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INTRODUCTION

Welcome tothe Crowe n TAGXUI DE Tur keyo

This guide forms a part of the NnTax@tion Sy:
a quick reference for those interested in investing in Turkey. While it is
not exhaustive, this guide aims to explain some of the key subjects of
taxes. When specific issues arise in practice, it will often be necessary
to consider the relevant laws and regulations and to obtain appropriate
professional advice.

¢ Al I | asting business is built on fr
Alfred A. Montapert



1. Tax Information
of Turkey
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1.1 Taxes on Corporate Income

A Companies with Share Capital: Joint stock companies, limited liability
companies and limited companies with shares which are founded under

the Turkish Commercial Code and similar foreign companies.
A Co-operative Companies
A State Economic Enterprises
A Commercial, industrial and agricultural organizations
A Economic entities owned by foundations and associations

A Joint Ventures
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1.1 Taxes on Corporate Income

Those taxpayers whose legal or business centers are in Turkey, are subject to taxes on their worldwide income. If both
of the legal and business centers are not in Turkey, then the company is qualified as non-resident and is subject to tax
only on income generated within Turkey. The legal center is shown in the Articles of Association and the business

center is the place where business activities are concentrated.

Taxable income is defined as the difference between the net worth at the end of the year and the net worth at the end
of the preceding year, with certain adjustments, mainly to eliminate capital items and to recognize special statutory
allowances and disallowances. Turkish companies must compute their taxable income by starting with the balance
sheet income included in their annual statements (so called commercial balance sheet) and then make the adjustments
required by the tax laws. Non-deductible expenses are added, whilst the tax exempt income and losses carried forward

are deducted.
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1.2 Allowable Deductions TAX DEDUCTIBLE

The net business income is determined by deducting expenses relating to the operating of the business from the gross
income realized by the business. The tax law first provides that all general expenses incurred with the purpose of

generating and maintaining commercial income are tax deductible. Then the deductibles are also separately determined.
U Charges to Turkish companies for management expenses by a parent or sister corporation are tax deductible as long
as they comply with Turkish transfer pricing regulations.

U Taxes imposed on goods such as taxes on real estate, stamp tax, registration duties and municipal fees, are
deductible.

U Payments of royalties for the use of patents, copyrights, know-how and trademarks are deductible.
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1.2 Allowable Deductions '!‘ AX “E““C’“‘“,E

A specific bad debt reserve is allowed where :

(a) The dispute on the receivable is under review by the Courts, or
(b) Miscellaneous receivables which have not been paid after a formal notarized or written request to pay,
(c) The Banking Law and related regulations have special reserve requirements for non-performing loans.

A Expenses incurred for business entertainment are deductible on condition that bills, which state the purpose and the
names of the guests, support them.

A Travel expenses (including meals and lodging) are deductible if they are incurred for business purposes and are
reasonable as compared with the importance of business. By Budget Law each year per diem allowances are set
out for government employees at each wage level. Payments by an employer to an employee in excess of the
amount paid to government officials earning the same salary levels are subject to taxation as remuneration.
However, if an employer pays actual meal and lodging expenses, based on receipts issued by the third parties, such
payments are not taxable.

A Employee salaries and payment to the chairman, directors and auditors are deductible. Payments may
be in the form of allowances, fees, premiums and bonuses. Payments in kind are also tax deductible
but are deemed as salary and taxed as such. Interest costs; either as a direct charge or as depreciation allowance
when capitalized.
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1.2 Allowable Deductions '!‘ AX “E““C’“‘“,E

A Fees paid to the Employerds Union are deductible with th
daily total payment of salaries.

A Aloss incurred in any financial year can be carried-forward for 5 years against future profits for purposes of
corporation tax. It cannot be carried back.

A In addition to the usual deduction of R&D expenses, 100% of R&D costs incurred for eligible projects can be entitled
as a deduction from the tax able profits subject to certain conditions. The amount, which is not deducted in the
relevant period due to the lack of sufficient taxable profits, can be carried forward to the following accounting periods
provided that they are under the scope of Law number 5746 regarding with R&D activities.

A For companies that partially or completely rent or manage private cars as their main operation, a 5.500.-TL portion
of the monthly rent for cars concerning activities that are not in the scope of their main operation can be counted as
company expenses, and a total of 115.000 TL portion of the private consumption and value added tax can be
counted as company expenses for private car aquiring if again it is not in the scope of their main operation for such
companies.

A For companies that partially or totally rent or manage private cars as their main operation, 70% of the expenses
related to private cars can be deduced for cars that are not in the scope of their main activity.
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1.3 Non-Allowable Deductions

If a taxpayer enters into transactions regarding sale or purchase of goods and services with related parties, where the
prices are not set in accordance with armbs | ength princi
disguised manner through transfer pricing. Such disguised profit distributions through transfer pricing are not accepted

as tax deductible for corporate income tax purposes.

Any kind of reserves (including all kinds of reserves computed under the Turkish Commercial Code, Banking Law and
special laws concerning corporations or their Articles of Associations) is not deductible.
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1.3 Non-Allowable Deductions

Interest, commissions etc. paid to a parent company or branches outside Turkey for

purchases and sales carried out on behalf of a non-resident company in Turkey and amounts allocated to meet the
expenses and losses of the parent company and its branches outside Turkey, are not tax deductible with the exceptions
of;

A Amounts related to the generation and continuation of income in Turkey and allocated in line with the cost allocation

keys determined in accordance with the arm's length principle
A Travel expenses incurred by authorized persons sent from foreign countries in connection with the auditing and
supervision of a branch in Turkey.

Interest, foreign exchange losses and other similar expenses related to the borrowings from related parties which are
regarded as thin capital are treated as non-deductible expenses for corporate income tax purposes.

The Corporate Tax Law imposes a specific debt/equity ratio of 3:1 for consideration of thin capital. If the borrowing

obtained directly or indirectly from shareholders or persons related to shareholders exceed three times the

sharehol dersdé equity of the company at any time during th
treated as thin capital.
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1.4 Corporate Taxation The CORPORATE INCOME
TAX RATE

When dividends are paid out, the company is required to make a withholding from 2 O/O
the dividends. The rate of withholding tax is 15%. Dividends paid to a Turkish

resident entity (i.e. Turkish holding company) or a Turkish branch of a foreign
company is not subject to the withholding tax. A share capital increase by the
company using the retained earnings would not be considered as. The bilateral

income tax treaties provide special tax rates, therefore, the above rates needs to be
confirmed with the signed bilateral treaties.

There would be a withholding tax on the branch profits of non-resident companies upon remittance of such profits to the
headquarters. The rate of withholding tax is 15% effective which is applied on the amount after the deduction of
corporate income tax from taxable branch profits. The bilateral income tax treaties provide special tax rates, therefore,
the above rates needs to be confirmed with the signed bilateral treaties.
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1.4 Corporate Taxation

All resident and non-resident companies, who earn commercial or
Professional income and who are obliged to file annual corporate income
tax return, are also required to file ACIT return at 22% on the basis of the
actual quarterly profits. ACIT is not a requirement for the multi-year
construction works being subject to taxation on the basis of completed
project basis. ACIT paid during the year is offset against the final taxes
calculated on the annual corporate income tax return. Any excess payment
may be offset against other tax liabilities, and in the absence of such
liabilities it is refundable upon the claim within one year.
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1.4 Corporate Taxation

The normal fiscal year-end is December 31st. Where the calendar year is
not appropriate because of the nature of business, permission can be
obtained from the Ministry of Finance for an alternative fiscal period.
Annual corporate income tax returns must be filed, within the period from
1st to30th days of the fourth month following the end of the fiscal year and
corporate income tax is payable (after the offset of ACIT and other
available tax credits) until the end of the month in which the tax return filed.
Advance corporate income tax return must be filed by the 17th of the
second month following the quarter end and is payable on the 17th of the
same month. Withholding tax on dividends has to be filed by the 26rd of
the month following the dividend payments to shareholders and paid on
26th of the same month.
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1.4 Corporate Taxation

The following payments to non-resident companies are subject to
withholding tax;

A Progress payments for the constru
more than one calendar year at 3%

A Professional fees at 20 %,

A Rentals and royalties at 20 %,

A Dividends and interest at 10%

A Sales proceeds of copyriag2%.s, pat

The above rates need to be confirmed with signed bilateral income tax treaties.
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1.5 Major Transaction Taxes

There are various transaction taxes in Turkey, as is the case in the other OECD member countries.

The Turkish tax system levies value added tax on the supply and the importation of goods and services. The Turkish name
for Val ue AdtthaDegelVdergisio sabrevi ated to KDV.

Liability for VAT arises:

A When a person or entity performs commercial, I nduButkayi al
AWhen goods or services are imported into Turkey.

VAT is levied at each stage of the production and the distribution process. Although liability for the tax falls on the person
who supplies or imports the goods or services, the real burden of VAT is borne by the final consumer. This result is
achieved by a tax-credit method where the computation of the VAT liability is based on the difference between the VAT
liability of a person on his sales (output VAT) and the amount of VAT he has already paid on his purchases (input VAT).
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1.5 Major Transaction Taxes

Special Consumption Tax

There are four main product groups that are subject to special consumption tax at different tax rates:

A Petroleum product s, natur al gas, | ubricating oil, solve
A Automobiles and other vehicles, motorcycl es, pl anes, he
A Tobacco and tobacco products, alcoholic beverages

A Luxury product s
Unlike VAT, which is applied on each delivery, this tax is charged only once.
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1.5 Major Transaction Taxes

Documents within the scope of stamp tax are papers which are
legally valid and exercisable,

bearing a signature (or a sign replacing signature, or electronic
signature) and prepared for the purpose of proving any legal subject.
In this sense, stamp tax applies to a wide range of documents
including written agreements.

Stamp tax is calculated on the highest value stated or calculable
from the taxable paper or on the maximum amount stated on the
paper.
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1.5 Major Transaction Taxes

Under the Turkish tax system, certain taxes are collected through withholding, for example in the hands of the service recipient
tax-registered entities making the payments in Turkey in order to secure the collection of taxes. These include income tax on
salaries of employees, lease payments to individual landlords, independent professional service fee payments to resident
individuals; and royalty, license and service fee payments to non-residents. Companies in Turkey are responsible for
withholding such taxes on their payments and declaring them through their Withholding Tax returns. However, please note that
local Withholding Tax rates may be eliminated based on the provisions stipulated in more than 70 effective bilateral tax treaties,

where Turkey is a party.
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2. Salary
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2. Salary

TRY 2.943,00

0O.G. Date-Number
27.12.201971 30991

Validity
01-01-202071 31.12.2020
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3. Income Tax
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3.1 Income Tax Tariff (I.T.L. Article 103)
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For 22.000 TL out of 49.000 TLT 3.300 TL, and above

For 49.000 TL out of 120.000 TL - 8.700 TL, and above
Above 120.000 TL out of 600.000 TLT 22.870 TL and above
Above 600.000 TL, for 600.000 TLT 195.870 TL

Up to TRY 22.000 TL

For 22.000 TL out of 49.000 TL - 3.300 TL, and above

For 49.000 TL out of 180.000 TLT 8.700 TL and above
For 180.000 TL, out of 600.000 TLT 44.070 TL and above
Above 600.000 TL, for 600.000 TLT 191.070 TL

23



3.2 Income Tax Withholding Rates L. articte 94 & Temp. Article 67-68-72)

Payments for freelance business (copyrights) including into scope 17
of I.T.L Article18
ob. Payments from others (Income and Corporate Taxpayers) to self- 20
employed (CPA, Lawyer, Doctor, Engineer etc.)
Rental Payments, rental payments for goods and rights
. : : 20
written in . T.L Article 70
Dividends from taxpayer corporate to non-taxpayers
according to I.T.L Article 75-2/1,2,3 (Capitalizing the profit is 15

not considered as dividend)
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4. Severence and Notice
Payments
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4.1 Statutory Cap for Severence Payment

TRY 6.730,15

Period
01.01.202071 30.06.2020

Statutory Cap
TRY 6.730,15 TL
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