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Foreword

Gunes Sogutliioglu

Tax Services Leader
Deloitte Turkey
gsogutluoglu@deloitte.com

Once again itis a great pleasure for Deloitte
Turkey to contribute to the development

of Turkey's economic, commercial,
industrial, and financial relations with
foreign countries and investors as well as
international business organizations and
communities.

We observe and experience that the
Turkish economy has shown a good
performance with its steady growth over
the last decade except for COVID-19
pandemic period. Like all other economies,
Turkey's economy has been affected by
the COVID-19 crisis, supply chain related
challenges, the Ukraine-Russia war, and its
ramifications. Despite these, the economy
grew with an average annual GDP growth
rate of about 5% over the past decade.
While the recession signals in many
countries; according to the OECD, annual
GDP growth rate of Turkey is expected to
be around 3.6% for the period between
2022-2023.

Undoubtedly, a sound macroeconomic
strategy in combination with prudent fiscal
policies and major structural reforms that
are implemented after the 2001 crisis has
integrated the Turkish economy into the
globalized world. The structural reforms
within the framework of Turkey's EU
accession process, have paved the way for
comprehensive changes in several areas.
The main objectives of these efforts were
to increase the role of the private sector

in the Turkish economy, to enhance the
efficiency and resilience of the financial
sector.

il e

The well-known fundamentals of Turkey’s
attractiveness for foreign investors remain
valid. Firstly, its strategic location with
strong historic and cultural links that would
allow investors to access both to the Middle
East and European markets; and secondly,
favorable demographic distribution of the
population with a very high ratio of young
people, leading to a tremendous potential
for demand.

Against all odds like the global pandemic,
conflicts between surrounding countries
etc. Turkey remains to be a vibrant and
resilient economy that offers opportunities
for all global investors also backed by its
geopolitical position.

The issuance of this report is a great
pleasure for Deloitte Turkey to provide
potential and existing foreign investors with
a concise tax and business guide to help
them with their investment decisions.

The information provided in this Guide

is not exhaustive and unless otherwise
indicated, is based on the relevant
legislation and conditions existing in
January 2023. Investors are advised

to consult with professionals, such as
independent and certified accountants and
consultants as well as legal counsels before
making their investment decisions and/

or taking any formal action. Professionals
of Deloitte Turkey would be pleased

to provide any support needed in this
respect.

Yours sincerely,

Glines Sogtlioglu
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1. Turkey In general

The Republic of Turkey covers about
814,578 km?, at the junction between
Europe and the Middle East. Turkey is
composed of seven geographical regions:
Marmara Region, Black Sea Region,
Mediterranean Region, Eastern Anatolia
Region, Southeastern Anatolia Region,
Aegean Region and Central Anatolian
Region. Turkey has coastline of about 8,000
kilometers. The Anatolian Land

is surrounded by the Black Sea in the
North, the Aegean and Marmara Sea in the
West and the Mediterranean Sea in the
South. The capital city is Ankara, which is
located in the Central Anatolian Region.
Turkey's neighbors are Greece, Bulgaria,
Georgia, Azerbaijan, Armenia, Iran, Irag and
Syria. Turkey's geographical coordinates
puts its time scale two hours ahead of
"Greenwich Mean Time” (GMT) and the
table below shows the time differences
between Turkey and the major world cities.

Table 1: City Hours Ahead or Behind
Turkey

Berlin 2
Paris -2
Rome -2
London -3
New York -7
Los Angeles -10
Singapore +5
Tokyo +6
Sydney +8

The official language is Turkish, therefore
all the official documents which are to be
submitted to the government authorities
must be in Turkish. English is used as

an international language in trade and
business circles. Turkish culture and
economy have strong ties with both the
Western and Eastern countries. Therefore,
Turkey's relations with both sides are very
strong and well established.

Turkey is a republic in which power is
divided between the legislature, executive
and judiciary. Under the 1982 Constitution,
the Turkish parliament is the sole legislative
body, exercising supreme power. Executive
power is exercised by the President of

the Republic in accordance with the
constitution and the law. The judiciary
operates independently on behalf of the
State.

The President of the Republic is the head
of state and represents the Republic of
Turkey and the unity of the Turkish nation.
The President is elected by popular vote
among the Turkish parliament members
who are over 40 years of age and have
completed higher education, or among
ordinary Turkish citizens who fulfill these
requirements and are eligible to be
deputies. The President’s term of office

is five years and one can be elected for
two terms at most. The President of the
Republic has duties and power related to
the legislative, executive, and judicial
branches, and is responsible for ensuring
the implementation of the Constitution and
the regular and harmonious functioning of
the organs of state.



Recep Tayyip Erdogan is the current
President of Turkey. He was elected
president twice, once in 2014 and again
in 2018. Under the Constitution of the
Republic of Turkey, one person may be
elected to the Presidency no more than
twice. However, because the Parliamentary
Government System was replaced by
the Presidential Government System in
2018, Mr. Erdogan will be able to run for
president again in 2023.

The domestic currency is the Turkish Lira
(TL or TRY).

According to the "Address-based
population registration system results"
published by the Turkish Statistical Institute
(TUIK) on February 4, 2022, Turkey's
population is about 84.7 million, by the end
of 2021. Approximately 93.2% of Turkey's
population lives in cities while 6.8% lives in
suburbs and the process of urbanization is
expected to continue for the foreseeable
future.

About 1/3 of the population is concentrated
in Marmara region. The most populated
cities of Turkey are istanbul (about 15.8
million), Ankara (about 5.7 million) and izmir
(about 4.4 million)".

The Republic of Turkey attaches great
importance in establishing strong and
lasting regional and international ties
based on mutual understanding and
cooperation. Turkey actively participates
in a wide range of leading regional and
international organizations such as the
United Nations, the North Atlantic Treaty
Organization (NATO), Organization for
Economic Cooperation and Development
(OECD), World Trade Organization (WTO),
Economic Cooperation Organization
(ECO), Organization for the Islamic
Conference (OIC), Black Sea Economic
Cooperation (BSEC), International Bank of
Reconstruction and Development (IBRD),
International Monetary Fund (IMF), the
Group of Twenty Finance Ministers and
Central Bank Governors (G20 Developing
Nations), and Asian Development Bank.

Turkey is in the EU Customs Union since
1996 and an EU accession country since
October 2005. In Helsinki European Council
Summit in December 10-11, 1999, Turkey
was officially recognized without any
precondition as a candidate state

to EU on an equal level with other
candidate states. The Accession
Partnership for Turkey was prepared
within the framework of Turkey's ability to
fulfill the Copenhagen political criteria. In
December 2002, EU declared that if Turkey
fulfills the Copenhagen political criteria, it
would open accession negotiations with
Turkey by December 2004. At the European
Council on December 16-17 2004, the
Council decided to open accession
negotiations on October 3, 2005. The
negotiations are open-ended and are not
expected to finish before ten years. Turkey
and the European Union have launched a
dialogue on visa liberalization and signed
the Readmission Agreement on December
16, 2013.

How to do business in Turkey| Investors' guide
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2. Turkish economy

Its diversified economy, proximity to
Europe, Middle East, North Africa and
Eurasia, integration with European markets,
young and vibrant workforce, crisis-
experienced businessmen and economy
management make Turkey one of the most
powerful economies in the region.

Being the commercial center of
Southeastern Europe, Middle East and
Eurasia, Turkey has become an increasingly
important economic and diplomatic
country in the region.

Table 2: Main Economic Indicators

According to the Main Economic Indicators
of the World Bank, GDP growth resulted in
the rate of 11% in 2021.Vaccinations have
progressed fast, but certain population
groups are still reluctant and the number
of COVID-19 cases has increased through
the autumn with the spread of more
contagious variants. Inflation is very high
and sticky. Recent cuts in interest rates
have put further pressures on inflation
expectations, the exchange rate, real
household incomes and external financing.

2016 2017 2018 2019 2020 2021
GDP (billion $/in current prices) 869 858 778 761 719 815
GDP Growth Rate (%) 3,32 7,5 2,98 0,89 1,79 11
GDP per Capita (Nom.$) 10.894  10.589 9454 9121 8536 9.586
FDI net (BoP, billion US$) -10 -8 9 -6 -4 -7
Unemployment (%) 10,84 10,82 10,89 13,67 13,11 -
Consumer Price Inflation (%) 778 11,14 16,33 1518 12,28 19,6
Export (billion $) 200 223 242 248 206 288
Import (billion $) 219 255 244 228 233 292
External Debt Stocks (DOD, 409 456 445 240 435 7

billion $)

Source: The World Bank

The macroeconomic policy stance and mix
should be normalized. Monetary policy
should provide credible forward guidance
for a realistic convergence path to the
official inflation target. This should be
accompanied by targeted fiscal support

to highly indebted firms and households
who relied on subsidized loans during the
pandemic and may face strains under
rapidly increasing market interest rates and
high inflation. Turkey could better seize the
new opportunities stemming from global
value chain restructuring by reducing labor
tax wedges and employment rigidities in
the formal sector, promoting level-playing
competition between different types of
firms and implementing more assertive
green transition policies, drawing on its
welcome recent ratification of the Paris
agreement.



Itis safe to say that 2021 was a year of
economic highs and lows for Turkey - a
description that, admittedly, runs the risk
of being viewed as an understatement.
As the government celebrated record-
breaking exports and stock market figures,
it also contended with the dual challenge
of biting inflation and a currency crisis,
which it managed to - for the most part -
reign in during the latter part of the year.
Key to this was the government'’s decision
to double down on an economic policy
unveiled in the last quarter of 2021 - one
that aims for a low current account deficit
and high growth rate through investment,
production, employment, and exports,
instead of steeper interest rates.

2.2. International Trade

Table 3: International Trade

Despite the country’s comprehensive
measures to offset the impact of the
COVID-19 pandemic, the Turkish lira’s value
plummeted in the last few months of the
year, hitting an unexpected record low of
18.40 against the US dollar. The spiraling
currency prompted Turkey to supplement
its new economic policy with a plan to
reinforce lira deposits in the country.

As part of these efforts, the government
pledged to compensate lira depositors for
foreign currency fluctuations, encouraging
citizens to move to Turkish lira-based
assets to help the lira rapidly regain ground
lost over the course of 2021.

Indicator 2017 2018 2019 2020 2021
Export (Billion $) 164 177 181 170 225
Import (Billion $) 239 231 210 220 271
Volume (Billion $) 403 408 391 389 497
Balance (Billion$) -74,2 -54 -29,5 -49,9 -46,2

Source: Turk Stat

How to do business in Turkey| Investors' guide
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After the rise in Turkey's international
trade in recent years, it has experienced a
decline due to the pandemic that affected
the whole world. The international trade
volume, which was US $ 408 billion in
2018, US $ 391 billion in 2019, when the
pandemic began, and in 2020, when the
pandemic increased its impact all over the
world, it decreased to US $ 389 billion.
Strong recovery from the pandemic

Transportation vehicles, fuels and ails,
machinery, iron and steel, textile and
clothing are the major export items, while
oil and natural gas, machinery, automotive,
and chemicals are the major import items.

In 2021, Turkey mainly exported to
Germany, USA, United Kingdom, Italy,
and Irag whereas it mainly imported from
China, Russia, Germany, USA, and Italy.

conditions, Turkey reached US $ 497 billion
in international trade volume.

Table 4: Main Exports (Thousand $-2021)

Table 5: Main Imports (Thousand $-2021)

Transportation vehicles incidental to industry 10.317934  Capital goods (except transportations vehicles) 31.375.960
Unprocessed materials incidental to industry 5910910  Transportation vehicles incidental to industry 4.570.421
Processed materials incidental to industry 79.747.024  Unprocessed materials incidental to industry 20.820.131
Unprocessed fuels and oils 92936  Processed materials incidental to industry 99.496.338
Parts of investment goods 7.842.215  Unprocessed fuels and oils 4.093.953
Parts of transportation vehicles 12.655.494  Parts of investment goods 14.819.447
Unprocessed materials of food and beverages 745142 Parts of transportation vehicles 15.399.010
Processed materials of food and beverages 2.906.890 Unprocessed materials of food and beverages 6.569.197
Processed fuels and oils 5305709  Processed materials of food and beverages 3.263.596
Automobiles 9.571.072  Processed fuels and oils 12.407.046
Durable consumption goods 21.108.113  Confidential data (1) 33.280.644
Semi-durable consumption goods 20.489.485  Automobiles 6.728.062
Non-durable consumption goods 10.548.757  Durable consumption goods 3.468.187
Unprocessed of food and beverages 8.381.813  Semi-durable consumption goods 4.100.939
Processed of food and beverages 10.834.946  Non-durable consumption goods 5.283.802
Gasoline 1.858.615  Unprocessed of food and beverages 1.850.673
Transportation vehicles not incidental to industry 1.074.060  Processed of food and beverages 2.431.954
Other goods not elsewhere specified 1.345.694  Total 271.422.758
Capital goods (except transportations vehicles) 14.527.504
Source: Turk Stat
Total 225.264.314

Source: Turk Stat
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Table 6: Principal Destinations of Exports (Thousand $-2021) Table 7: Principal Origins of Imports (Thousand $-2021)
Germany 19.317.751 China 32.239.211
USA 14.719.306 Russia 28.959.030
United Kingdom 13.705.148 Confidental Data 24.386.395
Italy 11.474.599 Germany 21.757.477
Iraq 11.131.282 USA 13.148.129
Spain 9.627.056 ltaly 11.561.711
France 9.120.103 India 7.936.138
Netherlands 6.768.766 France 7.931.527
Israel 6.356.140 South Korea 7.597.099
Russia 5.775.897 Spain 6.311.613
UAE 5493464  Belgium 5.628.382
Romania 5.176.255 United Kingdom 5.558.182
Belgium 4.895.893 Ukraine 4.524.675
Poland 4.674.090 Netherlands 4.508.359
Egypt 4.519.351  Japan 4.389.184
Bulgaria 3.954.032 Brazil 3.827.078
China 3.662.823  Poland 3.635.857
Greece 3.117.083 Saudi Arabia 3.456.415
Morocco 2977121 Romania 3.434.433
Ukraine 2900955  Malesia 3.098.055
Source: Turk Stat Source: Turk Stat

2.3 Foreign Direct

Investments
In the last six years in particular, Turkey has Graph 1: Foreign Direct Capital Inflows (million $)
continued to draw foreign capital thanks
to large privatization projects, investment 14.000 -
incentives and prolonged stability coinciding 12.181
with the excessive liquidity in international 12.000 -
markets. Turkey is ranked 34 out of 190 10.000 |
economies in Ease of Doing Business Rank '
of the World Bank (2019) and 57 out of 161 8.000 A 7.579  7.401 6.699
economies in Forbes Doing Business Index _ 5.881 5.791
(Values Calculated 2018). 6.000 -
4.000
The cumulative sector breakdown of foreign
capital financed companies between 2003- 2.000
2020 shows that 33% of these companies 0.
operate in finance sector, 24% of them 2015 2016 2017 2018 2019 2020
operate in manufacturing sector and 11% of
them operate in energy sector. Source: Central Bank of Turkey, Turkish Ministry of Trade
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Table 8: Foreign Direct Capital Inflows by Origin of Countries (million $)

2018 2019 2020

European Countries 4.326,00 3.617,00 3.760,00
Germany 298,00 467,00 287,00

Austria 465,00 75,00 57,00

France 313,00 158,00 168,00

Netherlands 855,00 1.169,00 598,00

UK 445,00 874,00 474,00

Italy 523,00 94,00 977,00

Other EU Countries 1.026,00 488,00 921,00

Other European Countries (excl. EU) 401,00 292,00 278,00

Africa 24,00 31,00 18,00
us 435,00 340,00 813,00
Canada - 6,00 3,00
Central and South America and Carribean 36,00 95,00 -
Asia 1.837,00 1.789,00 1.197,00
Gulf Countries 457,00 686,00 561,00

Other Near and Middle East 516,00 639,00 193,00

Other Asian Countries 855,00 461,00 443,00

Other 41,00 3,00 -
Total 6.699,00 5.881,00 5.791,00

Source: Central Bank of Turkey, Turkish Ministry of Trade

Construction (1.7%), transport, storage
and communications (9.1%), hotels and
restaurants (1.3%), other community, social
and personal service activities (28.9%),
mining and quarrying activities (2.3%),
agriculture, hunting, fishing and forestry
(0.4%) and electricity, gas and water supply
(0.9%) constitute other sectors.

Outbound investment department
provides consultancy to Turkish investors
who make an outbound investment,
under the regulations prescribed by
“General Directorate of Incentive Practices
and Foreign Capital” and agreements
concerning the reciprocal promotion and
protection of investments. Department
provides information and consultancy
about:

- Legal assurances provided to Turkish
outbound investors specified in the
agreements

- Arbitration mechanisms Turkish
outbound investors may apply for, in
case they have any problems in the
country of investment

- Investment environment in foreign
countries

- Insurances Turkish outbound investors
may benefit against the potential non-
commercial risks



Table 9: Foreign Direct Capital Inflows According to Sectors (million $)
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2018 2019 2020

Agriculture, Hunting, Forestry and Aquaculture 34 23 21
Mining 81 83 133
Manufacturing Industry 1.934 1.933 1172
Food, Beverage and Tobacco 456 229 113

Textile 63 25 27
Chemicals 324 586 388
Machinery 22 29 16
Automotive 176 175 45

Other 893 889 583
Electricity, Gas, Water 687 89 52
Construction 215 452 97
Wholesale and Retail 1125 892 572
Hotels and Restaurants 271 117 73
Transportation, Telecommunication & Logistics 629 274 525
Financial Intermediary Institutions 1.154 900 1.397
Real Estate 60 229 75
Other Healthcare, Community, Social and Personal Services 505 3,00 1.673
Total 6.699 5.881 5.791

Source: Central Bank of Turkey, Turkish Ministry of Trade

Table 10: Turkish Outflow Investments (million $)

Year Investment
2014 7.050
2015 5.096
2016 3.138
2017 2.703
2018 3.587
2019 2.943
2020 3.239

Source: Central Bank of Turkey, Turkish Ministry of Trade
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Public-Private Partnership ("PPP") has
become an increasingly popular way of
procuring and maintaining public sector
infrastructure globally in sectors such as
transportation, infrastructure, healthcare,
public utilities, energy, and education.

PPPs enable the public sector to benefit
from the expertise and efficiency that the
private sector can bring to the delivery of
certain services and help in sharing the
financial burden as borrowing is incurred
by the private sector vehicle implementing
the project.

The Turkish Government has changed its
investment financing strategy in recent
years to utilize the benefits of PPPs. Instead
of utilizing public borrowing for funding
investments, private finance is encouraged,
especially through public private
partnerships and privatizations in utilities.

Earlier variations of the PPP model, known
as Build-Operate-Transfer and Build-
Own-Operate, were used extensively in
Turkey to deliver public infrastructure
such as airports, seaports and electricity
generation. Further progress in the
utilization of the PPP model is expected in
these sectors and new PPPs are also on the
way for the construction and operation of
schools, prisons, railways, water treatment
and waste management facilities.

The most widespread use of the PPP model
in Turkey has been the PPP Program of the
Turkish Ministry of Health (MOH).
Healthcare spending and provision of
healthcare services have been rising fast

in Turkey as the government focused on
sharply improving the previously outdated
and inadequate state sector provision. As a
supplement to the increased level of direct
state spending over the past ten years,

the PPP Program was launched in 2009
and now comprises more than 78 planned
projects with total fixed investment values
ranging to 70,8 billion US Dollars. MOH
seeks to replace smaller hospitals with
integrated health campuses to be built
and operated through a Private Finance
Initiative (PFl) scheme.

The PPP process in the health sector
encountered initial obstacles, both legal
objections and financing difficulties, but
MOH has completed the tendering process
of more than 16 healthcare PPPs up to now
and has signed the Project Agreements for
most of them. MOH is planning to continue
with the tendering of new hospitals and

its PPP Program covering approximately 40
health campuses with a total bed

capacity of 30,000, as well as administrative
buildings and laboratories amounting

to more than 11,3 billion US Dollars in
investments.

Recent developments
The legal developments regarding PPP are
as follows.

1. In order to Adapt to the Amendments
Made in the Constitution No. 700
published in the Official Gazette
dated 7/7/2018 and numbered 30471
About Making Amendments to Some
Laws and Decree-Laws article 118
of the Decree Law and No. 3996 of
Certain Investments and Services the
expression "Council of Ministers upon
the opinion of the Undersecretariat
of Treasury and the proposal of the
minister to which it is affiliated" in
Article 11 of the Law on the Build-
Operate-Transfer Model has been
changed to President.

2. To Adapt to the Amendments Made
in the Constitution No. 703 published
in the Official Gazette dated 9/7/2018
and numbered 30473 About Making
Amendments to Some Laws and
Decree-Laws A temporary article has
been added to the Decree-Law that
may be permitted by the president or
the board or authority determined by
the president, for one-time job changes
in contracted health projects.

3. With the first paragraph of Article
9 of the Presidential Decree No. 13
published in the Official Gazette dated
24/7/2018 and numbered 30488
the task of developing appropriate
financing models and analyzing
Public-Private Partnership projects in
the realization of public investments
has been given to the Presidency of
Strategy and Budget.
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4. With Article 26 of the Presidential
Decree No. 14 published in the
Official Gazette dated 24/7/2018 and
numbered 30488 the duties and
authorities of the Ministry of Transport
and Infrastructure have been added to
the task of ensuring the construction
of Canal Istanbul and similar waterway
projects that connect the Black Sea
and the Sea of Marmara and allow the
navigation of ships.

5. With the Presidential Circular No. 3
published in the Official Gazette dated
2/8/2018 and numbered 30497 the
duties and powers of the High Planning
Council have been entrusted to the
President in the following legislation.

6. Article 9 of the Law on the Amendment
of the Military Service Law and Some
Other Laws and the Decree Law No.
663 published in the Official Gazette
dated 3/8/2018 and numbered 30498,
and the Law No. 3996 on the Making
of Certain Investments and Services
within the Framework of the Build-
Operate-Transfer Model The phrase
"Canal Istanbul and similar waterway
projects" has been added to the
2" article titled "Scope". With this
arrangement, the Kanal Istanbul Project
was included in the BOT model.

— 17
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2.5 Privatization in Turkey

Turkey has positioned itself as an attractive
and promising investment environment
and has become one of the fastest growing
economies in the world by implementing
free trade principles and offering dynamic
capital markets. Privatization has been

one of the most essential tools of the
free-market economy and has been in the
agenda of Turkey since 1980.

Privatization in Turkey aimed to minimize
the state involvement in economic activities
and helped in relieving the financial

burden on the State Economic Enterprises
(SEE). It also helped in the development

of capital markets and enhanced the use

of resources in new investments, i.e. in
infrastructure. Please see Graph 2 for the
privatization revenues and previous year
installments by years.

Turkey has employed a wide spectrum
of privatization methods considering

the nature of the establishment to be
privatized; direct sale, sale via public
offering through Borsa Istanbul, granting
concessions, transfer of ownership or
operating rights and BOTs.

Under the Privatization Law (Law No.
4046), privatization process is carried

out by the Privatization High Council

and Privatization Administration. The
Privatization High Council is the ultimate
decision-making body for the privatization
in Turkey. The Privatization Administration
is the executive body for the privatization
process.

Graph 2: Privatization Revenues and Previous Year Installments by Years (million $)
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State has completely withdrawn from
cement, animal feed production, dairy
products, forest products, civil handling,
catering services and petroleum
distribution sectors. More than 50% of the
state shares were privatized in tourism,
iron and steel, textile, sea freight and meat
processing sectors. State has withdrawn
from most of the ports and petroleum
refinery sector.

The total proceeds from the privatization
implementations are recorded as USD
70.8 billion since 1985. The total proceeds
collected in 2021 has been USD 413
million US$. Please see Graph 3 for the
privatization proceeds on an annual basis.

Graph 3: Privatization Proceeds (million $)
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3. Industrial and
service outlook

Transportation

Turkey enjoys a privileged position at the
crossroads between Europe, Caucasus,
Middle East and Central Asia. As a result
of being a regional logistics base, Turkey’s
transportation sector partakes among
principal sectors in terms of economic
growth and employment.

With the influence of economical
development and the EU accession period,
the modernization of transportation sector
already started through privatizations and
foreign direct investments. New airports
have been built; capacity of ports are
increased; construction of many dual
carriageways are ongoing; high-speed

train network has commenced and many
privatizations have been realized mostly
through build-operate-transfer (BOT)
contracts. Moreover, Transportation Master
Plan Strategy Report has been prepared for
the Turkish Ministry of Transport, Maritime
Affairs and Communications, which
encompasses numerous project proposals
on infrastructure, traffic, and management
of transport modes.

Table 11: Turkish Transportation Sector Statistics - Railways

Railways 2016 2017 2018 2019 2020 2021
Length of railway (km) 10131 10,207 10,315 10378 10,378 10,546
Passenger train kilometer 28201 27390 28168 32,487 18,830 18,502
Freight traffic (thousand tons) 25,886 28,469 31,673 33,535 34,552 38,157
Source: Turk Stat

Table 12: Turkish Transportation Sector Statistics - Roads

Road 2015 2016 2017 2018 2019 2020 2021
Length of motorway (km) 2,282 2,542 2,657 2,842 3,060 3523 3,532
Length of state road (km) 31,213 31,706 31,066 31,021 31,006 30,974 30,965
(Lf:fth‘)fprov'nc'a”oad 33,065 33,513 33,896 34,153 34,165 34136 34,029
Number ofroad motor g 50, 51090 22218 22,865 23156 24144 25249

vehicles (thousand)

Freight transportation
and the circulation on the
state roads, provincial
roads and motorways
(Tone/km) (million)

244,329 253,139 262,739 266,502 267,579 272,913 311,818

Passenger transportation
and the circulation on the
state roads, provincial
roads and motorways
(Passenger/km) (million)

290,734 300,852 314,734 329,363 339,601 288,992 336,188

Source: Turk Stat
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Table 13: Turkish Transportation Sector Statistics - Air

Air 2015 2016 2017 2018 2019 2020 2021
Number of aircrafts 489 540 517 515 564 554 558
Seat capacity 90,259 100,365 97,500 97351 103,763 105,336 104,464
(Ftroer']‘;ght carried domestic lines 871,327 857335 884,810 886,025 833,769 500,551 698,344
Freight carried international 2201504 2219579 2596401 2969206  3,256399 1,989,970 273,417
lines (ton)

Domestic air traffic (unit) 832,958 886,228 909,332 892,405 839,894 572,994 738,352
International air traffic (unit) 623,715 566,767 591,125 651,764 716,523 280,756 466,266
Number of passengers 97041210 102,499,358 109,511,390 112,911,108 99,946,572 49740303 68,466,177
domestic lines

N f

Number of passengers 84,033321 71244179 83533953 97587056 108427124 31875837 59,689,585
international lines

Source: Turk Stat, DHMI

Table 14: Turkish Transportation Sector Statistics - Sea

Sea 2016 2017 2018 2019 2020 2021

Loading freight (thousand tons) 182,491 199,134 203,056 224,888 229156 247,551

Unloading freight (thousand tons) 247709 272,039 257097 259,28 267486 278,755

Transit freight (thousand tons) 66,963 63,429 71,628 74974 72,402 78,008

Source: Ministry of Transport, Maritime Affairs and Communications

In order to realize a nostalgic dream, the
revival of the historical Silk Road as a part
of international transportation is on the
agenda. Turkey has a primary role as a
natural bridge within the Silk Road project,
which links the Asian economies with high
shares in world trade and Europe, due to its
strategic geographic location, its proximity
to the international transport routes, its
renovated transport infrastructure and
strong road fleet.
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Road transportation is the main means of
freight and passenger transportation?.

It constitutes 88.3% of the freight
transportation and 93.6% of the passenger
transportation. Additionally, in 2020, freight
transportation by highways reached

272.9 billion tons-km and passenger
transportation reached 289.0 billion
passenger kilometers, and total road use
reached 126.1 billion vehicle-km.

The Turkish Government aims to
modernize existing roads and launch

new projects. The estimated cost for the
modernization and construction of the
roads (until 2023) are TL 166 billion. As a
part of the Silk Road project, construction
of Black Sea Ring Highway, which has a total
length of 7,140 kilometers and crosses

the borders of 12 Black Sea Economic
Cooperation (BSEC) member countries,

is on the agenda. The Third Bosphorus
Bridge, officially named the Yavuz Sultan
Selim Bridge was completed and opened
for use in 2016 which was built across the
Bosphorus Strait which connects the Black
Sea to the Mediterranean via the Marmara
Sea to ease traffic jam in Istanbul.

2 Ministry of Transport, Maritime Affairs and
Communication, Karayolu Report



Turkey has targeted to become a center for
railway freight through implementation of
the Strait Rail Tube Crossing and Commuter
Railway Upgrading (MARMARAY) Project,
which connects Turkey to the Trans-
European Network. Marmaray project

is the project of connecting national rail
network at European and Asian sides of
Turkey with a tunnel under Bosphorus for
continuous passenger and freight flow by
rail. It starts at Halkali at European side,
crosses Bosphorus and ends at Gebze. It's
totally 76 km long, 63 km of which is on
surface and rest underground.

Turkey also has a leading role in Kars-
Thilisi-Baku Railway Project, which is an
alternative route within the contemporary
Silk Road. Known as the ‘Iron Silk Road',
Kars-Thilisi-Baku Railway Project creates an
alternative route to the existing West-East
corridor through Iran. The total length of
the project is 180 kilometers. 76 kilometers
will pass through Turkey, 29 kilometers will
pass through Georgia and the rest will pass
through Azerbaijan.

Domestic and international flights are
operated by state-owned company, Turkish
Airlines (THY) as well as some private
airlines.

There are 76 airports in Turkey:

* 58 airports are being operated, 37 of
them are open to both domestic and
international flights, and 21 of them are
open only to domestic flights.

* Rest of the airports are only open to
protocol and military, private use and to
the use of Turkish Aviation Association.

istanbul-izmit, izmir, Adana-Mersin and
Samsun are the major ports for domestic
and international freight and passenger
transportation. In order to increase quality
and productivity, ports of Bandirma,
Derince, iskenderun, and izmir will be
privatized.

Istanbul Airport's construction process
that was completed in a record time of just
42 months was highly successful, but yet
very challenging in so many ways. To keep
its promise of bringing the world's largest
airport to Turkey, IGA pulled out all the
stops with hundreds of thousands of staff
members comprising architects, engineers,
workers and laborers. Istanbul Airport is
expected to reach a service infrastructure
that will serve a total of 200 million
passengers with the capacities to be added
in the following phases, and is taking firm
steps towards becoming the largest airport
in the world.

Ship construction is also a significant sector
in Turkey and is on the 3% place in the
world by yacht orders measured in meters
of length.

How to do business in Turkey| Investors' guide
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Defense

Turkey has traditionally made modest
efforts to become self-sufficient in basic
defense industrial activities. Starting

in the second half of the 1970s these
capabilities were expanded through several
vital investments, particularly into the
defense electronics and aerospace fields.
In 1985, a government entity charged
with coordinating and financing the
development of the defense industry was
established under Secretariat for Defense
Industries (SSM).

The development in the Turkish defense
sector has made significant progress in the
last decade.

Turkey spent $17.7 billion for military
expenditures in 2020. Defense and
aeronautics exports, which were only $248
million in the past, grew nearly 13 times to
reach $3.224 billion in 2021.

As of the end of 2020, the Total Defense
and Aeronautics Sector Turnover, which
includes all defense and aeronautics sales
of Turkish defense companies and shows
the size of the industry, has reached $8,855
billion.

22

While only 66 defense projects were
carried out in 2002 with a foreign
dependency ratio of approximately 80%,
793 defense projects were carried out with
alocalization rate of over 65% in 2021.

While defense projects with a budget of
approximately $5.5 billion were carried out
in 2002, a project volume of $64.8 billion
has been reached with 11 times increase
until 2021. Considering the projects

whose tender process is still ongoing, it is
assumed that this amount will be over $75
billion.

Graph 4: Defense and Aeronautics Sector Export (Million $)
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Graph 5: Defense and Aeronautics Sector Turnover (Million $)
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Graph 6: Total Number of Defense Projects
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Graph 7: Defense Projects Total Contract Price
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3.2 Automotive

According to the International Organization
of Motor Vehicle Manufacturers (OICA),
Turkey is the 15" largest automotive
manufacturer in the world and 4®

in Europe. Also, Turkey is Europe’s

second largest light commercial vehicle
manufacturer. The Turkish automotive
sector includes production of trucks,
buses, trailers, midi and minibuses and
passenger cars with a capacity of 2.1 million
vehicles in 2021.

Domestic production in Turkish automotive
sector started in 1967. Over the years,
industry imported foreign models and
produced them for domestic market
under the protection of high tariffs. As
Customs Union came into effect in 1996,
tariff protection for the industry ended.
After this point, many global brands such
as Honda, Toyota and Hyundai joined the
already existing brands like Renault, Ford,
Fiat in the Turkish automotive industry.
Today, there are 14 manufacturers in
Turkey. The Turkish automotive industry
employs 57,301 people.

Automotive sector exports 71,64% of
its production and 15% of Total Country
Export.

Transportation vehicles and components
industry is the leading sector in Turkish
exports. ltwas US $ 29.4 billion in 2019
(16.29% of the Turkish export).
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Table 15: Automotive Production (Amount)

2016 2017 2018 2019 2020 2021

Automobiles 950,888 1,142,906 1,026,461 982,642 855043 782,835

Commercial Vehicles 535,039 552,825 523,689 478,602 442,835 493,305

Tractor 50,746 53,841 37,686 23,899 38,103 55,503

Total 1,536,673 1,749,572 1,587,836 1,485,143 1,335981 1,331,643

Source: Automotive Manufacturers’ Association (OSD); The Turkish Association of
Agricultural Machinery and Equipment Manufacturers

Table 16: Automotive Exports

2016 2017 2018 2019 2020 2021

Production 1,536,673 1,749,572 1,587,836 1,485,143 1,335981 1,331,643
Export 1,155,067 1,346,075 1,334,326 1,268,677 930,031 954,049
Export/Production (%) 7517 76,94 84,03 85,42 69,61 71,64

Source: Automotive Manufacturers’ Association (OSD)



3.3 Financial services

Turkish banking sector mostly dominates
the Turkish financial system. 84% of the
financial system's assets are held by the
banking sector in 2020. By the end of 2021,
volume of the financial sector assets was
as large as 86.9% of the Turkish GDP. Major
reforms were carried out in the finance and
banking sectors between 1999 and 2002.

“The Banking Sector Restructuring
Program” was initiated in May 2001 with
the aim of modifying the banking sector
into a sound and competitive structure
consistent with sustainable growth.

Banking legislation has been adjusted in
accordance with the relevant international
regulations and the European Union
banking directives. Also, in line with the
previous principles and the BASEL (Banking
Supervision and Auditing) Committee
principles, a banking law was issued in
2005 to regulate the sector. With the

new structure of the banking system and
improvements in the Turkish economy,
Turkish banking sector had significant
growth in the bank's balance sheets and
changes in their structure.

There are 54 banks in Turkey of March
2021:

* 34 of them were deposit banks (3 state-
owned banks, 8 private banks, 2 SDIF and
21 foreign banks),

14 of them development and investment
banks (3 state-owned banks, 7 private
banks and 4 foreign banks),

* 6 of them participation banks.
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Number of branches declined by 184 to
11,194 in 2020. Decline in the number of
branches mostly resulted from deposit
banks; number of branches decreased
by 141 in private banks, by 115 in foreign
banks and by 6 in state-owned banks.
On the other hand, number of branches
increased by 2 in development and
investment banks and 76 in participation
banks.

Additionally, number employees decreased
slightly and realized as 203,000 in 2020.

In 2020, the net profit arose by 18% in TL
terms, whereas it decreased by 6% in US $
terms reaching US $ 7,9 billion.

Total loans reached US $ 370.9 billion with
a 23.4% decrease from 2020 to 2021,
which was nearly 76.6% of the total assets.
Whereas deposits shrunk 14.2% to US

$ 401.6 billion. Also, total assets shrunk
15.6%.

Table 17: Indicators of the Banking Sector and National Income

Main Indicators of the Turkish banking sector and national income

Billion $ 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Loans 363.5 448.4 4923 5355 5123 494.5 555.8 455.0 448.4 484.1 370.9
Deposits 370.3 4356 4445 4543 4297 4146 4534 3870 433.6 4678 401.6

Total Assets 6481 773.3 814.4 859.8 813.4 7783 8627 734.8 7579 826.4 697.6

GDP 838.7 880.5 9577 9389 864.3 869.6 8589 7784 761.0 719.9 802.7

Source: Banks Association of Turkey (BAT), BRSA, Turk stat, IMF, The World Bank
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The banking sector had a major role in the
efforts to minimize the negative impact

of the pandemic on the economy. The
banking sector has taken comprehensive
measures for Covid 19. These are:

Banks with flexibility in Turkish lira and
foreign exchange liquidity management
have been provided.

Uninterrupted credit flow has been
secured to the corporate sector and
exporting firms have been supported

* The cash flow of exporting has been
supported through rediscount firms’
credits

* The monetary transmission mechanism
has been strengthened by boosting
liquidity at the GDDS market

Clients who are temporarily in default are
provided with restructuring and delayed
payment opportunities.

Turkey is a major market for consumer
products with 84.7 million population.
Textile and clothing, agriculture, white
goods, furniture, cosmetics, and jewelry
are the prominent sectors in consumer
products.?

Turkey is a major textile and clothing
producer country in the world. Turkey is
one of the largest textiles and clothing
producing countries in the world and

the 6™ most significant supplier in the
world and the 3" largest supplier to the
EU. Turkey's textile industry is of great
importance in European and North
American textile trade. Thanks to modern
industrial facilities in Turkey, important
Turkish yarn brands, fabric manufacturers
and organic cotton companies, it is

seen that the textile industry has made
significant progress in recent years.
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The Turkish textile and ready-to-wear
industry currently employ more than
one million people and this number

will increase in the coming years due to
additional investments and increased
exports. The sector’s exports increased
22.1% in 2021 after a 6.8% fall in 2020.

Agriculture and food industry is one of

the leading sectors of Turkey with rich
resources, huge potential of fish products
and livestock. Edible nuts, frozen fruits
and vegetables, confectionery products,
poultry, dairy products, oil and vast variety
of fresh vegetables and fruits are produced
in Turkey and are exported to numerous
countries. Also, Turkey is the world leader
in the production of dried figs, hazelnuts,
sultanas/raisins and dried apricots.

Turkey's agricultural economy is among
the top ten in the world, with half of

the country's agricultural lands and a
quarter of the population being employed
in agriculture. Turkey is an important
producer of wheat, sugar beet, milk,
poultry, cotton, tomatoes and other fruits
and vegetables, and is the world's largest
producer of apricots and hazelnuts.
Turkey's young and growing population
offers opportunities for market growth
and new product introductions. Turkey
imports oilseeds, including soybeans

and bagasse, as well as grain products,

as animal feed inputs for the meat and
rapidly growing poultry industries. Turkey
also imports additional cotton as inputs
for the food processing and bakery sector
and as input for the developed textile
industry. With 4.95 million workers the
sector employs 17.18% of Turkey's total
workforce. This ratio was over 35% one
decade ago. Although Turkey has relatively
small enterprises and land per enterprise,
due to its favorable ecological conditions,
large food importer neighboring countries
and a large domestic population with rising
income, the sector is expected to grow in
the future.

3 International Trade Center



Turkey is Europe’s second largest
producer of white goods with production
of refrigerators, washing machines and
other household appliances. In addition

to establishing production units in the
Eastern Europe, Eurasia and Asia like
Russia, Romania and China, some of

the Turkish white goods and electronic
appliances producers also bought world's
leading brands. Over 600 thousand people
work in the sector and in 2020 production
was 29.1 million pieces where 7.8 million

of them were sold in the domestic market.
The sector has a service network contain
that 500 SME-sized auxiliary industries, 15
thousand retail outlet and 3500 after-sales
services. The main producer brands in the
sector are: Arcelik, Beko, Altus and Aygaz
under Arcelik group; Profilo, Bosch and
Siemens under BSH-Profilo Group, Vestel
under Vestel Group; Ariston and Indesit
under Indesit Group. With the high priority
given to innovation in the sector, world's
fastest washing machines and dishwashers
have been developed in Turkey. The sector
exports most of its production.

Table 18: Consumer Product Exports

Turkey Furniture sector is a very important
sector in Turkey with its huge export
potential. Metal office furniture, wooden
furniture, seats for automobiles and seats
convertible into beds constitute the major
items of production and export in the
sector. The industry had US $ 4,78 billion
exportin 2021.

There are nine furniture companies in

the top 500 industrial establishments of
Turkey. These companies are: Dogtas, Cilek
Mobilya, Ceha Buro Mobilyalari, Glrkan
Ofis Mobilyalari, Tosunogullari Mobilyalari,
Kilim Mobilya, Merinos Hali, Grammer
Koltuk Sistemleri and Yatas Yatak ve Yorgan
Sanayi.

How to do business in Turkey| Investors' guide

Also, the cosmetics sector is growing day
by day in Turkey. Shampoos, depilatories,
products for bath, lip and eye make-up
products, deodorants, perfumes and
baby care products are major items in the
sector. Turkey partakes among world'’s
leading laurel and olive oil soap producers.
Many successful brands were created by
the soap producers in recent years. They
achieved high volume of exports. Some

of these companies are Evyap, Eczacibasl,
Canan Kozmetik, Kopas Kozmetik, Kurtsan
ilaclari, Hunca Kozmetik, Aromel Kozmetik,
Hobi Kozmetik, Kosan Kozmetik, Dundar
Kozmetik, Erkul Kozmetik and Rosense
Kozmetik. Also, many international
companies produce different cosmetic
products in Turkey.

Given its cultural heritage of jewelry, Turkey
one of the most important gold jewelry
producers and exporters in the world.

With the country's powerful modern and
classical techniques in the sector. Jewelry
worth 6,807,874 thousand dollars was
exported in 2021.

Consumer Product Exports $* (Thousand)

2016 2017 2018 2019 2020 2021
Furniture 2,764,226 2,889,616 3,474,483 3,868,125 3,896,614 4,788,354
Cosmetics 768,849 823,549 870,071 928,425 953,193 1,111,812
White Goods 5,014,453 5,320,428 5,757,207 6,143,256 5,873,424 7,287,436
Jewellery 3,760,968 4,134,706 4,412,230 5,108,523 3,573,641 6,807,874
Ready to Wear Clothing 15,229,365 15,349,698 15,900,423 16,070,883 14,983,826 18,299,568

Source: International Trade Center

* Furniture (GTIP: 94919494), Cosmetics (GTIP: 3301-3307); Jewellery (GTIP: 7113); Ready to Wear (GTIP: 61-62);

White Goods (GTIP: 8409, 8415, 8416, 8418, 8422, 8450)
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3.5 Energy & Resources

Turkey is an important energy consumer
as well as an important hub for energy
supplies transportation. Turkey's primary
energy consumption was oil in 2019. In

the past 10 years, Turkey had the fastest
primary energy demand growth among the
OECD members.

Graph 8: Energy Consumption Compound
Annual Growth Rate in Turkey According
to Resources (2000-2020) (%)
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Except coal (mostly lignite), currently Turkey
has very limited mineral resources. Turkey
energy imports consist of coal (22.33%)
crude (27.34%), natural gas (34.64%) and oll
products (15.55%) (2020).

Energy Market Regulatory Authority
("EMRA") is the main authority in energy
market and provides independent
regulation and supervision to the
electricity, natural gas, petroleum and

LPG markets. All market activities are
conducted under licenses issued by EMRA.

According to the Graph 8, the consumption
of natural gas, heat and electricity
increased by 8.84%, 5.76% and 5.08%,
respectively, in the last two decades. On
the other hand, the consumption of the
bioenergy and waste decreased by 4.44%
during the same period.
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Turkey imports 95% of the oil from four
countries, namely Irag, Russian Federation,
Kazakhstan, Saudi Arabia, Norway, Nigeria
and Libya.

Graph 9: Turkey's Main Resources of Qil (2020)
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Turkey makes natural gas import from five
countries: Russian Federation, Iran, Algeria,
Azerbaijan, and Nigeria.
Graph 10: Natural Gas Import 2020
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According to 2020 data, Turkey's natural
gas imports are among the countries
Russian Federation took the top with a rate
of 45%. Iran in case took the second place
with a rate of 16%. Azerbaijan and Algeria
followed these two countries with rates of
13% and 10%.



Turkey's demand for electricity is growing
fastest after China in the world. In 2020,
electricity demand increased by 0.9%
compared to 2019 and reached 306.1
TWh. However, with the effects of the
global crisis, iron, steel, cement and textile
industries' production slowed down

and the commercial use of electricity
decreased. As a result, the electricity
consumption in 2018 was 231.10 billion
kWh.

Turkey's installed electricity production
capacity reached 95,890.6 MW at the end
of 2020 with the addition of 4,623.6 MW in
2020.

Electricity consumption is expected to
increase approximately with an annual
average growth rate of 4.8% to reach 375.8
Twh in the base scenario by 2023.

In conjunction with Turkey's growing
population and economy, energy
consumption has grown consistently

in recent decades. Turkey removes the
difference between domestic production
and consumption through imports.

In 2019, Turkey imported 93% of its oil and
99% of its gas from foreign countries. In
order to reduce dependence on imported
fossil fuels and enable sustainable
economic growth, Turkey is undertaking
projects to increase and diversify its energy
production capacity.

Turkey plans to increase the use of
domestic and renewable energy resources
for the future. Currently, hydroelectric
plants make up approximately 30 percent
of Turkey's installed power capacity,
whereas gas and coal constitute 26 percent
and 22 percent respectively.
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Graph 11: Main Resources in Electricity Production (2020)
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According to The Turkish Electricity
Distribution Company (TEDAS) data, as
of December 2020, Renewable Energy
and wastes make up around 16 percent
of Turkey's installed power capacity. At
present, nuclear power is not part of
Turkey's energy production portfolio.
Construction of Turkey's first nuclear power
plant at Akkuyu was initiated in April 2015
with commissioning planned in 2023.
Preparatory work for at least two other
nuclear power plants is in progress.

More recently, inJuly 2021, the partial
privatization of TEDAS was announced.
The process, which will be conducted by
the Ministry of Energy and the Privatization
Administration, is planned to be completed
by December 31, 2022, with the state
continuing to hold a controlling share. Itis
anticipated that the liberalization process
will continue and will attract both domestic
and foreign investors.

The energy sector is organized and
overseen by a number of authorities
including the Ministry of Energy and EPDK.
Established to fulfill the duties defined in
the energy-related legislation itself, EPDK
regulates the electricity market, natural gas
market, petroleum market and liquefied
petroleum market.
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3.6 Life Science and Health
Care

Turkey has been going through a
comprehensive healthcare restructuring
thanks to liberalizations and attempts

to develop and scale up its healthcare
services by continuously improving
quality. Due to its quality of medical care,
geographical advantage and affordable
prices, Turkish medical groups are rapidly
becoming providers of healthcare services
for international patients especially from
Russian Federation, Europe, Balkan
countries, Middle East and Central Asia.

Annual healthcare spending in Turkey
was approximately TRY $ 249.932 billion
in Turkey (as of end of December 2020)*.
There are 575 private, 895 public and 68
university hospitals.

Table 19: Number of Doctors in Turkey
(2016-2020)

Year Investment
2016 144,827
2017 149,997
2018 153,128
2019 160,810
2020 171,259

Source: Turkish Ministry of Health (MOH)
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Table 20: Classification of Doctors (2019)

Ministry of Medical Private Total
Health Hospitals Schools
104,158 36,418 30,683 171,259

Source: Turkish Ministry of Health (MOH)

Graph 12: Pharmaceutical Market Development
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Close to 100 internationally competitive
medical faculties train thousands of
Turkish and foreign medical students. High
certification standards in these schools
for physicians ensure successful medical
results in a wide variety of specialties.
Oncology (medical and surgery), organ
transplantation, neurosurgery, cardiology
and cardiovascular surgery, orthopedics
and traumatology, obstetrics and
gynecology, ophthalmology, plastic surgery
and dental services are major fields in
which Turkish healthcare service providers
have expertise.

Moreover, as Pharmaceutical Research
and Manufacturers of America (PhRMA)
mentioned, into a globally competitive
powerhouse in pharmaceutical research,
manufacturing and exports, due to human
resources, geographic proximity to major
markets and rapidly evolving domestic
pharmaceutical market.
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Graph 13: Foreign Trade of Turkish Pharmaceutical Sector (million USD)
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There are 53 manufacturing facilities and Graph 14: Pharmaceuticals Market - Import vs. Domestic Share
approximately 300 entities operating

in the sector in Turkey. 39 of the

manufacturing facilities are local firms. 54+ 53,22 52,94
On the other hand, multinational firms
own 14 of the manufacturing facilities and
134 of the entities. Bayer from Germany, 50
GlaxoSmithKline from the United Kingdom,
Amgen (Mustafa Nevzat), Baxter and Pfizer
from the United States, Roche and Novartis 461
from Switzerland, Sanofi-Aventis from 44 -
France have manufacturing operations
in Turkey. Bilim ilag, Nobel ilag, Sanovel,
Kogak Farma, Ali Raif ilac are the leading
pharmaceuticals manufacturers with
domestic capital.

53,99

2017 2018 2019 2020 2021

Il import M Domestic

Source: Pharmaceutical Manufacturers Association of Turkey
Turkish exports have shown a steady
increase in recent years, in 2020, the total
value of the pharmaceuticals exports
increased to US $ 1,8 billion and in 2021
the total value of pharmaceuticals export
increased to US $ 1,9 billion.
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Construction is an important sector in
Turkey with 4,9 % share in the GDP (2021).
Also, construction materials sectors such
as cement, iron, steel, glass, ceramics etc.
are very well developed and deeply rooted
within the sector. Turkish construction
firms are not only active in the country,
but many of them are engaged in different
projects especially in Middle East, Central
Asia, Balkans and North Africa. According
to "Engineering News Record” magazine 38
Turkish firms were ranked among the top
250 international contractors in the world
in 2013. Turkish contracting firms abroad
generated US $ 29.3 billion revenue in
2021.

Except the years of 2017 and 2018,
average number of paid employees in
the construction sector has increased
continuously since 2009. It reached 1.4
million employees in 2021.
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Table 21: Construction Sector’s Share in GDP

Year Construction Sector’s GDP Growth Rate (%)
Share in GDP (%)
2016 78 3.39
2017 7,7 75
2018 79 2.98
2019 6,2 0.89
2020 53 1.79
2021 49 0,92

Source: Turk Stat

Immovable Property market is a significant
part of Turkish economy as well as the
construction sector. Turkey is an emerging
market with a very young population.
Demand for housing is very high and there
is great potential in immovable property
market for local investors as well as global
investors.

During the last 4 years, global investment
in Turkish immovable property market
was around 10 billion dollars. Leading
global immovable property development
companies such as Trumps Towers, Emaar
Properties, Corio, Multi Corporation of
Netherland, Redevco, Acteeum invested

in Turkey. In 2020, foreign direct capital
inflows to Turkish construction sector were
US $ 97 million. On the other hand, with
an increase of %54.9, 4,591 immovable
property sales to foreigners in February
2022. Iranians (711), Iraqgis (633) and
Russian (509) nationals led the purchases.

Turkey is one of the most promising real
estate markets in Europe. Strategically
located at the intersection of Europe,

the Middle East and Central Asia, Turkey
Creates great opportunities for real estate
developers and investors by combining

a large construction sector with growing
commercial and industrial production.
The urban transformation program is a
driving force for the sector. According to
the action plan announced by the Ministry
of Environment and Urbanization, it is
aimed to transform 1.5 million houses in

5 years. According to the report published
by the Turkish Statistical Institute in 2019,
the construction sector amounted to 1.3
million, a decrease of 1.9% compared

to the previous year. Real estate sales
accounted for 57.3 percent of foreign
direct investments, which amounted

to $8.4 billion in 2019. Housing sales to
foreigners increased by 14.7% (45.500)

in 2019 compared to the previous year
(39.663). Istanbul continued to be Turkey's
most popular city for foreign buyers, with a
record 20,857 house sales .

The sector is not only serving to Turkey, but
it is providing materials to the surrounding
geographies of Turkey as well.



Although the Turkish telecom market

is highly developed, it still has growth
potential. In the mobile market there

is a strong demand for highspeed data
services. There are 81.6 million mobile
phone users in Turkey and 90% of them
use smartphones and ownership continues
to increase rapidly. 4G service will continue
to grow until 5G begins to take over in
2022. The major GSM cellular operators in
Turkey are Turkcell (40.9% market share),
Vodafone (31.2%) and Turk Telekom/Avea
(27.9%). 4.5G (LTE) technology came into
use in 2016 and the number of subscribers
reached 81 million (92% of the data market)
in 2020. As a result of 4.5G expansion,
usage of e-commerce, mobile broadband,
mobile banking services, and mobile
television services have enormously grown,
creating favorable business opportunities
for investors. New technology investments
and efforts to transition to 5G will cause
enlarging thanks to technology.

Turkey wants to lead in terms of 5G, so
telecoms are preparing their infrastructure
for future uses, such as smart city projects
and the IoT. With the introduction of LTE,
IPTV, online services, content and media
services, e-business, personalized services,
music downloads, games, multi-play, video
services, and other mobile entertainment,
this segment has been developing rapidly,
creating new business areas and revenues.

In 2021, TTNet had 14.3 million broadband
subscribers and its mobile brand AVEA had
14.5 million subscribers®.

There are three GSM operators in Turkey.
Turkeell is the largest GSM operator with
39.4 million subscribers by the end of 2021.

As of July 2009 Turkcell, Avea and Vodafone
launched 3G services and announced their
infrastructure partners for 3G services
and network; Vodafone selected Huawei
Technologies, Turkcell named Alcatel
Lucent Technologies and Avea contracted
with Ericsson, Huwaei and ZTE. At the

end of 2021, there were 4.1 million 3G
subscribers.

Turkey has a large market for IT and it is

expected to grow in a fast pace. 92% of

the households in Turkey have access to
internet connection from their homes.

The ICT market totaled $29,9 billion in 2021,
with $17 billion spent on communication
technologies (electronic communication
and hardware) and $12,9 billion on
information technologies (hardware,
software, IT services). The sector employs
158,000 and, Turkey exported $1.3 billion
in related products and services in 2019.
Investment in Turkey's ICT sector is
expected to grow.

Major players of the software market in
Turkey are Milsoft, Havelsan, Meteksan,
Logo Business Solutions, Ayesas, Likom,
Gantek Technology, Koc System, Oracle,
and Microsoft.

Major export markets for Turkish
technology and telecom companies
are UK, Germany, France, Spain, Italy,
the Netherlands, Iraq, Switzerland,
Turkmenistan, Libya, USA, Israel, and
Azerbaijan.
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Table 22: Information Technology and Communication Technology Market

2019-2020 ($ billion)

Information
Technology Market

Communications
Technology Market

Total (billion USD)

2019 9.9 17,0 26,8
2020 9.8 171 26,9
2021 12,90 17 299

Source: TUBISAD

°Turk Telecom Annual Report
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3.9 Tourism

Turkey is one of the most preferred tourism
destinations in the world. Besides its
abundant archeological and historical sites,
hunt tourism, winter sports, faith tourism,
thermal resorts, congress and fair tourism,
and medical tourism attract more and
more foreign visitors every year. According
to the UN World Tourism Organization,
Turkey ranks 14 in terms of tourist arrivals
in 2019. Turkey had 29 million visitors and
US $ 18.8 billion receipts in 2021.

Antalya, a coastal province in the
Mediterranean Region receives
approximately one third of all the foreign
tourists visiting Turkey, while istanbul and
towns in the Aegean region constitute
other leading destinations for foreign
visitors, who are mainly from the European
Union countries. Istanbul was the 8" most
visited city in the world with 13.4 million
international visitors in 2018, according to
Master Card Global Destination Index 2019.

The Turkey Tourism Strategy 2023

shows ambitious targets of the Turkish
government to be amongst the top 5 most
preferred destinations in the world by 2023
by attracting 50 million tourists per year.
The strategy also includes constituting nine
cultural and tourism zones, 10 tourism
cities, 11 cruise ports, nine marinas and
one airport. The Strategy presupposes
establishment of seven tourism
development corridors which are Thrace
Culture Corridor, the Silk Road Corridor,
Faith Tourism Corridor, Olive Corridor,
Western Black Sea Corridor, Plateau
Corridor and Winter Corridor.
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Graph 15: Tourists by Country of Origin
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Table 23: Tourism Arrivals and Revenues

Year Tourist Annual Change Tourism Revenues Annual Change

Arrivals (%) million $ (%)
2014 41,415,070 5,36% 27,778 9,70%
2015 41,617,530 0,49% 25,438 -8,42%
2016 22,107,440 -46,88% 15,991 -37,14%
2017 38,620,346 74,69% 20,222 26,46%
2018 45,628,673 18,15% 24,028 18,82%
2019 51,860,042 13,66% 28,704 19,46%
2020 15,826,266 -69,48% 9,097 -68,31%
2021 29,357,463 85,50% 18,79 -79,34%

Source: Ministry of Culture and Tourism, Turk Stat. Indicates the number of foreign

tourists and revenue from foreign tourists.
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Tourism is one of the most advantageous
sectors for foreign investments, as Turkish
Government aims to diversify the tourism
sector by providing several incentives for
the investors in the sector. Turkey, one of
the world's leading countries in terms of
geothermal resources, strives to improve
health tourism by building new facilities in
the fields of medical and thermal tourism,
spa-wellness, and tourism for handicapped
and elderly people. Turkish Government
also aims to improve winter tourism by
allocating new areas for new winter sports
facilities. Congress and fair tourism are
another priority in the tourism strategy.
istanbul, Ankara, Antalya, izmir, Konya,
Bursa and Mersin have been considered as
the leading provinces for congress and fair
tourism.

The tourism revenue during the pandemic
fell by two thirds in 2020, due to global
travel restrictions, orders to stay home,
and restaurant and hotel closures during
the second part of the year.

There were 699,330 foreign visitors in
Turkey during December 2020, which was
a 67.4% decrease from December 2019.

In 2019, Turkey played host to 45 million
foreign visitors which was an increase from
the 39.5 million total from 2018.

The growth and spread of Turkish Airlines'
destinations supports the development of
Turkish tourism (326 cities as of the end of
2021). Turkish Airlines had US $ 10.7 billion
revenue and carried 45 million passengers
by the end of 2021, which represents a
60% increase in the number of passengers
compared to 2019°¢.

© Turkish Airlines Annual Report
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4. Incentives and
financing

4.2.1 State Aids

The purpose of the general investment Implementation of the incentives regime There are 3 different types of incentive
incentive program is to; encourage, varies depending on the location, regime and different rules apply to each
support and orient investments, in line with  importance and subject of the incentive. one. They are as follows:

international commitments, in conformity Available incentives and incentive regimes

with the objectives of Development Plans are shown in the table below. 1. General Incentive Regime

and Annual Programs, in order to reduce

2. Regional Incentive Regime (including

regional disparities within the country, In order to qualify for state incentives, o .

N o ) . Priority Investments Incentives)
create new employment opportunities, it is necessary to obtain an investment
while taking advantage of advanced and incentive certificate before the investment 3. Strategic Investments
appropriate technologies with greater is initiated.

added value and to realize international
competitiveness and environmental
protection. Table 24: Investment Incentives Available by Type of Investments

A set of incentives specifically designed

) i i ) Incentive General Regional Priority Investment Strategic
to encourage mvestments |§ available in Scheme  Investments Incentives vestments
Turkey. Mainly, these incentives can be
classified as follows: Customs Duty Exemption v Vv v v

VAT Exemption v V v v

a. Investmentincentives

b. Export - oriented incentives Income Tax Reduction - v v v

c.  Other tax/non-tax incentives Social Security Premium

Support (Employer's share) v v v
S « « «
Land Allocation - % v %
Interest Rate Support® - v v v
VAT Refund® - - - %

TAvailable provided that the investment is made in Region 6.

2 Available provided that the investment is made in Region 3,4,5,6.

3 Available for strategic investments with a minimum fixed investment amount of TL 50
Million.
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i. Incentive Regimes
1) General Incentive Regime:

The investments which are not in scope of
strategic and regional investment incentive
regimes and which are not listed in areas
or subjects that will not benefit from any
incentive can qualify for general incentive
regime regardless of in which region the
investment is made if it meets the other
requirements such as fixed investment
amount and production capacity. Generally
fixed investment amount should at least
be;

- TL 3 million for the investments made
in Region 1 and 2

- TL 1,5 million for the investments made
in Region 3,4, 5 and 6.

Investments that cannot benefit from

the incentives are listed in Section | of
the Annex 4 of the Decree governing
application of investment incentives
(Decree N0.2012/3305 announced in the
Official Gazette dated 19 June 2012). Floor
production, unginned cotton processing,
natural gas fired power plants (excluding
those to which licenses have been granted
by Energy Market Regulation Authority
before June 19, 2012), policlinics, movie
theatres, construction services and
residential construction are examples of
such investments stated in Section | of
Annex 4.

Investments that can benefit from the
incentives subject to the conditions are
determined in Section Il of the Annex 4 of
the Decree. For Example, the Presidential
Decision No. 2846 on Amending the
Decision on State Aids in Investments
entered into force after being published in
the Official Gazette dated 21 August 2020.
With the said decision, the amount of fixed
investment should at least be TL 15 million
TL for sport facilities to qualify for general
incentive regime.

For the investments to be realized through
financial leasing companies, the total
amount of machinery and equipment
subject to financial leasing for each financial
leasing company should be at least
750,000 TL in the regions 1, 2, 3, 4 and
500,000 TL in the regions 5 and 6.

All investments over minimum fixed
investment amount stated above may
benefit from customs duty exemption and
VAT exemption regardless of the location
of the investment. According to this
incentive regime, payroll tax support is only
applicable in Region 6.

2) Regional Incentive Regime (including
Priority Investments Incentives):

a. General Application:

The Council of Ministers determined
specific sectors on a regional basis to

be supported by the Treasury within the
framework of the investment incentive
regime. The list and map below show the
Socio - Economic Development of Turkey
in which provinces have been grouped
into six regions with respect to their
development level.

How to do business in Turkey| Investors' guide
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Table 25: Provinces per Regions

Region 1 Region 2 Region 3 Region 4 Region 5 Region 6
ANKARA AYDIN ADANA AFYONKARAHISAR BAYBURT ADIYAMAN
ANTALYA BALIKESIR BURDUR AKSARAY CANKIRI AGRI
BURSA BILECIK DUZCE AMASYA ERZURUM ARDAHAN
ESKISEHIR BOLU GAZIANTEP ARTVIN GIRESUN BATMAN
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Types of investments which will benefit
from incentives in these six regions have
also been identified by the Council of
Ministers through Decree No. 2012/3305
dated 19 June 2012. A small part of the list
is presented below.

Supported Sectors According to Regions
(With US 97 National Business and Product
Classification Codes) (Only a small part of
the list is provided to give an idea)

Table 26: Supported Sectors According to Regions

Minimum Investment Amounts and Capacities

Sectors Eligible for
Regional Support Region 1 Region 2 Region 3 Region 4 Region 5 Region 6
Measures
Tanning and processing of
leather (only investments
7 1911 to be realized in istanbul TL 4 million - TL 2 million - - -
Leather specialized zone OIZ
and Tuzla O12)
Pharmaceuticals/production
of chemical and herbal raw ;. . - - - .
14 2423 i . TL4 million  TL3million  TL2 million TL 1,5 million TL 1,5 million TL 1,5 million
products used in medicine
and pharmacy

Sector US-97 Code of
Code  The Sector

31 2929 Industrial mould TL4 million  TL3milion  TL2 million TL 1,5 million TL1,5million TL 1,5 million
Office, accounting and data
32 30 processing equipment TL4 million  TL3 million  TL1,5million TL1,5million TL 1,5 million TL 1,5 million

manufacturing
Medical instruments,

35 33 high precision and optical TL4 million  TL3million  TL2 million TL1,5million TL 1,5 million TL 1,5 million
instrument manufacture
42 5510.3.01 Dormitories 100 students 100 students 100 students 100 students 100 students 100 students
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Investments in Region 1 and 2 can benefit
from customs duty exemption, VAT
exemption, corporation tax reduction,
social security premium support
(employer’s share) and land allocation
support. In addition to these incentives,

investments in Region 3, 4, 5 and 6 can also

benefit from interest support. Investments
in Region 6 can benefit from all these
incentives plus payroll tax support.

b.  Priority Investments:

The new investment incentives system
defines certain investment fields as
“priority” and offers them regional
support extended to Region 5 by the
Regional Investment Incentives Scheme,
regardless of the region of the investment.
If priority investments are made in Region
6, the regional incentives available for

this particular region shall apply. These
investments are;

* Investments for the production of
products obtained as a result of R&D
projects.

Investments in the defense industry

to be made with respect to the

project approval received from the
Undersecretariat for Defense Industries.

e Test center investments for medium high
and high technology products.

Investments in the motor vehicles main

industry worth a minimum amount of TRY

300 million, engine investments worth

a minimum amount of TRY 75 million,
and investments for motor engine parts,
transmission components/parts, and

automotive electronics worth a minimum

amount of TRY 20 million.
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Investments for power generation where
metals stated in the 4-b group of Article
2 of the current Mining Law No. 3213
within the scope of a valid mining license
and permit issued by the Ministry of
Energy and Natural Resources are used
as inputs.

¢ Education investments.

Investments for energy efficiency
projects that are to be carried out at the
existing manufacturing industry facilities
with minimum 500 TEP (ton equivalent
petroleum) annual energy consumption,

Electricity generation investments
through waste heat recovery.

Liquefied natural gas and underground
natural gas storage investments with a
minimum amount of TRY 50 million.

Licensed warehousing investments.

25 Decares or more with a minimum
amount of TRY 5 million greenhouse
investments based on automation
containing local components.

R & D and Environmental Investments.

Manufacture of transport vehicles
powered by electricity or hydrogen
(minimum amount of TRY 50 million).

Data center investments in certain
standards that meet the minimum white
space requirement of 5,000 m2

Investments for production of carbon
fiber or composite materials made from
carbon fiber provided that it takes place
along with carbon fiber production.

Investments in freight and/or passenger
transportation by rail, sea, or air.

Medium-High technology investments
with a minimum amount of TRY 500
million.

Investments in turbine and generator

for Renewable Energy production and
blade manufacturing used in wind energy
production.

Integrated investments for the
production of aluminum flat products
with direct cooling slab casting and hot
rolling method.

Tourism accommodation investments
to be made in Culture and Tourism
Conservation and Development Regions
or thermal tourism.

Nuclear power plant investments.

Investments for research and reference
laboratories, consumer safety

and infectious diseases reference
laboratories, pharmaceutical and medical
device analysis and control laboratories,
as well as laboratory complexes for in
vivo testing and research centers.



Table 27: Priority Investments Incentives
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Support Support Rate and Duration

VAT Exemption v
Customs Duty Exemption v

Investment Contribution Ratio (%) 40
Tax Discount

Tax Discount (%) 80
Insurance Premium Employer's Share Support 7 years
Investment Place Allocation v

Internal Credit 5 points
Interest or Dividend Support

Foreign Currency / Foreign Currency Indexed Loan 2 points

C.  Investments benefiting from level
upgrade:

Provided that the investment is made in
scope of regional investment incentive
regime and any of the conditions listed
below is covered, tax reduction and social
security support (employer's share)
incentives are applied as if the investment
is made in one level less developed region
in terms of rates and periods.

- Investment is made in organized
industrial zones (O12).

- Investment is made by a company
whose at least 5 shareholders are in
the same sector that the investment
is made, and the investment should
provide integration in the joint activity
area.

3) Strategic Investments Incentive Regime:

Investments which are aimed to reduce
import dependency can also benefit from
the incentives if all the requirements listed
below are covered.

a.  Minimum fixed investment amount
should be over TL 50 million
(including the share of the energy
investments (except gas-fired
power plants) whose exclusive
purpose is to provide energy for
investments aimed to reduce
import dependency, which is
commensurate with the installed
capacity of those investments)

b. Domestic production capacity of
the goods to be produced by the
investment should be less than
import of such goods

c. Value -added provided by the
investment should at least be 40%.
(This condition is not required
for refinery investments and
petrochemical investments)

d. Lastyear'simport value of the
goods targeted to be produced
with new investment should be
over $50 million (This condition is
not required if such goods are not
produced in Turkey)

e. Investment should be found
appropriate and approved by the
Council

f. Investment should not be in
scope of Annex 4/Section | of the
Decree (List of the non-supported
investments.

A strategic investment can benefit from
customs duty exemption, VAT exemption,
income tax reduction, social security
support (employer’s share), land allocation
and interest support regardless of the
location of the investment. A strategic
investment in Region 6 can also benefit
from social security support (employee’s
share) and payroll tax support. In addition
to these incentives, strategic investments
can also benefit from VAT refund for input
VAT paid for construction of a strategic
investment over TRY 500 million regardless
of the location of the investment.
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ii. Explanations of the Available
Incentives

1. Customs Duty Exemption: Machinery
and equipment which are imported
from foreign countries for investment
and approved within the framework
of Investment Incentive Certificate are
exempt from Customs Duties and fund
payments. Second hand used assets,
raw materials, intermediate goods,
operation supplies and construction
materials should not qualify for this
exemption.

2. VAT Exemption: Machinery and
equipment imported or locally
purchased within the scope of an
investment incentive certificate
benefit from VAT exemption. Thus,
taxpayers importing the machinery
and equipment will not pay VAT at the
custom. In addition, taxable persons
in Turkey supplying machinery and
equipment within the scope of the
incentive certificate are eligible for
getting VAT refund for the input tax.

3. Income Tax Reduction: Earnings
derived from investments based on an
investment incentive related to regional
and strategic investments as explained
above can generally be subject to
reduced corporate tax rates until
the investment contribution amount
is reached except for the following
investments:

Investments in companies operating in
the finance and insurance sector

Investments in the form of joint ventures

Construction commitment work

Investments in Build-Operate Model (Law
No. 4283)

Investments in Build-Operate-Transfer
Model (Law No. 3996)

Investments made based on mining lease
(“redevance”) agreements
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Table 28: Contribution Rate to Investment and Tax Reduction Rate -1

For Regional Investments

Regions Contribution Rate to Tax Reduction
Investment (%) Rate (%)

1 15 50

2 20 55

3 25 60

4 30 70

5 40 80

6 50 90

Table 29: Contribution Rate to Investment and Tax Reduction Rate -2

For Regional Investments

For Regional Investments

Regions Contribution Rate Tax Reduction Invclestment Opgrating
to Investment (%) Rate (%) Period (%) Period (%)

1 15 50 80 20

2 20 55 80 20

3 25 60 80 20

4 30 70 80 20

5 40 80 80 20

6 50 90 80 20

The contribution amount is the total
corporate income tax incentive amount
which will not be collected from the
taxpayers and is calculated as a specific
percentage (i.e., contribution to investment
ratio) of the total investment amount. The
reduced corporate income tax rate is only
applicable to income earned from these
investments. Income from other activities
is subject to the regular corporate tax rate
of 20%.

Both the contribution to investment ratio
and the corporate income tax rate reducing
ratio are determined based on the level

of socio-economic development and the
location of the investment and application
of both rates change depending on the
starting date of investment. Please find the
“Contribution to Investment Ratios” and
“Reduced Corporate Income Tax Rate” in
the tables on this page (according to Article
15 of Decree No 2012/3305 governing the
application of investment incentives).

Tax reduction rate is 90% and contribution
to investment rate is 50% for strategic
investments no matter in which region the
investment is made. Expenditures on land,
replacements and other assets that are not
depreciable, and royalty payments are not
qualified for tax reduction incentive.

Within the scope of incentive certificates
issued for manufacturing sector (US-97
Code: 15-37); Rate of contribution to
investment for each region shall get 15
points additionally and tax deduction rate
for each region shall be applied as 100 per
cent for the investment expenditures that
would be realized between the dates of
1.1.2020 and 31.12.2022.
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Example of tax reduction implementation:
An investor obtains an investment
incentive certificate and commences a
regional investment in 2016 in Region

1. alified investment expenditures are
worth TRY 50,000,000. Because the
contribution rate for regional investments
in Region 5 is 40%, total contribution will
be equal to TRY 20,000,000. Reduction
rate in Region 5 for regional investments

is 80%, thus applicable tax rate applied

to income derived from the investment

will be equal to (20%-20%*80% = 4%).

This rate will be applied to investment
income until the tax advantage derived
from the taxes not collected is equal to TRY
20,000,000. Thus when total income from
the investment reaches 20,000,000/(0.20-
0.04) =TRY 125,000,000 reduced tax rate
implementation will be stopped.

Table 30: Example of Tax Reduction Incentive Calculation

Years Income From Cumulative Tax Liability Tax Liability Annual Cumulative Remaining

Investment Income Before Reduction After Reduction Contribution Contribution Contribution
Year 1 20,000,000 20,000,000 4,000,000 800,000 3,200,000 3,200,000 16,800,000
Year 2 24,000,000 44,000,000 4,800,000 960,000 3,840,000 7,040,000 12,960,000
Year 3 30,000,000 74,000,000 6,000,000 1,200,000 4,800,000 11,840,000 8,160,000
Year 4 36,000,000 110,000,000 7,200,000 1,440,000 5,760,000 17,600,000 2,400,000
Year 5 15,000,000 125,000,000 3,000,000 600,000 2,400,000 20,000,000 0

The table above shows the calculation of the tax reduction incentive.

Tax Reduction in Investment Period: Percentage of total tax relief that can be
According to Article 15 of Decree No. benefited in the investment period:
2012/3305, investors may be allowed to The table below should be understood
apply reduced tax rate for the earnings this way: If after the completion of the
derived from other activities during the investment the total tax relief would be
investment period as a set-off against equal to TL 1,000,000 a taxpayer can

the total contribution amount of the benefit TL 800,000 of tax relief before
investment, with some limitations. The first the investment becomes operational for
limitation is that tax relief in a year cannot the investments. TL 200,000 (rest of the
exceed investment expenditures made in total tax relief) may be benefited after
that year. The second limitation is that the investment becomes operational,
amount of tax relief in the whole investment ~ assuming that the amount of investment
period cannot exceed specified portion of expenditures is not exceeded.

the total tax relief. The rates are illustrated
in the table below.

43



How to do business in Turkey| Investors' guide

Table 31: Tax Relief Benefited in the Investment Period

Regions Regional Investments (%) Strategic Investments (%)
1 80 80
2 80 80
3 80 80
4 80 80
5 80 80
6 80 80

iii. Technology Focused Industrial
Movement Program:

This support program aims to determine
the products in medium-high and
high-technology sectors and the critical
products for the development of these
sectors with the Priority Product List,
considering various criteria such as foreign
trade data, demand development, and
intensity of competition, and to analyze
the R&D, investment, and production
processes of these products with a holistic
approach.

Applications within the scope of the
program are evaluated by the Program
Evaluation Committee and a support
decision is taken. The program is carried
out within the plans and programs to be
determined by the Ministry. Applications to
the program are evaluated and prioritized
by the Program Evaluation Committee,
considering certain criteria. Support type,
rate and duration are determined by the
Committee.

a4

Project Evaluation Committee Decision:

Strategic Investment,

¢ Investments for the manufacturing of
products and services in the Priority
Product List, which are deemed
appropriate, can be included in the scope
of support program without seeking the
"Strategic Investment" conditions.

Project Based Incentive

e The investment amount is between
TRY 50 million and TRY 500 million, and
those deemed appropriate among the
investments for the manufacturing of
products and services in the priority
product list can be included in the Project
Based Incentive System.

In this context, the projects deemed
appropriate to be supported are
presented to the President by the
Ministry and a Support Decision is
published for those that are decided to
be supported.



Table 32: Technology Focused Industrial Movement Program Incentives
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Rates and Times

Support Strategic Investment Project Based
VAT Exemption v v
Customs Tax Exemption v v
Investment Contribution Rate 50% 200%
Income Tax Reduction
Tax Reduction Rate 90% 100%

Insurance Premium Employer Share Support

6. Region: 10 years Other
Regions: 7 Years
(Minumum Wage)

10 Years (Gross
Wage)

Insurance Premium Worker Share Support

High Technology: 7 Years
Medium-High Tech.: 5 Years
(Minimum Wage)

Interest or Dividend Support

OTL Loan
High T.: 10 Point
Medium-High T.: 8 Point

Up to 10 Years

Foreign currency loan 2 Point Unlimited
20% of Investment TRY 50
Million Limited
Investment Place Allocation v v
VAT Refund v v
Energy Support - v
Qualified Personnel Support - v
Capital Support - v
Public Procurement Guarantee - v
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iv. Attraction Centers Program:

Decision No. 2018/11201 on Supporting
Investments within the Scope of the
Attraction Centers Program entered into
force on 25 January 2018. It is aimed to
increase production, employment, and
exports by revitalizing the investment
environment in relatively underdeveloped
regions and to reduce the development
differences between regions. Investments
in the manufacturing industry, call center
and data center investments to be made
in the Organized Industrial Zones of these
regions within the scope of the Attraction
Centers Program can be supported.
Applications made until 31 December 2022
within the scope of the program will be
evaluated.

Criteria for manufacturing industry
investments:

* Invest in an organized industrial zone or
industrial zone

¢ Minimum fixed investment amount of
TRY 2 million

* Minimum 200 employment for call center
investments

* Minimum 5,000 m? white space for data
center investments

Graph 17: Attraction Centers
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In order to benefit from the supports within
the scope of the Attraction Centers Program,
it is necessary to apply to the Ministry of
Industry with the necessary documents.
Investment projects, which are pre-evaluated
by the Ministry, are submitted to the
Evaluation Committee on a periodic basis.
Investment Incentive Certificate is issued for
projects that are deemed appropriate to be
supported by the Committee.

Table 33: Attraction Centers Program Incentives

ACP Supports Support Rate and Duration
VAT Exemption v
Customs Tax Exemption V

Income Tax Reduction

I 50% (In OIZs 55%)
(Investment Contribution Rate)

Insurance Premium Employer
pioy 10 Years (In OIZs 12 Years)

Share Support
Insurance Premium Worker
10 Years

Share Support
Investment Place Allocation v

Internal Credit 7 Points
Interest or Dividend Support Foreign Currency / Foreign 2 Points

Currency Indexed Loan
Maximum Amount TRY 1.8 Million

30%; maximum 3 years, 25% of the

Energy Support ) .
investment amount, TRY 10 Million
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4) Support for Social Security Insurance Table 34: Number of Years for Which the Employer's Portion
Premium Employer’s share: of Social Security Contribution is Supported

For strategic investments and investments Regions Forinvestmentsstarted Regional incentive
supported within the framework of regional

incentives, Ministry of Trade supports

the employer’s share of social security 2

premium of every new employee hired 3

after the investment becomes operational

for fully new investments and every 4 6 years 25%
5
6

1 2 years 10%

3years 15%

5years 20%

additional employee hired above the
average number of employees for the last
6 months before the beginning date of the
investment for other investments, provided
that additional number of employees

7 years 35%

10 years -

are in line with the projected numbers Table 35: Ratio of Social Security Contribution Support (Employer's Share)
determined in the investment incentive
certificate. Regional Application Strategic Investments
For workers who are paid more than the Social Security Contribution  Social Security Contribution
minimum wage, Treasury will only support Regions |Support/ Contribution to Support/ Contribution to
the employer’s portion of the social Investment Ratio (%) Investment Ratio (%)
security contribution up to the minimum
wage level. ! 0 S
2 15 15

The period of the time where the

, . , : 3 20 15
employer’s portion of social security
contribution is supported is presented in 4 25 15
the table above. 5 35 15

The limitation of social security premium
employer's share support regarding

the fixed investment amount has been
abolished for investments that are made in
Region 6.

For strategic investments, social security
premium employer's share is supported
10 years in Region 6 and 7 years in other
regions.
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5) Land Allocation:

For strategic investments and for
investments benefiting from regional
supports, investment land can be
allocated under the procedures and basis
determined by the Ministry of Treasury and
Finance.

6) Interest Rate Support:

Itis a financial support provided for
investment loans with a maturity of at
least one year used within the scope of
the incentive certificate, and a certain
part of the interest or profit share to be
paid for the loan used up to 70% of the
fixed investment amount registered in
the incentive certificate is covered by the
Ministry.

The rates of interest support and
maximum support amounts to be applied
are presented in the table below.

Table 36: Interest Rate Supports by Regions

7) VAT Refund:

Input VAT, not reimbursed in a taxable
year, paid for construction of a strategic
investment with certificate whose projected
fixed investment amount is above TRY
500,000,000 can be refunded next year
upon request of the taxpayer. If the
investment is not completed, refunded
taxes are taken back with penalty and
interest.

8) Support for Payroll Tax (Income
withholding Tax):

State forgoes payroll tax on salaries of
every new employee hired after the
investment becomes fully or partially
operational, where investment within the
scope of the investment incentive certificate
in Region 6 creates additional employment.
According to the Decree, income
withholding tax shall not be collected

on salaries of the additional employees

for a period of ten years, provided that
additional number of employees shall not
exceed the projected number determined
in the investment incentive certificate.
Amount of support for each employee is
limited to the amount of tax that would be
calculated on minimum wage.

9) Support for Payroll Tax (Income
withholding Tax):

(Employee’s share): Ministry of Trade
supports the employee’s share of social
security premium of every new employee
hired after the completion of the investment

if the investment supported within the
framework of strategic or regional incentive

is made in Region 6, provided that
additional number of employees shall not
exceed the projected number determined
in the investment incentive certificate.
Investors can benefit from the support for
ten years and the amount of support is
limited to the amount of the social security

premium that would be calculated on
minimum wage.

R&D,
. . . Strategic and
i Region 4 Region 5 Region 6 X
Region 3 & & 8 Environmental
Investments
L Foreign L Foreign L Foreign L Foreign L Foreign
Currency Currency Currency Currency Currency
loans loans loans loans loans
Loans Loans Loans Loans Loans
3 ) 4 ) 5 ) 7 ) 5 )
: 1 point : 1 point ) 2 point : 2 point ) 2 point
points points points points points

Maximum support
is TRY 1,200,000

Maximum support
is TRY 1,000,000

Maximum support
is TRY 1,400,000

Maximum support
is TRY 1,800,000

%10 investment
and maximum
supportis TRY
10,000,000
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4.2.2 Research & Development (R&D)
and Design Centers Incentives

R&D and Design Centers Expenditures
Allowance

According to the Law on Supporting
Research, Development and Design
Activities No. 5746, companies that
conduct R&D and design activities within
these centers or for these activities

which are approved by the Scientific

and Technological Research Council of
Turkey (“TUbitak”), universities and entities
specialized in the subject of the research
as “R&D and design activities” and have
the following characteristics, can benefit
from an allowance equal to 100% of the
R&D and design expenditures in addition to

deduction of the expenditure itself.

a. Searching for new technical
information aimed at development
of science and technology and/ or
for the purpose of elimination of
uncertainties in certain scientific
and technical areas

b. Searching for development of new
production methods, processes
and operations

c. Development of new products,
materials, equipment, operations
and systems via new methods
as well as production of new
techniques and prototypes by
studies on designs and technical
drawings

d. Searching for new technology that
will result in cost reduction, quality
improvements, and increase in
performance level

e. Development of new and original
software

R&D and design expenditures allowance
which cannot be used due to insufficient
corporate income, can be carried forward
to be used in the following years.

In order to benefit from the R&D and
design expenditures allowance and

the other incentives provided through
R&D Law (Law No: 5746), the conditions
indicated in the R&D Law and the relevant
legislation must be satisfied. Accordingly,
there must be an R&D center in which

at least 15 full-time R&D employees are
employed.

Withholding Tax Reduction on Salaries of
R&D and Design Center Employees

Except for the public sector employees,
80% of salaries of R&D and Design center
employees are exempt from income
withholding tax applied on salaries. This
exemption rate is applied as 95% for those
R&D and Design Center employees with
doctorate (Ph.D.) degrees.

Support for Social Security Insurance
Premium Employer’s Share

Except for the public sector employees,
Ministry of Treasury and Finance provides
support for the half of the employer’s share
of social security premium of every R&D
employee.

Stamp Tax Exemption

All agreements to be concluded related to
R&D and Design activities and transactions
are exempted from stamp tax.

Techno-Entrepreneurship Capital Support
Entrepreneurs having a business plan to
convert their technology and innovation
focused business ideas into a new
business which will create value and new
employment may be supported with

a donation of up to TL 200,000 by the
Central Public Authority provided that they
employ either a university/master degree/
Ph. D. student, or a university/master
degree/Ph. D. graduate.
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Tax Exemptions Provided for Operations in
Technology Development Zones
According to Technology Development
Zones Law (Law No. 4691), Technology
Development Zones (TDZ) may be
formed by private sector companies
within Turkey together with universities
or high technology institutes exclusively
for the purpose of carrying out Research
and Development activities (including
production of software) aimed at
promoting technology development
activities in Turkey.

TDZ is to be operated by an Operating
Company. Operating Company must be
established in the form of a corporation.
At least one of the founding shareholders
of the Operating Company has to be a
university, a high technology institute or a
state R&D institute. Legal entities with
domestic or foreign capital may participate
in the Operating Company either as
founding or participating shareholders.
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The following tax exemptions are available
through TDZ Law:

a. Provisional Corporation Tax
Exemption for the Operating
Company: Profits derived by a TDZ
Operating Company from operation
in TDZ in accordance with Law No.
4691 are exempted from income
and corporate income tax until 31
December 2028.

b. Stamp Tax Exemption for the
Operating Company: The Operating
Company is exempt from stamp
tax on those agreements to be
prepared for the purpose of
application of Law No. 4691.

c.  Provisional Income Tax Exemption
for Individuals/Entities Operating
in TDZ: Individuals or entities
that carry out R&D and software
development activities within a TDZ
are also exempt from income and
corporate income taxes on their
income derived from such activities
until 31 December 2028.

d. Provisional Tax Exemption for the
Salaried R&D Personnel Employed
in TDZ: Salaries of the personnel
employed in TDZ to carry out
R&D and software development
activities are exempt from all kinds
of taxes until 31 December 2028.

e. Provisional VAT Exemption:
Deliveries of software (for system
management, data management,
internet, mobile and military
command control applications
etc.) developed as a result of the
activities performed in TDZs are
also exempt from VAT until 31
December 2028.

With the 31746 numbered resolution
published in the Official Gazette dated
10.2.2022, companies have been
encouraged to investment funds starting
from the taxation period of 1.1.2022.
According to this amendment, companies
operating in the Technology Development
Zones/R&D Design Centers are obliged to
invest 2% of the deductible R&D amount
in entrepreneurial firms or venture capital
investment funds in the event of that the
total deductible R&D amount exceeds TRY
1 million.
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Tax Exemptions for Operations in Turkish
Free Trade Zones

Turkish Free Trade Zones (FTZs) are the
areas specified by the Presidency within the
political borders of Turkey but considered
outside the customs borders, where all
types of industrial, commercial and certain
types of service activities are encouraged
through certain tax exemptions and
incentives with the following objectives:

* Increasing export-oriented investment
and production,

* Accelerating the inflow of foreign capital
and technology,

* Procuring the inputs of the economy in
an economic and orderly fashion,

* Increasing the utilization of external
finance and trade possibilities.

The Presidency of the Republic of Turkey
is authorized to specify and determine the
location and boundaries of FTZs in Turkey.

There are 18 FTZs that are currently
operating in Turkey based on the relevant
legislation in effect as of June 2022.

It is possible both for individuals and legal
persons to operate in FTZs regardless

of their residency status. In all cases, in
order to operate in FTZs, it is compulsory
to obtain an “Operation License” from the
General Directorate of Free Trade Zones
(GDFTZ) governed by Ministry of Trade.

If the application is accepted by the GDFTZ,
an Operation License is granted for an
appropriate period usually varying between
10-30 years (up to 99 years for very

special projects) taking into consideration
the request of the applicant, the type of
activity to be conducted, the amount of the
investment and other issues as applicable
for each FTZ.

Table 37: Turkish Free Trade Zones

Name/ Operator Operations
Location
1 Mersin MESBAS 1987
2 Antalya ASBAS 1987
3 AegeanFTZ ESBAS 1990
Istanbul
4 Atatlrk ISBI 1990
Airport FTZ
5 Trabzon TRANSBAS 1992
istanbul
Leath d
CINET AN pespas 1995
Industry
FTZ
Izmir
7 Menemen IDESBAS 1998
Leather FTZ
8 Rize RISBAS 1998
9 Samsun SASBAS 1998
istanbul
10 ISBAS 1998
Thrace FTZ
I Kayseri KAYSER 1998
Avrupa
Serbest
European . ‘
12 Bolgesi 1999
FTz
Kurucu ve
isletici A.S.
13 Gaziantep GASBAS 1999
Adana
14 TAYSEB 1999
“Yumurtalik
15 Bursa BUSEB 2001
16 Denizli DENSER 2001
17 Kocaeli KOSBAS 2001
TUbitak
Marmara
18 Center TUBITAK 2002
Technology
Research




Important changes have been made in
FTZ Legislation through Law No. 5084
with effect from 6 February 2004. The

From among those users that obtained an
operation license for production activities
on 6 February 2004 or thereafter; only
those earnings of such users which are

most important change is that income and
corporate income tax exemptions in Turkish

generated from the sales of goods that

ETZs have been abolished with effect from

are produced within Turkish FTZs shall be

6 February 2004. However, those users
already operating in Turkish FTZs based
on a valid operation license obtained prior
to 6 February 2004 shall still continue

to benefit from income and corporate
income tax exemptions within the limit

of the operation period specified in their
operation licenses.

The exemption from income withholding
tax on the salaries of personnel employed
in Turkish FTZs and the exemption from
levies and duties, which were available until
31 December 2008, are no longer available
starting from 20009.

However, income withholding tax exemption

on salaries will continue to be available
starting from 1 January 2009 only for

those companies that are engaged in
manufacturing within Turkish FTZs provided

that certain conditions are satisfied as

per FTZ General Communiqué No.1 about
application of income withholding tax
exemption on salaries. The major condition
required is that the manufacturing
company must export at least 85% of

the total FOB value of the products
manufactured within the Turkish FTZ. This
exemption shall be provisionally applicable
until the end of the year in which Turkey
becomes full member of the European
Union (EU).

The income tax exemption mentioned
above does not cover withholding tax to be
imposed on dividends to be distributed.
Accordingly, dividends to be distributed by
companies established and operating in
Turkish FTZs to their shareholders shall be
subject to 10% dividend withholding tax.

exempt from corporate income tax until the
end of the year in which Turkey becomes
full member of the European Union (EU).
Earnings from commercial activities other
than manufacturing shall be subject to 20%

corporation tax.

Transfer of Profits/Liquidation Proceeds
from FTZs:

Itis free to transfer profits, sale and
liquidation proceeds obtained in FTZs to
the other parts of Turkey as well as abroad.
The only restriction is that the export of
capital in kind from Turkey is subject to

the permission of the Undersecretariat of
Treasury.

Current Advantages of Operating in FTZs:

a. Exemption from customs duties
Exemption from corporation tax for
manufacturing companies

c. Exemption from VAT and Special
Consumption Tax (SCT)

d. Exemption from income tax on
employee’s salary (available only for
companies that export at least 85%
of the FOB value of the goods that
they produce in FTZ)

e. Possibility to keep/store goods
within FTZ for an unlimited period

f.  Free transfer of profits from FTZs to
abroad as well as to Turkey without
restrictions
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Trading with Turkey:

Goods that are sent to a FTZ from Turkey
are treated according to the Foreign Trade
Regime and considered exported from
Turkey. Similarly, goods forwarded to
Turkey from FTZs are subject to the Turkish
Foreign Trade Regime and considered

as imported under this Regime. Effectively,
the Foreign Trade Regime does not

apply to transactions between FTZ and
other countries, nor does it apply to the
transactions among the FTZs. Goods and
services may freely be sent from FTZs to
destinations outside Turkey.

Compulsory Contribution (“special levy”)

To Be Made in Case of Trading:

A compulsory contribution is required to

be made by the FTZ users to the Special

Account in the Central Bank of Turkey at a

rate of

a. 0.1% of the CIF value of the goods
imported into Turkish FTZs from
foreign countries (FTZ users
who are not manufacturers and
obtained operation license after 6
February 2004 are not subject to
this contribution payment as of 1
May 2007)
b. 0.9% of the FOB value of the

goods exported from Turkish
FTZs to Turkey (FTZ users who
are not manufacturers and
obtained operation license after 6
February 2004 is not subject to this
contribution payment as of 1 May
2007)

Foreign exchange gains to be derived from
collections of receivables from customers
as well as income derived from additional
charges made to customers for their late
payments shall benefit from income/
corporate income tax exemption, provided
that they are related to the FTZ activities
within the scope of the operation license
(applicable for those who still hold a

valid operation license obtained before 6
February 2004).
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Tax Exemption Under “Inward Processing
Regime” (IPR)

Purchase of raw materials, spare parts
and packing materials to be used in
manufacturing of products which will

be exported within the framework of an
inward processing certificate or inward
processing permission are exempt from
customs duties.

Agreements, documents, declarations
(including customs declarations) to be
used with respect to transactions within
the framework of inward processing
permissions are exempt from stamp tax
and duties.

State Aids Supporting Export Activities
(Non- tax Incentives)
* Support for R&D activities

o Employment supports

Support for technical consultancy
services

International fair participation supports

Services trade for saving foreign
exchange supports

Support for the activities for the
environment protection

Support for participation in specialized
international fairs organized in Turkey
and abroad

Marketing research support

Support for opening and operation of
shops in foreign countries and promotion
of such activities

Training supports

Supports for export refund in agricultural
products

Supports for development/promotion of
Turkish trademarks in foreign countries

Support for export financing through
Turkish Eximbank Loans

Support through insurance programs of
Turkish Eximbank
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1) Corporate Income Tax Holiday for
Private Education Enterprises and
Operations of Rehabilitation Centers

There is a five-year corporate income tax
holiday for earnings derived by private
education enterprises (pre-school, primary
and secondary schools) and rehabilitation
centers operated by tax-exempt
foundations and associations established
for public benefits. The tax holiday starts
from the first operation year.

2) Support of Sports Activities Through
Sponsorship

Sponsorship expenses are deductible from
corporate income tax base depending on
the sports activities being carried out on
an amateur or professional basis: 100%

for amateur sports activities, 50% for
professional sports activities.

3) Cultural Investment Incentives

Cultural Investments Incentive Law (Law
No. 5225) provides employment, energy,
and immovable property allocation support
in order to promote cultural investments
and protect cultural inheritances. The
Ministry of Culture and Tourism is
authorized to allocate immovable property
for the investors for a fixed period.

* Reduction in income withholding tax on
salaries: 50% of the income withholding
tax of employees that work during
the investment stage is waived (for a
maximum period of 3 years). During the
stage of operation, this reduction rate is
applied as 25% for a maximum period of
7 years).

* Support for Employer’s Share of Social
Security Premium: Similar to reduction
in income withholding tax, 50% and 25%
of the employer’s share of social security
premium contribution (for employees
who work for the construction/
repair/ operation of the immovables
used for cultural activities as well as
documentation, archiving and protection
of cultural assets) during the investment
and operation stages, respectively
arefinanced for a maximum period of 3
years and 7 years, respectively.

* Energy Support: There is also energy
support (20% of electricity and natural
gas consumption are financed by the
Treasury for a period of 5 years) for these
types of investments.

4) Deductible Expenses and Donations for
Cultural Values and Natural Resources

Expenses and donations incurred for

the activities related to protection,
development, maintenance of Turkish
Cultural Values and Inheritance with
respect to the Law on Protection of Cultural
Values and Natural Resources (Law No.
2863) is deductible from the corporate
income tax base. In addition, there is a
VAT exemption on restoration, restitution
and building surveying projects within the
scope of Law No. 2863 on Protection of
Cultural Values and Natural Resources.



5) Exemptions for Ships Registered in the

International Ship Registry of Turkey (ISRT)

The exemptions for ships registered in the
International Ship Registry of Turkey (ISRT)
are as follows:

* Income/Corporate income tax exemption

on income from operation and transfer
of ships.

* Agreements to be concluded for
purchase/sale, mortgage registration,
and freight as well as loan agreements
related to such ships are exempt from
stamp taxes, duties and banking and
insurance transaction tax.

Wages and remuneration paid to the
employees working in ships and yachts
which are registered with the ISRT are
exempt from income tax and any kind of
duties.

6) Loan Interest Supports

As mentioned in Chapter 4.2.1 “State
Aids’, there are loan interest supports
for investments within the framework of
investment incentive certificates based
on regional, strategic, R&D and Design,
environmental support. Amount of
support and requirements for obtaining
the support can be seen in detail in the
mentioned chapter.

7) Resource Utilization Support Fund
(“RUSF”) -Levy on Foreign Loans

External foreign currency denominated
loans obtained by residents of Turkey for
the below periods on the average are
subject to a levy (a compulsory contribution
to “Resource Utilization Support Fund”

- RUSF) on the principal amount on the
borrowing date:
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Table 38: Resource Utilization Support Fund - Levy on Foreign Loans

Foreign currency and gold denominated loans obtained RUSF Rate
by residents of Turkey, other than banks and financing

companies, from abroad (except fiduciary transactions)

Average maturity up to 1 year 3%
Average maturity between 1 year (including 1 year) and 2 years 1%
Average maturity between 2 years (including 2 year) and 3 years 0.5%
Average maturity up to 3 years (including 3 years) and above 0%

However, external foreign currency loans
obtained by banks and finance companies,
are not subject to RUSF even if they are
used for a period of less than one year.

There is an exemption from RUSF, provided
that external foreign currency loans with

a maturity of longer than 3 years are
obtained within the scope of an investment
incentive certificate. Imports realized within
the framework of investment incentive
certificate are also exempt from RUSF.

Additionally, RUSF is applied at the rate
of 0% currently on those loans granted in
Turkey in terms of Turkish Lira or foreign
currency for the purpose of export
financing as well as the foreign loans
obtained by residents of Turkey for export
financing purposes (including those loans
granted for financing of foreign currency
generating activities within the scope

of export incentive certificate, inward
processing permission certificate or tax
and duty exemption certificate).
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8) Financial Leasing

Effective for agreements concluded on
or after July 1, 2003, the tax treatment of
financial leases was changed in Turkey

in line with the International Financial
Reporting Standards (IFRS).

Table 39: Tax Treatment of Financial
Leasing

Tax Treatment After
1July 2003

Subject

Lessee is eligible to

Depreciation
P depreciate.

* Leasing company should
differentiate between
the interest income and
Tax principal. Only the interest
income is taxable.

accounting
for lease ¢ Lessee should
payments differentiate between the

interest and principal. Only
the interest is corporate
income tax deductible

The new regime is applicable to all lease
agreements (i.e. operational lease and
financial lease) irrespective of the status
of their parties. In this context, a leasing
transaction between a lessor who is not
registered as a financial leasing company
under the relevant legislation and a lessee
will be treated as financial leasing for tax
purposes if the lease agreement satisfies
any of the following:

* The lessor transfers ownership to the
lessee by the end of the lease term,

* The lease agreement contains a bargain
purchase option,

¢ The lease term covers more than 80% of
the economic life of the leased assets,

* The present value of the minimum lease
payments at the inception of the lease is
greater than or equal to 90% of the fair
value of the lease asset.
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In addition, lease agreements of immovable
assets can be considered as financial
leasing if the lessee acquires the asset or
the asset is transferred to the lessee at the
end of the renting period.

The following specialized types of leases
shall not be treated as lease agreements for

tax purposes:

a. Lease agreements to explore for
or use natural resources such as
oil, gas, timber, metals and other
mineral rights

b. Licensing agreements for such
items as motion picture films, video
recording, plays, manuscripts,
patents and copyrights

9) Sale and Lease Back:

Capital gains derived from sale of
immovable assets to registered financial
leasing company are excluded from
corporate income base, provided that the
same asset is leased back after the sale
and rebought from the leasing company
at the end of the lease period. Capital gain
derived from sale of immovables to the
lessee by the leasing company at the end
of the lease period is also exempt from
corporate tax.

The sale of the immovable assets to the
financial leasing company, the leasing of
such assets by the leasing company to the
lessee and the transfer of the assets by the
leasing company to the lessee are exempt
from VAT provided that the immovable
assets are purchased by leasing company
to be leased back to the lessee and
transferred to the lessee at the end of the
lease period.

Financial leasing agreements and
documents relating to the transfer and
amendment of these agreements and their
guarantees are exempt from stamp tax and
duties as per Article 30 of Law No. 3226
governing financial leasing.

10) Export Financing

Turk Eximbank is a state-owned bank
acting as the Turkish government’s major
export incentive instrument in Turkey's
sustainable export strategy. As Turkey's
official export credit agency, Turk Eximbank
has been mandated to support foreign
trade and Turkish contractors/investors
operating overseas.

Turk Eximbank’s main objectives are
promoting Turkey's exports through
diversification of exported goods and
services by increasing the share of Turkish
exporters in international trade, finding
new markets for traditional and non-
traditional export goods and providing
exporters and overseas contractors with
support to increase their competitiveness
and to ensure a risk-free environment in
international markets. As a means of aiding
export development, Turk Eximbank offers
specialized financial services through a
variety of credit, insurance and guarantee
programs.

Turk Eximbank supports exporters,
export-oriented manufacturers, overseas
investors and companies engaged in
foreign currency generating services with
short-, medium- and long-term cash and
non-cash credit programs. Moreover,
export receivables are discounted in
order to increase export volume and to
ease access into new and target markets
through the promotion of sales on deferred
payment conditions.

Turk Eximbank’s main sources of funds are
direct funding from the Treasury through
capital increases and transfers from
extra-budgetary funds as well as through
borrowing from commercial banks and
international financial markets.



5. Business
regulations and
requirements

Foreign Investment Directorate (FID),
established in 1986, affiliated to the
Ministry of Trade, is authorized to:

* guide and assist foreign investors in
exploring investment opportunities in
Turkey,

* negotiate bilateral investment protection
and promotion agreements.

In 1987, Turkey signed and ratified the
Convention on ICSID (International Center
for Settlement of Investment Disputes) and
MIGA (Multinational Investment Guarantee
Agency).

The objective of the Foreign Direct
Investment (“FDI") Law launched on 17
June 2003, is to regulate the principles

to encourage foreign direct investments;
to protect the rights of foreign investors;
to define investment and investor in line
with international standards; to establish
a notification-based system for foreign
direct investments rather than screening
and approval; and to increase foreign direct
investments through established policies.

Foreign Direct Investment (“FDI") Law

is based on a policy that shifts from
ex-ante control to a promotion and
facilitation approach with minimal ex-post
monitoring to continuously improve an
investor-friendly climate for growth and
development. Turkish Foreign Investment
Regulations encourage real persons and
legal entities resident abroad to invest in
Turkey, to engage in commercial activities,
to participate in partnerships, to purchase
shares, to open branch offices and to
establish liaison offices.

As a result of application of the FDI Law, all
permits granted by the General Directorate
of Foreign Investment were abolished.
Accordingly, all the procedures for
establishing a company with foreign capital
are now the same as local companies.
Foreign investors are entitled to establish
or participate in any of the company types
designated by the Turkish Commercial
Code and the Code of Obligations.
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Thus, foreign investors have the same
rights as the Turkish nationals have. The
national treatment principle is applicable
by all means. With respect to this principle,
no additional approvals and authorizations
are required for the establishment of

the foreign companies, branches and
participation in the existing companies.
However, establishment of liaison offices is
subject to the approval of the Ministry of
Trade.

Foreign investors are required to bring
those capital amounts which are required
by the Turkish Commercial Code. As per the
Turkish Commercial Code, limited liability
companies (LLC) require a minimum capital
amount of TRY 10,000 and joint stock
companies (JSC) (corporations) require

a minimum capital of TRY 50,000 for the
purpose of establishment.

Any form of company as defined and
included in the current Turkish Commercial
Code (TCC) is acceptable.

All rights, exemptions and privileges
granted to domestic investors and
business are available under the same
conditions to foreign investors and
businesses working in the same field.
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Companies having a legal entity with
foreign capital in Turkey have the same
rights to own or use land as domestic
investors. The FDI Law reassures these
rights. However, there are certain rules and
limitations for foreign individuals to acquire
immovable property in Turkey as per Article
35 of the Title Deed Law.

General Principles of Foreign Direct
Investments under the Foreign Direct
Investment (FDI) Law

1) Purpose and Scope of FDI Law:

The objective of the FDI Law is to
encourage foreign direct investments; to
protect the rights of foreign investors; to
define investment and investor in line with
international standards; to transform the
current screening and approval system
into a notification-based system for foreign
direct investments; and thus regulate

the principles to increase foreign direct
investments through established policies.

2) Freedom to invest and national
treatment:

Unless there are no international
agreements or special legal provisions to
the contrary;

* Foreign investors are free to make direct
investments in Turkey,

e Foreign and Turkish investors are subject
to equal treatment.

3) Expropriation and Nationalization:

Foreign direct investments shall not be
expropriated or nationalized except for
expropriating or nationalizing ensures a
public interest and compensation is paid.

4) Transfers Abroad:

Foreign investors can transfer net

profits, dividends, proceeds from the

sale or liquidation of all or any part of an
investment, compensation payments,
amounts arising from license, management
and similar agreements, reimbursements
and interest payments arising from foreign
loans through banks.
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5) Acquisition of Immovable Property by
Foreign Investors:

According to the FDI Law, Foreign investors
may freely acquire immovable property or
have limited rights on real estate through a
legal entity incorporated under the Turkish
Commercial Code.

According to Article 35 of the Title Deed
Law, foreign real persons who are citizens
of the countries that have been announced
by the Presidency, are entitled to acquire
immovable property in Turkey. However,
the total size of land that can be acquired
in Turkey by a foreign real person cannot
exceed 30 hectares (i.e. 30,000 sgm). There
is also a limitation up to 10% of the total
surface area of the relevant district per
each foreign real person.

According to Article 36 of the Title Deed
Law, the companies in Turkey established
by foreign investors are entitled to acquire
real estate to carry out their activities set
forth under their Articles of Incorporation.
However, the real estate acquisitions by
companies in Turkey with foreign investors
at the military zones, security zones

and strategic zones are subject to the
permission of the Turkish General Staff.

6) Settlement of Disputes:

For the settlement of disputes arising from
investment agreements subject to

private law and investment disputes arising
from public service concessions contracts
and conditions which are concluded with
foreign investors, foreign investors can
apply either to the authorized local courts,
or to national or international arbitration
or other means of dispute settlement,
provided that the conditions in the related
regulations are fulfilled and the parties
agree thereon.

7) Assessment of Capital in-kind To Be
Contributed by Foreign Investors:

Capital in-kind is valued according to the
regulations of the Turkish Commercial
Code. However, in case the shares of a
company resident abroad are contributed
as capital in-kind by foreign investors into

a Company in Turkey, the values to be
determined by the Courts or other relevant
authorities in the home country of the
foreign investor or international institutions
performing valuations will be acceptable.

8) Employment of Foreign Personnel:

Work permits for foreign personnel to be
employed in companies, branch offices and
organizations to be established within the
scope of the FDI Law are granted by the
Ministry of Labor and Social Security.

9) Liaison Offices:

The Ministry of Trade Incentive
Administration and Foreign Investment
Directorate may grant permission to
foreign legal entities in order to open

a liaison office in Turkey provided that
they are not engaged in any commercial
activities in Turkey.

Please refer to Section 8.8 (Liaison
Offices) for further information regarding
establishment and tax status of liaison
offices.



After the economic liberalization program
was adopted in 1980s, Turkey decided to
liberalize its import and export regulations,
which has led to a dramatic increase

in foreign trade. The most significant
phenomenon in Turkey's foreign trade
policy is the Customs Union established
between the EU and Turkey as of 1 January
1996. This development initiated the
period needed for the legal infrastructural
consistency of foreign trade strategy with
the EU’'s norms, and thus both import and
export regimes have been made consistent
with the regulations of the EU.

General Principles of Turkish Customs
and Foreign Trade Regulations
Turkish Customs Code is generally in line
with the Customs rules of the EU.

Turkish Customs Tariff: Customs duties
are levied at the time of importation on the
Customs duty base which is determined
based on the customs valuation principles
and according to the Customs Tariff
Position Numbers.

As per the regulation published in the
Official Gazette of the European Union
dated 31.10.2022 and numbered L-282, it
was announced that a regulation was made
regarding the Commission Implementation
Regulation, which includes the 2023
customs tariff of the European Union and
the customs tax rates to be applied from
1.1.2023 on imports from third countries.
Due to the Customs Union, it is considered
that the same customs tax rates will

be applied for the import of industrial
products from third countries to Turkey.

Determination of Customs Duty Base:
Customs duty base is determined in
accordance with the principles of
Agreement on Implementation of Article VIl
of the GATT.

Determination of VAT Base for Imported
Goods: The VAT base is the sum of the
following items:

¢ The value of the imported goods which
is base to the customs duty assessment,
in case of duty base is not available, the
CIF value of the goods, in cases where
the CIF value is unknown, the value which
is to be determined by the Customs
Administration.

All kinds of taxes, duties and fees paid in
importation.

Other costs and expenses incurred
until the date of registration of the
customs declaration as well as any price
and foreign exchange differences to be
computed upon the value of the goods.
Major Customs Regimes Applied:

* Release for free circulation regime

* Bonded Warehouse Regime

* Inward Processing Regime

* Outward Processing Regime

* Temporary Importation Regime

* Processing Under Customs Control
Regime
* Transit Regime

* Export Regime

Customs Duty Penalties: There are various
penalties in Customs Legislation. 2 types of
penalties which are mostly applied are;

* Penalties to be charged on operations
that result in tax (import taxes) loss

* Fines relating to irregularities (procedural
non-compliance)

Fines shall be applicable regardless of
whether the action of the taxpayer is
deliberate or not.
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Imports

Importing into Turkey remains subject to
various regulations and laws governed by
the import regime decree. These laws

and regulations define a system of import
tariffs, modified by special agreements
between nations and customs tax
exemption and/or allowances provided for
some products. In accordance with the
rules of the Turkish import regime, imports
can be classified into three groups:

1) Imports which are subject to
permission:

Permission may be required from different
authorities such as the Ministry of
Agriculture and Forestry, Ministry of Health,
Ministry of Defense, Ministry of Trade,
Ministry of Environment, Urbanization

and Climate Change, Nuclear Regulatory
Authority etc. Furthermore, some

goods can only be imported by authorized
institutions, such as weapons (to be
imported by the Army), paper used to print
banknotes (to be imported by the Central
Bank of Turkey) etc.

2) Imports which are subject to product
safety controls:

Product safety controls by different
authorities like Ministry of Trade, Turkish
Standards Institute, Ministry of Agriculture
are made on various goods including,

but not limited to, the goods requiring

CE marking, or goods subject to certain
standards, based on risk analysis basis.

3) Imports which are prohibited:
The import of certain items (such as all
kinds of soil used for agricultural purposes,

gambling machines, hashish) is completely
prohibited.
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4) Goods which can be freely imported:

Most goods can be freely imported subject
to the payment of customs duties and
certain funds (if any) at the varying rates.
With the exception of imports subject to
permission, all imports may be realized
through the intermediation of any bank
authorized to operate a foreign exchange
position.

Documentation for Imports: Turkey is in
the Customs Union since 1 January 1996.
The import documentation procedures
are generally in line with the European
Union regulations. The original copy of the
invoice must accompany the goods to be
imported. Besides, packing list, proof of
origin, shipping documents and import
permission (if required) is to be presented
to the Customs for the purpose of Customs
clearance of the goods.

All the documents and information must
be kept for a period of 5 years for the
purposes of control by the Customs
Authorities.

Import Duties: As a result of the Customs
Union between Turkey and EU with effect
from 1 January 1996; Turkey eliminated all
customs duties applied to imports

of industrial products from the EU and
started to apply Community's Common
Customs Tariff for imports from the third
countries.

Customs duty exemption is provided within
the framework of an investment incentive
certificate. Import tax reliefs in the context
of Inward Processing Procedure, is also
available to the companies in Turkey

which import goods that will be used

in manufacturing of the goods to be
exported.

Value Added Tax (VAT) is levied on imports
at the applicable rates (1%, 8%, 18%). The
VAT paid on goods imported is recoverable
as “input VAT” against the output VAT
calculated on sales of goods and services.
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Imports under Incentives: Imports of
certain machinery and equipment within
the framework of an investment incentive
certificate are regulated by the Incentive
Legislation and such imports benefit from
VAT and customs duty exemptions.

Conditions Required to Qualify as
“Importer”: Every real or legal person that
has tax registration number can qualify as
an importer.

Exports

Export procedures have been relaxed by
an export regime intended to increase
Turkey's export volume. All goods can be
freely exported, except for those subject
to license by the Ministry of Trade. Such
exports include rice, oilseeds, vegetable
oils, animal feed, fertilizers, and live
animals. Certain items require the approval
of other Ministries, and there are a few
items that are forbidden to export.

With the Communiqué No. 2018-32/48 on
the Protection of the Value of Turkish
Currency (About Export Fees) published on
04.09.2018, the costs related to the export
transactions carried out by the persons
residing in Turkey must be transferred or
brought to the bank intermediating the
export directly and without delay, following
the payment of the importer. The period
of bringing the value to the country cannot
exceed 180 days from the actual export
date.

At least 40% of the export proceeds
has to be sold to the bank issuing these
certificates.

Export proceeds should be collected either
with the FX declared at export or any other
foreign currency. There is a provisional

rule to accept Turkish Lira proceeds: it

is possible to accept export proceeds

in Turkish Lira, for export transactions

to Ukraine and Russia, even if they are
declared in foreign currency.

The waiver from the requirement to bring
export proceeds to Turkey is granted for
exports to certain countries including Iran,
Egypt, Syria, Saudi Arabia and Lebanon.

For certain countries, %50 waiver

is granted: Azerbaijan, Uzbekistan,
Algeria, Tunisia, Morocco, Turkmenistan,
Kazakhstan, Ukraine.

Conditions Required Qualifying As
“Exporter”: Every legal person, real person
or joint venture that has a tax registration
number and is a member of related
Exporters’ Association can be an exporter.

The following formalities apply to the
establishment of all business entities:

Registration of trademarks is to be
made in accordance with the regulation
governing protection of trademarks.

Registration of trade name is to be made
with in the Trade Registry.

All trading entities are required to register
within the Chamber of Commerce or
Chamber of Industry in the location of
their operations.

Registration with the provincial office of
the Ministry of Labor and Social Security
is required.

Real estate contributed as capital (if any)
must be registered with the Title Deed
Office.

Prior to establishment, registration with the
local tax office is required.



In general, Turkey has no price controls.
However, the government does set prices
for some items. Furthermore, prices of
pharmaceutical products are under the
control of the Ministry of Health.

Turkish Legislation prohibits unfair
competition through the relevant rules

of the Code of Obligations, the Turkish
Commercial Code and specific laws enacted
exclusively for the purpose of protection

of competition, namely “Anti- Dumping
Law” and “Law related to Protection of
Competition”.

Mergers and take-over of companies
are subject to the permission of the
Competition Board with effect from 1
January 2011 as per Competition Board
Communiqué No. 2010/4.

According to Article 7 of Competition
Board Communiqué No. 2010/4 (amended
through Communiqué No. 2012/3), the
circumstances which require permission
are as follows (with effect from 1 February
2013):

a. |Ifthetotal sales revenues of the
parties realizing the transaction
exceeds TRY 750 Million and the
individual sales revenues realized
in Turkey by at least the two parties
of the transaction exceeds TRY 250
Million, separately or,

b. Ifinthe case of transfer of assets
or business, the value of asset
/ business subject to transfer
exceeds TRY 250 Million; or in the
case of merger transactions, the
sales volume realized in Turkey
by at least one of the parties to
the transaction exceeds TRY 250
Million and the global sales volume
of at least one of the other parties
exceeds TRY 3 Billion.

The limits specified above for the purpose
of obtaining permission are subject

to change every two years through

the Competition Protection Council
(Competition Board).

Relevant Legislation

Monetary transfers from Turkey are
regulated by Law No. 1567 governing the
Protection of the Value of Turkish Currency
and Decree on Protection of the Value of
Turkish Currency which includes further
regulations with respect to transfers

of foreign currency and capital, loan
transactions and monetary transfers for
various transactions.

Inward Direct Investment

Companies and individuals can freely
invest in Turkey without any restriction

on the amount or form of the investment.
The most widespread investment vehicle
is the Turkish subsidiary company. There
are no local shareholding or directorship
requirements. Foreign investors may also
invest in the shares of any local companies
through portfolio investment.

However, the rules governing the “capital
advance” payments have recently been
changed. Turkish Central Bank has issued
the Circular numbered 2013/YB-7 which
removed the term “capital advance” from
the legislation on the payment of foreign
capital. According to the new regulation,
Turkish banks no longer accept payments
from non-resident shareholders under the
classification of “capital advance”.
Practically, these payments will be required
to be classified either as a subscribed
“capital payment” or “capital increase
payment”. The concerning funds shall

not be released by banks until actually
registered as capital.

Repatriation of Funds

The regulations relating to the remittance
of foreign capital and dividends out of
the country are set out in Law No. 1567
governing the Protection of the Value of
the Turkish Currency. According to these
regulations, foreign investors have the
same rights and obligations as Turkish
investors. The regulations also guarantee
the transfer of profits, fees and royalties
and the repatriation of capital in the case of
a liquidation or sale.
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There are no restrictions on the remittance
of dividends, interest, and royalties to
foreign countries based on the Foreign
Direct Investment (FDI) Law. However, on
certain types of income payable to non-
residents, income tax or corporate income
tax is to be withheld at source.

a) Dividends:

Foreign investors/shareholders that hold
a certain portion of the share capital of a
company resident in Turkey can receive
their dividends through banks without any
restriction. At the request of the foreign
investor company, transfer of such profits
is made, and the General Directorate of
Incentives Implementation and Foreign
Investment (GDIIFI) is to be informed of the
details of the transaction.

Following the completion of its accounting
period, a company may transfer abroad
dividends that were declared at the annual
general meeting of its shareholders
provided that the dividend withholding tax
is properly calculated, declared and paid
to tax office. According to the Directive
governing the application of the Foreign
Direct Investment (FID) Law, companies
with foreign capital are required to fill in
annually a form whereby they are required
to report to the GDIIFI the following
information by the end of May of the
following year:

¢ Information about the company

¢ Information about the capital structure
(percentage of shares by shareholders)

¢ Information about foreign shareholders

¢ Information about dividend transfers
(amount transferred in terms of both
TL and its USD equivalent, the country
to which transfer was made, date of
transfer)

¢ Information about payments of license,
know-how, technical assistance and
franchise fees
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* Information about foreign trade (import/
export)

* Information about production volume

¢ Information about the investments
realized in the year concerned

Based on the FDI Law, companies with
foreign capital are only required to provide
information as to the transfers realized
abroad through a form (Annex 1 attached
to the Directive governing the application
of the FDI Law).

b) Interim Dividend Distributions:

Before the new Turkish Commercial Code
takes effect, only the public companies
which are listed in the istanbul Stock
Exchange (“Borsa Istanbul”) were allowed
to distribute interim dividends. Interim
dividend distribution has become possible
for non-public joint stock companies,
limited liability companies and partnership
limited by shares as per the New Turkish
Commercial Code (Law No. 6102). The.
Communiqué Regarding the Application

of Interim Dividend Distributions was
published in the Official Gazette dated 9

August 2012.

According to the mentioned Communiqueé,
companies may distribute interim
dividends provided that they declare profits
based on their 3, 6 and 9-month interim
financial statements to be prepared in the
fiscal period and that a General Assembly
decision to distribute interim dividend is
taken.

Interim Dividend Distribution is subject
to certain limits. The amount of the
distributable advance dividend shall be
attained after the deduction of the
following items from the interim business
profit;

* All the losses, if any, recorded in the
previous fiscal years,

* Taxes, funds and financial provisions,

¢ Reserves to be allocated in accordance
with the laws and articles of association,

* Amounts to be allocated for the owners
of privileged shares, dividend certificates
and for the others participating in the
profit, if any.
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Interim dividend amount may not exceed
half of the amount calculated in this way.

According to Section 15.6.6 of Corporate
Income Tax Law General Communiqué No.
1, interim dividend distributions are subject
to dividend withholding tax depending

on the taxation status of the shareholder
receiving the interim dividend at the time
the payment is made cash or on account. If
interim dividend amount distributed during
advance corporate tax quarters exceeds
the final distributable dividend amount at
the end of the year, the exceeding portions
will be settled from the legal reserves (if
any). In case the amount of legal reserves
is not enough to offset the distributed
interim dividend, the overpaid amounts
shall be paid back to the company by the
shareholders. Interim dividends received
by shareholders shall be deemed to have
been derived as dividend income as of the
day on which the interim dividend is offset
against the final distributable profit of the
year.

In case of interim dividend distribution,
transfer pricing rules shall not be applied.
However, if the fiscal year in which interim
dividend was distributed, results in a loss
or, the profit of the fiscal year is less than
the interim dividend distributed in advance,
then the transfer pricing rules shall be
applied.

¢) Management, License, Know-How,
Technical Assistance Fees, Royalties and
Franchising Agreements:

All management fees and royalties can
be transferred by companies’ resident in
Turkey in terms of the foreign currency of
the recipient country.

If the payments are based on annual
turnover or on similar allocation basis, an
agreement should be concluded between
the foreign investor (the beneficiary/
licensor) and the company in Turkey (the
user of the license/licensee). Based on the
FDI Law, there is no longer an obligation
for such agreements to be registered with
and approved by the GDIIFI. However, the
conditions of these agreements between
related parties must be in accordance with
the arm'’s length principles as per Turkish
Transfer Pricing Rules.

d) Cost Sharing Agreements:

Costs incurred by headquarters located
abroad may be allocated to Turkish
branches (to the extent that the charges
are relevant to the income generating
activities of the Turkish branch and
calculated through distribution keys to be
determined in accordance with the arm’s
length principles). Please refer to Section
“9.11. Cost Sharing/ Cost Allocations” for
further details.

e) Earnings of Foreign Employees
(Expatriates):

Foreigners employed in Turkey are allowed
to transfer their wages in foreign currency
after the deduction of relevant taxes.

f) Other Monetary Transfers:

In general, any amount of foreign currency
may be transferred out of the country
regardless of the underlying reason

for the transfer. However, transfers of
US$50,000 or more are to be reported by
the transferring bank to the Central Bank
of Turkey within 30 days from the date of
transfer.

Monetary values stated on various type
of contracts executed among Turkish
residents shall be determined in Turkish
Lira.

An obligation to pay/collect in Turkish Lira
has been introduced for the contracts
related to the sale of movable property
agreements, even if they were made in
foreign currency.

g) Utilization of Dividends:

Dividends not distributed and kept as
extraordinary reserves may be added to
the share capital. Addition of extraordinary
reserves to share capital is not regarded as
dividend distribution and therefore it is not
subject to dividend withholding tax.



Transfers of Shares in a Turkish
Company with Foreign Capital

Share transfers from foreign shareholders
to domestic shareholders or other persons
or entities resident in Turkey no longer
require permission from the GDIIFI.

The sales value of the shares can be
determined by the parties. In case of share
transfers between related parties, the
value must be determined in accordance
with the arm’s length principles.

Information on share transfers made
between current domestic or foreign
shareholders or to any domestic or foreign
investor outside the company is to be
submitted via “FDI Share Transfer Data
Form” to the GDIIFI within one month
following the realization of the share
transfer.

Additionally, companies with domestic
share capital are also required to inform
the GDIIFI within one month from the date
of share transfer through submission of the
form related to share transfers (Annex Ill of
the Directive) in case;

a. aforeign shareholder participates
in the capital of the company, or

b. share capital increase in the
company is financed through
participation of a foreign
shareholder.

Based on the rules of the FDI Law, share
transfers in companies with foreign
shareholders and foreign capital do o not.
require any permission from the GDIIFI.

Outward Direct Investment (Capital
Transfers)

The Treasury allows Turkish residents to
realize outward direct investments through
transfers of capital in cash via banks orin
terms of capital in-kind in accordance with
the Customs Legislation

As per the Turkish Tax Procedures Code, all
resident companies and Turkish branches
of foreign entities are required to keep
statutory books based on the Uniform
Chart of Accounts and in accordance

with the accounting principles explained

in Accounting System Application
Communiqués (“Turkish GAAP"). Statutory
books must be kept for a period of 5 years.
There are initiatives for harmonization
with the International Financial Reporting
Standards (IFRS) through the Capital
Market Law as well as the new Turkish
Commercial Code (TCC). TCC has brought
independent audit obligation to certain
categories of companies who were not in
scope of independent audit before.

The Council of Ministers' Decree regarding
determination of the companies subject
to independent audit in accordance

with Articles 397-398 of the new Turkish
Commercial Code, was published in the
Official Gazette dated 23 January 2013 and
entered into force as of 1 January 2013.

As per Article 3 of the Decree, companies
whose solo or consolidated financial
statements together with affiliated
companies, meet at least two of the
following conditions are subject to the
independent audit with effect from 1
January 2023:

a. companies with total assets equal
to or higher than TL 75 Million

b. companies with annual net sales
revenues equal to or higher than TL
150 Million

c. companies with total employees
equal to or higher than 150
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In order to determine whether these
criteria are met for the year 2023, the
financial statements for the years 2021 and
2022 shall be taken into account regarding
total assets and annual net sales revenues;
and the average number of employees for
the years 2020 and 2021 shall be taken
into account regarding the number of
employees.

Additionally, the companies listed in Annex
I of the Decree (such as the companies
which are already subject to the audit
requirements of the Capital Market Board
or the Banking Regulation and Supervision
Agency) are automatically subject to

the independent audit requirement as

per the new Turkish Commercial Code,
whereas the companies listed in Annex

Il (such as the license holding companies
operating under the regulations of the
Energy Market Regulatory Authority and
companies subject to the Capital Market
Board regulations) shall be subject to the
independent audit requirement provided
that they meet the criteria specifically
determined in Annex II.

Based on the relevant rules in the new
Turkish Commercial Code, an independent
auditor shall be selected by the authorized
body of the Company which is subject to
independent audit. It should be noted that
the financial statements and the annual
report of the Board of Directors shall be
deemed to be null and void in case such
statements and reports are not audited in
accordance with such requirement.

Please also refer to Section 7.2.5. (New
Rules About Joint Stock Companies under
the new Turkish Commercial Code) for
more information.
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6. Major highlights
of the Turkish
Commercial Code

The Turkish Commercial Code (the “TCC")
(Law No. 6102) entered into force on 1 July
2012.

The TCC can be considered as a
comprehensive reform for Turkish business
environment, which has significant effects
on auditing, commercial books, trade
registry, unfair competition, agency and
Company Law.

The TCC consists of six main chapters
governing:

* Enterprise Law

* Company Law

* Securities Law

* Transportation Law

* Maritime Commercial Law

e Insurance Law
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Public Oversight Accounting and
Auditing Standards Authority, Financial
Statements and Commercial Books:
While preparing their financial statements
(including the consolidated financial
statements), the Turkish enterprises that
are subject to independent audit (as
explained below), banks and insurance
and reinsurance companies should follow
the Turkish Accounting Standards, which
are announced by the Public Oversight
Accounting and Auditing Standards
Authority. Such standards are determined
pursuant to the International Financial
Reporting Standards. The Public Oversight
Accounting and Auditing Standards
Authority is further entitled to make
exceptions and exclusions to these
standards on a market basis or as per the
size of an enterprise. If an enterprise fails to
prepare its financial statements pursuant
to the Turkish Accounting Standards, a
monetary fine in the amount of TRY 4,000
shall be imposed.

Commercial books and other records

of enterprises must be kept in Turkish
language and must go through opening
and closing notarization procedures.
Closing notarization is to be made within
one to six months as specified in the
secondary legislation of the TCC following
the fiscal year-end, depending on the
type of the commercial book. Commercial
books must be kept for a period of 10
years together with other supporting
legal documents that constitute the basis
of accounting entries in the commercial/
statutory books.

The TCC provides the opportunity

for companies to keep commercial

books either physically or in electronic
environment including microchips, CDs etc.



Electronic Commercial Registry

Thanks to the TCC, entries of trade registry
shall be kept in electronic environment by
the Chambers of Industry and Commerce
or Chambers of Commerce.

Electronic registry provides the public
with true information on the records of
the enterprises and the companies. The
State and related Chamber shall be jointly
responsible for the losses occurring from
the inappropriate trade registry records.

A National Trade Registry Information
Center will be established in electronic
environment to provide access to the
information of the merchants and
companies in Turkey for the sake of serving
Information Society.

Use of Secured Electronic Signature
Parallel to the technological developments,
it is possible to conduct communication

in electronic environment with secured
electronic signature under certain
conditions as specified in the TCC.

Obligation to have a website

According to Article 1524 of the TCC, all
companies that are subject to independent
audit are required to have a website in
which certain contents must be announced
and kept online for at least 3 months. If
such website is not established within
fifteen days starting from the entry into
force of the TCC, the members of Board

of Directors in the case of joint stock
companies and managers in the case of
limited liability companies will be subject to
a monetary fine.

Trade Name

The rules regarding the trade name provide
third parties with true information about
the legal situation of the enterprise. In
accordance with the TCC, every merchant
is required to make the commercial
transactions with its trade name and

to sign the documents related to its
enterprise, under such trade name. The
registered trade name must be written

on a place of the commercial enterprise
where it can be seen and be readable.
Additionally, the registry number, trade
name, the principal place of the enterprise
must be included in all the documents of
the merchant related to the enterprise.
Companies are obliged to use their
website/internet address with trade name,
capital and trade registry number on
company documents.

Unfair Competition

Identification and types of Unfair
Competition and protection against unfair
competition are exclusively covered in the
TCC.

Following acts are defined as “unfair
competition”:

- Sales and advertisement practices
against good faith, misleading, untrue
methods of marketing and sales

- Procuring a person to invade or
dissolve his contract

- Benefiting from business products of
another merchant in an inequitable
manner

- lllegal acquisition and disclosure of
other’s production and trade secrets

- Failure to comply with the requirements
particularly invading certain rules
enforced for a certain branch of
profession

- Utilizing inequitable general terms and
conditions

Agency Contract

Agency contract is one of the most
widely used type of contract and Turkish
enterprises are mostly the agents rather
than mandators. Due to this reason, the
TCC has adopted rules regarding this type
of contract.
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One of the most important changes in
the TCC is that an agreement signed

by an unauthorized agent will not be in
the responsibility of mandate unless he
states that he is bound by the contract.
In this case, unauthorized agent will be
responsible to fulfill the agreement.

During the agency contract period, if a
region or a client list is exclusively assigned
to an agent, agent will be entitled to

have fee/commission for the commercial
transactions realized in the region or
mentioned clients without its effort.

TCC provides the agent's right of fee, even if
the agency contract has been terminated.
The agent has the right to claim for fee

for the transactions started before the
termination of the contract. The parties

to an agency contract cannot change the
rules in TCC to the disadvantage of the
agent.

The agent is entitled to have an additional
fee known as “Portfolio Fee” upon the
termination of agency contract for the
portfolio the agent created and transferred
to the mandator which shall balance the
enrichment of the mandator due to the
clients acquired by the agent and the

loss faced by the agent because of the
termination of the contract without the
fault of the agent.

The mandator may request a written
contract with the agent for prohibition

of competition upon the termination of
agency contract which will cover maximum
2 years period and limited to region/ client
list and commercial items of the agency
contract. The mandator must make a
payment to the agent for limitation of
competition.
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Company Law is the most significantly
amended and developed part of the TCC.
The major subjects governed under this
part are summarized very briefly below.

6.2.1 In General

Corporate Governance

One of the most important concepts of
the TCC is “corporate governance” aiming
to increase the company'’s ability to make
right decisions at the right time.

Corporate governance has four main
properties:

* Transparency
* Fairness
* Accountability

* Responsibility

Transparency aims to provide information
and enlighten the shareholders and all
other parties. Most important tools of
transparency are internet, electronic
transfers and company web sites.
According to the TCC, companies subject to
independent auditing must have a web site
as a mechanism to provide transparency.

Accordingly, such companies must allocate
a part which will include below information
about the company on their website:

a. Legal Announcements which must
be made by Company.

b. Documents, information, and
explanations necessary for
shareholders to protect their rights.

c. Board of Directors’ (“BoD") or
Managers' resolutions about use of
preemptive, change, buy, leaving fee
rights.

d. Audit reports, announcement
of shareholders, undertakings
about shares, postponement of
bankruptcy, General Assembly (GA)
or BoD resolutions for acquisition of
company's own shares.
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e. Necessary information and
documents for merger, split,
conversion, capital increase and
decrease, resolutions; reports
about issuance of securities, annual
reports, the benefits provided to
the BoDs or managers.

f. Other necessary information.

Fairness is equality led to a wider
environment including employees,
creditors, clients, stakeholders and all
public.

Accountability means the transparency
and professionalism of management,
accurateness, fairness and justifiableness
of resolutions.

Responsibility means full dedication and
accomplishment of duties in a professional
way.

Capital stock companies will be classified
in scale: The classification will be made

by the Ministry of Trade through a
communiqué to be issued in the future.
However, in any case;

* Banks,
* Investment banks,
* I[nsurance companies,

* Retirement funds and other similar
corporations shall be considered as
“Large Scale” companies.

Types of assets that can be used in capital

increase: Domain rights, domain names,
intellectual property rights, signs may
also be contributed to the capital of the
company in accordance with the TCC.

“Ultra Vires"” principle has been
abandoned: According to Article 137 of

the abrogated TCC, companies were not
allowed to deal with the activities which are
not stated in their Articles of Association.

Based on the previous TCC, any transaction
that falls outside the scope of the business
activities specified in the Articles of
Association (“ultra vires” transactions) used
to be deemed as invalid. This rule has been
abandoned through the TCC in line with the
First Company Law Directive of the EU.

6.2.2 Mergers

Merger transactions are governed by
Articles 136-158 of the TCC and the Trade
Registry Regulation, according to which

a capital stock company may merge with

a capital stock company, cooperatives or
registered general partnerships (“kollektif
sirket”) and limited partnerships (“komandit
sirket”) provided that the company is

in the position of the transferee (in the
case of mergers with registered general
partnerships and limited partnerships).
Whereas, based on the previous TCC, only
merger of the same type of companies was
possible.

On the other hand, sole proprietorships
may only merge with sole proprietorships,
capital stock companies and cooperatives
provided that sole proprietorship is the
transferor (in the case of merger with
companies and cooperatives).



Steps of Merger

Merger contract is made in written form,
signed by the authorized signatures

of both parties and approved by the
General Assembly (GA)'s or shareholders.

Interim financial statements of the
parties must be prepared.

Both parties must present the merger
contract, merger report, audit report,
financial statements of the last three
years to shareholders, dividend right
certificate holders, marketable security
holders of the company, stakeholders
within 30 days prior to General Assembly.
Necessary information must be also
published in the web sites of the parties.

As soon as the merger resolutions are
made by both parties, management
of both parties apply to Turkish

Trade Registry for registration and
announcement.

Transferee and transferor may give the
right to have new shares in the new
company or sale of new company shares
to the existing shareholders in the
merger contract.

Transferee must also apply for the
registration of the capital increase if
necessary for the merger.

Transferor’s legal personality is
terminated by the registration of the
Merger in the Trade Registry.

A company under liquidation may also
participate in the merger process as
transferor unless the liquidation profit is
distributed (Article 138 of the TCC).

A company which has lost half of the total
of its capital and legal reserves due to
losses may merge with another company
whose shareholders’ equity is enough to
compensate this loss (Article 139 of the
TCO).

Under certain circumstances, a facilitated
method of merger can be applied which
eliminates the preparation, examination
and GA approval of merger report under
the following conditions:

If transferee company has all the voting
rights of the transferor company,

If a company, a real person, or group
of people contractually bound have all
the voting rights of both transferee and
transferor,

If the transferee has the 90% of all voting
rights and the minority shareholders

are offered to have shares from the new

company with no additional payment or

to sell the shares for the market price

Split (demerger)

Split (demerger) transactions are governed
by Articles 159-179 of the TCC. The TCC
regulates split transactions in a more
mature and completed way.

Capital stock companies and cooperatives
can only be splitinto capital stock
companies and cooperatives. Accordingly,
a limited liability company can be split

into limited liability companies; a joint
stock company can be split into joint stock
companies.

There are two kinds of split:

i. Full Split: In this kind of split, assets
of a company are divided into sections
and transferred to other companies
which leads to termination of the legal
personality of the company and trade
name is deleted from the Turkish Trade
Registry.

ii. Partial Split: Assets of a company are
divided into sections and some of them
are transferred to other companies. The
legal personality of the company still
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continues

General Steps of Split

Split contract and split plan is made in
written form, signed by the authorized
signatures and approved by the GA or
shareholders.

Interim financial statements of the
parties must be prepared.

Parties attending the split must present
the split contract, split report, audit
report, financial statements of the

last three years to shareholders in

the headquarters of the company (for
companies open to public; presentation
of such documents is to be made in the
places to be found appropriate by the
Capital Market Board) 60 days before the
General Assembly decision.

As soon as the resolutions are made

by both parties, management of both
parties apply to Turkish Trade Registry for
registration and announcement.

Transferee and transferor may give the
right to have new shares in the new
company or sale of new company shares
to the existing shareholders in the split
contract.

Transferee must also apply for the
registration of the capital increase or
decrease if necessary for the split.
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Second degree liability of the other
companies in the split process for
payables

If the transferee company who is
transferred payables from the transferor
as a result of split transaction, is unable to
make payments, other companies (either
transferee or transferors) have second
degree liability for paying such payables
severally which means the payable should
be requested from the real owner of the
debt first. It can be requested from the
second-degree liability owners provided
that;

¢ The debt is unsecured and

* The first degree liability company is either
bankrupt, or in pre-bankrupt period, or
insolvent, or with headquarters moved
to foreign country making legal pursuit
impossible in Turkey, or with changed/
moved headquarters in the foreign
country making legal pursuit very difficult.

Liability of the Shareholders

The liability of the shareholders who

were liable for the debts of the company
dissolved as a result of the split, prior to the
split process, shall still continue after the
date of split.

6.2.3 Change of Legal Status
(Conversion)

According to TCC a capital stock company
may be converted into another type of
capital stock company or a cooperative, a
limited partnership may be converted into
a capital stock company, a cooperative or a
registered partnership.

Conversion process is governed by Articles

180-190 of the TCC. The process is very
much like the merger process.
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6.2.4 Group of Companies

One of the most important changes
introduced by the TCC is the “Group of
Companies” and “Controlling Company”
concepts. As per Article 195 of the TCC, if a
company directly or indirectly;

controls the majority of voting rights,

is entitled to vote on the appointment
of a sufficient number of members to
establish a majority in the management
body,

has the capacity to exercise majority
voting rights on its own or with other
shareholders arising out of a contractual
relationship entered into with the same;
or

controls another corporation via a
contract or in any other manner, it
qualifies as a “Controlling Company”
(“Hakim Sirket”) whereas the other
company is “dependent company” (“Bagl
Sirket"”).

If the principal place of business of one of
these companies is located in Turkey, these
companies form a “Group”.

Mutual Participation

According to Article 197 of the TCC, if two
companies participate at least 25% of each
other’s capital, they are stated to be as
“mutually participating”. If both of them are
controlling each other, they are both the
“Controlling” and “Dependent” companies,
at the same time.

While the TCC governs that a controlling
company and a dependent company
constitute a “group”, the Article 105 of New
Trade Registry Regulation dated 27 January
2013 defines a “group” as one controlling
company and at least two dependent
companies.

Reporting Requirements of Group of
Companies

The Board of Directors of the “Dependent”
Company must prepare a report within the
first three months of the year regarding
the transactions with the Controlling
Company. It should state the advantages
and disadvantages of relations with

other “Dependent“Companies and the
“Controlling” Company.

This report will be presented to the General
Assembly for the purpose of shareholders’
right to be informed about the “Controlling”
Company.

lllegal Use of Controlling Rights by the
“Controlling Company”

The TCC imposes special liability on the
controlling companies. According to Article
202 of the TCC, the Controlling Company
cannot force the “Dependent” Company to
transfer business, assets, funds, personnel,
payables and receivables; to decrease or
transfer profit, to limit assets, to undertake
for providing guarantee and covenants, to
limit the new asset investments without

a justifiable reason unless the “Controlling”
Company compensates for the loss in the

same year.

Purchasing Right of the “Controlling”
Company

Article 208 of the TCC provides for granting
the squeeze-out right to the shareholder
who controls directly or indirectly, at least
90% of the share capital and having at least
90% of the voting rights in a company (i.e.
the “Controlling Company”). Accordingly,

if the “Controlling Company” has more

than 90% of the shares and voting rights
of a Capital Stock Company and minority
shareholders are blocking the company'’s
operation, not acting in principles of “Good
Faith”, are creating significant problems and
acting in a careless manner, the Controlling
Company may then apply to the Court for
purchase of the shares of the Minority
Shareholders based on the market price

or the value to be assessed as fair market
value by the Court.



6.2.5 New Rules About Joint Stock
Companies (Corporations) under the
TCC

Abandonment of “Gradual Foundation”
Rules of the abrogated TCC related to

the foundation of joint stock companies
enabled "gradual foundation", which means
that the founders, undertaking

a certain part of the capital, may make
announcements in order to raise capital.
The TCC renounces the method of gradual
foundation and replaces this method with
the method of public offer.

Joint Stock Company with One Shareholder
Under the abrogated rules of the TCC, at
least five shareholders used to be required
to establish a joint stock company (please
refer to Chapter 9, below). However, Article
338/1 of the TCC Introduces the possibility
of establishment of Joint Stock Company
with sole shareholder. In case of transfer of
shares to a sole shareholder, the Board of
Directors is bound to register this fact with
the Commercial Registry within 7 days
from the transfer. Otherwise, the Board of
Directors shall be liable for the damages
borne by third parties because of this
transfer.

On the other hand, the Company cannot
buy all of its own shares to make itself the
only owner.

Registered Share Capital System

Article 332 of TCC regulates the “registered
capital system” for joint stock companies,
which are not open to public. This gives the
opportunity to benefit from the flexibilities
of capital increase system to companies
above a certain scale which are not ready/
do not desire to open to public.

The start-up capital for companies
adopting the registered share capital
system is TRY 100,000.

Limitations About Capital in Kind

The TCC makes it possible to put every
kind of assets as capital in kind including
intangible assets like a website, which
should have the following properties:

i. The intangible assets must be
transferable,

ii. Their value must be determined in TRY,
ii. There should not be any restrictions
over the assets,

iv. They should not be under legal pursuit

Receivables which are not yet due cannot
be accepted as capital.

In order to assure the registrations of
assets in the name of the company as
capital in kind, related Trade Registry
Officer has been held liable for submission
of a declaration to related Title Deed
Registry or other registries.

Rules about Board of Directors (BoD)

* BoD may be composed of one person
in contradiction to the abrogated TCC
stating the minimum number of BoD
members as three.

“l egal person” shareholders are now
allowed to be a member of BaD by
means of assignment of a real person
representative. This should be registered
in the related Trade Registry and
published in the Trade Registry Gazette.

TCC also allows public legal persons to
become board members through their

representatives.

In case there is clause in the Articles of
Association, groups of shareholders and
minority shareholders may have the right

to be represented in the BoD. However,
the number of BoD members selected
within this context cannot exceed half of
the total number of BoD members.
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The following new rules are aimed to bring
more professionalism and transparency to
the boards of company management:

* The shareholding obligation of BoD
members has been annulled.

Management authority may be delegated
to a person who is not a member of BoD
provided that at least one BoD member
has also the right to represent the
company.

BoD meetings may be held in electronic
environment. Quorum rates are the same
as physical meetings.

Non-transferable Duties and Powers of the
BoD (Article 375 of the TCC)

Company's corporate management and
the power to give orders for high level
management

Determination of the management
organization of the company

Design of accounting, financial audit and
financial planning systems

Assignment and dismissal of managers
and other authorized personnel

High level audit and supervision of
managers in compliance with the relevant
legislation

Keeping of book of shares, book of BoD
Resolutions, book of GA Resolutions,
preparation of annual activity report,
preparation of “Corporate Governance”
Report, preparation and realization of
General Assembly, Running of General
Assembly Resolutions

Notifying the related Court in case of loss
of 2/3 of the total of Capital and Legal
Reserves
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Quorum

According to Article 390 of the TCC,
resolutions of the BoD are made based on
the majority of the BoD members.

Insurance Against the Damages Caused by
Directors

Banks, financial institutions, financial
leasing companies, factoring companies,
capital market institutions and companies
open to public are obliged to have a
“Liability Insurance” against losses
occurring from the mismanagement of
BoD members. This is optional for other
companies.

Committee for Early Inspection and
Management of the Risks

According to Article 378 of the TCC, listed
joint stock companies whose shares

are registered with the Stock Exchange
are required to form a “Committee for
Early Inspection and Management of the
Risks” in order to detect risks in an early
stage. The logic of this rule is to secure
the existence and development of the
company by involving experts in the
management of the company.

Invalidity of the BoD Resolutions

Article 391 of the TCC states that BoD
resolutions against the “Equal Treatment
Between Shareholders“principle, which
breaks the basic rights of shareholders and
unauthorized resolutions are invalid.

General Assembly

Article 407 of the TCC states that all
executive members and at least one
member of the BoD are obliged to attend
the General Assembly.

General Assembly can be held either in
electronic environment or physically or a
hybrid of both, which will be an important
advantage for foreigners. To benefit from
this advantage, company must have a
specially designed website allowing to make
proposals, state opinions, discuss about
the matters and voting will be possible and
secure these transactions with secured
electronic signature.
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Non-transferable Rights & Duties of the
General Assembly

The following rights and duties cannot be
transferred by the General Assembly

* Change of Articles of incorporation

¢ Selection of BoD members,
determinations of duty period, salaries
and their release

* Assignment and dismissal of auditors
(excluding legal exceptions)

Resolutions about financial statements,
annual report of BoD, distribution or
retaining of profit

* Termination of the company (excluding
legal exceptions)

Sales of a significant amount of Company
assets

For companies with one shareholder, all
resolutions must be made in written form

so as to be valid.

Quorum in General Assembly

In case there is no Article in Law or
Articles of Incorporation, resolutions
making amendments in the Articles of
Incorporation are made by the majority
of the voting rights in a general assembly
where half of the company’s capital is
represented. If the meeting quorum is not
met in the first meeting, a second one

is scheduled within one month at the
latest where 1/3 of capital representation
will be enough. The mentioned ratios
cannot be changed by the Articles of
incorporation.

Change of commercial activity, creation
of privileged shares, limitation of transfer
of registered shares needs 75% of the
capital representation.

Registered shareholders who voted

against the change of commercial activity
and creation of privileged shares are not
subject to limitation of transfer of shares
for six months following the announcement
of such resolution in the Turkish Trade
Registry Gazette.

Acquisition or Pledge of Company’s Own
Shares

According to the abrogated TCC, a company
was not able to acquire or accept as pledge
its own shares except some situations. This
rule is changed with the TCC. According

to Article 379 of the TCC, companies can
acquire or accept as pledge their own shares
up to a maximum limit of 10% of the capital.
Itis also applicable in case a third party
acquires or accepts as pledge in his name
but on company’s account.

In order to acquire or pledge the
Company's own shares,

i. The General Assembly must delegate
authority to the Board of Directors.

ii. Incase of a high risk of close and
significant amount of loss, the company
may buy its own shares without the
authorization of BoD.

Loan Extension to Shareholders Have Been
Prohibited

Article 358 of the TCC restricts the loan
extension to shareholders by the company
to ensure the securitization of company
assets. Accordingly, a shareholder cannot
borrow/use money from the Company
unless having fulfilled the obligation
regarding the capital stock.

Interim Dividend Distributions

Public companies which are listed in Borsa
istanbul (Istanbul Stock Exchange) are
already allowed to distribute interim
dividends according to the existing relevant
provisions of the Turkish Capital Market
Law. Interim dividend distribution is also
regulated under the Turkish Corporation
Tax Law.



Loss Compensation by The Shareholders
(Technical Bankruptcy)

According to Article 376 of the TCC, if half of
the capital and legal reserves is lost due to
accumulated losses, the BoD must inform
the General Assembly and issue a report
including precautions.

In case 2/3 of the total of capital and

legal reserves is lost due to accumulated
losses of the company, the General
Assembly should make a decision either
to compensate the loss or to continue
with the loss. Otherwise, the company will
legally be deemed to be terminated.

If signs are detected which shows that
assets of the company are not adequate
to afford the liabilities of the company, the
BoD prepares the interim financials of the
company according to continuity (“going
concern”) principle of the enterprise and
sales price which will be audited by the
auditor in seven days. The auditor presents
a report to the BoD including his/her
suggestions together with the suggestions
of the Committee for Early Inspection and
Management of the Risks.

Capital Increases of Joint Stock Companies
The TCC makes new changes in capital
increase procedures of joint stock
companies which are summarized below:

* According to Article 456/1, as long as the
capital subscription is not paid in cash,
capital increase will not be allowed except
capital increases by means of addition of
Internal Resources. However, immaterial
amounts of unpaid capital will not be an
obstacle for capital increase.

¢ In the Basic Capital System, capital
increase is resolved by the General
Assembly whereas in Registered Capital
System, Board of Directors makes the
resolution.

Capital increase resolution must be
registered within 3 months after the
resolution date. Otherwise, the General
Assembly or BoD resolution will not be
valid.

In order for the capital increase to be
registered, a report documenting the
satisfaction of requirements must be
obtained.

Conditional capital increase will be
possible provided that the increase
amount must not pass half of the Capital.
Conditional capital increase provides the
opportunity to change loan debentures
with stock shares.

Shareholders’ Rights

The TCC includes regulations strengthening
the position of the shareholders as
summarized below:

* Representation rights of shareholders
have been more effective.

Every shareholder may request the

audit of any specific event in the General
Assembly even if this item is not included
in the agenda.

Minority shareholders have been
provided the right of liquidation request
of the company on just cause, making

a lawsuit for dismissal request of the
auditor on just cause, right of requesting
the print of shareholder certificates

Shareholders have the right to leave
the company shareholding in case of
merger, right of proposal in conditional
capital increase, right to make a lawsuit
for annulment of merger, split and
conversion.

Fund Raising from Public for Capital
Increase or Establishment of A Company
Fund raising from public for capital
increase or company establishment
purposes is subject to a permission from
the Capital Market Board. Any acts against
this regulation constitute a crime.
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Limitation of Pre-emptive Right
According to the TCC, preemptive rights
of shareholders can only be limited or
eliminated on just causes by the General
Assembly.

Auditors
There are two kinds of audit defined in the
TCC:

i. Special Purpose Audit
i. Independent Audit

i.Special Purpose Audit

Every shareholder has the right to ask

the General Assembly for auditing of a
specific event related with the company.
Ifitis accepted, the company itself or the
shareholders may ask the Court to assign
an auditor to make this specific study. If

it is not accepted by the GA, then
shareholders representing at least 10%
of capital (20% if open to public) or
shareholder who own the shares
representing nominal value of at least one
million Turkish Lira may apply to the Court
for assignment of such auditor. After the
report is prepared, it is declared to the
Company by the Court.
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ii. Independent Audit

As a consequence of Corporate
Governance Principles, the TCC has made
a regulation (provided that Articles of
Capital Market Board Law are reserved)
eliminating the internal auditor position
which are actually occupied by anyone

regardless of profession and specialization.

Instead, audit companies, certified

public accountants and sworn financial
accountants have been given the authority
to audit capital stock companies as an

independent party.

Professionals cannot be assigned as
auditors if;

* He/she is a shareholder of the company

He/she is an employee/manager of the
company or was an employee/manager
within three year-time prior to the
assignment as Auditor

He/she is legal representative/
representative/ board member/
manager/director/owner/more than 20%
shareholding of a legal person, capital
stock company or commercial enterprise
directly or indirectly related with the
Company

He/she is a relative of the Company's
board member/manager to the third
degree or bound by marriagee

He/she is working for an entity having
more than 20% shareholding in the
Company

* He/she contributes to bookkeeping or
preparation of financial

He/she is working for someone who

is prohibited to be the auditor of the
Company due to the above-mentioned
reasons

30% of his/her income from auditing has
been earned from the Company or from
another company holding at least 20%
of the shares of the Company for the last
five years and it is expected to continue
in the current year.
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If an auditor assigned by an independent
audit company has issued independent
audit report for seven consequent years,
he/she is exchanged for a period of two
years.

The auditor cannot provide any service
other than tax consultancy/tax audit.

The auditor will audit the company’s
financial statements including balance
sheet, income statement, cash flow,
shareholders’ equity table, footnotes to the
financial statements and annual activity
report prepared by the BoD and report
prepared by the Committee for Early
Inspection and Management of Hazards,

in accordance with Turkish Accounting
Standards and Turkish Audit Standards.

Consequently, he/she will prepare an audit
report and state his/her opinion which may
be unqualified, qualified, disclaimer and
adverse.

* Unqualified opinion means the financial
statements are in accordance with the
Turkish Accounting & Auditing Standards
and that the statements fairly represent
the financial position of the Company

Qualified opinion means the financial
statements include some discrepancies
which may be corrected by the Company
Management.

Disclaimer means the impossibility to
finalize the audit work in accordance
with the Turkish Accounting/ Auditing
Standards, due to significant
uncertainties to form an opinion,
significant limitations made by the
Company.

Adverse opinion means the financial
statements include significant errors,
mistakes and do not fairly present the
Company status.

In case of a disclaimer or adverse opinion,
BoD resigns in four days after the delivery
date of the report and the General
Assembly is to assign a new BoD to prepare
the correct financial statements.

As per Council of Ministers Decision no.
2022/32029, which was promulgated

in the Official Gazette dated 30 November
2022, companies meeting at least two of
the following criteria shall be subject to
independent audit (effective from 1 January
2023).

a. Total asset size of TL 75 million or
more.

b. Annual net sales revenue of TL 150
million or more.

¢. Minimum of 150 employees or
more.

In case of companies that have subsidiaries
or affiliate companies, the amounts on

the financial statements will be taken into
account on a consolidated basis after
eliminating the intra- group transactions.
The participation share will be taken into
consideration when consolidating the
figures denoted on the financial statements
of the subsidiaries.

TCC also stipulates that limited liability
companies are also subject to the

aforementioned criterion.

Please also refer to Section 5.7. above.



6.2.6 New Rules About Limited Liability
Companies Under the TCC

The TCC has made many amendments

to Articles related to Limited Liability
Companies, the main points of which are
summarized below:

Establishment

If partners of a limited Liability company
(LLC) want to have a stronger organization,
they may decide to put Articles for validity
stated in Article 577 of the TCCin the
Company's Articles of Association.

LLC With a Sole Shareholder

The TCC also allows the establishment

of limited liability company with

one shareholder. As in the case of

joint stock companies with a sole
shareholder: through sole shareholder,
the entrepreneurs shall not be bound

to pick other persons in order to fulfill

the minimum number of shareholders.
The sole shareholder shall manage

the Company in bona fides in order to
prevent third parties to claim for the sole
shareholder’s personal liability. Finally, the
fact that all the shares of the Company are
transferred to a sole shareholder shall no
more be a ground for dissolution.

In case the number of shareholders
decreases to one, it should be registered to
the Turkish Trade Registry and announced
in the Trade Registry Gazette within seven
days.

Maximum number of shareholders of a
limited liability company can be 50.

Minimum capital of a limited liability
company must be TRY 10,000 divided into
shares of minimum TRY 25.

The regime regarding the payment of
the capital is in parallel with joint stock
companies.

Quorum in Shareholders Meetings

The TCC, unless otherwise stated by Law
or Articles of Incorporation, requires

more than 50% of shareholders’ votes

to make decisions. Only under certain
circumstances, different rates are required.

Resolutions below can be made with
the 2/3 of voting rights represented and
absolute majority of shareholders with
voting rights.

* Change of Company'’s field of activity

Creating Privileged share stocks

Limitation, prohibition or facilitation of
transfer of shares

Capital increase

Limitation or elimination of preemptive
right

Change of company headquarters

Approval of managers or shareholders
acts against dedication liability or
prohibited liability

Dismissal of a shareholder on just cause

Liquidation of the company

Application of Turkish Accounting
Standards for Financial Statements

Audit

Articles with respect to audit for Specific
Purpose, and Independent Audit applicable
for Joint Stock Companies are also
applicable for limited liability companies.
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Managers

Legally it is possible to assign one
manager.

Legal person shareholders are allowed
to be a member of managers' board by
means of assignment of a real person
representative. This should be registered
in the related Trade Registry and
published in the Trade Registry Gazette.

Managers' meetings may be realized in
electronic environment. Quorum rates
are the same as physical meetings.

Non-transferable Duties and Powers of
the Managers

Company's corporate management

Determination of organization of the
company

Assignment and dismissal of authorized
personnell

Supervision of managers' acts

Keeping of book of shares, book of BoD,
book of a GA Resolutions, preparation of
annual activity report, Preparation and
realization of General Assembly, Running
of General Assembly Resolutions

Establishment of the Committee for Early
Inspection and Management of Risk
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7. Employment law
and practice

Employment in Turkey is mainly governed
by the Turkish Labor Law and Trade Union
Law.

Types of Job Contracts
Based on the current Turkish Labor
Law, there are four different types of job
contracts:
a. Job contracts for “Temporary” and
“Permanent” Work
b. Job contracts with “Definite Period”
and “Indefinite Period”
c. Job contracts for “Part-time” work
d. Job contracts for “Work-upon-call”

Job contract does not have to be concluded
in a specific format. However, if a job
contract is signed for a definite period, it
must be concluded in writing.

Job contracts are exempt from stamp tax
and other duties.

Principle of “Equality” Among
Employees

Any kind of discrimination among
employees with respect to language, race,
gender, political opinion, philosophical
approach, religion or similar criteria is
prohibited by Law. Discrimination based
on the gender of an employee is not
allowed when determining the amount of
remuneration for employees working in the
same or equivalent jobs.
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In case of violation of the principle of
equality, the employee who is subject
to discrimination can request monetary
compensation.

Working Hours and Overtime
According to the Labor Law, the maximum
normal working hours is 45 hours per
week. In principle, 45 hours should be
distributed equally to the working days.

However, based on the relevant rules
introduced by the new Labor Law, working
hours may be distributed unevenly over
the working days provided that the total
daily working hours do not exceed 11 hours
a day and the parties agree on the uneven
distribution of the working hours over the
working days.

Hours exceeding the limit of 45 hours per
week are to be paid as “overtime hours".
Payment for the overtime hour must

be 1.5 times the regular hourly wage/
salary. Instead of the overtime payment,
employees may be granted a free time of
1.5 hours for each overtime hour worked.

Overtime worked during weekends and
public holidays is to be paid twice as much
as the regular hourly rate. These rates

are the minimum set by Law and may be
increased based on a collective or bilateral
agreement between employees and the
employer. Total overtime hours worked per
year may not exceed 270 hours.

Annual Paid Vacation

There are seven paid public holidays per
year (January 1%, April 23, May 1¢,

May 19, July 15, August 30™, and
October 29 plus two paid periods of
religious holidays (Ramadan Holidays - 3.5
days and Feast of the Sacrifice - 4.5 days).

Employees are entitled to paid annual
vacation for the periods indicated below,
provided that they have worked for at least
one year including the probation period.

Table 40: Entitlement to Paid Annual
Vacation

Years of Work Minimum
Paid Vacation
Period
1 - 5years (inclusive) 14 days
5-15years 20 days
15 years and longer 26 days




The minimum period of annual paid
vacation for employees below 19 and
above 49 cannot be less than 20 days.

These benefits are the minimum set by
the Law and may be increased based on a
collective or bilateral agreement.

In principle, paid vacation period cannot
be unilaterally divided by the employer.
However, the total period can be divided
into several parts based on the agreement
between the employer and the employee,
provided that a part of the vacation period
would not be shorter than 10 days.

If ajob contract is terminated either by the
employer or the employee, the vacation
pay earned by the employee as of the date
of termination must be paid.

Payment Procedures for Wages and
Salaries: According to the Law on the
amendments on Turkish Labor Law, wages
and salaries are required to be paid in
terms of TRY to the bank account of the
employee by employers that employ

at least 5 personnel. An administrative
penalty amount of TRY 429 per employee
and per month shall be charged to the
employer in case of failure of the employer
to pay the wages and salaries to the bank
account of the employees. It is possible to
denominate wages/ salaries in terms of a
foreign currency. Under certain conditions
for instance employer company’s more
than %50 shares are owned by foreign
investors or employee is foreign citizens. In
this case, wages/salaries shall be paid in
TRY calculated on the basis of the related
foreign currency rate prevailing as of the
payment date.

Wages/salaries cannot be paid in terms
of promissory notes or any other forms
of negotiable instruments. According to
the relevant rules of the current Turkish
Labor Law, employees whose salaries are
not paid within twenty days following the
regular payment date for reasons other
than force majeure are allowed to refrain
from work.

Maternity Leave: According to the relevant
rules of the current Turkish Labor Law,
female employees are permitted to have a
paid maternity leave period of eight weeks
prior to and eight weeks after giving birth
(i.e. a total paid maternity leave period of 16
weeks). Itis also possible to optionally take
unpaid maternity leave of up to six months
in addition to the paid leave period of 16
weeks.

Obligation to Employ the Disabled/
Handicapped and Ex-Convicts: Those
employers that employ 50 or more than
50 employees are required by Labor Law
to employ a certain number of disabled/
handicapped persons and ex-convicts. In
private sector, the number of disabled/
handicapped persons employed must
consist of 3% of the total number of
employees. In public sector this number is
4% of the total number of employees.

In case of failure to comply with disabled/
handicapped employment obligation, an
administrative penalty of TRY 5,918 for
2022 per each disabled/handicapped
employee who has not been employed and
per each month is to be charged to the
employer.

Bonuses and Profit Sharing
There is no obligation as to the number of
times of bonus payment during a year.

Timing for bonus payments can be decided
between employees and the employer.
Profit sharing is optional. There is no
obligation for employers to distribute a
share of profits to their employees.
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7.2. Social Security and
Unemployment Insurance
Payments

Social Security Premium Payments: Social
security premiums (as a percentage of
employee's gross earnings) are payable

by both employers and employees. Table
41 shows the rates that apply in the case
of office employees in the private sector.
Rates for employees working in specific
sectors (like mining, oil/gas exploration)
may vary depending on the risk category of
the work performed.

Maximum and minimum bases for
calculation of monthly social security
premium are TRY 75,060.00 and TRY
10.008,00 respectively, for the year 2023.

Foreigners making social security
contributions in their home countries do
not have to pay the Turkish social security
premiums if there is a reciprocal agreement
between their home country and Turkey.

Table 41: Social Security Premiums

Compulsory Contributions to
Unemployment Insurance Plan
(Unemployment Insurance Premium
Payments): Employees and employers
are required to make a compulsory
contribution to the Unemployment
Insurance Plan at the rates of 1% and
2%, respectively, of gross salary of the
employee (subject to a maximum base).

The monthly maximum base for the period
between 1 January 2023 and 31 December
2023 is TRY 75,060.00 (i.e. the maximum
base applied is the same as the maximum
base applied for calculating social security
premiums).

Like the social security premium payments,
unemployment insurance premiums

are also to be paid on a monthly basis.
Employers are able to deduct such
contributions from their taxable income.

Unemployment insurance premiums are
declared and paid to the Social Security
Organization together with social security
premium contributions.

Foreign individuals who remain covered
under the compulsory social security
system of their home country that have

a social security agreement in effect

with Turkey are not liable for insurance
payments to the Turkish social security.
The proof of foreign coverage is to be filed
with to the local social security office. If the
employee is not subject to a foreign social
security, full contributions would generally
be imposed.

Type of Risk Employer's Share (%) Employer's Share (%) Total (%)
Short-term risks (job accidents, occupational @ 7 >0
diseases, health and maternity)

Long-term risks (disability, old age, death) i 9 20
General Health Insurance 7.5 5 12.5
Contribution to Unemployment Insurance 2 1 3

Total 22,5 15 37.5

(Office Employees who have not qualified for retirement yet)
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2 Short Term Insurance Branches: work accident and occupational diseases,
health and maternity insurance branches.

Further, for Short Term insurance branches premium varied between 1% and
6.5% depending on the gravity of the danger of the work in terms of work
accident and occupational disease. Effective from 01.09.2013 the rate for short-
term insurance branches covering work-related accidents and illness, health and
maternity has been fixed to 2%. However, the Presidency is authorized to reduce
this percentage to 1.5% or to increase up to 2.5%.



Turkey has bilateral Social Security
Agreements currently with the following

countries:

—
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Germany

Albania

Austria

Azerbaijan

Belgium

Bosnia and Herzegovina
Bulgaria

Czechia

Denmark

. France

. Korea

. Georgia

. Croatia

. Netherlands

. United Kingdom

. Iran

. Sweden

. Switzerland

. ltaly

. Canada

. Montenegro

. Kyrgyzstan

. Turkish Republic of North Cyprus

. Libya
. Luxembourg

. Hungary

. Macedonia

. Mongolia
. Moldova

. Norway

. Poland

. Romania
. Serbia
. Slovakia

. Tunisia

Based on the relevant provisions of the
Labor law, employers and employees
are required to give specified notification
periods prior to the termination of
employment, as summarized in Table 42,
below.

Table 42: Required Minimum
Notification Periods for Employers and
Employees

Length of
Length of Service Notification

Period

0 -6 months 2 weeks

6 -18 months 4 weeks

18-36 months 6 weeks
More than 36

ore than 8 weeks

months

There are two types of termination of a job
contract:

1. Termination with notification

2. Termination without notification based
on justifiable reasons

Termination with Notification

Both the employee and the employer may
terminate a job contract concluded for an
indefinite period based on the natification
periods indicated in Table 42 The Employer
may terminate job contract by paying the
salary of the employee corresponding to
the natification period.
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Termination without Notification Based
on Justifiable Reasons

Both the employer and employee have the
right to terminate job contract without
notification under the following conditions:

- Reasons of health,

- Cases arising from misconduct and the
similar reasons,

- "Force Majeure” events that prevent
employee from working for a period
exceeding one week.

Termination Indemnity (Severance Pay)
A lump-sum termination indemnity is to be
paid to employees whose employment is
terminated due to retirement or

for reasons other than resignation or
misconduct. Such indemnity pay is
calculated on the basis of thirty days’ pay
per year of employment based on the
gross salary amount applicable at the date
of retirement or leaving. However, the thirty
days' payment per year of employment
may not exceed a maximum limit which is
TRY 19.982,83 as of July 2023 for the year
2023. Indemnity may be agreed to be

paid at an amount higher than the limit
indicated above if there is a provision in the
contract of employment.

Termination indemnity paid within the limit
specified is exempt from income withholding
tax. However, the amounts of indemnity
paid in excess of the limit shall be subject
to income tax.

The reasons on the basis of which
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employees are entitled to receive
termination indemnity are as follows:

a. Leaving workplace due to the
compulsory military service (for
males),

b. Retirement (in order to receive old
age, retirement pension or disability
allowance from the relevant
insurance institutions),

c.  Voluntary termination by female
employees within one year from the
date of marriage

d. Termination of the service contract
by the employer for reasons other
than moral and goodwill rules and
similar reasons.

e. Death of the employee.

In practice, employees' influence on
management is not strong in Turkey.

Unionization of labor is permitted under
the general framework of the Turkish Labor
Law.

Collective bargaining agreements are

negotiated by the Unions on behalf of
employees.
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In Turkey, all foreign nationals to be
employed by resident companies need to
obtain a work permit to be issued by the
Ministry of Labor and Social Security.

Evaluation Criteria for Granting Work
Permits

The evaluation criteria designated by the
Ministry of Labor and Social Security for
the purpose of fulfilling transactions
related to foreigners’ work permit requests
are summarized below:

1. The 5:1 Ratio: At least five persons
who are citizens of the Republic of
Turkey must be employed per each
foreign national to be employed at
the workplace for which work permit
is requested. In case the foreign
national requesting work permit is
a shareholder of the company, this
condition shall be required for the last
6 months of one-year work permit to
be granted by the Ministry of Labor and
Social Security. In case of requesting
work permit for more than one foreign
national at the same workplace, the
condition to employ five Turkish citizens
per each foreign national shall be
required individually (this condition
shall not be applicable, provided that
the Turkish entity applying for the work
permit works with the governmental
authorities under a governmental
contract for the purpose of realization
of a public project that is crucial for the
Turkish economy).

2. Conditions regarding paid-in capital
and sales volumes of the employer:
Paid-in capital of the workplace must be
at least TRY 100,000 or it should have
gross sales of at least TRY 800,000 or
the export volume in the last year must
be at least USD 250,000 (this condition
shall not be applicable provided that
the Turkish entity applying for the work
permits works with the governmental
authorities under a governmental
contract for the purpose of realization
of a public project that is crucial for the
Turkish economy).

For work permit requests regarding
foreign nationals to be employed by
Associations and Foundations, the
condition regarding minimum capital,
sales and export volume shall not be
applied; and both of the conditions 1)
and 2) shall not be applicable for work
permit applications related to those
foreign nationals to be employed in
representative agencies of foreign
countries’ airlines in Turkey as well as
those who will work in education and
home services sectors.

Condition for Foreign Shareholders:

If a foreign national requesting work
permit is a shareholder of the Turkish
company, he must own at least 20%

of the shares in the company and the
amount of his shares must correspond
to at least TRY 50,000.

Salary amount which is declared by

the employer to be paid to a foreign
national must be at a level which
complies with the position and
competence of the foreign national
(limits are determined as certain times
the minimum wage amount depending
on the type of profession and expertise
of the foreign national).

For foreign nationals to be employed by
companies in entertainment sector as
well as tourism animation organization
companies for occupations requiring
expertise and proficiency, there will

not be a separate quota application
provided that at least 10 Turkish
citizens are employed in these firms.

Company's e-statement user is
personally required to apply for
e-signature in order to apply the work
permit application via online application
portal. Without completing this
process, it will not be possible to initiate
work permit application processes.



Work Permits

For companies established in accordance
with Law No. 6745 (the law on international
labor force), an application has to be made
to the Ministry of Labor and Social Security
to obtain work permit for each foreign
employee. The Ministry of Labor and Social
Security reviews, evaluates and approves
the work permit applications.

Applications for work permits can be made
inside or also outside Turkey. Foreign
nationals residing outside Turkey shall
apply to the relevant Turkish Consulate

of either their country of residence or

their country of citizenship. Those foreign
nationals who have a valid residence permit
can apply directly to the Ministry of Labor
and Social Security.

Applications to be done outside of Turkey
via relevant Turkish consulates are realized
by the issuance of the work visa. Following
the application of the work visa, the Turkish
consulate gives a reference number to the
foreign applicant. This reference number is
used in the online work permit application.
An online work permit application is also
mandatory for the work permit applications
to be realized inside of Turkey.

The application for work permit should

be made prior to the arrival of the foreign
employee in Turkey. The preparation of the
required documents and the processing of
an application by the Ministry of Labor and
Social Security may sometimes take a few
months, it is advisable that the application
be filed by the local employer a few months
before the planned commencement of
employment of the foreign individual
concerned.

The documents and information to

be submitted to the Ministry of Labor
and Social Security for the work permit
applications are listed below:

Documents to be submitted by the
Employee:

1. Passport copy of employee,

2. Diploma copy of employee (master
degree is not accepted. It should be a
bachelor’s degree or if not available a
high school degree),

3. Name, surname of employee’s parents
and spouse and current address
information (Turkish |d number of the
spouse is s/he is a Turkish national),

4. Biometric size picture of employee, 5x6
cm with white background and taken in
last 6 months,

Documents to be submitted by the
Employer:

1. Employment contract signed by
employee including salary, title
information of employee,

2. Invitation letter,

3. Balance sheet and Income statement
approved by a certified public
accountant or Corporate Tax Return
approved by the relevant Tax Office in
Turkey,

4. The Turkish Trade Registry Gazette
indicating the most recent capital,
current address and shareholding
structure of the company,

5. Certificate of Activity which is approved
by Trade Registry,

6. Tax office document shows no
outstanding liabilities.

7. Signature Circular,
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8. Choice of
business entity

Companies that are established by
foreign investors in Turkey under the
provisions of the TCC, either on their own
or with Turkish partners, are regarded as
Turkish companies and entitled to all the
rights granted to companies founded by
Turkish citizens. The TCC, in its provisions
related to the formation of companies,
makes no essential distinction between
Turkish citizens and foreigners, nor does
it distinguish between partners and
founding partners, be they Turkish or
foreigners. According to the TCC legal forms
of business entities may be classified as
follows:

 Corporations ("Anonim Sirketi” - A.S.)

* Limited Liability Companies (“Limited
Sirketi” - Ltd. Sti.)

* Ordinary Partnerships ("“Adi Ortaklik”)

e Limited Partnerships ("Komandit Sirket”)
* Registered Partnerships ("Kollektif Sirket”)
e Limited Partnership Dividend into Shares

* (“Sermayesi Paylara Bolinmus Komandit
Sirket”)

* Sole Proprietorships
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The major guidelines for the choice of legal
status by a foreign investor in Turkey are as
follows:

* The choice of legal status for operations
should be between establishing either
a branch, (which does not constitute
a separate legal entity) or a subsidiary
company. A liaison office may also be
incorporated; however, it would not
be sufficient for a long-term operation
due to the prohibition on commercial
activities.

* The General Directorate of Incentives
Implementation and Foreign Direct
Investment (“GDIIFDI") treats branch
offices and independent affiliated
companies in almost the same manner.

* There are no significant differences in
establishment formalities for a branch
and subsidiary company.

* The foreign head office is liable for
obligations incurred by the branch.

* Branches have limited tax liability; they
are taxed on only the income derived in
Turkey, while subsidiary companies have
full tax liability, i.e., taxed on worldwide
income (see Chapter 9).

¢ Branches and subsidiaries can both
benefit from tax incentives.

* Branches are not required to provide
for legal reserves whereas subsidiary
companies have to provide the legal
reserves in accordance with the Turkish
Commercial Code.

Foreign firms that decide to operate in
Turkey usually establish either corporations
(A.S.) or limited liability companies (Ltd. Sti.).



Table 43: Comparison of the Three Most Common Types of Legal Presence
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Corporation (A.S.)

Limited Liability Company

(Ltd. Sti)

Branch

Legal Status

Independent legal entity

Independent legal entity

Legally dependent on its
headquarters

Tax Status

Full tax liability (resident)

Full tax liability (resident)

Limited tax liability

Number of
shareholders

Min: 1/Max: No limit

Min: 1/Max: 50

N/A

Capital Requirements

Minimum Total Capital:
TL 50,000 (TL 100,000 for
registered capital companies)

Minimum Total Capital: TL
10,000 (minimum capital per
shareholder: TL 25)

No specific limit required

Responsibility of
Shareholders for tax
and public liabilities

Limited to the amount of
capital contributed.

Liability is in proportion to
the share in capital.

The headquarters will be
liable.

Corporate Income
Tax Rate

20%

20%

20%

Dividend Withholding
Tax

10% (if profit is distributed)

10% (if profit is distributed)

10% (if profits are remitted)

Legal Reserves

Must be provided

Must be provided

N/A

8.2 General Rules
for Establishment of
Companies by Foreign

Shareholders

1. Permission from the Ministry

Commerce (MCC):

Permission from the MCC is no longer
required for establishment of both
corporations and limited liability

companies.

However, the establishment of following
types of corporations is still subject to the

permission of the MCC:

 Contribution Banks (formerly “Special

Finance Institutions”)
¢ Banks

* Holdings

* Insurance Companies

* Financial Leasing Companies

* Factoring Companies

e Companies providing services in the field
of consumer finance and credit cards

* Asset management companies

e Companies operating as licensed
warehouses

e Companies operating as licensed

e Companies to be listed in the Mercantile

e Exchange

agricultural warehouses

¢ Corporations authorized in trading of
foreign currencies (foreign exchange

dealers)

e Corporations subject to the regulations
of the

¢ Capital Market Board

e Corporations that will operate as
Department Stores

e Corporations established as the Founder
and Operator of a Turkish Free Trade
Zone
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2. Minimum Capital Requirement:
There is no longer a minimum capital

requirement for foreign investors.

The relevant rules of the TCC are applicable
with respect to the minimum capital
required for establishment.

Table 44: Minimum Capital Requirement

Type of Company TRY USD®

Corporation 50,000 2,674
i ith

Cor‘porann vv\.t 100,000 5348

registered capital

Limited Liability 10,000 535

Company

M Based on the exchange rates prevailing
as of 31 December 2022.

3. Number of Shareholders Required for
Establishment:

Table 45: Number of Shareholders
Required for Establishment

Type of Minumum Maximum
Company
Corporation 1 No limit
Limited Liabilit

imi iability 1 50

Company

4. Types of Activities: No limitation unless
prohibited by Law.

5. Limitation for Foreign Shareholding
Percentage: There is no limitation
regarding percentage of share held by
foreign shareholder.
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Formation

Turkish Commercial Code allows two
different methods of formation for
corporations:

1. Formation in a single step, in which the
founders contribute the whole capital
stock.

2. Formation by successive subscription,
in which some or all of the capital stock
is raised by public subscription.

In the latter case, the founders draw

up proposed Articles of Incorporation

and a prospectus on the basis of which
interested parties may subscribe to the
capital stock. However, Article 12 of Turkish
Capital Markets Code (TCMC) prohibits

the formation by successive subscription
for corporations applying to the Capital
Markets Board for public offering.
Consequently, formation by successive
subscription may be theoretically applied
in @ manner that less than five hundred
shareholders may buy the shares by public
subscription, since corporations with five
hundred shareholders shall be deemed

as public companies. Thus, successive
subscription may solely serve to form close
corporations.

A corporation may be formed with a
minimum of one registered shareholder.

A corporation is free to choose its trade
name on the condition that this name
reflects the scope of the activity of the
corporation in question. In order to
establish a corporation, the Articles of
Association must be prepared, signed, and
notarized before the Notary Public.

The Articles must include:

¢ Atrade name

¢ The duration of the life of the corporation
(which may be indefinite)

 Corporate objectives and fields of activity
* The split of contributed capital

e The number and groups of authorized
shares of the capital

Articles of Incorporation and a document
representing that all the capital has been
committed by shareholders (one fourth to
be paid prior to the incorporation and the
remaining to be paid within two years at
the latest from the registration date of the
Company).

Formation permit for corporations which
require permission of the authority

is issued by the Ministry of Trade. A
corporation shall be registered in the Trade
Registry where the head office of such
corporation is located.

A corporation is considered incorporated
when it is registered before the Trade

Registry and its Articles of Association are
announced in the Trade Registry Gazette.

Publicly Held Companies

Corporations whose shares or bonds are
offered to public must be registered with
the Turkish Capital Market Board; the
executive body governing the operations
of publicly held companies. Only those
companies established in the form of

a corporation may go public and their
shares can be traded on Stock Exchange.
Public corporations are subject to the
regulations of the Turkish Capital Market
Board. These regulations cover financial
reporting/ audit requirements, disclosure,
and announcement of a prospectus for
issuance of shares to the public, and the
authorized share capital.

Capital

Corporations may be formed with a
minimum capital of TL 50,000. The
subscribed share capital is to be paid in
cash orin kind.

Each shareholder's liability is limited to
the value of his or her shares and share
certificates may be in bearer or registered
form. Founding shares may be issued

to the founding members at the date of
formation. These shares may entitle the
holders to additional dividends.



Legal Reserves

Pursuant to the Turkish Commercial Code
five percent of a company's profit after
tax (or alternatively profit before tax) is

set aside as the first apportionment of
legal reserves (First Legal Reserve - FLR)
to recover any unforeseen losses that may

occur in the future. FLR must be provided

until its cumulative balance reaches 20% of
paid-in capital. A second apportionment of

legal reserves (Second Legal Reserve - SLR)
must be calculated as 10% of the amount
of profit decided to be distributed (except
for 5% of paid-in share capital-set aside as
“First Dividend”) to shareholders (see Table
46).

Table 46: Sample Computation of Taxes and Legal Reserves (assuming that all
profits are distributed)

Explanation TRY
Profit Before Tax 100.00
Corporate Income Tax (TRY 100 x 20%) @ (20.00)
Profit After Corporate Income Tax 80.00
- First Legal Reserves (TRY 80 x 5%)® 4)
Distributable Profit 76
First apportionment of dividends (5% of paid-in capital)© (20.00)
Balance after First Dividends 56
- Second Legal Reserves (56/11) (5.09)
- Second apportionment of dividends (to be distributed in 50.91
accordance with a decision by the shareholders’ general meeting)

Total Dividends Distributed (20 + 50.91) 70.91
Dividend Withholding Tax (DWT) (10% * 70.91) @ (7.09)
Net Dividends (70.91-7.09) 63.82
Total Tax Burden 27.09
Total Legal Reserves 9.09

@The computation assumes that the corporation has no tax-exempt income and
non- deductible expenses. The 20% rate is effective from 1 January 2023.

® FLRis to be provided until its total cumulative balance reaches 20% of paid in
capital as per the relevant rules of the TCC.

© Paid-in capital is assumed to be TRY 400.

@ Dividend Withholding Tax is applied at 10%.

Other extraordinary reserves are optional
and are determined by the Articles of
Association or by a decision of the General
Assembly.

How to do business in Turkey| Investors' guide

81



How to do business in Turkey| Investors' guide

A company is managed by its Board of
Directors (BoD) comprising a minimum
of one person. A director may be a real
or a legal person. There is no limitation

in the Turkish Commercial Code for the
maximum number of persons in the BoD.
The directors are elected at the General
Assembly meeting for a certain time period
by the shareholders or by the Articles of
Association. However, this period cannot
exceed three years.

They may be re-elected for a next period of
three years. The BoD designates individuals
authorized to represent the company

and determines the details concerning
signatory powers. Foreigners may also be
appointed as members of the BoD.

Meeting and Votes

Based on the Turkish Commercial Code,
the general assembly of a corporation is
attached with exclusive authorities and is
composed of all shareholders.

There are two types of general assembly
meeting:

1. The ordinary general assembly
meeting, which is to be held at least
once a year within three months
following the end of the accounting

period.
2. The extraordinary general assembly

meeting, which may be held as often as
deemed necessary.

In a general assembly meeting, the
shareholders have the right to modify

the Articles of Incorporation; appoint
directors and auditors; approve the income
statement, balance sheet, independent
auditors’ and directors' reports; ratify the
acts of the directors and acquit BoD; and
make all important decisions that may not
be delegated to any other body by Law.

The shareholders also have the right to
approve the dividend distribution proposal
of the directors as well as the amounts of
the directors’ emoluments.
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A general assembly meeting is called by
the BoD or, if the BoD fails to perform

its duties, by the statutory auditors. One_
or more shareholders, representing at
least one-tenth of the shares (“minority
shareholders”), can at any time request
extraordinary general assembly meeting.
This request must be in written form,
designating the purpose.

In general, a simple majority of votes
represented at general assembly meetings
is sufficient to pass a resolution and

make elections to office. However, certain
decisions require a quorum of two-thirds or
more of the shares (i.e. changing legal type
of the company granting certain privileges
and establishing limitations referring share
transfers). Some decisions like increasing
the shareholders' subscription (not capital)
requires a quorum of all of the shares and a
voting majority of 100%.

Liquidation of the company, acquisition

of the company by public enterprises
requires a quorum of two- thirds of the
shares and a voting majority of one-half of
those present; if a quorum is not reached
at the first call, a quorum of only one-half
of the shares is required at the second call
and a voting majority of one-half of those
present.

In the case of issuing of debentures, profit
distribution, an increase or decrease

of capital, the approval of directors,

or amendments to the Articles of
Incorporation, a quorum of one-half of the
shares is required and a voting majority of
one-half of those present; if a quorum is
not reached at the first call, a quorum of
only one -third is required at the second
call and a voting majority of one-half of
those present.

Publication of Information

Any changes in the Articles of Association
of a corporation must be announced in

the Official Trade Registry Gazette as well
as the announcement of the Articles of
Association. The resolutions regarding the
transfer of head office or the minutes of the
general assembly must also be announced
in the Official Trade Registry Gazette.

An annual report is required for each
accounting period and must be made
available for inspection by all shareholders
fifteen days prior to the annual general

assembly meeting.

Banks and insurance companies have

to submit their quarterly and annual
reports to various agencies, and their
financial statements must be published

in a newspaper. The format of financial
statements must be in accordance with the
standards approved by the related public
authorities governing the operations of
banks and insurance companies.

The companies that are subject to
independent audit must also have a
website in order to publish the information
to be announced in the Trade Registry
Gazette online.



Limited liability companies differ from
corporations with respect to the flexibility
of forming the organizational and
financial structure of the company and
exceptions regarding the limited liability
of shareholders. Moreover, limited liability
companies may not effectuate public
offerings. Limited liability companies
require a minimum of one shareholder.

The conditions for the formation of limited
liability companies are as follows:

a. The founders must be at least one
individual or legal entity, and the
number of shareholders may not
exceed fifty. The shareholders'
financial liability with respect to
unpaid taxes and the similar public
charges is in proportion to their
shares in the capital of the company
(with effect from 29 July 1998).

b. The minimum capital requirement
for a limited liability company is TL
10,000 which is divided into shares
of TL 25 or a multiple thereof. Each
shareholder receives a share of
the net profit in proportion to the
amount of capital paid up.

C. Theindependent audit criterion
and requirements for joint stock
companies are also applicable to
limited liability companies.

Previous pre-permits issued by the
Undersecretariat of Treasury - General
Directorate of Foreign Investment (GDFI)
were abolished through the new Foreign
Direct Investment Law. Branches can

be established under the provisions of
the Turkish Commercial Code with the
permission of the Ministry of Trade.

According to the regulations, to establish
a branch, a foreign company is required to
get permission from the Ministry of Trade,
Domestic Commerce Directorate. The
documents required are as follows:

1. Atranslated version of Articles of
Association

2. Permission granted from the Ministry
of Trade

3. Accompanying declaration approved by
the Ministry of Trade

4. Power of Attorney for the Branch
Manager

5. Signature Circular of Branch Manager

6. For a Turkish branch manager, copies
of Identification Card (Notarized before
a Notary Public), for foreign branch
manager, copies of the photo bearing
identification pages of their passports,
as notarized and apostilled

7. Letter of Undertaking
8. Registration Form
9. Establishment Form

10. Petition
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Partnerships are not a common vehicle

for foreign investment. Although they

are considered as legal entities (except
“ordinary partnerships”) under the
Commercial Code, they are not recognized
as such for tax purposes. Instead, the
partners are assessed as individual income
taxpayers on their respective shares of the
profits.

A corporate entity can be a partner of

an ordinary partnership. As for limited
partnerships, all partners must be real
persons. Limited partnerships and Limited
Partnership Divided into Shares are the two
most common types of partnerships in use.

Foreign companies may establish joint
ventures with individuals or ordinary
limited partnerships to perform a certain
project and to share the resulting profit.
Joint ventures may either choose to
register with the tax office to be subject
to corporate income tax or the parties
establishing the joint venture may each

be liable to tax individually, according to
their status, on their respective shares

of the profits. Joint ventures should

be established for projects that will be
completed within a certain period. The
parties forming the joint venture should
jointly undertake the project. “Consortia” in
which each party undertakes to conclude
a different part of the job do not fall within
the category of joint ventures.
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Liaison offices are not permitted to perform
any commercial activity in Turkey. Their
activities are limited to representation and
gathering information. The Ministry of
Industry and Technology Trade (General
Directorate of Incentives Implementation
and Foreign Direct Investment) initially
gives a three-year term permission for the
establishment of liaison office. A liaison
office’s expenses must be covered by funds
sent by the head office abroad. The liaison
office may not collect revenues on its own
account in Turkey.

A liaison office is not itself subject to
corporate income tax or personal income
tax asitis not permitted to generate any
income from its activities. However, it
should maintain statutory books and file
the necessary documentation to public
authorities when required. Employees of a
liaison office are not subject to income tax
provided that their salaries are paid from
abroad in terms of a foreign currency (i.e.,
the salaries must not be paid from Turkish
sources).
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A capital stock company may merge with

a capital stock company, cooperatives or
registered general partnerships (“kollektif
sirket”) and limited partnerships (“komandit
sirket”) provided that the company is

in the position of the transferee (in the
case of mergers with registered general
partnerships and limited partnerships).

On the other hand, sole proprietorships
may only merge with sole proprietorships,
capital stock companies and cooperatives
provided that sole proprietorship is the
transferor (in the case of merger with
companies and cooperatives).

If merger of companies is realized in
accordance with those provisions of

the Turkish Corporate Income Tax Law
governing tax-free mergers, any income
resulting from the merger is not subject
to corporate income tax. Only the profit
of the dissolving company for the partial
accounting period ending as of the date
of merger is subject to taxation. Carry-
forward tax losses of the dissolved company
can be utilized by the takeover company
under certain conditions.

Tax-free full and partial de-mergers as well
as share swaps can be realized based on
the relevant rules of the new Corporate
Income Tax Law.

The transaction of merging or dissolving
itself is exempt from Value Added Tax
provided that the transactions are realized
in accordance with the conditions specified
in the relevant provisions of the Turkish
Corporate Income Tax Law.
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9. Corporate income
taxation

The previous Corporate Income Tax
Law (Law No. 5422) was replaced by a
new Law (Law No. 5520) (published in
the Official Gazette on 21 June 2006)
including a number of significant changes
and introducing new concepts with the
intention to bring Turkey more in line
with the international applications and
to fully address international tax issues
of multinational companies as well as
issues relevant to Turkish companies
with extensive trade and manufacturing
operations in foreign countries.

Some of the rules of the New Turkish
Corporate Income Tax Law apply
retroactively from 1 January 2006.

In Turkey, income and earnings of
corporations, limited liability companies,
Turkish branch offices of foreign firms,

joint ventures, cooperatives and public
enterprises are subject to corporate
income tax. State Economic Enterprises
and trading bodies of foundations and
associations are also regarded as corporate
income taxpayers and subject to corporate
income tax.

Residence is of considerable importance
for corporate income taxation. Residents
are fully liable under the Turkish tax system
(that is, they pay taxes in Turkey based on
their worldwide income). Non-residents
have limited liability and are subject to tax
on only their business earnings derived in
Turkey.

Corporations have full liability to Turkish
taxation if their legal headquarters (as
indicated in the taxpayer's Articles of
Incorporation) or their business centers are
in Turkey. Business center means the place
where business transactions are actually
concentrated or carried out. All companies
established with foreign capital under the
Turkish Commercial Code have full liability.

Foreign companies investing in Turkey
usually have corporate status abroad and
their legal and business headquarters are
outside of Turkey. For this reason, foreign
companies or foreign members of joint
venture companies are usually regarded as
having limited liability under the Corporate
Income Tax Law and are subject to tax only
on their business income and earnings
derived in Turkey.

Under Turkish Tax Legislation, for the
income of a non-resident company to be
taxable, the company must have a place of
business or a permanent representative in
Turkey and the earnings must have been
realized either at this place of business or
through this representative. Even if these
conditions are fulfilled, if a company’s
business headquarters are not in Turkey
and it sells in other countries—but not in
Turkey—the goods purchased in Turkey
for export purposes, the company will not
be taxed on the earnings derived from
this business. On the other hand, all the
commercial earnings derived in Turkey (in
a place of business or through permanent
representatives) by foreign legal entities
having a place of business or branch offices
or permanent representatives in Turkey
shall be taxable.
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Taxable corporate income is determined
by taking into consideration all business-
related expenses, income, tax losses

and deductions in accordance with the
provisions of Articles 8,9, 10 and 11 of the
Corporate Income Tax Law.

Effective from 1 January 2006, the Turkish
corporate income tax rate is reduced
from 30% to 20%. Please refer to Table
47 for a computation of the tax burden
of a resident corporate income taxpayer
assuming that profit is distributed.

Law No. 7316 on Amendment of the

Law on Collection Procedures of Public
Receivables and Other Certain Laws has
been promulgated in the Official Gazette
dated April 22, 2021 and numbered 31462.
As is known, the corporate income tax rate
is 20% in Turkey. It had, however, been
temporarily increased to 22% for the 2018,
2019, and 2020 tax years.

According to this Law, the corporate
income tax rate will be applied at the rate
of 25% for the 2021 tax year, 20% for the
2023 tax year.

Pursuant to the Law No. 7338 amendment
made in Article 120 of the Income Tax Law,
the following amendments have been
made:

a. Thefourth-quarter Advance
Corporate Income Tax Return has
been abolished. Accordingly, the
Advance CIT Return periods will be
applied in three terms (January-
March, April-June, July-September)
as of 01.01.2022.

b. one-time and continuous fixed
assets valuation have been brought

¢.  The depreciation periods can be
determined shorter or longer within
certain limits/conditions as well as
daily depreciation.
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Law number 7351, passed on 19 January
2022, amends Article 32 of the Corporate
Tax Law and offers a corporate tax rate
reduction of 1% for:

* income earned by exporters from
exportation

* income earned from manufacturing
activities by manufacturers with industry
registration certificates.

The law was published in the Official
Gazette on 22 January 2022 and

entered into force on the same date. Itis
effective for years 2022 and onward. This
means that while the tax rate for other
companies is 23% in 2022, for qualifying
manufacturers and exporters it is 22% for
the portion of their income resulting from
exporting and manufacturing activities.

Table 47: Tax Burden of a Resident Corporate Income Taxpayer (Assuming
that profits are distributed and legal reserves are ignored)

TRY
Corporate Income 100
Corporate Income Tax (20%) (20)
Net Income After Corporate Income Tax 80
Dividend Withholding Tax (10%) 8)
Total Tax Burden 28
Net Profit After Taxes 72




On 22 December 2021, Turkey's
Presidential Decision No. 4936 (the
Decision) was published in the Official
Gazette. The Decision reduces the general
withholding tax (WHT) rate on dividend
distributions from 15% to 10%. Accordingly,
10% WHT will apply on the dividends to be
distributed by Turkish resident entities (fully
liable corporate taxpayers) to:

¢ Turkish resident individuals

* Turkish residents who do not have any
tax liability or are exempt from income
and corporation taxes

Nonresident (limited liable) entities,
excluding those who receive dividends
through a permanent establishment and
representative in Turkey

Nonresident individuals

Nonresidents who are exempt from
income and corporation taxes

Dividends distributed by a resident Turkish
entity to another resident Turkish entity
continue to be exempt from dividend
withholding tax.

Tax losses may be carried forward for five
years provided that the losses for each
year are shown separately in the corporate
income tax returns. Jax losses may not be
carried back. If a company incurs losses as
a result of which share capital is impaired
or the company becomes insolvent
(“technical bankruptcy”), shareholders are
to take the necessary actions to repair the
equity in accordance with Article 376 of
the New Turkish Commercial Code which is
effective as from 1 July 2012.

a) Exemption of Participation Gains
Derived from Turkish (Resident)
Participations:

Dividends received by a resident corporate
income taxpayer or a Turkish branch of

a foreign entity from a Turkish (resident)
company are exempt from Turkish
corporate income tax.

b) Exemption of Participation Gains
Derived from Foreign (Non-Resident)
Participations:

Dividends received from foreign
participations are exempt from corporate
income tax in Turkey provided that all of the
following conditions below are satisfied:

* The foreign company paying the dividend
must have corporation or limited liability
company characteristics;

* The Turkish recipient must own at least
10% of the paid-in capital of the foreign
company for a continuous period of
at least one year as of the date of the
derived income;

* The profits of the foreign participation
out of which dividends are paid must
be taxed at an effective tax rate of
at least 15% (23% where the profits
are derived from financial operations
including financial leasing, insurance or
investments in securities);

* The dividends from the foreign
participation must be remitted to Turkey
by the deadline for filling the corporate
income tax return for the year in which
the dividends are derived.
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As per the Article 10 of the Corporate Tax
Law titled "Other Deductions", capital
companies except for those that operate
in the sectors of Finance, Banking and
Insurance such as financial leasing,
factoring, financing companies, asset
leasing companies; and Public Economic
Enterprises are allowed a deemed interest
deduction that is equal to 50% of the
interest calculated on the cash capital
increase in the registered capital of the
existing corporations or cash capital
contributions of the newly incorporated
corporations based on the average interest
rate announced by the Central Bank of
Turkey for TL denominated commercial
loans, from their Corporate tax base of the
relevant year.

According to the amendment on Tax
Procedure Law and Certain Laws through
the Law N0.7338; 50% rate will be applied
as 75% for cash contribution made from
abroad.

This amendment has entered into force
dated 26.10.2021 and be effective for cash
contributions made after the publish date.

With Law No. 7417 published in the Official
Gazette dated 5.7.2022, and numbered
31887, the benefit from notional interest
deduction derived from cash capital
increase was constrained to 5 years
starting from the taxation period of 2022.
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Table 48: The Cash Capital Increase & Interest Deduction

TRY

Cash capital contribution (from abroad)

5.000.000

Average interest rate announced by the
Central Bank of Turkey

13,47%

Interest Deduction Rate

75%

Date of capital increase (March 2022)

10/12

Interest Deduction Amount

421.000

9.9.1 Turkish Holding Companies

Under the rules, which have been effective
from 1 January 2006, capital gains derived
from the sale of foreign participations that
have been held for at least two years (730
days) by an international holding company
(in the form of a corporation) resident in
Turkey are exempt from corporate income
tax. To qualify as an international holding
company, the following requirements must
be met:

* Atleast 75% of the total assets (excluding
cash items) must comprise foreign
participations for a continuous period of
at least one year;

* The Turkish company must hold at
least 10% of the capital of each foreign
participation;

* The foreign participation must have
corporation or limited liability company
characteristics.

9.9.2 Sale of Participation Shares and
Immovable Property

Based on the relevant rules of the
Corporate Income Tax Law effective from
21 June 2006, a corporate income tax
exemption is granted for 75% of the capital
gains derived from the sale of
participation shares and 50% of the capital
gains derived from the sale of immovable

property that have been held for at least
two years provided that the gains from such

transactions are kept in a special reserve
account under “Shareholders’ Equity” for
five years and that the sales proceeds are
collected by the end of the second calendar
year following the year of sale. Liquidation
of the company or distribution of the
reserves within five years is a violation to
apply the exemption.

Those corporate income taxpayers that
are commercially engaged in continuous
trading of participation shares and
immovable property cannot benefit from
this capital gain exemption.



The CFC rules, which apply from 1 January
2006, will be triggered where a Turkish
resident company (alone or with another
Turkish resident) controls, directly or
indirectly, at least 50% of the share capital,
dividends or voting power of a foreign
entity and the following conditions are
satisfied;

e 25% or more of the gross income of
the CFC is composed of passive income
items such as dividends, interests, rents,
license fees or gains from the sale of
securities which are outside the scope of
commercial, agricultural or professional
income;

* The CFCis subject to an effective tax
rate of lower than 10% in its country of
residence; and

* The annual total gross revenues of
the CFC exceed the foreign currency
equivalent of TRY 100,000.

If the above requirements are met, the
profits of the CFC will be included in

the profits of the Turkish company in
proportion to the Turkish company’s
share in the capital of the CFC, regardless
of whether such profits are distributed
and will be taxed currently at the Turkish
corporate income tax rate of 20%.

The new Corporate Income Tax Law has
introduced transfer pricing rules that are
in the line with the OECD Transfer Pricing
Guidelines. The transfer pricing rules have
been effective from 1 January 2007.

According to the transfer pricing rules,
transactions (i.e. the sale or purchase

of goods and services) between related
parties (both resident and non-resident)
must be in line with the arm'’s length
principle. Otherwise, the related profits
will be treated as having been wholly

or partially distributed in a disguised
way via transfer pricing and subject to
both corporate income tax and dividend
withholding tax depending on the tax
status of the recipient of the disguised
profit.

The rules provide for four traditional
transfer pricing methods listed in the
OECD Transfer Pricing Guidelines: 1)

the Comparable Uncontrolled Price

(CUP) method, 2) the Cost-plus Method,
3) the Resale Price Method and 4) the
Transactional Profit Methods. When these
are not appropriate, taxpayers may use
other methods as necessary.

Other acceptable methods include profit-
based methods in the OECD Transfer
Pricing Guidelines (e.g., the profit-split
method and the transactional net margin
method) as well as unspecified methods
which prove to be the best method based
on the particular circumstances of the
taxpayer.

Taxpayers also have the option of
concluding an Advance Pricing Agreement
(APA) with the Turkish Ministry of Treasury
and Finance to determine the transfer
pricing method with regard to cross-border
related party transactions. The selected
method would apply for a maximum period

of three years, provided that the conditions
effective at the time the APA is agreed
remain unchanged. APAs may be unilateral,
bilateral or multilateral.
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Taxpayers are required to prepare/maintain
documentation to support transfer prices
determined and used.

Declaration of Related Party Transactions:
All corporate income taxpayers having
related party transactions are required

to complete a “Form Relating to Transfer
Pricing, Controlled Foreign Companies and
Thin Capitalization” and submit it to their
tax office together with their corporate
income tax returns.

Annual Documentation Report
Requirement:

Corporate income taxpayers registered
with the Large Taxpayers' Tax Office (LTTO)
must prepare annual transfer pricing
documentation report regarding their both
cross-border and domestic related party
transactions. Those corporate income
taxpayers not registered with LTTO must
also prepare annual documentation report
regarding only their cross-border related
party transactions. All documentation must
be prepared by the time corporate income
tax returns are filed. Taxpayers must retain
the documentation reports and submit

it to the Tax Authorities upon any official
request.

Under the framework of implementation
of BEPS action 13, Turkey has adopted
transfer pricing documentation in local
regulations through Presidential Decree
No. 2157 issued on 25 February 2020:
introducing the three-tier transfer pricing
documentation obligation as from 2019,
including the master file, CbC report/CbC
report notification, in addition to the local
file. Implementation was further explained
in Transfer Pricing General Communiqué
No. 4 issued on 1 September 2020.

As long as a domestic related party
transaction between two Turkish corporate
entities does not cause a loss of revenue
to the Turkish Treasury, it will be deemed
to be at arm's length for tax purposes
(effective from 1 January 2008).
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Costs incurred by headquarters located
abroad may be allocated to Turkish
branches and deducted through
distribution keys to be determined in
accordance with the arm’s length principle,
provided that the costs incurred abroad are

directly related to the commercial activities
of the Turkish branch.

In order to ensure tax deductibility, the
following conditions must be satisfied:

a. Benefit Test: The services
underlying cost contribution
arrangements or cost sharing
agreements must be performed
in reality. The payment must be
related to the services which
contribute to generation and
securing of revenues in Turkey.

b. The group company in Turkey
receiving the service must really.
need the service concerned.

c. Tc. The portion of the cost to
be allocated with respect to the
services provided for the benefit
of the Turkish recipient must
be in compliance with the arm’s
length principle. The allocation/
distribution key of the costs shared
must be at arm’s length.

d. The relevant supporting

documentation must be maintained.
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Any cash/accrued payments to parties
including the business offices of Turkish
Resident Companies located in those
jurisdictions engaged in "harmful tax
competition” (usually tax heaven countries),
to be specified by the Council of Ministers,
will be subject to a 30% withholding tax
regardless of the type of income derived

by the party resident in a country engaged
in harmful tax competition. The Council

of Ministers is expected to announce

these tax haven countries by taking into
consideration the taxation system of the
country where the earnings are derived

as well as the capacity to exchange
information (however, the list of countries
has still not been announced by the Council
of Ministers).

The Council of Ministers has the

authority to reduce this WHT rate to 0%
for particularly specified transactions
which are in line with the arms-length
principle. If the transactions involve the
import of a commodity, acquisition of
participation shares or dividend payments,
the withholding tax will not be imposed
provided that the pricing is considered to
be atarm's length.

Under the current rules of the Turkish
Corporate Tax Law, that portion of the
loans granted by shareholders or related
parties which exceeds three times the
equity at any time within an accounting
period is deemed to be “thin capital”. In
case the loan is obtained from a related
bank or a related financial institution,

then half of such loans will be taken into
consideration in determination of thin
capital amount. Accordingly, loans from
related party banks or financial institutions
will not trigger the rules unless the amount
of the borrowing exceeds six times the
equity.

For thin capitalization purposes, “related
parties” are defined as shareholders and
persons related to shareholders that
own, directly or indirectly 10% or more of
the shares, the voting rights or the right
to receive dividends of the company.

The equity amount to be determined in
accordance with the Tax Procedures Code
at the beginning of the accounting period
shall be the equity to be considered in
determination of thin capitalization.

Interest, foreign exchange losses and

any similar expenses incurred on the
exceeding portion of the related party

loan are considered as non-deductible

for corporate income tax purposes and
thus subject to corporate income tax. In
addition, the interest and any relevant
expenses corresponding to that portion
of the loan exceeding three times

the equity will be deemed as “hidden
profit distribution” or a “remittance of
profits” (in the case of non-residents
operating in Turkey through a permanent
establishment) as of the last day of the
accounting period in which the conditions
for application of thin capitalization

rules are satisfied. Such hidden profit
distributions will be made subject to
dividend withholding tax at 10%, depending
on the taxation status of the recipient of
the hidden profit. Double Tax Treaties may
reduce the rate of dividend withholding tax
depending on the country of residence of
the recipient of the dividends.



9.15 Restriction on
Deduction of Financial
Expenses

The Presidential Decree No. 3490 on
financial expense restriction has been
promulgated in the Official Gazette dated
February 4, 2021, and numbered 31385.

As may be recalled, with Law No.

6322 published in the Official Gazette
dated 15.6.2012, in order to encourage
companies to meet their financing needs
with their own resources instead of
borrowing, amendments have been made
to Article 41 of the Income Tax Law (Law
No0.193) and Article 11 of the Corporate
Income Tax Law (Law N0.5520).

With the aforementioned Decree, this
application has been implemented.

According to the 3490 numbered
resolution, the financing expense
restriction to be applied in the taxation
periods starting from 01.01.2021 was
determined as 10%.

Pursuant to 15t clause of Article 11 of

the Corporate Income Tax Law (Law
No.5520) for companies with liabilities
exceeding their shareholders' equity
(excluding banks, financial institutions,
financial leasing, consumer financing
companies and factoring companies), 10%
of interest, commission, delay charge,
dividend payment, exchange difference,
late payment interest and similar types

of payments in relation to the amount

of liabilities exceeding the shareholders’
equity cannot be deducted from Corporate
Tax Base. Financing expenses that are
capitalized to the cost of the investment
are not treated within the scope of the
restriction.

Table 49: Restriction on Financial Expenses
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TRY
1 Equity 200.000
2 Liabilities 300.000
3(2-1) Difference 100.000
4 Interest Expense 50.000
5(3/2) Difference/Liabilities 0,33
6 (4*5) Interest Expense Restricted 16.500
7 (6*0,10) Non-deductible Expense 1.650

9.16 Taxation of Branches of
Foreign Companies

Branches of foreign companies are
considered to have limited tax liability
based on the income derived in Turkey.
Business income derived by a Turkish
branch of a foreign entity is subject to
corporate income tax at 20% effective from
January 2006 based on the new Corporate
Income Tax Law. In 2023 tax rate will be
applied at 20%.

Additionally, branch profits after deduction
of 20% corporate income tax are subject
to 10% withholding tax in case profitis
transferred. See Table 50 for a sample
computation of tax burden on a branch.

Table 50: Tax Burden of a Branch

Income items other than business income
derived by non-resident corporate entities
are subject to withholding tax at the
following rates:

Professional service earnings such
as consulting, supervision, technical
assistance and design fees - 20%

Earnings derived from the sale or transfer
of intangible assets such as copyrights,
patents and trademarks - 20%

Royalties - 20%

Dividends distributed - 10%

TRY

Branch Profits Before Tax

100,00

Corporate Income Tax (20%)

20,00

Profit after Corporate Income Tax
(Withholding Tax Base)

80,00

Withholding Tax (10%*80)

8,00

Total Tax Burden

28,00
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According to Article 5/A of the Turkish
Corporate Tax Law, foreign funds will not
be taxed on the income derived from
specified portfolio investments made
through fully liable companies possessing
portfolio management certificates issued
by the Capital Market Board of Turkey. If
all the requirements are met, portfolio
management companies will not constitute
a permanent representative or the place
of business of the foreign fund, and such
earnings will not be reported as income.

9.17.1 Who can benefit from the
exemption?

Tax exemption is allowed to foreign funds
that are accepted to be similar to those
subject to the regulations and supervision
of the Capital Market Board of Turkey. This
exemption shall not affect the withholding
taxes to be imposed on these funds’ gains
obtained from Turkey.

9.17.2 Covered instruments in the
portfolio:

* all kinds of securities and capital market
instruments which are traded or non-
traded in organized stock exchange,

futures and options contracts,

warrants,

foreign exchange,

futures and options contracts on
commodity based,

credit and other financial assets,

commodity transactions in precious
metals stock markets
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9.17.3 Other Requirements:

a. Transactions that are conducted on
behalf of the foreign fund should fall
into the usual operation activities of
the portfolio management company

b. There should be independent
relationship between portfolio
management company and
foreign funds, with regard to their
commercial, legal and financial
characteristics

c. Portfolio management company
should receive arm’'s length
compensation for the services
performed and transfer pricing
report should be submitted by the
portfolio management company
to Revenue Administration, within
the period of the corporate tax
declaration submission

d. Portfolio management company
and associated persons or entities
should not have direct or indirect
ownership right more than 20%
of the portfolio management
company on gains of foreign funds
after offsetting the compensation
received for the services provided

Portfolio management company’s income
derived from the benefits of ownership

of the share of foreign fund is exempted
from corporate tax, provided that above
mentioned conditions are met. When the
calculation of the share of the Portfolio
management company’s earnings are
made; payments such as management
fees, incentive, bonus, performance

fee and the similar are excluded. If

the company engaged in portfolio
management and its related people
separately or together own more than 20%
of the gains of foreign funds, corresponding
gains of the fund are taxed according to the
general rules.

Excluding the gains of a portfolio
management company arising from
shareholding in a foreign fund, in case of
fund's fully liable shareholders’ direct or
indirect ownership on the fund'’s income
exceeds the 5% of the fund's total gain, all
of the full liable persons and companies
are declared by the company acting

as portfolio manager to the Revenue
Administration. In case of failure to make
such declaration, the company acting

as portfolio manager shall be jointly and
severally liable.

9.17.4 Non- Covered portfolio income:
The following types of income are excluded
from the definition of portfolio income:

* Income from immovable property in
Turkey

* Income from shares of companies, 51%
or more of whose assets composes
of immovable property, and forward
transactions and option agreement on
these shares

Income from forward transactions
and option agreement on the basis
of commodity excluding payment
reconciliation entailment

Income from insurance agreements and
gains of forward transactions and option
agreement of insurance agreements



Liquidation involves the conversion of
assets into cash, settlement of liabilities
and distribution of the surplus to the
shareholders in proportion to their equity.
Capital gains (asset realization value less
book value) are subject to corporate
income tax. Net liquidation proceeds (after
tax) can be repatriated.

Liquidation is started by a court decision
at the company’s request or at the request
of creditors and a fairly lengthy process
lasting eighteen to twenty-four months.

The accounting period for tax purposes
(tax year) is normally the calendar year.
However, companies may have tax

years different from the calendar year,
appropriate to their business and subject
to the prior approval of the Ministry of
Treasury and Finance.

Returns, Assessments and Payments

Corporate income tax return is due to be
filed by the last day of the fourth month
after the end of the accounting year (i.e.

in case of the calendar year, the return

is due by April 30®" of the following year).
The corporate income tax is payable by

the end of the month in which tax return

is due to be filed (i.e. by the end of April

for the companies using calendar year as
fiscal year). The balance sheet and income
statement for the relevant period must also
be filed together with the corporate income
tax return.

Delays in the payment of taxes are made
subject to a monthly delay charge at the
rate of 2.50% (effective from 21 July 2022).
The Presidency is authorized to amend the
delay charge rate, at any time.

If a taxpayer fails to file a return, the tax
authorities may do ex-officio assessment.
In case of fraudulent transactions (specified
in Article 359 of Turkish Tax Procedures
Code), there may be imprisonment
penalties charged from 18 months to three
or five years in addition to the monetary
tax penalties.

Advance corporate income tax is payable
at the same rate applicable to annual
corporate income tax based on quarterly
profits, as shown in the corporate income
taxpayer’s quarterly income statement.

The advance corporate income tax must be
declared until the 17" of the second month
following the quarterly period (i.e., within
44 days) and paid until the 171" day of the
second month following the quarterly
period. If the advance corporate income
tax payments made during a year exceed
the actual corporate income tax amount
calculated on the annual corporate income
tax return, the excess may be credited or
paid back to corporate income taxpayer
upon written application to tax office.
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Role of Accounting Professionals and
Tax Auditors

Until June 1989, there were no regulations
in Turkey related to the accounting
profession. The Law of Certified Public
Accountancy and Sworn Certified Financial
Consultancy (Law No. 3568) basically
defines the profession and indicates the
rights and responsibilities of accountants
and tax auditors. Certain transactions
and documentation require certification
by sworn financial consultants (similar

to certified public accountants in the US
practice).

Inspections for tax purposes are carried
out by government tax inspectors

under the supervision of the Turkish Tax
Inspection Board within the Ministry of
Treasury and Finance. Controls are strict
and tax inspectors from the Ministry of
Treasury and Finance make spot checks of
tax returns.

The period of statute of limitations for
tax inspections is five years. Accordingly,
tax return of a particular fiscal year is

not subject to inspection or additional
assessment after the end of the fifth year
following the year in which the tax liability
was incurred.
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10. Individual
iIncome taxation

In general, individuals residing in Turkey
are liable for personal income tax on all of
their income derived in and outside Turkey.
However, individuals who do not reside

in Turkey but receive part of their income
from Turkey are liable for income tax only
on their income derived in Turkey. The
former is known as “full liability taxpayers”,

and the latter as "limited liability taxpayers”.

Expatriates who reside in Turkey for more
than six months in one calendar year are
generally considered as having permanent
residence in Turkey and are taxed on their
worldwide income. Foreigners who are in
Turkey for a fixed period on a temporary
assignment are not regarded as resident
taxpayer in Turkey, even if they stay for
more than six months.

In determination of the extent of Turkish
tax liability of an expatriate, the relevant
provisions of double tax treaties should

also be considered.

In order for wages to be taxable in Turkey,
the services must be performed or
benefited in Turkey; the payment must be
made in Turkey; or if the payment is made
in a foreign country, it must be transferred
to the account of a company in Turkey.
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Personnel sent to Turkey by companies
with headquarters outside Turkey in order
to carry out assembly work or perform
any other specific task are taxed on
emoluments paid by the local employer
covering their costs in Turkey. On the
other hand, the emoluments that such
personnel receive with respect to their
position in their home country and paid
by the head office abroad are not subject
to Turkish withholding taxation. However,
consideration (in the form of wages,
salaries, attendance fees or other fees)
received outside Turkey by chairmen,
directors, other officials or the auditors of
companies located in Turkey is considered
to be earned in Turkey (and therefore
subject to Turkish taxation) if it has been
charged to the account of a company or
individual resident in Turkey.

Regardless of their nationality, most Turkish
residents, unless covered by an exemption,
are subject to personal income tax.

Types of Income
Income tax is levied on the following types
of income:

* Business profits (Commercial Income)

Agricultural profits

Salaries and wages (defined further
below)

* Income from professional services (such
as services rendered by lawyers, tax
consultants, engineers etc.)

* Income from immovable property (mainly
rental income)

¢ Income derived from securities (interests,
dividends)

Other income (capital gains and
nonrecurring income)

Each income item is defined in the Income
Tax Law.

All income arising from an individual's
employment is subject to personal income
tax. As arule, all benefits received from
the employer (in cash or in kind) fall within
the definition of emoluments, however,
there are some exceptions to this general
rule (for example, equipment that the
employer owns but assigns to the usage
of the employee does not give rise to
assessment).



Social security contributions (including
contributions to be paid to the
Unemployment Insurance Plan starting
from 1 June 2000) are also allowable
expenses, as well as insurance premiums
for sickness, life (limited with 50% of the
premium) and disablement. Premium
deduction is limited with 15% of the salary
and the total amount of annual deduction
cannot exceed the annual minimum wage
amount.

Based on Law no. 6327 which amended
"The Private Pension Savings and
Investment System Law', deduction

of premiums paid by employee to
private pension system is not allowed
anymore (effective from 1 January 2013).
Instead, employees will have the right
for government contribution for his/her
paid contributions to the Private Pension
Account. Accordingly, if an employee pays
premiums to private pension system,
there will be a government contribution
equal to 30% of the premium paid. (The
contribution upper limit to favor this
incentive is the 30% of annual amount
of minimum wage). The arrangement
that has been related to the government
contribution entered in force with effect
from 1 January 2013.

The incentive system promotes staying
longer within the system, and, accordingly,
the insured parties have been enabled

to earn government contribution and
proceeds in relation with the determined
periods and proportions. The government'’s
contributions will be withdrawn if an
insured individual cancels membership
before three years. In order to earn full
amount of government contribution,
retirement must be won or leaving must
occur due to compulsory reasons (i.e.
death or disablement).

Employees’salaries are exempted from
income tax and payroll stamp duty tax up
to annual minimum statutory wage as of
January 2022.

10.3 Individual Income Tax
Rates

The progressive income tax rates for
salaries and other income (with effect from
1 January 2023) are shown in Table 51 and
52, below.
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Table 51: Individual Income Tax Rates for Salaries (2023)

Taxable Income (TL)

Tax Rate (%)

Up to 70,000

15

Between 70,000 - 150,000

20

Between 150,000 - 550,000

27

Between 550,000 - 1,900,000

35

Over 1,900,000

40

Table 52: Income Tax Rates for Other Types of Income (2023)

Taxable Income (TL)

Tax Rate (%)

Up to 70,000

15

Between 70,000 - 150,000

20

Between 150,000 - 370,000

27

Between 370,000 - 1,900,000

35

Over 1,900,000

40
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The tax year for individuals is calendar year
and thus ends on 31 December. The filing
and payment schedules vary according to
the type of income.

Generally, tax resident individuals must

file their income tax return by 31 March of
the following year. The income tax must be
paid in two equal installments by the end of
March and July.

On the other hand, individuals pay an
advance income tax of 15% on their
quarterly profits determined for the first
nine months of the relevant accounting
period in accordance with the provisions
of the Law on the determination of
commercial or professional income.
Advance income tax of a quarterly period is
to be declared until 17" day of the second
month following the end of the quarterly
period and paid on the 17" day of the
following second month of the end of the
quarterly period.

If the advance income tax payments during
a year exceed the actual income tax liability
to be declared on annual individual income
tax return, the excess may be credited
against other tax liabilities. Any remaining
tax can be paid back to the taxpayer upon
written application to the tax office. If Tax
Authorities find out that the difference
between the actual advance income tax
amount declared and the income tax
amount which must have been declared

is greater than 10% of the income tax that
must have been declared, a tax loss penalty
and delay interest shall be calculated on
the missing portion of the declaration over
10%.
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Income Tax is withheld at source from a
wide range of payments, including
employment income. Generally, employees
and a number of other individuals are

not required to submit annual individual
income tax returns if the tax withheld at
source constitutes the final tax burden.

If an individual's only source of income is
his salary and he receives salary only from
one employer, he does not have to

file annual income tax return. However, in
some cases, wage income may also need
to be declared in the annual income tax
return:

e If the individual works for more than one
employer, the salaries received from the
other employers have to be declared by
an annual income tax return, provided
that the salaries received from the other
employers exceed TRY 150,000 for the
year 2023,

In case of total income amount of
taxpayers, who receive salary income
from a single employer, exceeds the
amount indicated in the fourth income
bracket (1.900.000 TRY for 2023) of the
tariff written in the 103 article,

In case of total income amount of
taxpayers, who receive salary income
from more than one employer, exceeds
the amount indicated in the fourth
income bracket (1.900.000 TRY for 2023),
including the income received from
primary employer.
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11. Withholding
taxes and double

tax relief

Table 53: Major Withholding Tax Rates on Payments

Types of Income Tax Rates
Income from professional services 20%
Income from construction and repair work extending to more than Sy
one year ’
Dividends 10%
Interest (deposit)* 0% - 20%
Interest (loans) paid to non-financial institutions 10%
Interest (loans) paid to financial institutions 0%
Repo income 15%
Capital gains on share certificates (provided that they are traded in 0%
. 0
the Borsa Istanbul and held for more than one year)
Royalty 20%
Income from intangible assets
- on payments for the right to use (copyrights, patents, know-
how etc.) 20%
- on payments for the transfer of ownership of copyrights,
patents and trademarks
Rental Income from Immovable Property 20%
Cross-border online advertising services** 0% - 15%
Petroleum services 5%

*effective withholding tax rate to be applied on interest income derived from time deposits
depends on the maturity and the currency (Turkish Lira or foreign currency deposits)
**0% for payments made to corporate taxpayers' resident in Turkey; 15% for payments

made to real persons and to non-resident entities

Withholding tax rates vary depending
on the type of income. The Presidency is
authorized to amend the rates.

Major rates currently in effect are shown in
Table 53.

Turkey has Double Tax Treaties with 88
countries which provide relief from double
taxation.

Withholding tax rates are applied at the
lower of local tax rate and treaty tax rate.
Table 54 shows the countries included

in Turkey's tax treaty network as well as
the reduced withholding taxes applied on
dividend and royalty payments based on
the relevant provisions of the Double Tax
Treaties concerned.

Eight new Tax Treaties (with Mexican,
Kosovo, Philippines, Vietnamese, Gambia,
Rwanda, Venezuelan, Chad) have been
effect in the period from 2016 to 2022.
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Table 54: Countries with which Turkey has Tax Treaties and Principal Withholding Tax (WHT) Rates®

WHT Rates on dividends paid from Turkey” WHT on

Country of Recipient Date of Entry into force Major Ownership  Major Rate (%) Minor Rate (%) Royalty (%)

1 Albania 1 January 1997 25% 5 15 10
2 Algeria 1 January 1997 - 12 12 10
3 Austria (Revised) 1 January 2010 25% 5 15 10
4 Azerbaijan 1 January 1998 - 12 12 10
5 Bahrain 1January 2008 25% 10 15 10
6 Bangladesh 1 January 2004 - 10 10 10
7 Belarus 1 January 1999 25% 10 15 10
8 Belgium 1January 1992 10% 15 20 10
9 Bosnia and Herzegovina 1 January 2009 25% 5 15 10
10 Bulgaria 1 January 1998 25% 10 15 10
" Croatia 1 January 2001 - 10 10 10
12 Czech Republic 1 January 2004 - 10 10 10
13 Denmark 1January 1991 25% 15 20 10
14 Egypt 1January 1997 25% 5 15 10
15  Estonia 1 January 2006 - 10 10 5/10
16 Ethiopia 1 January 2008 - 10 10 10
17 Finland (Revised) 1 January 2013 25% 5 15 10
18  France 1 January 1990 10% 15 20 10
19  Germany (New) 1 January 2011 25% 5 15 10
20  Georgia 1 January 2011 - 10 10 10
21 Greece 1 January 2005 - 15 15 10
22 Hungary 1January 1993 25% 10 15 10
23 India 1January 1994 - 15 15 15
24 Indonesia 1 January 2001 25% 10 15 10
25 lIran 1 January 2006 25% 15 20 10
26 Ireland 1January 2011 25% 5/10 15 10
27 lIsrael 1 January 1999 - 10 10 10
28 ltaly 1January 1994 - 15 15 10
29  Japan 1January 1995 25% 10 15 10
30  Jordan 1 January 1987 25% 10 15 12
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WHT Rates on dividends paid from Turkey”

WHT on

Country of Recipient

Date of Entry into force

Major Ownership

Major Rate (%)

Minor Rate (%)

Royalty (%)

31 Kazakhstan 1 January 1997 - 10 10 10
32 Kuwait 1January 1997 - 10 10 10
33  Kyrgyzstan 1 January 2002 - 10 10 10
34  Latvia 1January 2004 - 10 10 5/10
35  Lebanon 1 January 2007 15% 10 15 10
36  Lithuania 1 January 2007 - 10 10 5/10
37  Luxembourg 1 January 2006 25% 5/10 20 10
38 Macedonia 1January 1997 25% 5 10 10
39 Malaysia 1 January 1997 25% 10 15 10
40  Moldova 1 January 2001 25% 10 15 10
41 Mongolia 1 January 1997 - 10 10 10
42 Morocco 1 January 2007 25% 7 10 10
43 Netherlands 1 January 1989 25% 15 20 10
44 Norway (Revised) 1 January 2012 20% 5 15 10
45  Oman 1January 2011 15% 10 15 10
46 Pakistan 1 January 1989 25% 10 15 10
47  People’s Republic of China 1 January 1998 - 10 10 10
48  Poland 1 January 1998 25% 10 15 10
49  Portugal 1 January 2007 25% 5 15 10
50 Qatar (Revised) 1January 2019 20% 5 10 10
51 Romania 1 January 1989 - 15 15 10
52  Russia 1 January 2000 - 10 10 10
53  Serbia and Montenegro 1 January 2008 25% 5 15 10
54  Singapore 1January 2002 25% 10 15 10
55  Slovakia 1 January 2000 25% 5 10 10
56  Slovenia 1 January 2004 - 10 10 10
57  South Africa 1 January 2007 25% 10 15 10
58  SaudiArabia 1 January 2010 20% 5 10 10
59  South Korea 1 January 1987 25% 15 20 10
60  Spain 1January 2004 25% 5 15 10
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WHT Rates on dividends paid from Turkey”

WHT on

Country of Recipient

Date of Entry into force

Major Ownership

Major Rate (%)

Minor Rate (%)

Royalty (%)

61 Sudan 1January 2006 - 10 10 10
62  Sweden 1 January 1991 25% 15 20 10
63  Syria 1 January 2005 - 10 10 10/15
64  Tajikistan 1 January 2002 - 10 10 10
65  Thailand 1 January 2006 25% 10 15 15
66  Tunisia 1January 1988 25% 12 15 10
g7  urkishRepublic of 1January 1989 25% 15 20 10
Northern Cyprus
68  Turkmenistan 1 January 1998 - 10 10 10
69  Ukraine 1January 1999 25% 10 15 10
70  United Arab Emirates 1 January 1995 25% 10 12 10
71 United Kingdom 1 January 1989 25% 15 20 10
72 United States of America 1 January 1998 10% 15 20 5/10
73 Uzbekistan 1 January 1997 - 10 10 10
74 Yemen 1January 2011 - 10 10 10
75  New Zealand 1 January 2012 25% 5 15 10
76  Canada 1 January 2012 10% 15 20 10
77  Switzerland 1January 2013 20% 5 15 10
78  Australia 1January 2014 25% 5 15 10
79  Malta 1January 2014 25% 10 15 10
80  Brazil 1January 2013 25% 10 15 10/15
81 Mexican 1January 2016 25% 5 15 10
82  Kosovo 1January 2016 25% 5 15 10
83  Philippines 1January 2017 25% 10 15 10/15
84  Vietnamese 1January 2018 50% 5 15 10
85  Gambia 1 January 2019 10% 5 15 10
86  Rwanda 1 January 2021 - 10 10 10
87  Venezuelan 1January 2022 25% 5 10 10
88  Chad 1 January 2022 10% 10 15 10

) Each Tax Treaty may have different conditions which need to be satisfied for the purpose of application of the reduced dividend and
royalty withholding tax rates. Therefore, we advise that the text of the Tax Treaties as well as the protocols attached to the Treaties be

thoroughly examined and professional advice should be obtained before the application of the reduced rates.

’|f the Treaty WHT rate is greater than the local dividend WHT rate, the local dividend WHT rate which is lower shall be applicable.
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Under Turkey's Double Tax Treaties, income
derived from foreign countries is either
exempted from Turkish tax (“exemption
method”) or double taxation is eliminated
through tax credit mechanism (“credit
method"). Accordingly, foreign tax paid in
treaty countries can be credited against the
Turkish tax amount calculated. For detailed
information, applicable tax treaties should
be referred to.

Among the benefits offered by the tax
treaties are relief from Turkish withholding
taxes on dividends and royalties. Treaty
rates are shown in Table 54. Table 55 below
compares some non-treaty rates with the
rates generally offered under double tax
treaties.

Table 55: Comparison of Non-Treaty (Local) Rates with the Rates
Generally Available Under Double Tax Treaties®™

Type of Payment

Non-Treaty Rate (%) Treaty Rate (%)

Commercial (such as banking or
insurance charges, commissions, storage
or transportation payments, production
payments or cross charges)

Professional (such as engineering,
consulting, or tuition payments, technical
or assembly work):

e |f the period of presence in Turkey is
shorter than 183 days per year

e |f the period of presence in Turkey is
183 or more days per year

e [f work is carried out outside Turkey

20 0

20 20

20 0

Royalties (such as payments for licenses,
know-how and intangible rights):

¢ For contracts in the form of rents
(entitling to the right of use)

¢ For contracts in the form of transfers or
assignments of rights

20 10

20 10

™ Important: The specific provisions of the relevant Double Tax Treaty must always be
checked and professional advice must be sought prior to the application..
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11.3 Unilateral Relief

In the case of countries that do not have a
tax treaty with Turkey, tax paid in foreign
countries on income derived by fully liable
taxpayers can be deducted from the
annual individual income tax or corporate
income tax to be paid. The amount

of foreign tax credit cannot exceed Turkish
income tax or corporate income tax
amount calculated on earnings derived
from the foreign country.

11.4 Tax Information
Exchange Agreements

In addition to the double tax treaties,
Turkey also has Tax Information Exchange.
agreements signed with certain countries,
as indicated in Table 56 below:

Table 56: Tax Information Exchange
Agreements

Tax Information
Exchange Agreements

Contracting State Effective From

The Government 11 September

of Jersey 2013
The Government 18 September
of Bermuda 2013
The Government 6 October
of Guernsey 2017
The Government 6 October
of Isle of Man 2017

The Government
of Gibraltar

15 February
2018
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12. Other taxes

Value Added Tax (VAT) is levied on goods
delivered and services rendered in
connection with commercial, industrial,
and agricultural activities and professional
services in Turkey, as well as on goods
imported and professional services
received from abroad. Persons who deliver
such goods or perform such services are
liable for VAT. In general, VAT arises when a
service is performed, goods are delivered,
or an invoice is issued prior to delivery

of goods or, in the case of imports, when
import clearance document is filed with the
Customs Authority.

Major exemptions are as follows?:
* Exports of goods and services

* Deliveries of sea, air and rail transport
vehicles to the sea, air and rail
transportation operators, as well
as deliveries and services related to
manufacturing of such vehicles (including
rectification, repair and maintenance
services)

¢ Services rendered for vessels and aircraft
at harbors and airports

* International transport

102

* Diplomatic deliveries

e Certain types of imports specified in the
Customs Duties Legislation

Specified supplies of goods and services
for educational, cultural, social, military
purposes Services performed within
Turkish Free Trade Zones

Tax-free mergers and de-mergers
realized according to the relevant
provisions of the Corporate Income Tax
Law (The assets pass to the transferee
VAT free, no correction is needed for
the input VAT incurred at the time of
purchasing the assets. In case of tax-free
mergers, the VAT carried forward by
the transferor until the day of merger
also passes to the transferee, so as to
be offset against the output VAT of the
transferee.)

Transportation of crude oil, gas and
other by-products through cross-border
pipelines

Deliveries of goods and services to those
dealing with oil exploration activities
within the scope of Petroleum Law.

Deliveries of machinery and equipment
to investors within the scope of an
investment incentive certificate.

VAT rates are shown in Table 57. VAT
incurred on purchases of inventory, fixed
assets, supplies and other goods and
services are recorded as input VAT and
offset against the output VAT calculated

on deliveries of goods and services. When
the output VAT calculated is greater than
the input VAT paid/ incurred on purchases,
the output VAT in excess of the input VAT is
paid to tax office as "VAT Payable”.

In cases when input VAT paid/incurred

on purchases is greater than the output
VAT calculated, the input VAT in excess of
the output VAT is carried forward to the
following months so as to be offset against
the output VAT to be generated through
sales in the following months.

8 Although all the listed transactions above are
categorized in the “exemptions”, some of the
transactions listed are actually zero rated. (The
confusion is because Turkish legislation calls both
zero rated and exempt transactions as exemption)
For example, exports of goods and services are
actually zero rated. Thus, the input tax incurred in
the transaction is given as credit and on demand it
is also refunded.



Table 57: Value Added Tax Rates

Types of Supply

Rate (%)

Most supplies (including services)

18

Basic foodstuffs

1

Agricultural products sold as raw materials,
newspaper

Delivery of the textile and leather products

Luxury goods and entertainment services
rendered by discos, bars etc.

Medical products and devices

Automobiles

VAT Rates Applied to Delivery of Houses
With the Presidential Decree numbered
5359 published in the Official Gazette
dated March 29, 2022 and numbered
31793, some amendments have been
made on VAT rates in the lists I and Il
effective as of April 1, 2022,

The amendments can be listed below:

* The VAT rate has been determined as 8%
in the part of the net area of the houses
up to 150 m?. The VAT rate is 18% for the
part of the net area exceeding 150 m?.

* VAT rate would be applied as 1% for
the net area up to 150 m? of the lands
projected for housing (including the
parts reserved for social facilities)
by municipalities, special provincial
administrations, the Housing
Development Administration and the
businesses in which they have 51% or
more of the shares or the right to vote in
the management. VAT rate of 18% would
be applied for the excessive part.

8% VAT rate would be applied for the
net area up to 150 m? of the houses not
included on the above statements, and
18% VAT rate would be applied for the
excessive part.

18% VAT rate would be applied as
previous for the workplace deliveries
regardless of the square meter.

Reverse Charge VAT Mechanism

If certain services (e.g. professional services
like engineering, legal consultancy, design
etc.) from non-residents are received or
benefited by a resident company in Turkey
under certain conditions defined by the
VAT legislation, VAT is required to be paid
by the resident company purchasing/
importing the service under the “reverse
charge mechanism” and monthly Reverse
Charge VAT return (VAT Return No. 2) is
required to be filed by the company for the
monthly period in which the transactions
are realized.

Turkish resident company treats the
Reverse Charge VAT paid as an Input

VAT and offsets it against the output VAT
declared on the Regular VAT return (VAT
Return No. 1). However, if there is no
sufficient output VAT to offset, the VAT paid
on a reverse charge basis constitutes a
cash-flow burden on the Turkish company
that has purchased the services concerned.
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Table 58: Special Consumption Tax Rates

List No. Types of Products Taxable Event SCT Rates
. , , Fixed amount depending on the Customs
List|1 Petroleum products, natural Importation and production of the goods , " P &
. o Tariff Position Number (CTPN) of the
(Sub-list A)  gas, LPG, petrol derivatives concerned
product
) Solvent and various types of , . . .
List| L Importation and production of the goods Fixed amount depending on the CTPN of
. solvent derivatives (toluen, exxsol,
(Sub-list B) concerned the product
solvent- naphta etc.)
Vehicles subject to
.‘ . d First Acquisition
registration Proportional Tax:
List Il b rotsubect Importation, or delivery of the vehicles Rates vary between 0-220% depending
0 recistration d by its manufacturer, auction sale of the on the CTPN of the vehicle
£ vehicles before SCT is levied on
Higher of proportional tax/ minimum
. . ) fixed amount per liter (varying depending
Importation or delivery of the goods by its
List Il Alcoholic drinks, P l Y y, & v on the CTPN) (Currently, only minimum
) , manufacturer and auction sale of the goods , . :
(Sub-list A)  non-alcoholic beverages : . fixed amounts are applied since
before SCT is levied on : . .
proportional rate is zero for alcoholic
drinks, except beer)
, , , Higher of proportional tax and minimum
) Importation or, delivery of the goods by its , & prop , .

List Il ) _ fixed amount (varying depending on the
. Cigarettes, tobacco products manufacturer, auction sale of the goods , , ,
(Sub-list B) ) : CTPN) applied on the basis of retail sales

before SCT is levied on ) i
price to final consumers
Cosmetics, perfumes, fur, . . , i :
) s, p , Importation or, delivery of the goods by its Proportional tax:
) air-conditioners, refrigerators, ,
List IV manufacturer, auction sale of the goods

receivers, recorders and various

electronic appliances etc.

before SCT is levied on

3%, 6.7%, 20% or 25% depending on the
CTPN of the goods

12.2 Special Consumption
Tax (SCT)

SCT is an indirect tax (excise tax) which

has been introduced with effect from 1
August 2002. Unlike VAT, SCT is applied only
at once by the party that becomes liable
as a result of occurrence of the taxable
event for the particular types of products
as specified in the lists attached to SCT
Law. Thus, SCT constitutes a cost for those
parties who are not held liable to calculate
and declare such tax, however, incur the
cost of SCT on their purchases from those
taxpayers who are liable to calculate SCT
on their deliveries.
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SCT is applicable to only certain types of
goods specified and enumerated in the
lists attached to the SCT Law. There are
four lists of products attached to the SCT
Law.

List I: Natural gas, petroleum products and
various kinds of solvent products and by-
products

List II: Vehicles

List Ill: Cigarettes, tobacco products,
alcoholic drinks, non-alcoholic beverages

List IV: Durable consuming goods and
luxury goods such as cosmetics, perfumes,
white goods like refrigerators, washing
machines etc., electronic appliances like
recorders, television etc.

The Presidency is authorized to change
the rates of SCT, impose fixed amounts

of SCT instead of proportional taxation in
accordance with the SCT Law. Application
of SCT and the general ranges of SCT
rates are indicated in the following table (it
should be noted that the rates and fixed
amounts are frequently subject to change
by the Presidency).



12.3 Property Tax

Property tax is levied on buildings (0.1%
for houses; 0.2% for business premises)
and land (0.1% for undeveloped/regular
land; 0.3% for parceled land) located in
regular districts based on their annual
value in Turkey. These rates are applied
as twice in the districts which are located
in metropolitan municipality border line.
There is a partial exemption at a rate of
25% for a temporary period of five years
if the related property is used as main
residence.
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12.4 Inheritance and
Transfer Tax

Inheritance and transfer tax is levied

on free transfers such as gifts and
inheritances and varies between 1%

and 30%, depending on the amount of
the transfer concerned and the way the
property is transferred (as inheritance

or gift). The inheritance and transfer tax
rates to be applied to inheritance and free
transfers for the year 2023 are provided in
Table 59 below:

Table 59: Inheritance and Transfer Tax Bases and Rates (2023)

Inheritance/ Transfer Tax Base Inheritance Tax Transfer (Gift) Tax

Rate (%) Rate (%)
First TL 1,100,000 1 10
Next TL 2,600,000 3 15
Next TL 5,500,000 5 20
Next TL 10,900,000 7 25
Above TL 20,100,000 10 30

12.5 Stamp Tax

Stamp taxes are levied on a wide range of
transaction documents. The maximum limit
of stamp tax to be imposed per document
is TL 10,732,371.80 (for 2023).

A brief summary of stamp taxes relating to

major business transactions are shown in
Table 60 below:

Table 60: Stamp Tax on Selected Documents (2023)

Taxable Document Stamp Tax Rate

Contracts with a monetary
amount

0.948% of the contract amount®

Letters of guarantee 0.948% of the amount®

Payrolls 0.759% of the gross salary

Rental Agreements 0.189% of the annual rent

" The stamp tax amount per document may not exceed TRY
10,732,371.80 (applicable for the year 2023- this limit is subject to
increase every year).
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Motor Vehicle Tax is levied annually on
motorized vehicles and boats, according
to a specific tariff. The individuals and the
entities registered as the owners of motor
vehicles are obliged to pay motor vehicle
tax. The payments are made in two equal
installments in January and July of each
year. The amount of tax varies depending
on the age, engine capacity and type of
vehicle or boat.

Bank and Insurance Transaction Tax (BITT)
is levied on any favorable amount which
arises from the transactions carried out
by banks and insurance companies in
accordance with Articles 28-33 of Law
No0.6802. The general rate of BITT is 5%
of the favorable amount received by a
bank or insurance company as a result
of a transaction subject to BITT. The BITT
rate is applied as 1% on the following
transactions:

a. Favorable amounts received from
deposit transactions among banks,

b. Favorable amounts received
from money market transactions
between banks and brokerage
companies operating according to
the Capital Market Law,

c. Favorable amounts received as a
result of purchase and sale as well
as repurchase (“repo”) transactions
of government securities,

d. Favorable amounts received as
a result of sale of government
securities prior to maturity,

e. Favorable amounts received as a
result of repurchase and resale
transactions of domestic bonds
issued at local currency and lease
certificates (also known as “sukuk”),

f.  Favorable amounts received as a
result of sale of domestic bonds
issued at local currency and lease
certificates (also known as “sukuk”)
prior to maturity.

The Presidency is authorized to amend
these rates.
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Certain transactions are exempt from BITT
(as per Article 29 of Law No. 6802)

Special communication Tax is governed by
Article 39 of Law No. 6802.

Companies which sign concession
agreements with the Telecommunications
Authority, pursuant to the Telegram and
Telephone Law, or establish or operate
telecommunications infrastructure or
provide telecommunications services via
general license or authorization granted
by the Telecommunications Authority are

required to pay special communication tax.

The following transactions are subject to
special communication tax.

a. Everykind of mobile
telecommunication operation
services (including sales of prepaid
cards): 10%

b. Radio and television broadcasting
services via cable and satellite
platforms: 10%

c. Cabled, wireless and mobile

internet service providing activities:

10%

d. Other telecommunication services
(i.e., those outside the scope of
the services defined in a), b) and ¢)
above): 10%

Special communication tax return is filed
on a monthly basis and the tax is paid on
the 15" of the following month.

Special communication tax is treated as
non-deductible expense, and it cannot be
offset against other taxes.

Customs duty rates or amounts are listed
in the Turkish Customs Tariff, and published
as Import Regime Decree every calendar
year.

The customs duty rates or amounts, in
compliance with the trade policy envisaged
by the Ministry of Trade, are also published
every year as a Decree, based on tariff
codes of Turkish Tariff Nomenclature, and
enters into force as of 1st of January.

Customs duties are different than customs
duty itself. The scope of customs duties at
the national implementation is quite broad
and refer to all the duties levied on the
import or export of the goods.

Import duties are, by definition, all the
duties levied on import of goods. In Turkey,
import duties has a broader meaning,
including all the taxes, duties, or any other
financial debt levied at the import of the
goods.

The major import duties at national level,
are:

- Customs Duty

- Additional Customs Duty

- Additional Financial Levy

- Value Added Tax

- Special Consumption Tax

- Resource Utilization Support Fund

As regard the duties levied on export, the
export duties in force are:
- Support and Price Stabilization Fund
- Compensatory duty (example: on the
export of processed goods with inputs
of third country origin)



13. How can

Deloitte help?

If you are considering opening up a new
affiliate, starting a new office, making

an investment, acquiring a partner or
establishing a new partnership in Turkey
or if you have just done so, Deloitte
Turkey can be your partner in achieving
this challenging task in all aspects of your
requirements.

Our experienced professionals can:

e Understand your specific business
needs and advise on how to adopt to
management needs in the Turkish market

Advise on Turkish tax matters

Assist you in all stages of establishing a
fully functioning company

* Help you set up your organization in a
way that can succeed in the dynamics of
the Turkish market

* Advise on statutory, corporate and
regulatory compliance

* Advise on antitrust & unfair competition
We can provide you services in the
following core areas:

* Market assessment, go-to-market
strategy development, and company
formation

¢ | ocation selection
* M&A advisory

* Audit services, accounting and financial
reporting advisory

e Tax services

We help investors define and analyze
their target market and design their go-to-
market strategies. Our team performs an
assessment of the market attractiveness,
with a special focus on underlying drivers,
trends and competitive environment.
Based on the analysis, we can help you
define the right go-to-market strategy
including strategic entry option, sales
channel structure, brand positioning, etc.

We provide services with regards to
establishment of new companies (joint
stock and limited liability), setting

up of branches and liaison offices,

and structuring joint ventures and
consortiums. We also provide assistance
on restructuring and reorganizations.

We can assist in the selection of the most
appropriate location for establishment

of the production facility that will enable
maximizing benefits while reducing risks
through an in-depth analysis of alternative
locations based on critical location
factors such as real estate, infrastructure,
workforce, logistics, regulations and
incentives, etc.
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Target Assessment: We explore the
universe of potential targets and screen
them against the buyers’ investment
criteria. By prioritizing the targets that
are worthy of deeper consideration, we
develop acquisition pathways to help you
to achieve your strategic objectives.

Our team performs a quick initial review of
the target through examining its market,
customers and operations to evaluate the
associated opportunities and risks. We help
our clients in establishing pre-deal strategy,
pre-validating the target's business plan
and identifying the likely deal breakers.

Optimal match is critical. We initiate
introductions and facilitate the meetings
between the parties and help develop a
strategy to engage the target's executives
in productive discussions while advising on
next steps.

M&A Advisory: Deloitte is a leading M&A
advisory firm based in Turkey and focused
on the Turkish market with its experienced
M&A professionals. We provide full-scope
financial advisory and investment banking
services to a broad range of clients in
cross-border transactions on sell-side

and buy-side mandates during the entire
lifecycle of a deal.
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Financial Due Diligence: Successful
acquirers will need a clear, concise and
speedy analysis on key transaction issues.
Our financial due diligence team develop
a customized approach based on deal
requirements in order to complete a
focused due diligence on the target to
confirm price and funding and to identify
issues that require reflection in the sale
and purchase agreement and completion
accounts. Our financial due diligence
team serves strategic buyers and private
equity investors at buy-side due diligence
assignments and local sellers for vendor
due diligence.

Tax Due Diligence: Our tax specialists

in Turkey understand the increasingly
complex tax and commercial laws and
practices of the local market. With our
knowledge and experience, we can help
you to assess and minimize the cost of
your investment decisions. Our tax due
diligence team provides a through overview
and analysis of any potential material tax
risks and target's main tax attributes and
proposes recommendations as to the
risk mitigations and comments on to the
recoverability of available tax assets.

Commercial Due Diligence: The value
potential in a deal is extracted mostly

by a thorough analysis of the target's
market, competitive environment, pricing
strategy, customer base, operations

and management. Our commercial

due diligence team, in cooperation with
respected internal and external subject
matter experts, provides detailed analysis
of the market dynamics, assessment of
the competitive positioning and strategic
strengths, analysis of the customer profile,
perceptions and relationships, capabilities
of the management and operating model,
assessment of business plan and forecast
assumption achievability, upside potential
analysis and definition of preliminary
strategic initiatives for post-closing period.
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Regulatory Due Diligence: The negotiation
of the transaction requires the intervention
of a legislative expert as numerous legal
pitfalls need to be tackled as early as

at the negotiation table. Our regulatory
team advises both sellers and buyers in
drafting and negotiating the transaction
contracts such as share purchase and
shareholders agreements. Our regulatory
advice is a fully integrated service with
other transaction services and is not
isolated of the commercial aspects of the
transaction. We also help investors in
conducting regulatory due diligence on
the target as well as sellers for vendor due
diligence exercise specifically focusing on
analysis of legal risks, review of corporate
structure, capitalization and contracts,
review and assessment of the assets &
liabilities, analysis on the litigation involved,
compliance requirements, regulatory
aspects of borrowings, guarantees and
financial liabilities and employment and
health & safety regulations.

IT Due Diligence: Solid IT infrastructure and
efficient business applications are critical
for a successful acquisition and post-
closing strategy. Our team is experienced
in serving both private equity and trade
buyers in transactions and provides a
comprehensive analysis of the target'’s
business applications and IT infrastructure;
an assessment of IT functionality and of
supply of resources; an evaluation of IT
investments and on-going IT projects as
well as an assessment of IT governance
and risk mitigation. We have a proven
methodology for assessing control gaps
and suggesting action plans to remediate.

HR Due Diligence: By identifying and
evaluating human capital risks and
opportunities, Deloitte helps investors
create value. We specifically evaluate the
current HR structure of the organization,
evaluate current HR processes and

analyze HR function effectiveness and
remuneration strategy and quantify HR and
identify cost and hidden liabilities as well as
synergy opportunities.

Audit Services: Our team consists of
experienced and specialized professionals
equipped with solid knowledge and
long-standing experience in auditing. Our
services include independent audit, limited
review, agreed-upon procedures,

financial statement preparation service and
compliance audit.

Accounting and Financial Reporting
Advisory: Our Accounting Advisory teams
of professionals provide value-added
accounting and financial reporting advisory
services combining quantitative skills,
deep technical accounting and project
management experience. The services
include advisory services for transition to
and implementation of Turkish Financial
Reporting Standards, financial reporting
services, due diligence, IPO services,
temporary personnel supply services and
training.

Our tax experts providing comprehensive
tax consulting services can guide you in
choosing the appropriate legal corporation
structure to meet your specific needs.
They can also support in completing all
legal administrative work required in the
incorporation phase of the company.

Deloitte, being a sector oriented and
specialized tax expert company, is able

to respond easily to daily changes of the
relevant legislation, and imperceptible
risks/opportunities created instantly by
market conditions. You can find further
details below about our comprehensive tax
consulting services.



13.5.1 Corporate Income Tax
Certification (Compliance) Services

What is Tax Certification (Compliance)?
The main purpose of tax certification is to
audit, ensure and secure the accuracy of
income and corporate income tax bases.
In tax certification services, financial
statements and tax returns are audited
and certified within the framework of

tax legislation and Turkish accounting
principles. Tax certification reports are
submitted to the tax offices within two
months following the submission of annual
corporate income tax return.

What are the advantages of tax
certification services?

* The like hood of being included in the
scope of tax inspection is decreased

* Avoidance of erroneous applications on
time

* Efficient consultancyy

* Value adding service

Deloitte tax compliance services include:
* |dentification of client needs

* Comprehensive audit

* Tax computations and controlling

* Reporting

* Tax consultancy

13.5.2 International Tax Advisory
Services

* International tax planning advisory

* Interpretation and examinations of tax
treaties

Advisory on “Double tax treaties and
elimination of double taxation”

Tax Advisory on international disputes,
and intermediation with the Ministry of
Treasury and Finance

¢ Evaluation of international tax treatment
for Private Projects

Advisory on tax incentives for foreign
investors

Advisory on tax incentives for outbound
investments

Taxation of profit distribution in foreign
partnerships

Tax advisory on international leasing
agreements

Tax advisory on Franchising and
Benchmarking

Tax advisory on corporate income
taxation for non-residents

Tax aspects of “International Holding”
companies

» Tax aspects of trademark, patent, license
fee payments

* Tax advisory on borrowing from abroad
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13.5.3 Mergers and Acquisitions

Instead of starting from scratch, you

might prefer to acquire a Turkish company
already working in your field of expertise.
Our mergers and acquisitions professionals
can assist you in this venture.

We have significant M&A experience in
a wide range of industries. Therefore,
we can understand your specific M&A
needs. We can guide you in all stages of
the transaction including negotiations if
needed.

Our Services on mergers and acquisitions
including Tax Due Diligence, Acquisition
Structuring and Post Acquisition
Restructuring achieve the following goals:

Developing alternative deal structures
that maximize long-term returns

Considering the post-acquisition
structuring alternatives

|dentifying tax and accounting
issues associated with cross-border
transactions

Surfacing “deal breakers” early in the
process, before significant resources are
expended

Quantifying the amounts, timing and
uncertainties around expected future
cash flows

ldentifying the issues to effect the
purchase price

Suggesting strategies to improve
operating results and after-tax cash flows

Helping clients manage the newly
acquired operation for effective tax
management

ldentifying the alternatives in case of an
exit
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13.5.4 Global Employer Services /
Taxation of Individuals

Personal income tax Successful tax
planning relies on a sensitive balance
between your income and potential tax
amount. Today, taxation of securities and
other income have a complex and flexible
structure. Thus, investors are forced to
revise and alter their investment decisions.

The crucial point is to make decisions on
time and navigate appropriately. Through
the global contacts provided by the
Deloitte network, Deloitte Turkey aims to
provide worldwide assistance wherever
your business requires it.

Turkish Taxation of Foreign Nationals
and Global Employer Services

From compliance with labor and tax

laws in various countries to the fairness
and appropriateness of policies and
procedures, the challenges can be
staggering. This is why many companies
in Turkey rely on our innovative strategies
for international compensation, incentive,
medical, and retirement plans, among
many others.

Immigration / International Mobility
The New Law on the International Labour
Force numbered 6735 regulates issues
involving the employment of foreigners.
Foreigners must obtain work permits
before performing dependent or
independent work in Turkey, unless
otherwise specified in treaties. Work permit
applicants must have an employment
agreement with the Turkish employer.
Before working in Turkey, foreigners must
obtain a work permit from the Ministry of
Labor and Social Security.

There are three types of permits;
* Definite-term work permits
* Indefinite-term work permits

* Independent work permits
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13.5.5 Indirect Tax Services

Our indirect tax advisory services:

* VAT Compliance, Consultancy and Risk
Analysis

* Preparation of VAT Refund Certification
Reports

* VAT Applications on Offshore
Transactions

* Customs Procedures and Import Taxes
» Stamp Tax Applications and Risk Analysis

* Resource Utilization Support Fund
Consultancy

* Special Consumption Tax Consultancy

» Consultancy about Banking Insurance
Transactions Tax applications

13.5.6 Transfer Pricing Services

Are you aware about your transfer pricing
risks and your documentation obligations
arising from the Turkish Transfer Pricing
Rules?

Deloitte Turkey transfer pricing practice

is a part of a global network of tax
professionals and economists experienced
and specialized exclusively in transfer
pricing services. The Deloitte global
network has an extensive presence
throughout North America, Europe, Asia,
Australia and Latin America, and brings

a truly international and specialized
perspective to transfer pricing issues

and trends. As a result, you have the
access to the global resources you need,
wherever you need them. We employ a
unified approach to understanding your
organization'’s business objectives and
aligning our services appropriately.

Deloitte Turkey have the experience in
providing transfer pricing services within a
wide range of industries, including:

e Life sciences and health care
e Energy and resources
* Manufacturing (automotive, chemical etc.)

* Financial services industry (banks,
pension funds etc.)

* Technology, Media and
Telecommunications

e Consumer Business

Deloitte Turkey Transfer Pricing Practice
covers all parts of the transfer pricing
spectrum, providing the following
services through a full time dedicated
interdisciplinary team exclusively
specialized in transfer pricing:

1. Local transfer pricing documentation
services

2. Global transfer pricing master file
documentation studies

3. Planning for the right transfer pricing
policy

4. Analysis of transfer pricing implications
of different business structures (toll
manufacturing, stripped risk distributor,
“sogo shosha”, etc.)

5. Sector-spesific transfer pricing risk
analyses

6. Review of intra-group services and
headquarter cost allocation studies

7. Transfer pricing audit defense support

8. Advance pricing agreements (APAs)



13.5.7 Tax and Customs Litigation
Consultancy Services

Authorized customs consultancy services

Consultancy services during the Tax
Investigation Processes

Tax Disputes

Tax Court Cases

Consultancy about management of
dispute resolution against the Tax
Administration (Amendment, Application
Through Complaint, Reduction in
Penalties, Repentance and Adjustment)

Participation in the Customs Processes

Consulting about management of
dispute resolution against the Customs
Administration (Amendment, Appeal,
Application to the Judiciary, Case
Consultancy)

Consulting Services on tax administration
affairs

13.5.8 Business Process Solutions (BPS)

In today’s markets, companies have to
concentrate on their primary field of
operation for excellence in their business.

Therefore, companies rely on outsourcing
services for the processes that are not
directly related with their main business
lines to increase the quality while reducing
the overhead.

Our business process solutions include:

* Accounting / Finance
- Accounting / Bookkeeping Services
- Accounting Review and Tax Return
Review Services
- Accounting / Finance / Payroll Loan
Staff Services

* Tax Compliance
- Tax Return Preparation Services
- Tax and Social Security Registration
and Notification Services

* Reporting
- Reporting Services
- Tax and Accounting Compliance
Consultancy for the ERPs

* Payroll Outsourcing
- Payroll Services

13.5.9 Customs and Foreign Trade
Consultancy

Deloitte Global Trade Advisory team aims
to support companies in matters such

as compliance and risk management in
customs transactions, predictability of
costs in foreign trade transactions and
increased efficiency, effective relationship
management with authorities, and rapid
support for operational foreign trade
transactions.

Customs and Foreign Trade Consulting :
Consultancy on customs technique, inward
processing regime, temporary importation,
special regimes such as outward
processing, tariff determination, and tariff
control, origin determination and origin
controls, customs value, import duties
(customs duty, additional customs duty,
VAT, SCT, RUSF, etc..), and tax calculations,
free zone operations, export controls, etc.

Customs Check Up Service: Controlling all
customs and foreign trade transactions
(customs tax return, etc.), with the relevant
ERP records, 100% retrospectively with
Deloitte risk analysis tools, identifying
risks, developing suggestions for process
improvements, proposing suitable
solutions to legislation.

Authorized Economic Operator Certificate
(AEQ) Advisory Service: Executing gap
analysis during the AEO document
acquisition, developing of written
procedures, the establishment of customs
internal controls, detection of deficiencies
for facility safety, preparing of AEO
application required documents, providing
AEO compulsory training.

How to do business in Turkey| Investors' guide

Recycling Contribution Share Consulting
Service: Determination of activities,
transactions, products subject to Recycling
Contribution Share, Recycling Contribution
Share calculations, analysis and control

of data based on tax returns, control of
Recycling Contribution Share tax returns.

Customs Litigation Process: Providing
expert support to companies in the

audit processes carried out by customs
inspectors, executing objection and
reconciliation preparations in the
administrative process of customs
disputes, preparing lawsuit petitions and
defenses of the transactions that are the
subject of the case, supporting during the
litigation process.
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Appendix 1:
Useful Links and

addresses

Organization

Web - site

Address

Phone

The Investment Office of the
Presidency of the Republic of
Tarkiye

www.invest.gov.tr

Cumhurbaskanhigl Cankaya Kosku
Yerleskesi Ziaur Rahman Cad. No:1
Gankaya 06700 - Ankara

+90(312)413 89 00

Ministry of Trade

www.trade.gov.tr

S6gUtozuU Mah. 2176. Sk. No:63
06530 Cankaya - Ankara

+90(312) 204 75 00

Central Bank of the Republic of
Tarkiye

www.tcmb.gov.tr

Haci Bayram Mah. istiklal Cad. No:10
06050 Ulus Altindag - Ankara

+90(312) 507 50 00

Ministry of Treasury and Finance

www.hmb.gov.tr

inéni Bulvarl, No:36 06510
Emek - Ankara

+90(312) 204 60 00

Turkish Revenue Administration

www.gib.gov.tr

Devlet Mah. Merasim Cad. No:9/1
06450 Cankaya - Ankara

+90(312) 415 29 00

Ministry of Foreign Affairs

www.mfa.gov.tr

Dr. Sadik Ahmet Cad. No:8
Balgat 06100 Ankara

+90(312) 415 29 00
+90(312) 4153000

Minister of Industry and
Technology

www.sanayi.gov.tr

Dr. Sadik Ahmet Cad. No:8
Balgat 06100 Ankara

4446100

Ministry of Labor and Social
Security

Www.csgb.gov.tr

Emek Mahallesi Naci AYVALIOGLU
Caddesi No:13 Pk: 06520
Cankaya / ANKARA

+90(312) 296 60 00
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Organization

Web - site

Address Phone

Capital Market Board (CMB)

www.spk.gov.tr

Mustafa Kemal Mahallesi, Dumlupinar
Bulvari (Eskisehir Yolu) No:156 06530 + 90 (312) 292 90 90
Cankaya -Ankara

Strategy and Budget of the

Ylcetepe Mah. Necatibey Cad. 110/A,

Presidency of the Republic of www.sbb.gov.tr 06570 Cankaya - Ankara +90(312) 294 50 00
Turkey

o - ) , Ziya Gokalp Cad., N0o:80 06600
Privatization Administration www.oib.gov.tr +90(312) 585 80 00

Kurtulus - Ankara

Turkish Statistical Institute

www.tuik.gov.tr

Devlet Mahallesi Necatibey Cad.

No:114 06420 Cankaya - Ankara +90(312)454 70 00

Borsa istanbul A.S.

www.borsaistanbul.com

Resitpasa Mahallesi Borsa Istanbul Cad.

No:4 34467 Sariyer/istanbul +90(212) 298 21 00

The Banks Association of Turkiye

www.tbb.org.tr

Nispetiye Cad. Akmerkez, B3 Blok,

Kat:13 34340 Etiler - istanbul +90(212) 2820973

The Union of Chambers and
Commodity Exchanges of Turkiye
(“TOBB")

www.tobb.org.tr

Dumlupinar Bulvari, No:252 (Eskisehir

Yolu 9Km) 06530, Ankara ¥90(312) 218 20 00

Istanbul Chamber of Commerce

www.ito.org.tr

istanbul Ticaret OdasI Merkez Bina
Resadiye Cad. 34112 Eminonu -
istanbul

+90 (212) 455 60 00
Call Center: 444 04 86

Istanbul Chamber of Industry

WWW.iS0.0rg.tr
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