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For doing business in Turkey you should
either know a lot about the investment,
legal, accounting and taxation environment
or simply know a team who already knows
it…
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Arkan & Ergin

Arkan & Ergin, with its successful history of more than half a century,
offers tax, independent audit, corporate finance, and specialist advisory
services to firms operating in the industrial and service sectors.

Arkan & Ergin was founded in 1952 by Ferhan Arkan who left Turkey's
Ministry of Finance to set up a consulting business. Further expertise
arrived when Refik Arkan joined the Company in 1986 and Cihat Kumusoglu
in 1991, both having had successful careers as Senior Tax Inspectors. The
organization's core business of financial services and tax advisory was
enhanced when Arkan & Ergin became the first Turkish firm to gain ISO
9002 accreditation, reflecting its commitment to customer satisfaction
and service quality. The company was strengthened by adding specialized
advisory services to its structure.

The firm comprises of 13 partners, all with extensive local and international
experience.  The professional personnel of over 100 are university graduates
in economics, commerce or engineering and are fully trained in accounting,
audit, and finance in their respective fields.

In 2008, Arkan & Ergin became a member of JPA International.

You can contact us at the following address:

Yildiz Posta Cad. Dedeman ‹s Hani No: 48 K: 6
34394 Esentepe
Istanbul, Turkey

T +90 (212) 370 0700
F +90 (212) 274 1817
www.jpatr.com
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Foreword

Arkan & Ergin is Turkey's one of the leading accounting and consulting
firms providing assurance, tax and specialist advisory services to companies
operating in the industrial and service sectors.

We own a large domestic customer portfolio, and also we have been
supporting many international companies to establish a strong foothold
in Turkey: open branches, run their accounting, prepare the financial
reports, acquire or merge with local companies.

Ability to offer services, in tax, audit, corporate finance, and information
technologies makes us one-stop-shop to meet companies' essential
requirements.

If you require any further information, please do not hesitate to contact
us.

Arkan & Ergin
Member of JPA International
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Country Profile

Geography

Turkey is a crossroad between Western Europe, the Middle East and Asia.
It is surrounded by the Black Sea, Aegean Sea and the Mediterranean Sea.

The country is bounded on the northwest by Bulgaria, on the west by
Greece, on the north by Georgia; on the east by Armenia and Iran; on the
south by Iraq, Syria.

Turkey is approximately 1,450 km long and 480 km wide and covers an
area of 769,604 sq. km, of which 755,689 sq.km are in Asia and 23,764
sq.km are in Europe.

The modern Turkish state with Ankara as its capital was created in 1923.
Turkey has 2,628 km of land frontiers and 7,168 km of coastline.

About 90 percent of the population lives in the Asian part of Turkey and
10 percent in the European part.

Population and Demography

According to population census by the Turkish Statistical Institute on
December 31,2009, the population of Turkey 72.561.312 and population
growth rate is 1,45%. Out of 72.561.312 people, 49,7 % are female and
50,3% are male. 67% of the population is between ages of 15 and 64 which
states that 48.616.079 people are available for labor force.

Currency and Language

The currency unit of the Republic of Turkey is the Turkish Lira.

The official language of Turkey is the Turkish language. All documents are
to be submitted to the government authorities must be prepared in Turkish
language.

English is extensively used alongside German and French in lesser extent.
Dates are in DD/MM/YY format. A comma is used instead of a decimal
point, and long numbers are written with full stop (period), (99.999.999,99).

Arkan & Ergin
Member of JPA International
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Climate

Although Turkey's weather varies according to the regions, the coastal
areas enjoy milder climates while inland Anatolian plateau experiences
extremes of hot summers and cold winters with limited rainfall.

Business Hours

Business hours are usually 9.00 to 18.00 from Monday to Friday. Banks
are generally open from 9.00 to 17.00. Some businesses are open on
Saturdays as well. Turkey, as a whole, is in the same time zone that is two
hours ahead of GMT, i.e., and an hour ahead of most Western European
countries. Daylight Saving Time is observed from late March to late
October.

Public Holidays

There are two kinds of public holidays: religious and other. Dates of the
religious holidays change every year as they are based on lunar calendar.

Other holiday dates are:

1 January
23 April
1 May
19 May
30 August
29 October

Political and Legal System

Turkey is a Republic in which, power is divided between the legislature,
the executive and the judiciary. Under the 1982 constitution the Turkish
parliament (TBMM) is the sole legislative body, exercising supreme power.
Executive power is exercised by the President and the Council of Ministers,
in accordance with the constitution and the law. The Judiciary operates
independently on behalf of the state.

Arkan & Ergin
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The parliament (TBMM) consists of 550 deputies who are directly elected
by universal adult suffrage. Elections take place every five years. The
Council of Ministers (the cabinet) is headed by the Prime Minister and
is responsible to the Parliament. After an election the President invites
the leader of the largest party to form a government. If successful, he or
she is then appointed Prime Minister and nominates ministers who are
in turn approved by the President. The President is elected by the people
for a period of five years. The president could be elected twice.

Arkan & Ergin
Member of JPA International
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Economic Outlook

Macroeconomic Indicators

The Turkish economy has grown steadily in the last 6 years except the
year 2009. GDP and GDP per capita figures show the strength and stability
of the national economy. With theses figures, Turkish Economy have
reached global macroeconomic trends.

Between 2005 and 2009:

GDP increased by 27%, reached 615,3 Billion USD in 2009.
Annual real GDP grew by 3,2%.
GDP Per Capita reached to 8.723 USD/per capita in 2009.
Exports increased by 32% and have reached 101,6 billion USD in 
2009.
Foreign trade reached to 335 Billion USD.
Exports to neighboring countries have fell 20%.
Imports from neighbour countries grew fell 30%.

Behind Turkey's success in economic growth, industrial production with
exports and tourism sectors lie mostly.

Arkan & Ergin
Member of JPA International
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Foreign Direct Investment (FDI) Figures

Turkey became the 15th most attractive country for FDI in the world.

Foreign Direct investment inflows decreased from 10,031 Billion
USD in 2005 to 7,6 Billion USD in 2009.
• Most of the investment made in manufacturing sector with 1,6

Billion USD in 2009.
Number of companies with international capital increased from
11.700 in 2005 to 23.600 in 2009.
• Most of these companies' headquarters are based in EU and USA.

International Trade Figures

TIn the table below, Turkey's trade figure changes from 2005 to 2009.

(In Million USD) 2005 Percentage Increase (%)2009

Export 73.476 102.135 39

Import 116.774 140.924 20.68

Trade Volume 190.250 243.059 27.75

Foreign Trade Balance -43.298 -38.789 -10,42

Arkan & Ergin
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Regulatory Environment

There are 7 main authorities which regulate and monitor the markets for
market efficiency in Turkey. These are:

1. Competition Authority

Competition Authority is responsible for the full achievement of
competition in the markets. Main responsibilities of the competition
authority are:

To carry out the examination, inquiry and investigation into activities
and official transactions defined in competition code upon application or
upon its own initiative,
To take the necessary measures to expunge infringements of the code,
To impose administrative regulations.

2. Energy Market Regulatory Authority

Energy Market Regulatory Authority regulates and controls the energy
market. The authority ensures its independent duties in order to provide
sufficient energy sources to consumers at high quality and at low cost.
The main responsibility of Energy Market Regulatory Authority is to
regulate and monitor the electricity, natural gas, petroleum and liquid
petroleum gas markets.

3. Banking Regulation and Supervision Agency

Banking Regulation and Supervision Agency safeguards the rights and
benefits of depositors, prevents all kinds of operations and transactions
that may risk the orderly and safe operation of banks or that may harm
the economy; facilitates the efficient working of the credit system. The
main aim of the agency is to enhance the efficiency of the banking sector
and its competitiveness.

4. Capital Markets Board of Turkey

Capital Markets Board of Turkey is the regulatory and supervisory authority
in charge of the securities markets in Turkey. Empowered by the Capital
Markets Law (CML), which was enacted in 1981, the board has been

Arkan & Ergin
Member of JPA International
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making detailed regulations for organizing the markets and developing
capital market instruments and institutions in Turkey. Main responsibility
of the board is to take the necessary measures for fostering the development
of capital markets, and to contribute to the efficient allocation of financial
resources in the country while ensuring investor protection.

5. Telecommunications Authority

Telecommunications Authority undertakes the regulation, the authorization,
the reconciliation and the supervision of activities within the
telecommunication market. The main responsibility of the authority is to
prepare the required plans in the telecommunications area and present
them to the Ministry of Transportation.

6. Tobacco, Tobacco Products and Alcoholic Beverages Market 
Regulation Board

Tobacco, Tobacco Products and Alcoholic Beverages Market Regulation
Board (TAMRB) establishes regulatory and supervisory systems in areas
dealing with tobacco, tobacco products, alcohol and alcoholic beverages.
The main responsibilities of the Board are:

To regulate and supervise  tobacco production,
To grant the permission for the import of tobacco,
To issue the authorization to trade in tobacco,
To regulate, to monitor, and to supervise tobacco producers.

7. Privatization Administration

Privatization Administration does not show the main characteristics of
the above mentioned market regulating agencies. However, as an
independent administrative body fully responsible for privatization in
Turkey, it has a very high importance for the direct investors. The
Privatization High Council and Privatization Administration are responsible
for carrying out privatization transactions in Turkey.
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Government Incentives

Investment Incentive System

The investment incentive scheme was amended in 2006 to promote
investment in manufacturing services and the energy sector and also to
encourage exports. Local and foreign investors have equal access to these
incentives.

1. General Investment Incentive Scheme

The general incentive scheme is mainly a tax benefit program, though in
certain cases there are credit possibilities. Its application varies according
to the location, scale, and subject of the investment.

The major investment incentive instruments:

Exemption from customs duties for imported machinery and
equipment with the investment incentive certificate,
VAT exemption for imported or locally delivered machinery and
equipment with the investment incentive certificate,
The interest rate of investment loans is partially held by the Treasury.
Interest support is provided for:

• SMEs,
• R&D projects,
• Environmental projects,
• Projects in 50 prioritized development provinces.

2. Incentives for Small and Medium Sized Enterprises (SME)

SMEs are defined as companies which operate in the manufacturing,
agro-industry, tourism, education and health, mining, and software
industries.

Investment and operational credit support for SMEs covers:

Manufacturing or agricultural investments,
Tourism investments in selected regions,
Modernization investment in existing tourism facilities,
Healthcare investments in priority regions,
Education investments on primary and secondary school,

Arkan & Ergin
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Mining investments,
Software development investments,
Investments utilizing capital goods,
Customs duties exemption,
VAT exemption,
Interest support,
KOSGEB support of SMEs.

.

3. Research and Development Support

TUBITAK (Scientific and Technological Research Council of Turkey) and
TTGV (Turkish Technology Development Foundation) both grant R&D
related expenses and capital loans for R&D projects.

Projects eligible for TUBITAK Incentives cover:

Concept development,
Technological research and technical feasibility research,
Laboratory studies in the transformation of a concept to a design,
Design and sketching studies,
Prototype production,
Construction of pilot facilities,
Test production,
Patent and license studies,
Activities related to post-sale problems stemming from product
design.

Turkey's new R&D law provides special incentives for R&D investment
projects in Turkey provided that at least 50 personnel are employed.

The incentives within the new law, which will be available until 2024, are:

100% deduction of R&D expenditure from tax base,
Income withholding tax exemption for employees,
Exemption from 50% of employer's social security premium 
contribution for five years,
Stamp duty exemption for the documents to be drawn up,

Arkan & Ergin
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Techno-initiative capital for new scientists up to TRL 100,000,
Deduction of certain funds granted by public bodies and internal
organizations from tax base of the R&D Company.

4. Technology Development Zone Support

Infrastructure facilities are provided.
Profits derived from software and R&D activities are exempt from
income and corporate taxes until 12.31.2013.
The salaries of researchers and software and R&D personnel employed
in the zone are exempt from all taxes until 12.31.2013.
VAT exemption during the exemption period of income and corporate
taxes is provided for IT specific sectors.
Exemption from customs duties and fund levies.

5. State Incentives for Export

The principle aims of this scheme are to encourage export and to increase
the competitiveness of firms in international markets. This specific package
mainly covers R&D activities, market research, participation in exhibitions
and international fairs, and expenditure on patents, trademarks and
industrial designs.

Social Security premiums of newly employed women and young
unemployed people between the ages of 18 and 29 will be paid by
the Unemployment Insurance Fund for a 5-year period.
5 points payable by employers for insurance holders' disability, old-
age and death insurance premiums will be paid by the Treasury.
In businesses employing 50 or more persons, the premiums of those
employed under the 3% disability contingent quota imposed on
private sector employers will be paid by the Treasury on behalf of
the employer.

6. New Incentives Provided By the Government in 2009

With the act of 5838, new incentives are provided for investors starting
from March 1, 2009.

Arkan & Ergin
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With the new act, the most important incentive provided is “Discounted
Corporate Tax” which is stated in the articles of 9 and 10th.

In the regions determined by the cabinet, profits gained by the investments
which have incentive documents taken from the Treasury are subject to
discounted corporate tax as much as the incentive amount starting from
the year in which investment put in the operation.

In each determined region, contribution of the government by specifying
lower tax rate to the investment is up to 25% for the investments which
cost less than 50.000.000 TL (approximately 29.400.000 USD) and for the
investments cost more than 50.000.000 TL, it is up to 45%. Meanwhile,
discount rate of the corporate tax is up to 90%.

Moreover, textile and leather producers who employs more than 50 people
and who move their factories to pre-determined regions by the cabinet
until December 31,2010 will have up to 75% discount on corporate tax
from the income gained in that region. The incentive starts from the year
following the movement and lasts 5 years.

Arkan & Ergin
Member of JPA International



INTERNATIONAL
Audit, Tax, SAS

ARKAN & ERG‹N

16

Special Investment Zones

There are four types of special investment zone in Turkey:

1. Technology Development Zones - TechnoParks

Technology Development Zones (TDZ) are areas designed to support R&D
activities and attract investments in high technology fields. There are 30
TDZs of which 18 are operational, whereas 12 have been approved. Ankara
has 6 TDZ, Istanbul has 3 TDZ, Kocaeli has 3 TDZ.

Advantages of technology development zones are:

Profits derived from software and R&D activities are exempt from 
income and corporate taxes until December 31st, 2013.
Deliveries of application software produced exclusively in TDZs
are exempt from VAT until December 31st, 2013.
Salaries of researchers, along with software and R&D personnel
employed in the zone are exempt from all taxes until December
31st, 2013.
A VAT exemption is provided for IT specific sectors during the
exemption period for  income and corporate taxes.
Exemption from customs duties as well as fund levies.
Academic staff is encouraged to establish companies, participate
in a recognized company or join its executive boards as well as to
conduct research in the zones.

2. Organized Industrial Zones

Organized Industrial Zones (OIZ) are designed to allow companies providing
goods and services to operate within approved boundaries with the
necessary infrastructure, techno parks, and social facilities. The
infrastructure provided in the zones includes roads, water, natural gas,
electricity, communications, waste treatment, and other services. There
are 251 OIZ in 81 provinces.

Advantages of Organized Industrial Zones in 54 provinces are:

100% exemption from the employer's share of social security costs
in specific cities stated in law 5084.
Exemption from real estate tax, waste water charges, building
construction duties, and the use of building.

Arkan & Ergin
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3. Industrial Zones

Industrial zones are designed to provide sites suitable for large scale and
technology intensive investments. The Council of Ministers approves the
industrial zones after evaluation of the investment sites by the Ministry
of Industry and Trade. Investments made in an industrial zone should be
in a high technology sector and have an investment site of a minimum
of 1,500 m2. Industrial zones benefit from all of the same advantages
provided to organized ›ndustrial zones.

4. Free Zones

Free zones are special sites considered outside the customs area although
they are within the political borders of the country. These zones are
designed to increase the number of export-focused investments. Legal
and administrative regulations in commercial, financial and economic
fields that are applicable within the customs area are either not
implemented or partially implemented in the free zones. There are 20 free
zones in Turkey.

Advantages of free zones are:

100% exemption from customs duties and other assorted duties.
100% exemption from corporate income tax for production companies.
100% exemption from value added tax (VAT) and special consumption
taxes.
100% exemption from employee's income tax if the company exports
85% of its products at the same year.
Goods can remain in free zones for an unlimited period; earnings
and revenues generated in free zones can be freely transferred to
any country without any prior permission.
Goods in free circulation can be sent to Turkey or to EU countries
from the free zones without any customs duty.
Companies are free to transfer profits from free zones abroad without
any restrictions.

Arkan & Ergin
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Research and Development Institutions

1. Scientific and Technological Research Council of Turkey

Public institutions and Universities play an important role in R&D activities.
The Scientific and Technological Research Council of Turkey is the public
agency in charge of promoting, developing, organizing, conducting and
coordinating research and development in different fields of natural
sciences. This research is in line with the national targets for economical
development and technical progress. The council also makes important
contributions to the relations between Universities and industries.

2. Turkish Technology Development Foundation

The Turkish Technology Development Foundation was set up to raise the
industrial sector's awareness of R&D and to support technological
development projects in the Turkish Industry through the funds provided
by the under Secretariat of Treasury from the resources of the World Bank.
This foundation continues its activities as a successful example of private
and public sector cooperation. In this respect, the Foundation promotes
the R&D activities of the industrial sector; contributes to the creation of
the necessary infrastructure for technology to produce a commercial and
marketable product, system or service; provides financial support; and
undertakes studies aimed at improving the legislative and institutional
framework for R&D.

3. Small and Medium Sized Industry Development Organization

The institution is focused on helping small and medium sized industrial
companies to adapt quickly to technological innovations; increasing their
competitiveness and contributions to the economy as well as improving
their efficiency.

Arkan & Ergin
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Business Entities

Foreign investors may operate in Turkey either as all types of commercial
entity stated in Turkish Commercial Code, as an ordinary partnership
described in Turkish Code of Obligations, as a branch, or as a representative
office. Regulation is in line with continental European practices.

In Turkey, there are 5 forms of commercial entities which are Joint Stock
Company, Limited Liability Company, Partnership Partially Limited by
Shares, Limited Partnership, Registered Partnership defined in Turkish
Commercial Code and Ordinary Partnership which defined in Turkish Code
of Obligations. Foreign investors may operate as any types of these
entities.

1. Ordinary Partnerships

Ordinary Partnership is defined in Code of Obligations as partnerships
formed by at least two individuals to achieve a selected goal. Partners
both have an unlimited liability for debts of the business. Partners may
be individuals or legal entities. If one or more of the partners are legal
entities, then this partnership is called a joint venture.

2. Registered Partnership

Registered partnership is defined in Turkish Commercial Code as a legal
entity founded by real persons under a trade name.

3. Partnership Partially Limited by Shares & Limited Partnership

Partnership partially limited by shares and Limited partnership are not
very commonly formed in Turkey due to their disadvantages.

4. Corporations

The usual form of business entity for foreign investors is a joint-stock
company. A joint-stock company has to have a minimum of five
shareholders. The capital of a joint-stock company is divided into shares
of equal value. The liability of each shareholder is limited to his/her capital
contribution. General Assembly, Board of Directors, Auditors and Executives
are the four administrative components of a joint stock company. The
General Assembly consisting of shareholders has the entire control over
the company. Board of Directors is the executive board of a joint stock

Arkan & Ergin
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company. Auditors check the accounts and transactions related with the
joint stock company. The number of Auditors cannot be more than five.
A Limited Liability Company is founded by at least two (fifty at most) real
persons or legal entities and it is therefore suitable for a wholly owned
subsidiary. Limited companies can not go public due to limited number
of partners. Partners are personally liable for the debts of the company
up to their contribution. Shares of a Limited Liability Company can only
be transferred to third parties by the approval of other partners.

Formation

Accountants and lawyers can assist with the formation of a company. The
process usually takes four to eight weeks. There are few restrictions on
names. Total cost for the formation of a company is typically less than
US$ 5,000.

Minimum Capital / Capital Maintenance

Minimum capital requirement is TL 50.000 for a joint stock company and
TL 5.000 for a limited company. Shares are denominated in Turkish Lira
(TL). A company can issue shares up to its nominal or authorised capital.
The nominal capital can be increased or decreased by a simple majority
in the annual general assembly. A company can pay dividends if it has
sufficient accumulated profits.

Managers and Officers

A joint stock company is managed by Board of Directors selected by the
shareholders. A director can bind the company without reference to other
directors if he or she has been given the authority to do so by the article
of association. Board of Directors should be real persons and the minimum
number of it is three. Apart from the directors a general manager and
statutory auditor is required by commercial law for joint-stock companies.
Administrating principles are less stringent and formation process shorter
for limited companies.

Dissolution

A solvent company is dissolved when it is decided by its shareholders to
do so. One or more liquidators are appointed to carry out the procedure
of informing the interested parties, selling the assets, etc.

Arkan & Ergin
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Labor in Turkey

Personal Income Taxes

Employees are subject to personal income tax differing from 15% to 35%
that is withholded from gross salary and paid out to the tax office by the
employer in the name of the employee. A stamp duty of 0.66% is applicable
to the gross amount of salary.

Social Security Costs

Social security premiums cover work-related accident and sickness,
pregnancy, disability, old age and death. Social security contributions
paid by employer can be deducted from taxable income. Employer's social
security costs (known as Social Security Employer's Contribution,) are
19,5 % of earnings and (including taxable benefits) up to EURO 1,000.

Pension Costs

Pension costs are included in the social security costs.

Healthcare and Usual Fringe Benefits

Many large employers provide employees with private health care, company
cars, subsidised meals and other fringe benefits.

Paid Holidays

There are 7 statutory public holidays a year. Under the Labour Law
employees are entitled to paid holiday depending on the length
of employment:

1-5 years of employment; 14 working days of paid holiday,
5-15 years of employment; 20 working days of paid holiday,
More than 15 years of employment ; 26 working days of paid holiday

Minimum Wage

 Minimum wage is approximately US$ 400 per month in 2010.

Working time regulations, which provide for a maximum 45 hours working
per week are in force.

Arkan & Ergin
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Employment Protection Legislation

Individual employee rights are governed by the Labor Law. The main
issues covered include:

The minimum period of notice required for the termination of
contracts,
Entitlement to lump sum redundancy payments,
Protection again unfair dismissal.

Unions

Union power has steadily eroded since 1980. However unions still have
special protection against civil law proceedings raised against actions
taken for the furtherance of a trade dispute.

Companies cannot discriminate between employees on the grounds of
union membership.

Work Permits

All foreign nationals require a working permit issued by the Foreign
Investment Directorate of the Ministry of Labour and Social Security.Work
permits are typically issued for a period of two years. There no limits on
the number of employees a company can have on its payroll, though it
might be necessary to provide some evidence about the authenticity of
the need.

Generally, foreign employees contribute to and are eligible for social
security and health care. They may qualify for an exemption if there is a
social security treaty between Turkey and the employee's home country,
and his contributions are paid in that country.

Arkan & Ergin
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Financial Reporting and Auditing

Accounting standards imposed on publicly quoted firms and non-quoted
companies are not required to report. .

Domestic Corporations Filing / Publication Requirements

Only publicly quoted companies and financial institutions (i.e. banks,
insurance companies, leasing companies etc.) are required to disclose
their annual financial statements.

Accounting Standards

Companies in Turkey (except banks and other financial institutions and
insurance Companies) have to apply the uniform chart of accounts.

Provisions for expenses, valuation and depreciation methods are
determined by the Tax Procedure Law.

Moreover, companies which are publicly traded have to apply the Turkish
Capital Market Board principles in addition to Tax Procedure Law.

Turkish Capital Market Board principles differ from international standards
in a number of areas such as:

fixed assets that have been in use for more than a year (excluding
land which is not re-valuable) and the related accumulated
depreciation are re-valued annually based on indices published by
the Turkish government. Such revaluation surplus is non taxable
unless it is recorded as income and may be added to share capital
via issuance of bonus shares,
financial expenses relation to loans which are used to finance
qualifying assets can be accumulated until the date of capitalisation
of such assets and capitalised as part of the cost. Foreign exchange
losses incurred after the date of capitalisation which are related to
the loans used to finance such assets can be capitalised,
tax is provided in the financial statements based on tax liabilities
currently payable. There is no requirement for deferred tax.

Audit Requirements

The financial statements must be audited by an independent or a sworn

Arkan & Ergin
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in public accountant.

Branches of Foreign Companies

There is no special reporting and audit requirement imposed on branches
of foreign companies; they are subject to the same rules with the other
companies.

Arkan & Ergin
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Turkish Tax System

Major tax laws governing Turkish Tax System are Tax Procedure Law,
Income Tax Law, Corporate Tax Law, Value Added Tax Law and Statue
6183.

Tax Procedure Law regulates the procedures concerning tax liability,
various forms of taxation and book keeping. Income Tax Law is about the
types of income earned by real persons, exemptions, expenses deductible
and non-deductible from taxable income, investment allowance and
payment of income taxes.

Corporate Tax Law is about the entities subject to corporate tax, exemptions,
expenses deductible and non-deductible from taxable income, thin
capitalisation, mergers and acquisitions and payment of corporate taxes.

Value Added Tax Law is about the VAT, its exemptions, calculation of tax
base and payment of it.

Statute 6183 regulates the payment, penalties and interest rates to be
applied to those who fail to fulfil their obligations.

Corporation Tax

Share capital companies (Joint-stock and Limited Liability Company),
cooperatives, state commercial enterprises and commercial enterprises
of associations and foundations, mutual funds and investment trusts are
subject to corporation tax. Corporation tax rate is 20%.

Tax Base (Difference between Book and Taxable Profits)

Corporation tax is assessed on trading and investments profits that arise
in an accounting period, subject to permitted deductions.

All categories of income are taxable, except:

dividends received from other Turkish companies that has full tax
liability; dividends received from disposal of fund certificates and
mutual funds are not included in this exemption,
earnings from some government securities; income generated from
the portfolio management of mutual funds which consist of common
stocks by at least 25%, earnings from risk capital investment and
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mutual funds, earnings from retirement funds and earnings from
real estate investment funds,
earnings from the sale of pre-emptive rights and premiums on the
issue of shares,
%75 exemption of net income from sale of participation shares and
property; %75 exemption applies on the gain of the disposal of
property and participation shares if the property and the share in
question are held on to for a minimum period of 2 years provided
that the proceeds of such disposals are added to the capital of the
company .

Capital gains from the sale or disposal of the depreciable fixed assets are
subject to corporate taxation but the payable tax may be deferred for 3
years if renewal decisions for the sold assets are made by the Board.

Companies may deduct from gross profits most expenses of a revenue
nature wholly and exclusively incurred for the purposes of the trade.

Types of deductible expenses are direct raw material expenses, direct
labour expenses, manufacturing overhead, research and development
expenses, marketing sale and distribution expenses, general and
administrative expenses and financial expenses.

All tangible assets other than land and some intangible assets are
depreciable under the Turkish Tax Legislation. Tangible and intangible
fixed assets whose current book value is less than TL 600 can be expensed.

There are four methods of depreciation applicable under the Turkish Tax
regulations; straight-line method (% are determined by the tax authority
for each item), declining-balance method (Twice of the rate used in
straight-line method applicable to declining balances), extraordinary
depreciation, and the depletion method.

Some non deductible expenses include (but are not exhaustive of) the
followings:

Fines and interest charges paid on late payment of taxes,
Legal reserves,
Disguised dividend payments,
Interest on share capital
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Quarterly Corporate Tax

Corporations are required to fill Interim Tax Declaration every quarter.
Interim Tax rate is 20% of the taxable corporate income. Fund Levy is not
calculated upon the interim tax. The declaration of the interim tax should
be made by the 14th and the payment of interim tax should be made by
the 17th day of the second month following the quarter ends. The deadline
for the payment date of the first quarter (January-February-March) would
be the 17th of May. The interim taxes paid out each quarter will be offset
from the corporation tax at the time of corporate tax declaration.

Groups

Each legal entity in a group of companies files its own tax return and is
responsible for its own taxes.

Payment Dates and Tax Returns

Corporate Tax Return for the present year should be made until the 25 th
of the fourth month starting from the beginning of the next accounting
period. In general, an accounting period takes place between January 1st
and December 31st of a year. In this case, the declaration for the present
year will have to be made until the 25th of April of the coming year. The
Corporation Tax calculated and declared (if any) will be paid at one time.
The payment should be made by the 30th of April.

One thing to be taken into consideration is that, special accounting
periods may apply for specific corporations by the approval of Ministry
of Finance.

Uses of Losses

Trading losses may be carried forward for a period of five years and offset
against future profits of the same trade. Losses survive a change of
ownership of the company.
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Dividends

There is no withholding tax on dividends paid to a corporation by a Turkish
company. If a Turkish company pays dividend to a real person and/or a
foreign entity than this amount will be subject to a 15% withholding tax.

Withholding Taxes

Regulations about withholding taxes are stated in Article 94 of Income
Tax Law and in Article 15 and 30 of Corporate Tax Law. As reference to
these articles withholding tax is:

20% for payments made to Self Employed Independent Professionals
20% for payments made to limited tax liability corporations for sale
of copyrights, patent rights and royalties. (This rate can be reduced
if there is an international double taxation treaty between the origin
country of the limited tax liability corporation and Turkey),
20% for real estate rent payments to individuals who are not taxpayers
and to associations and foundations,
0-15 % depending on the instrument for the interest income,
15% for dividends paid out to real persons or individuals by a Turkish
company.

Double-Taxation Treaties

Turkey has international double taxation treaties with most of the European
countries.

Taxation of Branches of Foreign Companies

Unless otherwise stated, the provisions that apply to the fully taxable
corporations shall also apply to the determination of the earnings that
the corporations with limited liability acquire through their businesses
and permanent representatives.

Consulting, supervision, technical assistance earnings and royalties are
subject to 20% withholding tax; this rate varies for the countries with
which there is double taxation treaty.
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Taxation of Individuals

There are two statuses:

1) Full tax liability is for Turkish residents who are required by law to
report all their earnings from all sources and from all over the world.

2) Limited tax liability is for non-residents who has income in Turkey
and liable for taxes on the income only earned in Turkey.

Payment Dates

Wage withholding tax (PAYE or pay as you earn) applies to all wages and
salaries paid in Turkey.

Most interests are also subject to withholding tax, and the effect of the
system for taxing dividends is similar to a withholding tax.

Tax not collected with withholding is paid in one instalment in the following
tax year. The self employed and individuals with nonwage income, pay
their tax in one instalment as well.

Value Added Tax (VAT)

VAT is a tax on consumer expenditure charged on the supply of goods
and services in Turkey.

The tax charged on an input output system. When a business buys goods
or services it pays VAT to the supplier (input tax). When the business sells
goods or services it charges VAT on the supply. The business must
periodically

Rates

The rates applied are as the following:

Standard rate is 18% and it is applicable to transactions subject to
VAT, which are not classified in reduced rates
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Reduced rates are 8% and 1% VAT.
• 8% VAT is applied to the List of goods and services (List 2) stated

in VAT Law, including but not limited to basic foods, natural gas
deliveries, deliveries of books and etc.

• 1% VAT is applied to the List of goods and services (List 1) stated
in VAT Law, including but not limited to agricultural products,
second hand cars and deliveries of newspapers and magazines.

Non-Deductible VAT

VAT Legislation prohibits deduction of VAT of certain items such as VAT
of non commercial vehicles purchased (should be considered as an
expense or as a cost) VAT of non tax-deductible expenses is not deductible
from value added tax base.

Exemptions

If a company makes a combination of chargeable and exempt supplies
then special partial exemption rules apply, limiting the amount of input
VAT that the company can reclaim.

Exports from Turkey that go outside Turkish Borders are zero rated,
provided that the exporter gains the necessary proof of export.

Imports to Turkey from outside the European Union suffer VAT at the
same rate as domestic sales.

The VAT treatment of the services supplied across borders is complex,
and depends on the nature of the service.

Returns

VAT returns are made up on a monthly basis. They are paid monthly at
the 26th of the subsequent month.

Refunds

Corporations or real persons may refund the VAT of raw materials paid
and used in manufacturing of goods, which are exported and the VAT of
the goods sold but not collected on condition that the goods will be
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exported in a period of three months.

Special Consumption Tax

Special consumption tax is levied on four groups of items:

Petroleum derivatives and natural gas,
Vehicles,
Carbonated and alcoholic beverages and tobacco products,
Durable consumer goods and luxury products.

Stamp Duty

Stamp duty is charged on wide range of legal documents such as contracts,
letter of guarantees etc. Stamp duty may be either fixed or proportional.
Proportional stamp tax ranges between 0.15%-0.825% of the monetary
value stated in such documents.

Stamp duty becomes payable when the document is executed.

Also a stamp duty of 0.66% applies on the gross amount of salary.

Property Taxes

Property tax is payable on dwellings and is set by the local authority in
whose the dwelling is located. It is payable by the owner.

Municipality tax is paid by the occupier.

Inheritance tax is a tax on the value of transfers of property, which occur
on death, on lifetime gift made by individuals. The current tax rates varies
from 1% to 30% and paid over three years.
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