In order to obtain the other data, there is a need for making interviews
with the selected sample organizations and/or send them surveys. However,
in the implementation of this model, it is not necessary to have an interview
with a business in each organization group or to send a survey to all of these
organizations. On the contrary, as businesses in each organization group are
assumed to have encountered the same obligations, it is needed to make a
detailed investigation on a small amount of businesses, at least three. However,
in order to obtain correct results from the conducted research, it is necessary
to have each organization group represented in the best way in terms of both
number and size and it is necessary for the selected samples to have a sufficient
capacity in providing the data.
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It has been considered that selecting 12 sample organizations for each
group of organizations with a cautious approach will be suitable by taking
account the previously mentioned constraints and the possibility that some
organizations may not provide adequate information. However, in order to
ensure that these 12 organizations represent each group of organizations in
the best manner in terms of size, each of the group of organizations has been
divided into three sub-groups by ordering them from large to small along a
certain criterion. Public companies being traded in the stock exchange have
been divided into three sub-groups considering their total trading volume on
the stock exchange in 2006 and public companies outside of the stock exchange
have been divided into three sub-groups by being ordered according to their
active sizes in 2006. By selecting four organizations for each sub-group a total
of 12 organizations have been determined for each group of organizations. The
selection of organizations was not carried out randomly; on the contrary, a
conscious selection has been made by taking into account whether they had
the capacity to provide complete, sufficient and correct information. Regarding
the existence of such capacities, the opinions of experts supervising them in
the respective units of the Capital Markets Board have been benefited from.
Thus, both having the selected samples represent the whole group has been
ensured and correctness and robustness of the data to be obtained has been
guaranteed.
For the purpose of obtaining the needed information from the sample
companies, a table has been prepared on the basis of the needed activities
to satisfy the obligations above. This table, which has been added some
columns on hour, annual procurement costs and frequency, has been sent out
to the sample companies in the February of 2007 and requested them to fill in
through an official letter. Among the companies that the calculation tables of
the information disclosure obligation were already sent to, the desired data was
obtained from all of the 12 companies selected as samples for the listed public
companies and from 9 of the 12 companies selected as samples for the nonlisted public companies and those companies. The rate of sample organization
responding to our research is relatively high, and when the fact that it is
necessary to obtain data from at least 3 sample organizations, according to
the standard cost model is taken into consideration, it can be clearly seen that
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the number of the organizations, which have provided data, is sufficient for
both cost calculation for each organization group, and the execution of a cost
analysis as for the sizes of the organizations. For this reason, it was not regarded
necessary to select another sample organization among the organization groups
under the scope of the study.
Thus, the data necessary for cost calculation has been obtained by
implementing a combination of the methods such as survey studying, written
information requesting and interviews through telephone calls and/or electronic
mail. As a result of embedding this data onto the Standard Cost Model formula
above, the compliance costs have been calculated and the results have been
presented as the following.
V. Findings Obtained as a Result of the Measurement
a) Compliance Costs on the Listed Public Companies:
The annual compliance costs incurred by 335 public companies, whose shares
are traded on the stock exchange, due to 149 activities performed for the
purpose of fulfilling 22 information disclosure and reporting obligations in the
Capital Markets Statute have been calculated as 85 million NTL according
to the standard cost model as of 2007. The amount of this cost corresponds
to 64 million US $ as per the exchange rate of the same date. The regulation
compliance cost per company is 254 thousand NTL.
The summary of the breakdown of compliance costs incurred by the
listed public companies whose stocks are traded in the stock exchange on an
obligation basis is presented in Table 3 below.
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Table 3: Breakdown of Compliance Costs on an Obligation Basis Measured
for Companies Traded in the Stock Exchange
The Capital Markets Statute
Name of Regulation and
Article

Regulation Type

CMB Serial: XI, No:25 art.2

Preparation of annual financial
statements (detailed balance sheet
with footnotes, income statement,
cash flow statement and statement in
change in owner’s equity)

CMB Serial: XI, No:25
art.720

Independent auditing of annual
financial statements

CMB Serial: XI, No:25
art.57, 711, 714

Compliance Percentage
Cost
(Thousand in the Sum
(%)
NTL)

2.119

2,49%

38.968

45,74%

Preparation of the annual activity
report of the Board of Directors,
having it available for examination
by the partners and having it
published in electronic medium

5.647

6,63%

CMB Serial: XI, No:25
art.103, 104

Preparation of 3, 6 and 9 monthly
interim financial statements in detail
and as a full set (interim balance sheet
with footnotes, income statement,
cash flow statement and statement in
change in owner’s equity)

7.120

8,36%

CMB Serial: XI, No:25
art.720

Limited-scope independent auditing
of detailed 6 monthly financial
statements

23.479

27,56%

CMB Serial: IV, No: 27
art.7, 9; CMB Serial: VIII,
No: 39 art. 5, 7, 8, 11,
12, 13; The ISE circular
concerning the procedures
and principles regarding the
sending of Special Event
Announcements and other
announcements to the Stock
Exchange and its public
announcement

The obligation on notifying the
special events regarding the capital
structure of the partnership, the
control of management, purchase,
sale, hiring, hiring out and placing
as capital in rem, the activities of the
partnership, financial fixed assets,
administrative issues, meetings,
dividend advances, grants and other
matters and verifying news and
rumours in the media and press and
the public regarding the company

2.776

3,26%

17 Other Obligations
Total

5.082

5,96%

85.190

100,00%
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As a result of the examination of the table, it has been determined
that the obligation of the independent auditing of financial statements is the
obligation with the highest rate of 73, 2%. Companies traded in the stock
exchange bear a cost of  39 million NTL (45,7%) for the independent auditing
of annual financial statements and a cost of 23,5 million NTL (27,5%) for the
independent auditing of semi-annual financial statements. According to these
figures, the obligation of having financial statements audited independently
causes a burden of 186.000 NTL annually for each company. When the
independent auditing costs of the listed and non-listed public companies are
compared, it can be seen that the listed companies whose stocks are traded on
the stock exchange incur costs, which are 8 times as much as costs incurred by
the non-listed companies whose stocks are not traded. While a company traded
in the stock exchange pays an independent auditing company 112 thousand
NTL annually, companies outside of the stock exchange pay 15 thousand
NTL. It is considered that the obligation of preparing financial statements in
accordance with international standards imposed on the listed companies as of
2005 plays an important role in the independent auditing costs being so high
for these companies alongside the fact that these companies are large in size.
The type of obligation, which has the highest cost coming after the
obligation of independent auditing, is the preparation of financial statements.
Companies traded on the stock exchange incur an annual cost of 9,2 million NTL (10,
8%) for the preparation of annual and interim financial statements. The obligations,
which have the highest costs following these obligations, are the preparation of an
activity report with 8, 3% and special event announcement with 3,2%. The costs
caused by 17 obligations apart from the above mentioned obligations have a cost
of 5 million NTL and correspond to approximately 6% of all costs.
A striking point in the compliance costs of companies traded in the
stock exchange is the size of costs spent on the preparation of the activity
report of the board of directors. As a result of the calculations, it is estimated
that companies traded in the stock exchange incur an expense of 5,6 million
NTL for the preparation of activity reports. Accordingly, the cost of preparing
activity reports alone is more than two times that of the cost for each of the
obligations on the preparation of annual financial statements and special event
announcements. In order to find out the reason for the preparation of activity
reports having such a high cost for companies traded in the stock exchange,
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the breakdown of the mentioned obligations on an activity basis has been
analyzed. In the light of the conducted analysis, it has been determined that a
large proportion of these costs (3, 6 million NTL) is due to the printing of the
prepared reports. Therefore, it has been concluded that, the companies traded in
the stock exchange have an inclination to print high quality activity reports due
to reasons such as prestige and image has been drawn. The important matter
that needs to be emphasized here is that this is not an obligation arising from
the statute. The companies traded on the stock exchange voluntarily make such
a high spending for activity reports.
In the mean time, the point of to what extent the size of the stock
exchange companies has an impact on the increase of the compliance costs
has also been investigated. For this purpose, 335 companies being traded on
the stock exchange have been classified into three groups comprising of 112
large scale companies, 111 medium sized and 112 small sized companies.
According to the calculation results in Table 4, it is concluded that the size of
stock exchange companies plays an important role in compliance costs. The
average compliance cost for large scale companies traded on the stock exchange
has been estimated as 453 thousand NTL for every large sized company, 209
thousand NTL for every medium sized company and 101 thousand NTL for
every small sized company. According to these figures; large scale companies
incur a compliance cost which is two times that of medium sized companies
and medium sized companies incur a compliance cost which is two times as
that of small sized companies.
Table 4: Breakdown of the Compliance Costs Measured for Companies
being Traded in the Stock Exchange on the Basis of Size
Size Category
Large Scale Companies Traded
in the Stock Exchange
Medium Sized Companies
Traded in the Stock Exchange
Small Sized Companies Traded
in the Stock Exchange
Total

Number

Compliance
Cost
(Million TL)

Cost Per
Company
(1000 NTL)

Percentage
Within Sum

112

50,8

453

59,6%

111

23,2

209

27,2%

112

11,3

101

13,3%

335

85,2

254

100%
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In order to find an answer to the question of why the size factor is
important in terms of the compliance costs of companies being traded in the
stock exchange have an in, compliance costs measured for each company
category have also been compared on an obligation basis (Table 5). As a result
of the comparison conducted, it has been realized that costs arising from the
independent auditing obligation and financial statement preparation obligation
increase in line with the size of companies. The basic reason for this is that, large
companies are frequently obliged to prepare consolidated financial statements
in concordance with the international financial reporting standards as they are
usually in the form of a main partnership within a holding company or a group
firm. As the preparation and auditing of consolidated financial statements
naturally need more time and resources, compliance costs increase.
Table 5: Breakdown of Compliance Costs Measured According to Size for
Companies Traded in the Stock Exchange on an Obligation Basis
Regulation
Name and
Article

Category of Company Size
Regulation Type

Large
Scale
(NTL)

Medium
Sized
(NTL)

Small
Sized
(NTL)

CMB Serial: XI,
No:25 art.2

Preparation of annual financial
statements (detailed balance sheet
with footnotes, income statement,
cash flow statement and statement
in change in owner’s equity)

1.290.314

453.945

376.814

CMB Serial: XI,
No:25 art.103,
104

Preparation of 3, 6 and 9 monthly interim financial statements in
detail and as a full set (interim
balance sheet with footnotes, income statement, cash flow statement and statement in change in
owner’s equity)

3.720.537

1.946.273

1.457.166

CMB Serial: XI,
No:25 art.720

Independent auditing of annual
financial statements

25.587.450

10.664.454

2.736.164

CMB Serial: XI,
No:25 art.720

Limited-scope independent auditing of detailed semi-annual 15.230.075
financial statements
Delivery of the special event announcement of the partnership
and other matters to the ISE in
1.115.899
order to be announced to the public and the obligation of verification regarding news
46.944.274

6.223.401

2.039.951

846.333

814.490

20.134.406

7.424.585

CMB Serial: IV,
No:27 art.7, 9;
CMB Serial: VIII,
No:39 art. 5, 7, 8,
11, 12, 13; related
Circular of the ISE
Total
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b) Compliance Costs on the Non-Listed Public Companies:
The annual compliance costs, incurred by 275 public companies who are subject
to the Capital Markets Statute and who are not listed in the stock exchange
market, due to the realization of 69 activities performed for the purpose of
satisfying 13 information disclosure and reporting obligations in the statute
have been estimated as 5, 5 million NTL (4,1 million US $) according to the
standard cost model as of 2007. As a result of these estimates, the average annual
compliance costs for each non-listed public company amount 20.000 NTL.
The breakdown of compliance costs incurred by public companies
outside of the stock exchange on an obligation basis, is presented in Table 6.
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Table 6: The Breakdown of Compliance Costs Measured for the NonListed Public Companies on an Obligation Basis
The Capital Markets Statute

Compliance
Cost
(Thousand
NTL)

Percentage
Within Sum
(%)

634.279

11,54%

Regulation Name
and Article

Regulation Type

CMB Serial: XI,
No: 1 art. 48-49
and CMB Serial:
XII, No:1 art.3,11,
12, 15, 16, 19, 20,
23,24

Preparation of detailed annual balance
sheet, income statement, annual
condensed balance sheet and income
statement and their footnotes and
additional financial statements (fund
flow, cash flow, cost of sales and  profit
sharing statements)

CMB Serial: XI,
No:1 art.48 and
CMB Serial: XII,
No:1 art.11,19

Independent auditing of annual
balance sheet and income statements

2.184.469

39,75%

CMB Serial: XI,
No: 1 art.49, 56 and
CMB Serial: XII,
No:1 art. 12, 16,
20, 24

The announcement of condensed
financial reports together with
condensed auditor reports in the
Turkish Commercial Registry Gazette
and two local newspapers within 30
days following the general assembly
meeting

1.160.437

21,12%

CMB Serial: XI,
No:1 art.53 and
CMB Serial: XII,
No:1 art.12,16,
20, 24

Preparation of the annual activity
report

498.784

9,08%

CMB Serial: IV,
No: 27 art.7, 9 and
CMB Serial: VIII,
No: 39 art. 5, 7, 8,
11, 13

The obligation of notifying the special
events regarding the capital structure
of the partnership, the control of
management, purchase, sale, hiring,
hiring out and placing as capital in rem,
the activities of the partnership, financial
fixed assets, administrative issues,
meetings, dividend advances, grants
and other matters and verifying news
and rumours in the media and press and
the public regarding the company

539.366

9,81%

Other 8 Obligations
Total

478.087

8,70%

5.495.423

100,00%
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As it can be seen in the table, costs arising from the obligation of
independent auditing have the highest proportion with 39,7%. A point which
needs to be noted down here is that not all non-listed public companies are
subject to the independent auditing obligation. This is because, in accordance
with the CMB Communiqué on the principles on the Exemption Conditions
of Issuers and Exclusion from The Records of the Board Serial: IV, No: 19,
non-listed public companies whose total assets are under a certain amount or
which has 95 % or more of its capital belonging to 20 partners at most may be
exempted from independent auditing. As of the date the compliance costs were
measured, 143 of the 275 non-listed public companies were exempted from
independent auditing by the CMB. Therefore, as costs on independent auditing
obligations were calculated, not all the companies but only 132 companies
which were subject to this obligation had been taken considered.   
The second highest compliance cost coming after the independent
auditing obligation was the obligation for announcing the financial statements
in the Turkish Commercial Registry Gazette and two local newspapers with 21,
1%. This was followed by the annual financial statement preparation, activity
report preparation and special event announcement obligations.
VI. Results and Recommendations
In this study through the use of internationally and generally accepted standard
cost model, the compliance costs to capital market regulations of a total of 610
companies engaging in Turkish capital market have been measured. 335 of
these companies are the listed public companies whose stocks are traded in the
stock exchange, and the resting 275 ones are the non-listed public companies
whose stocks are not traded in the stock exchange. As is seen in Table 7 below
where the measurement results are presented altogether, due to these companies’
disclosure and reporting obligations resulting from capital market regulations,
annual compliance cost incurred by them is estimated as approximately 90,7
million NTL as of the year 2007.   
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Table 7: Compliance Costs on Public Companies
Total Compliance
Cost (Thousand NTL)

Compliance Cost
Per Company
(Thousand NTL)

Company Group

Quantity

Listed Public Companies

335

85.190

254

Non-Listed Public Companies

275

5.495

20

Total

610

90.685

274

According to these measurement results, first, it is clear that the
public companies’ compliance costs arising from capital market regulations
are generally at a low level. Although the compliance cost per listed company
is 254 thousand NTL annually, this cost for the non-listed companies that
are outside of the stock exchange is about 20 thousand NTL. The ratio of
the compliance costs incurred by the listed companies to their total assets in
sectoral financial statements dated 31.12.2006 is 0, 0001.3, to the equity sums
is 0,0006.7 and to the total net sales is 0,0003. It is also clear that being traded
in the Stock Exchange causes an extra annual cost amounting to 234 thousand
NTL for the companies. The reason of the cost being so low in the non-listed
companies, these companies have been found as eligible to be exempted from
the obligations such as independent auditing. The reason underlying the listed
public companies’ having huge compliance costs relative to those burdened
by the non-listed ones derives from the fact that, as the listed companies are
large sized and obligated to prepare their financial statements in line with the
international financial reporting standards as well, the obligations on getting
through with an independent auditing process and on arranging financial
statements require more time and resource. 186 thousand NTL of the cost
amounting to 254 thousand NTL measured for the listed companies accounts
for independent auditing expenses.
Secondly, when it is considered that the listed companies benefit
from the capital market by incurring an annual cost amounting to only 254
thousand NTL, and that, they arrange financial statements and have them
independently audited in concordance with international financial reporting
standards, the argument that compliance costs hinder the entry of the firms’
going public loses its credibility. When it is considered that most of these
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companies for international business and operations are already in the position
of arranging financial statements in accordance with international financial
reporting standards, it is apparent that the extra cost caused by the capital
markets statute will further decrease. Another remarkable finding for the listed
companies is that these companies make substantial expenses by printing the
annual activity reports in high quality. Listed companies, for the issuance
of the activity reports, bear an expense amounting to a total of 5,6 million
NTL on a yearly basis. When it is considered that printing an activity report
of high quality is not an obligation deriving from the statute, it is concluded
that listed companies lend credit to the values like prestige and image. Finally,
as the size category increases in the listed companies, costs increase about
as much as twice. The main reason for the increasing costs as the size goes
up is that as the big companies are either holdings or parents, they arrange
consolidated financial statements in concordance with international financial
reporting standards. Preparing a consolidated financial statement and having
them independently audited naturally bring on more costs compared to the solo
financial statements.
After the compliance costs have been measured with the standard
cost model and the results have been set forth, it would be appropriate for
making recommendations on how compliance burdens on these companies
can be reduced in the light of this data. It is considered that companies whose
shares are traded on the stock exchange can achieve cost savings in two areas
over the short run. One of these areas is in relation to publishing the financial
statements in the Turkish Commercial Registry Gazette.   According to the
CMB Communiqué with the Serial: XI, No:25, listed companies are obliged to
announce their annual financial statements in the Turkish Commercial Registry
Gazette within thirty days after their ordinary general assembly. When it is
considered that the financial statements and reports of the listed companies
are delivered to the Stock Exchange in order to be published in the CMB and
ISE Bulletins and published on the internet, there is no need for them to be
additionally published in the Turkish Commercial Registry Gazette. As there
are sources by which investors can easily and conveniently access financial
statements and reports, it would not be realistic to expect them to consult
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the Turkish Commercial Registry Gazette. Therefore, the abolishment of the
obligation for having the annual financial statements published in the Turkish
Commercial Registry Gazette would be appropriate. If this recommendation is
respected, it has been anticipated that listed companies shall achieve a saving
of 1 million NTL per annum.
The second area where listed companies can achieve savings is the
printing of the activity report of the board of directors. In the CMB Communiqué
with the Serial: XI, No: 25 the preparation of annual activity reports, having
them ready for the examination of the partners and having them published
in electronic medium has been envisaged. While the preparation of activity
reports and having them copied on standard paper is sufficient, as companies
prefer to print and copy these onto colored and quality paper, they incur an
additional cost of 3,6 million NTL. The elimination of this burden will provide
savings for the companies.
The space which public companies whose shares are not traded in the
stock exchange can achieve savings in the short run is the reduction of the number
of newspapers in which financial statements are announced. In accordance with
the Communiqués of the CMB with Serial: XI, No: 1 and the serial: XII, No: 1,
it is compulsory for the non-listed public companies to announce their annual
condensed financial statement in the Turkish Commercial Registry Gazette and
two local newspapers. The cost of this obligation for companies is approximately
1,1 million NTL annually. It is believed that the reduction of the number of
newspapers for the announcements will provide cost savings for companies.
It seems possible that an exemption can be implemented particularly for the
companies who publish their financial statements on their websites. Within this
view, for instance, when the number of newspapers for the announcement is
reduced to 2, the sector will have saved 350-400 thousand NTL in a year.
Thereby, given that the above mentioned simplification and changes
are actualized, in the short run, a cost saving totalling to 5 million NTL can be
achieved, of which 4,6 million NTL will be for the listed public companies and
400 thousand NTL will be for the non-listed public companies. In the medium
and long runs, it is considered that compliance costs could be reduced at much
higher rates.
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