


1.1. Company Law
1.1.1. General information

Company Law in Turkey is governed primarily
by the Turkish Commercial Code (TCC) which
has recently been adopted and updated.

The forms of enterprises in Turkey can be
analysed under the Commercial Law in broad
terms. Commercial Law is the area of law
concerned with commercial activities.
Merchants, companies, checks and bonds,
insurance, maritime trade and civil aviation are
some of the key issues of Commercial Law.
Various laws and regulations specifically
regulate this field, but the main source for
commercial law, which covers general
principles, is the Commercial Code. The Civil
Code and the Code of Obligations contain the
most important regulations for commercial
activities.

In light of the regulations of the Commercial Law
(including the Code of Obligations), the forms of
enterprise can be classified in five sub-headings
as follows:

Capital companies
Partnerships

Joint ventures
Sole traders
Branches

The procedure for founding a company involves
the registration of the company in commercial
registries which are maintained at the Chambers
of Commerce and Industry. Each company has
a special file with its own number in each
register. The commercial register is open to the
public. All persons may examine the contents of
the commercial register and all documents and
certificates that are kept in the registry office and
request certified copies. Although some
registries have electronic files, most of the
registries in Turkey keep the records in paper
form. Online registration and online public
access to the documents

and information in the registries are not
available. Currently a new trade law is being
developed that will stipulate that all procedures
concerning the registration of companies are to
be carried out online.

1.2. Capital Companies

The main document governing capital
companies are the Articles of Association
(“Articles”) of the respective company.

By law, the Articles must contain information on
the trade name, scope of activities, founders,
capital structure, duration (if any), board of
directors/managers, general assembly,
distribution of dividends, reserves to be set
aside and restrictions on and procedures for the
transfer of shares.

According to Turkish legislation, shareholder
agreements are not considered to be a
document that governs the company and which
is binding on it. They are rather deemed to be
separate documentation evidencing the
contractual relationship between a company"s
parties and entitling them to contractual
remedies or recourse in case of breach.

Shares of capital companies can be in bearer or
registered form. However, shares of certain
companies like banks, insurance companies and
brokerage houses are required to be in
registered form.

Holders of registered shares are registered in
the company"s share ledger and the transfer of
registered shares is completed after the new
shareholder is registered in the ledger. The
company has the right to refuse to register a
transfer for reasons specified in the articles or
without stating any reason, if so specified in the
articles. In such case, the purchaser does not
acquire full ownership status of the shares and
is prevented from exercising his management
rights, such as the right to vote, until the
registration is

completed.



1.2.1. Joint Stock Companies (Anonim Sirket,
AS)

Joint stock companies are established for an
indefinite period with the following requirements:

m minimum of five shareholders (physical
persons of legal entities)

m equity of at least TL 50,000
Assets that may be treated as capital for
foreign investors include:

Cash, machinery, equipment, parts, tools,
goods, intangible assets (patents, trade marks,
etc.), natural resources exploration and
manufacturing rights, shares in other
companies, rights on profits obtained from
foreign investment and principal of foreign loans
and interest thereon and other financial rights.

Under Turkish law, certain activities such as
banking or insurance can only be carried out by
companies established as an AS.

In addition, only an AS may offer its shares to
the public and trade its shares on the stock
exchange.

The capital of an AS is divided into shares, each
being separate and conferring equal rights in
proportion to their nominal value, except in the
case of special privileges. While shares are
freely transferable, certain transfer restrictions
may be set forth in the Articles. The transfer of
shares in an AS is effected through
endorsement and delivery of the share
certificate or provisional share certificate, as the
case may be. Furthermore, once a subscribed
share is fully paid in, the holder of that share
may not be excluded as a shareholder.

Legislation provides for two administrative
bodies in the joint stock companies: the Board of
Directors and the General Assembly.

The board of directors is composed of at least 3
persons, who are shareholders or
representatives of the legal shareholders,

designated in the articles of association or
elected by the general meeting. A Board of
Supervisors consisting of at least two persons
can be established in the articles.

The Board can also delegate its authorities fully
or partially to a board member (who is called
“managing director”) or to a general manager
appointed from outside the company.

1.2.2. Limited Liability Company (Limited
Sirket)

Limited liability companies need to have an
initial capitalisation of TL 5,000 and can have 2
to 50 shareholders. The duration of limited
liability companies is limited to a maximum of 99
years.

A shareholder of a limited liability company has
a partnership share calculated in accordance
with the nominal value of the subscription
amount. In certain cases, the total share of each
shareholder is regarded as one equity share,
regardless of the nominal value.

The liability of shareholders is in principle limited
to the capital contributed to the limited company.
Nevertheless, shareholders of limited liability
companies are responsible for the tax and social
security liabilities of the limited liability company
in case it is in default. If the tax office cannot
collect outstanding taxes from the assets of the
company each shareholder is responsible for the
unpaid taxes in respect of

his or her shareholding ratio to the company
capital.

Shareholders of limited liability companies may
be natural persons or legal entities, residents or
non-residents.

The shareholders"” meeting, consisting of all
shareholders of the company, is the main
decision-making body of the limited liability
company.

The company is represented and managed by



the manager or managers appointed by the
shareholders™ meeting. The managers can be
resident in Turkey or abroad, and they can be
either foreign nationals or Turkish citizens.

The following assets may be treated as capital
for foreign investors:

Cash, machinery, equipment, parts, tools,
goods, intangible assets (patents, trade marks,
etc.), natural resources exploration and
manufacturing rights, shares in other
companies, rights on profits obtained from
foreign investment and principal of foreign loans
and interest thereon and other financial rights.

1.2.3. Partnerships

Partnerships are not legal entities. The partners
are all jointly and severally liable for the debts of
the partnership. Unlike capital companies,
written articles of association are not required for
the establishment of a partnership.

All ordinary partnerships and commercial
companies are subject to the provisions of the
Turkish Code of Obligations and the TCC. Two
or more

individuals may form an ordinary partnership by
entering into an oral or written agreement, which
has no impact on third-party relationships.
Ordinary partnerships may not have their own
trade name, nor may they appear in the Register
of Commerce or the Register of Title Deeds.

The partners of an ordinary partnership have
equal rights and obligations, they jointly own the
assets of the partnership, and they have
unlimited liability for partnership debts.

1.2.4. Joint Ventures

Joint ventures are formed between legal entities
and individuals or partnerships to complete a
certain project in a specified time according to a
written agreement. One of the partners to a joint
venture must be a capital company (see
5.1.2.1)) that is subject to corporation tax. Joint
ventures are separately subject to corporation
tax (if preferred), VAT and withholding tax, but

have no separate legal entity and therefore do
not have ownership rights.

A joint venture is an entity that includes foreign
partners, established for the completion of a
specific contract. In recent years the government
and municipalities have availed themselves of
foreign contractors for specific projects.

1.2.5. Sole Traders

If a commercial business does not have the
legal structure of a compa-ny and is not
conducted in the form of a partnership, the
business operation is treated as personal assets
and liabilities of the owner.

The individual owner is the ultimate employer
and manager of the firm. The business must be
registered with the Chamber of Commerce. For
tax purposes, the results of operations are
reported in the sole trader”s income tax return.

1.2.6. Branches
Foreign and domestic companies as well as
partnerships and sole traders may register a
branch in Turkey.

Such branches are not a separate legal entity.
The rights, debts, profits and losses of the
branch offices are assumed by the parent
company.

A branch office can only engage in activities of
its parent company. It cannot provide goods and
services or engage in any commercial activities
that are not specified in the parent company‘s
articles of association. Although there is no legal
capital requirement for branch offices,

the incorporating company is required to
maintain sufficient capital to run the branch
office in practice.

In accordance with amendments to existing laws
a branch does not need to be approved but the
Undersecretary of Treasury has to be notified of
the establishment of a branch.



1.2.6.1. Liaison office

Liaison offices are a specified sub-group of
branches. Under Turkish law, a liaison office
cannot engage in any commercial or gainful
activities.

It can only conduct ,non-commercial activities®
such as market research, customer services
with the customers or suppliers of the parent
company, information gathering, advertising and
promotional

activities in Turkey.

A liaison office cannot repatriate funds except
for the termination or liquidation of the liaison
office.

1.2.7. Termination of companies

Turkish law permits companies to be terminated
in two ways: the liquidation can either be
initiated by a court decision at the company‘s
request or at the request of creditors of the
company.

A 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 realisation
value less book value) are subject to corporation
tax. Net liquidation proceeds (after tax) can be
repatriated. Liquidation

is a fairly lengthy process generally lasting
eighteen to twenty-four months.

As regards the taxation of terminations of
companies, the financial period is replaced by
the liquidation period, which starts when a
company is put into liquidation. The period
between this date and the end of the same
calendar year, as well as every calendar year
following this date, is considered as a separate
liquidation period. When liquidation is finalised,
the final liquidation profit or loss is computed
and the liquidation returns, which were
previously filed, are corrected and, if necessary,
taxes overpaid are refunded.

2. Accounting

2.1. General information

Turkey has made significant progress since
2002 in terms of the adoption of international
accounting standards. In 2002, a Turkish
Accounting Standards Board was established as
an administratively and financially autonomous
public legal entity for the purpose of identifying
and publishing the national accounting
standards that will be applied for public benefit
and that will ensure the development and
adoption of national accounting principles to
enable accurate, reliable, balanced, comparable
and comprehensible financial tables in the
audited financial statements.

The Board has decided to adopt the
“International Financial Reporting Standards”
(IFRSs) to enable integration with international
practice whilst ensuring harmonisation with
European Union legislation. Within this
framework, 36 national standards in full
conformity with IAS have been published in the
Official Gazette since 2005.

It is foreseen that the remaining two standards
will be adopted by the Board once the two
standards have been published as soon as
possible after the necessary translation work
has been completed.

In Turkey, since the beginning of 2005, banks
and public companies have been preparing their
financial statements in conformity with the
IFRSs. The Turkish accounting standards which
have been published as of 1 January 2006
constitute current legislation for these sectors.

Following the publication of all Turkish
Accounting/Financial Reporting Standards in full
conformity with the IFRS, it is foreseen that a
separate set of standards in full conformity with
the relevant international arrangements will be
published for the small and medium-sized
enterprises (SMESs) operating in Turkey.



2.2. Regulations for chartered public
accountants, tax accountants and auditors
Turkish law classifies acounting professionals in
three categories:

m Independent Accountant (SM)
m Certified Public Accountant (SMMM)
m Sworn Public Accountant (YMM)

Individual persons and a certain number of
professionals in auditing companies respectively
need a licence as Certified Public Accountant or
Sworn Public Accountant to carry out audits for
taxation purposes.

Pursuant to Turkish tax legislation, accounting
records such as the Journal Ledger, Inventory
Ledger, Production Ledger or Stamp Tax Book
have to beretained for five years following the
relevant accounting period, and for a period of
ten years in order to comply with the Turkish
Commercial Code. The financial records must
be maintained in the Turkish language and in
Turkish Lira, and must be authenticated by a
notary public.

2.3 Financial statements and disclosure

The financial statements have to be prepared in
accordance with the Turkish Commercial Code
and other relevant legislation. In case
thefundamental concepts and principles used in
the preparation of financial statements differ
from these principles, companies are required to
adjust the information in the

financial statements accordingly, in line with the
relevant regulations.

Financial statements generally consist of the
following components:

. Balance sheet

. Income statement

. Cost of sales table

. Source and application of funds

. Cash flow statement

. Profit distribution table

. Statement of changes in shareholders" equity.
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The balance sheet and income statement tables
along with their footnotes and appendices
constitute the basic financial statements,
whereas the others form the supplementary
financial statements.

For further information on the contents of the
financial statements according to Turkish
legislation please see Annex.

3. Labour Law

Under Turkish Labour Legislation, the following
Acts are relevant for labour relations: Labour
Act, Maritime Labour Act, Act on
Labour/Management Relations in the Press,
Trade Unions Act, Collective Agreements,
Strikes and Lock-Outs Act, Social Insurance and
Unemployment Insurance Act,

Labour Courts Act, National Holiday and
General Vacations Act, Week- end Holiday Act,
Employment Services Act, Labour Office“s Act,
Apprentice, Artisan and Master Workmen Act,
Civil Servants" Trade Union Act and
Employment of Foreign Employees" Act.

The most important of these Acts is the Labour
Act as it covers the broadest spectrum of
employees.

The new Labour Act governing relations
between employers and employees came into
force in June 2003. This Code contains several
new provisions in conformity with the
international and supranational regulations of
the International Labour Organization and the
European Union. The new Act can be
considered to be progressive and it has radically
changed the old system of labour relations.
Through this Act, relations between employer
and employee are based on a different legal
concept which affords more protection to
employees.

3.1. Principle of equality

Article 5 of the Labour Act regulates the principle
of equality which prohibits any kind of
discrimination relating to employment relation-



ships with respect to language, race, gender,
political opinion, philosophical thinking, religion
and sect, or similar reasons.

The above Atrticle also emphasises that
discrimination based on the gender of an
employee is not allowed when employees are
working in the same or equivalent jobs.
However, discrimination may be allowed if
biological reasons or the nature of the work
make it necessary.Discrimination between
employees working for a specified/indefinite
term of employment or on the basis of a part
time/full time contract is also prohibited.

If any violation of this principle occurs during the
term or termination of the employment contract,
the

employee has the right to request compensation
that can amount to up to four months" salary and
the rights that he/she was deprived of.

3.2. Employment contracts

Through the employment contract, the employee
undertakes to work for the employer
dependently and the employer undertakes to
remu- nerate the employee for the work
rendered by him/her.

The employee is therefore bound by the
employment contract to act under the
instructions of the employer. The employee does
not have the freedom to act outside the scope of
the employer”s instructions as an independent
professional.

There are generally three types of employment
contracts:

m Temporary/permanent work
m Specified/indefinite period
m Part-time/work on call

There is no statutory procedure for the
conclusion of employment contracts but
employment contracts that are signed for a
specified period of one year or longer must be in

written form.

Employment contracts are exempt from stamp
duty, other duties and fees.

If there is no written employment contract the
employer has to submit a document to the
employee indicating the general and specific
working conditions, daily or weekly work hours,
the term of the employment contract, the amount
of the employee"s salary, if specified, and any
additional payments, the time when the salary is
paid, and the conditions of termination.

3.2.1. Temporary/permanent work

The criterion for distinguishing between
temporary and permanent work is the agreed
period of employment. An employment period of
a maximum 30 working days is defined as
temporary work; employment periods of more
than 30 working days are defined as permanent
work. Temporary work is governed by the Code
of Obligations, not by the Labour Act.

3.2.2. Specified/indefinite period

An employment contract may be concluded for a
specified period of time or for an indefinite
period. As mentioned above, employment con-
tracts signed for a specified period of one year
or longer are required to be in written form.

Unless there is a sound reason, employment
contracts for a specified period cannot be
renewed more than once. Turkish labour
legislation does not allow successive
employment contracts for specified periods
unless there is a sound reason. If employment
contracts are renewed successively without a
sound reason they will be considered to be an
employment contract for an indefinite period
from the beginning.

3.2.3. Work on call

A work on call contract is a specific type of part-
time employment contract. The work on call
model was recently incorporated in Turkish
labour legislation by the new Labour Act. A work
on call contract must be concluded in written



form.

Unless stated otherwise, the working hours of a
work on call contract are 20 hours per week and
at least four hours per day. The call should be
made at least four days before the date on
which the work is to commence. This regulation
is aimed at protecting employees. Even if there
is no call within a period of one week, the
employee is deemed to have worked for 20
hours in this week.

3.3. Principal employer/sub-employer
relationship

Under the new Labour Act certain conditions
require hiring a sub-employer. Only work that is
secondary to the main business objective of the
principal employer, like auxiliary work or a part
of the main work can be sub-contracted, like
cleaning, loading, unloading and construction
work.

In order to protect the sub-employer"s
employees, the new Labour Act provides that
the principal employer is jointly responsible for
the employees of the sub-contractor with respect
to the liabilities arising from the Labour Law, the
employment contract and the collective
agreements, to which the sub-employer is a

party.

3.4. Probationary period

Probationary periods of up to 2 months can be
agreed in employment contracts. Longer
probationary periods are not allowed in
individual employment contracts. The only
possibility for longer probationary periods is
through collective labour agreements. In this
case the probationary period can last up to 4
months.

During the probationary period, the employment
contract can be terminated without prior
notification or indemnity by both sides.

3.5. Termination of employment contracts

3.5.1.Termination of employment contracts
for specified periods

Employment contracts limited to a specific
period expire on the date specified in the
contract. No further financial responsibilities
arise for the contracting parties.

3.5.2.Termination of employment contracts
for indefinite periods

3.5.2.1.Termination of an employment
contract requiring advance notification
Under the Labour Act, both employer and
employee have the right to terminate an
employment contract for an indefinite period by
complying with the minimum notification period.

However, it should be noted that the right to
terminate indefinite employment contracts by an
employee does not depend on any condition,
while the employer has the right to terminate an
employment contract only if there is a valid
reason.

This condition of valid reason is only applied to
an employer-employee relationship that has
lasted for at least six months and on the
condition that the employer runs the business
with thirty or more employees.

The concept of valid reason relates to the
efficiency or the behaviour of the employee as
well as to the requirements of the company,
workplace or work. The Labour Act cites specific
reasons that cannot be considered as valid
reasons for the termination of employment
contracts.

For example, membership of a trade union or
reasons relating to race, gender, political
opinion, personal belief, religion and sect are not
valid reasons.

The employee whose contract has been
terminated has the right to file a lawsuit against



the employer within one month as of the date of
the advance noatification sent for termination of
the contract if the reasons of termination are not
defined in the notification or if the employee is of
the opinion that the reason given is invalid. If the
court decides that the termination of the contract
is invalid or groundless, the employer has to re-
employ the employee within one month. If the
employer insists on not re-employing the
employee, the employer has to pay
compensation ranging from four to eight monthly
salaries. The amount of compensation is
determined by law.

However, employees can obtain this
compensation if he/she has recourse to the
employer for re-employing him or her within one
month after the decision concerning the
invalidity of the termination.

The aforesaid underlines the fact that both
employee and employer should respect the
period of advance notification. If this period is
not taken into consideration, compensation has
to be paid. The duration of the period of advance
notification depends on the employee“s length of
service. The Labour Act regulates the advance
notification period as follows:

m 2 week period for an employment period of
0—6 months

m 4 week period for an employment period of
6—18 months

m 6 week period for an employment period of
18-36 months

m 8 week period for an employment period of
more than 36 months

It is possible for the employer to disregard these
periods by paying an amount equal to that which
the employee would receive during the advance
notification period.

3.5.2.2. Termination of employment
contracts without advance notification on
justifiable grounds

The termination of employment contracts without

advance notification on justifiable grounds is not
possible for indefinite employment contracts and
for terminable employment contracts.

Both the employer and the employee have the
right to terminate the contract under certain
conditions stipulated in the Labour Act. These
conditions can be classified into three
categories:

m Reasons of health

m Cases which are incompatible with proper
conduct, good will and similar circumstances

m Force majeure preventing the employee from
working in the workplace for a period
exceeding one week

It should be stated that the right to terminate a
contract on the grounds of circumstances which
are incompatible with good conduct or good will
may not be exercised after a period of six
working days has elapsed since the day on
which one of the parties has been acquainted
with the action of the other party, and in any
case after a period of one year has elapsed
since the occurrence of the event. If the
employee gains material benefit, then the period
of one year will not be applied.

3.5.3. Severance payment

Under certain circumstances employers are
obliged to make a severance payment. These
circumstances are applicable for indefinite
employment contracts:

m Termination of the contract by the employer
for reasons other than
those stipulated in Article 25-11 of the Labour
Act

m Termination of the contract by the employee
in conformity with Article 24 of the Labour Act

m Termination of the contract on account of
compulsory military service

m Termination of the contract by a woman on
her own volition within
one year from the date of her marriage

m Termination of the contract with the death of



the employer

The severance payment is computed according
to the last wage received and the number of
years worked for the employer.

An employee should have at least one year of
service to be eligible for a severance payment.

No severance payment has to be made when
the contract of employment is terminated by the
employee; exceptions are military service or
unethical behaviour of the employer.

Any woman who resigns within one year of her
marriage is also entitled to remuneration for her
years of service with the company.

3.5.4. Collective dismissal of employees
Collective dismissal under Turkish law means:

m the dismissal of at least ten employees by
employers with 20 to 100 employees,

m the dismissal of at least ten percent of the
employees by employers with 101-300
employees,

m the dismissal of at least thirty employees by
employers with 301 or more employees in the
same month.

Reasons for collective dismissal of employees
are as follows: economic, technological or
structural reasons, or due to similar causes
related to the company, working place or
business.

The employer is required to give written notice to
the Directorate of the Turkish Employment
Authority at least thirty days in advance.

3.6. Working conditions

3.6.1. Wages and salaries

A minimum wage is determined by the
representatives of the government, employees
and employers at least every two years.

The monthly minimum wage applicable from 1
January 2010 to 30 June 2010 is TL 729 in
gross terms

for employees aged 16 and more.

The employer is obliged to pay employees their
vacation bonus in advance i.e. before they
commence their vacation.

There is no legal obligation concerning bonuses
and other extra payments. The determination of
bonuses and other extra payments is at the
discretion of the parties involved.

3.6.2. Working hours

The maximum weekly working hours is 45
hours. By mutual agreement between the
parties, the standard hours of work in a week
may be distributed unevenly among the days of
the week, provided that the total daily working
hours do not exceed eleven hours. In this case,
the average weekly working hours of employees
for a two-month period are compared with
normal weekly working hours. The above-
mentioned maximum working hours must not be
exceeded.

3.6.3. Overtime

Overtime is defined as working hours exceeding
the maximum of 45 hours per week. The annual
limit for overtime work is 270 hours.

Hourly wages for overtime work are 50 % higher
than those for ordinary working hours. The
consent of the employee is necessary for
overtime work. When overtime work is
undertaken on the weekend or on official
holidays, the employee is entitled to an
additional full day working wage.

3.6.4. Compensation work

Employers have the right to request
compensation work within two months if the
work is stopped for compelling reasons if a
vacation entitlement is granted to the employee
at his/her own request or if working hours are
below the regular level because of official or



general holidays.

Compensation work must not exceed three
hours per day and the overall maximum working
hours.

3.6.5. Breaks

Under the Labour Act employees are entitled to
a break of 15 minutes for 0—-4 hours of work, to a
break of 30 minutes for 4-7.5 hours of work and
to a break of 60 minutes for more than 7.5 hours
of work. The breaks should be consumed in the
middle of the daily working hours and according
to local custom and working requirements.
Break hours are not included in working hours.

3.6.6. Annual vacation
Employees are entitled to an annual vacation
after an employment period of one year.

Vacation entitlement ranges between 14 and 26
days depending on the length of the
employment period.

For employees under the age of 18 and over 50,
the number of annual vacation days must not be
less than 20 days, irrespective of the length of
employment.

In the case of termination of the employment
contract employees are entitled to receive
monetary compensation for unused vacation
days.

3.6.7. Maternity leave

Female employees have the right to take
maternity leave of up to 16 weeks, 8 weeks
before and 8 weeks after having given birth.
They are free to work upon the doctor"s
approval until three weeks before giving birth.

If necessary, these periods may be extended
depending on the health of the employee and
the special requirements of the job. These
periods are determined by a medical report.

Following the 16-week maternity leave period, it

is possible to have unpaid leave for a period of
up to 6 months. This period is not included in the
calculation of the annual vacation. Also, female
employees have the right to feed their children
one and a half hours per day until the child
reaches the age of one year.

3.7. Obligation to employ disabled persons,
ex-offenders and victims of terrorism
Employers with more than 50 employees are
obliged to employ disabled persons, ex-
offenders and victims of terrorism. 6 % of total
employees should be disabled persons, ex-
offenders and victims of terrorism.

The contingent of disabled persons, ex-
offenders and victims of terrorism as a
percentage of total employees is determined on
an annual basis by the Council of Ministers
(current figure: 6 %). However, the rate of
employment for disabled persons may not be
less than one half of the total rate.

Both the employees who are working under an
employment contract for a specified and an
indefinite period are taken into consideration in
order to determine the total number of
employees in a workplace.

4. Employment of foreign nationals

The diverse and multi-faceted structure of
legislation concerning the employment of foreign
nationals was standardised through the Law on
Work Permits Issued to Expatriates, which came
into force in September 2003.

In order to be eligible to work and reside in
Turkey, foreign nationals need a work permit, a
working visa and a residence permit if they are
not exempt from these requirements by special
provisions in the legislation.

Obtaining a work permit is the first step for
obtaining permission to work in Turkey. Work
permit applications can be made to the
representatives of the Turkish Republic abroad
(Turkish embassies) or directly to the Ministry of



Labour in Turkey. Work permits are granted by
the Ministry of Labour after consulting the
relevant institutions, if necessary.

After obtaining the work permit, the foreigner is
entitled to receive a working visa from the
Turkish embassy in his/her home country. After
the working visa is issued, the application for a
residence permit should be submitted to the
Ministry of Internal Affairs. It is also possible to
submit the application to the respective Turkish
embassy.

The Law on Work Permits Issued to Expatriates
requires work permits to be issued to “key
personnel” to

be employed in companies which are deemed to
be a “foreign direct investment with special
priority” by the Ministry of Labour immediately
(within 15 days as of the date of application)
without evaluating the employee“s competence
for the specific position. The term “key
personnel” in this provision refers to the
shareholders, chairman of the board, board
members, general manager(s) and assistant
general managers, managers and other persons
in similar positions at the companies classified
as “foreign direct investment with special
priority”.

Work permits to be issued for employees that
are not regarded as key personnel are evaluated
by the Ministry of Labour in due consideration of
the development of the Turkish labour market
and the current condition of the relevant
industry. If the evaluation yields positive results
a written work permit is either sent to the foreign
employee, or to his/her employer in Turkey.

Work permits are issued for a maximum period
of one year. It is possible to extend the validity
period of the work permit for an additional period
of two years under the condition that the
required applications are submitted within the
specified deadlines (at least 2 months prior to or
15 days subsequent to the expiry of the work
permit), and that the expatriate remains in the
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same place of business and within the same
profession.

At the end of this period of extension the
employment period may be extended for three
years, without the obligation to work for the
same employer.

Employees who have resided in Turkey for at
least eight years legally and without interruption,
and who have been legally employed for a total
period of six years, are entitled to a work permit
for an indefinite period of time.

Foreign employees who obtain a work permit
are obliged to submit a request for an entrance
visa to Turkey within 90 days of the date of
receipt of the work permit certificates, and to
apply to the competent authorities for a
residence permit within 30 days of the date of
their entry into Turkey.

5. Social security system

The Turkish social security system covers free
health care at state hospitals, a small pension,
maternity benefits and unemployment insurance.
There are three institutions — the Social Security
Institution, the Pension Fund and the Bag-Kur —
which are regulated by their own

laws under the social security system.

Private sector employees are covered by the
Social Security Law. Both the employee and the
employer pay social security contributions. The
contribution rate is 14 % of the gross salary for
employees and 19.5 % of the gross salary for
employers (the percentage varies according to
the risk potential of the work).

Health care, excluding prescription drugs, is
provided free by the state- run hospitals.

A small pension is payable upon retirement at
the age of 60 for men and 58 for women upon
completion of 20 to 25 years of employment
provided that the long-term insurance premiums
are paid for a certain number of days. In



practice, most employees prefer to continue
working because of the inadequacy of the
pension.

As a rule, foreigners working in Turkey are
subject to Social Security Law at the same rates
as local

employees. However, those who are assigned
by a foreign employer only for a temporary
period and paying social security contributions in
the home country may be exempt from Turkish
social security contributions, provided that the
necessary documents are submitted to the
Social Security Institute by the competent
authorities of the home country.

Turkey has bilateral social security agreements
with various countries. Turkey is also a party to
the European Social Security Agreement. Most
bilateral treaties and the European Social
Security Agreement enable employees to be
covered by the social security scheme of their
home country based on the length of their
assignment in Turkey.

5.1. Private personal pension system

The system is funded entirely on a voluntary
basis by means of individual retirement
accounts. Employers can make contributions to
the private pension accounts of their employees
and deduct these contributions from their
corporate tax base as business expense. Such
arrangements are called Group Personal
Pension Plans.

According to Law No. 4632 on the Private
Pension Savings and Investment System, only
licensed pension companies are entitled to sell
personal private pension products and collect
personal pension contributions. The funds
collected through this system are to be invested
through investment vehicles called pension
mutual funds, which are mutual funds founded
by pension companies exclusively for the
investment of pension money. Furthermore, the
investment of these pension mutual funds can
only be managed by portfolio management
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companies and not by the pension company
itself. The pension company pays the portfolio
management company a commission for the
fund management services.

The Treasury (General Directorate of Insurance-
Dept. for Private Pensions) and the Capital
Markets Board are the main governmental
supervisory bodies in the system.

Moreover, the system has two daily monitoring
and supervision mechanisms which are used by
the aforementioned institutions to ensure
effective and efficient off-site supervision.

There are tax incentives for private personal
pension arrangements in all stages of the
pension plan.

During the contribution stage contributions are
deductible from the income tax base up to 10 %
of the gross monthly income. Also, the total
deduction in a year is not allowed to exceed the
threshold of the annual minimum wage level. (In
the case of group personal pension plans, the
total of employee and employer contributions is
subject to the same limits).

The contributions made by the employer on
behalf of his employees are deductible from the
corporate tax base as business expense.

During the interest build-up stage the increment
of the pension fund is tax free. However, the
investment income from the individual
investment instruments is subject to withdrawal
tax.

The final stage is the distribution stage. If the
participant has been contributing to the system
for less than 10 years the distributions are taxed
at an income tax rate of 15 %.

If the participant has been contributing to the
system for more than 10 years but is not yet 56
years old at the time of withdrawal, the



distributions are taxed at an income tax rate of
10 %.

According to law, the cabinet has the right to
double the tax deductibility limits and the
utilisation of this option is currently being
considered by the authorities.

6. Tax law
The Turkish tax regime can be classified in three
main categories:

® Income taxes
— Corporate income tax
— Personal income tax
m Taxes on expenditure
— Value Added Tax
— Special consumption tax
— Banking and insurance transaction
taxes
— Stamp tax
m Taxes on wealth
— Inheritance and gift taxes
— Property tax
— Withholding tax

In addition to these taxes, there are other taxes
such as motor vehicle tax and special
communications tax. The latter is applied to
communications services at the rate of 25 % for
GSM operators and 15 % for other telecom
services provided under a license or permit from
the Telecommunications Board.

Major tax laws governing the Turkish tax system
are Tax Procedure Law, Income Tax Law,
Corporate Tax Law and Value Added Tax Law.

Tax Procedure Law regulates the procedures
concerning tax liability, various forms of taxation
and bookkeeping.

6.1. Income taxes

Income tax is applied to the income of natural
persons, while corporate tax is applied to the
income of legal persons.
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The rules for the taxation of individual income
and earnings are outlined in the Income Tax
Law (ITL). Likewise, the rules for the taxation of
corporations are contained in the Corporation
Tax Law (CTL).

Despite the fact that each tax is governed by
different legislation, many rules and provisions
of Income Tax Law also apply to corporations,
especially in terms of income elements and
determination of net income.

Income Tax Law is about the types of income
earned by real persons, exemptions, expenses
which are deductible and non-deductible from
taxable income, and payment of income taxes.

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

In addition to these laws, Law No. 6183
regulates the payment, penalties and interest
rates to be applied to those who default on their
obligations.

The individual tax system in Turkey is
progressive. In other words, the higher the
income, the higher the rate at which the income
is taxed. In 2010 individual tax rates vary from
15 %-35 %.

Corporate income tax is a flat tax of 20 % in
2010.

6.1.1. Corporate income tax

Companies with their legal or business
headquarters in Turkey, or companies whose
operations are focused and managed in Turkey
are subject to Turkish corporation tax.

The Corporate Income Tax Law distinguishes
between taxpayers with full tax liability and
taxpayers with limited tax liability.



According to Corporate Income Tax Law, the
following legal entities are subject to corporate
income tax:

m Joint stock companies and limited liability
companies which are established under the
Turkish Commercial Code, and similar foreign
companies

m Mutual funds established in accordance with
the Capital Market Law

m Cooperative companies: consumption,
production, credit and sales and other
cooperatives established under the Law on
Cooperatives

m Commercial, industrial and agricultural
organisations owned by central and local
administrations, municipalities and other
public organisations, and state economic
enterprises

m Economic units run by associations and
foundations

6.1.1.1. Assessment basis

The assessment basis for corporate income tax
payable by taxpayers with full tax liability is their
worldwide income.

By specifying two criteria the law intends to
prevent any problems which may arise in
determining the tax liability. One criterion is the
legal head office, as used in the context of the
Corporate Tax Law.

The legal head office is the office specified in the
written agreements of the mentioned entities.

The second criterion is the place of the effective
management of the company, which is defined
as the place in which the business activities are
concentrated and supervised.

The assessment basis for companies with
limited tax liability is the income derived in
Turkey, provided that both the legal head office
and the place of effective management are
abroad.
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6.1.1.2. Corporate tax return

The assessment of the corporate income tax is
conducted through the filing of annual tax
returns by the taxpayer. The tax return contains
the results of the respective taxation period.
Generally, every taxpayer is required to file only
one tax return, even if the income is generated
through different business places or branches,
and those places and branches have their own
accounting unit and allocated capital.

The corporate tax return has to be filed by the
evening of the 25th day of the fourth month of
the year following the month in which the fiscal
year ends. The assessed taxes have to be paid
by the end of that month.

If a company with limited tax liability terminates
its business operations in Turkey, the corporate
tax return has to be submitted to the competent
tax office 15 days before the company closes
down

If the income generated by foreign companies
with limited tax liability consists of capital gains
and non-recurring income discussed in the
preceding sections (except for income earned
from the sale and transfer of intangible rights like
licences, know-how and royalties), the income
has to be declared to the competent tax offices
within fifteen days after the income has been
generated. This procedure is called “special
declaration”.

If there is no permanent establishment or branch
office in Turkey, withholding tax will generally be
charged on income earned; for example, income
earned from the sale and transfer of intangible
rights like licences, know-how and royalties,
income from movable and immovable property
and income from independent professional
services provided in Turkey.

Reduced rates of withholding tax may be applied
if this is provided for in a double taxation treaty.



6.1.1.3. Tax rate
The tax rate calculated for the assessment basis
amounts to 20 %.

Advance payments have to be made to the tax
authorities and are deducted from the tax due
for the whole taxation period.

6.1.1.4. Taxable income

All income (including capital gains) generated by
the above-mentioned legal entities that are
subject to corporate tax is taxable unless ex-
empted from tax or excluded under the incentive
rules.

6.1.1.4.1. Allowable deductions

Generally all expenses in connection with
generating and maintaining income are fiscally
deductible. Pursuant to Turkish Corporate Tax
Law, the following expenses as deductible:

m Charges against Turkish companies for
management expenses by a parent or sister
corporation. However, the same charges by a
foreign parent or sister company to their
branches in Turkey are not deductible if the
charges are not related to specific work on
behalf of the Turkish company;

m Taxes imposed on goods such as taxes on
real estate, stamp tax, registration duties and
municipal fees;

m Specific bad debt reserves (doubtful debts)
are allowed while the dispute about the
receivables is under review by the courts in
cases involving miscellaneous receivables
which have not been paid after a formal
notarised or written request for payment or
where the Banking Law or related regulations
have special reserve requirements for non-
performing loans;

m Expenses for business entertainment are
deductible if the invoices state the purpose
and the names of the guests;

m Travel expenses (including meals and
lodging) for business purposes if they are
commensurate with the importance of the
business;
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m Gifts and donations to government offices,
municipalities, villages, associations that
pursue the public interest and foundations
under the Civil Code with a tax exempt status
granted by the government, and
organisations engaged in scientific research
and development are deductible up to 5 % of
the taxable income;

m Employee‘s salaries and payments to the
chairman, directors and auditors. Payments
may be in the form of allowances, fees,
premiums and bonuses. Payments in kind are
also deductible but are deemed to be a salary
and are taxed as such;

m Interest costs either as a direct charge or
included in the depreciation allowance when
capitalised;

m Undocumented expenses up to 0.5 % of the
gross income realised in foreign currency
from export and construction, maintenance
and transportation services maintained
outside Turkey;

m Fees paid to the trade unions provided that
the monthly fees do not exceed the daily total
payment of salaries;

m A loss incurred in a financial year can be
carried forward for 5 years against future
profits for purposes of corporation tax. It
cannot be carried back;

m Start-up costs;

m Cost of issuing share certificates and the

expenses of forming and registering a company;

m Research and development costs;

m Merger and liquidation expenses;

m 100 % of sponsorship payments for amateur
sport activities and 50 % of sponsorship
payments for professional sport activities;

m Social security contributions;

m Losses incurred in foreign countries subject to

certain conditions;

m Compensation payments or losses incurred in
connection with contracts or court rulings,
provided that they are business-related;

m Contributions by the employer to the private

pension system (subject to a ceiling);

m Cost value of food donated to food banks;

m Depreciation of fixed assets;



® |[nvestment allowances.

6.1.1.4.2. Non-allowable deductions
The following categories of expenses are not
allowed to be deducted from the taxable income:

m Interest and foreign exchange losses on
capital and on loans that are regarded as thin
capital;

m Fines and penalties and other indemnities
arising from the taxpayer"s improper conduct;

m Legal reserves;

m Gifts and donations to government offices,
municipalities, villages, associations that
pursue the public interest and foundations
under the Civil Code with a tax exempt
status granted by the government and
organisations engaged in scientific research
and development over 5 % of the taxable
income;

m Expenses recorded through severance
payment provisions (severance payments are
tax deductible only when the actual payments
are made to employees);

m Disguised earnings.

It should be noted that expenses that may not
be deducted are generally expenses that cannot
be properly documented or those that fail to
meet the “business-related” or “business-
promoting” criteria (e.g. excessive
entertainment, representation or travel
expenses).

6.1.1.4.3. Depreciation

The Tax Procedures Code contains fairly liberal
provisions with respect to the depreciation of
fixed assets.

By definition, depreciation is applied to assets
that are used in the entity for more than one
year and that are subject to wear and tear (land
is not subject to depreciation). Taxpayers may
determine the depreciation rate for all their fixed
assets, excluding buildings, on a straight line
basis.
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The Ministry of Finance specifies the
depreciation rates for assets. The Ministry of
Finance is authorised to increase or decrease
depreciation rates for specific assets. For fixed
assets that are subject to higher de- preciation
rates the applicable rates are announced in
general communiqués issued by the Ministry of
Finance.

Alternatively, depreciation by the double-
declining method is also allowed. If this method
is applied, the rate of depreciation corresponds
to double the rate used under the straight line
method, provided that it does not exceed 50 %.

In cases when extraordinary depreciation is
required, due to economic and technical
reasons, the rate of depreciation is determined
by the Ministry of Finance.

The capitalisation or direct expense recording of
pre-operating and start-up expenses depends
on the preference of the taxpayer. If such
expenses are capitalised, depreciation is applied
over a period of 5 years and in 5 equal
instalments.

Depreciation of leasehold improvements is
calculated on the basis of the duration of the
lease period and in equal yearly instalments
over

the life of the lease.

Taxpayers may discontinue the application of
the double-declining method and change to the
straight line method. However, once they start
using the straight line method, they may not
return to the double-declining method.

6.1.1.4.4. Losses carried forward

The carrying forward of losses (including foreign
source losses but subject to certain procedures)
is allowed for a period of five years; loss carry-
back is not permitted except in the case of
liquidation



6.1.2. Personal income tax

Personal income tax is applied to the income of
natural persons. The taxable income is defined
as the net amount of profits and earnings
obtained by natural persons in one calendar
year. The income components are broken down
into seven categories:

Income from commercial activities

Income from agriculture

Income from professionals

Wages and salaries

Income from capital investment (interest and
dividends)

Income from immovable assets and rights

m Other income and earnings

Individuals with unlimited tax liability in Turkey
(permanent residents) are taxable with their
global income.

Foreign residents who are employed in Turkey
and all other individuals with limited tax liability
are taxable with their income earned in Turkey.

In order to qualify as a resident in Turkey, a
person must be resident in Turkey for a period of
over 6 months in any calendar year.

A foreigner who spends less than a continuous
period of six months in Turkey during a calendar
year and whose customary home is not in
Turkey or who, although staying for more than
six months, has come to Turkey for a specific
and temporary assignment (e.g. businessman,
expert, press, radio or TV correspondent) is
deemed to be a non-resident and is taxed only
on his income from employment in Turkey.

Employers are required to deduct the amount of
tax and national insurance due to a salaried
worker each month immediately.

Self-employed individuals are required to make
advance payments for income tax that will be
offset on the assessment of the income tax for
the whole year. In the case of a new business,

the advance payments will be calculated
according to the estimates of the owner of the
business. The advance payments have to be
made on a quarterly basis each year.

The standard rate for advance payments for
income tax in Turkey is 15 % of the net profit.

Certain payments are deducted from taxable
income. Capital gains are usually added to the

normal income.

6.1.2.1. Personal income tax rates in Turkey
in 2010

Tax % Tax Base (TL)

15 0-8,800

20 8,800-22,000
27 22,001-50,000
35 50,001 and over

6.1.2.2. Exclusions and exceptions

Certain amounts received by individuals are tax
free. The following incomes are specifically
exempt from taxation:

m Annual rental income up to TL 2,600;

m Income from dependent personal services
consisting entirely of salaries derived from
one resident employer, provided that all
payments are taxed by the withholding
mechanism on the payroll;

m Interest income subject to withholding tax at
source;

m 50 % of income from dividends received from
a resident corporation;

m Income from copyrights and patent rights (e.g.
authors, sculptors, painters and composers);

m Pensions and other social security
compensation received up to a certain level;

m Employee"s reimbursed travelling expenses;

m Salaries paid for importing foreign exchange
by the representative/liaison offices of foreign
companies;



m Retirement and termination indemnity
payments (currently a maximum TL 2.427,03
1 Jan. 2010-30 June 2010);

m Capital gains from the sale of Turkish
corporation shares held for more than two
years.

6.1.2.3. Income tax return

The annual declaration is used for the
consolidation of the profits and earnings derived
from various sources in the course of one
calendar

year.

An individual who only receives income from
one employment contract is not required to file
an annual return. The employer deducts the
relevant tax for the employee and transfers it to
the tax authority each month.

The annual tax return for each calendar year is
to be submitted by 25 March of the following
year. The declarations of those who leave the
country permanently during a calendar year are
to be submitted 15 days prior to departure, and
in the event of death, within 4 months of the date
of decease.

The only exemption is the return for lump-sum
taxation. This return has to be filed by 25
February of the following year.

6.1.3. Withholding tax

Under the Turkish tax system withholding taxes
are levied in certain cases in order to secure the
collection of taxes. Regulations about
withholding taxes are stated in Article 94 of the
Income Tax Law and in Articles 15 and 30 of the
Corporate Tax Law.

Withholding tax is — amongst others — collected
on salaries of employees, lease payments to
individual landlords, independent professional
service fee payments to resident individuals, and
on royalty, licence and service fee payments to
non-residents. Companies in Turkey are
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required to withhold such taxes on their
payments and declare them through withholding
tax returns.

The following tax rates are applied:

Tax %
Interest on treasury bills and treasury bonds, other
bonds and bills 10
Dividends 15
Royalty from patents, know-how, etc. 15-25
Bank deposits depending on their maturity 15
Profit shares of private financial institutions 15
REPO agreements 15
Some payments from pension and provident funds,
pension and insurance co-operations 5-15
Payments for agricultural goods andservices to
farmers 1-4
Payments to small businesses, which are tax
exempt 2-20
Payments to independent professionals 17-20
Profits from security investment funds and
partnerships with a minimum of 25 % invested in
Turkish shares 0
Rent 20

6.1.4. Dividend taxation

Generally, the payment of dividends is subject to
withholding tax (see 5.6.1.3.), with the exception
of the payment of dividends to a Turkish
company.

If a Turkish company pays dividends to the
following beneficiaries, the amount of the
dividend payment is subject to a 15 %
withholding tax:

m Resident real persons;

m Beneficiaries who are not liable to income or
corporation tax;

m Beneficiaries who are exempted from income
or corporation tax;

m Non-resident real persons;

m Non-resident corporations (excluding those
that acquire dividends through a permanent
establishment or permanent representative in
Turkey);

m Non-resident corporations exempted from
corporation tax.




If the profit of a company is not distributed but
retained, no withholding tax has to be paid.

Another exemption from withholding tax is the

payment of dividends out of profits that

m were generated in 1998 or before;

m originated from exempt income generated
between 1 January 1999 and 31 December
2002;

m correspond to the investment allowance
calculated over investments realised within
the scope of incentive certificates.

6.1.5. Taxation of capital gains

Generally, capital gains are added to the regular
tax base for individuals as well as for
corporations.

6.1.5.1. Taxation of capital gains for
corporations

Capital gains are taxed at the standard
corporation tax rate of 20 %.

The taxation of capital gains is based on the real
profit between the acquisition costs of an asset
adjusted to the increase of an underlying index
and the sales revenue.

Exempt from the taxation of capital gains is the
sale of depreciable assets if the assets were
held for more than two years.

6.1.5.2. Taxation of capital gains for
individuals

The capital gains of natural persons who are
subject to income tax are taxed at the standard
income tax rates ranging from 15 % to 35 %,
depending on the income of the person.

Capital gains from the sale of Turkish securities
that were held by the seller of the securities for
at least one year before the date of sale are
exempt from the taxation of capital gains.

6.1.6. Value Added Tax

6.1.6.1. General information on VAT
The Turkish name for VAT is KDV and the tax
was implemented in Turkey in 1985.

Transactions carried out in Turkey are subject to
value added tax. Taxable transactions include
the supply of goods and services within the
scope of commercial, industrial, agricultural or
independent professional activities, the import of
all kinds of goods and services, and other
activities.

Value added tax is charged on the value added
at each stage of the production process: the
entrepreneur charges value added tax on his
products, but can deduct the value added tax
charged to him as input tax. As a result, only the
value added by the company is taxed. The
deduction of input tax is an essential element of
Turkish value added tax.

The final consumer, who is not entitled to deduct
input tax, absorbs the final tax burden. However,
it is the entrepreneur who pays the value added
tax to the tax office.

Some expenses (essentially related to
passenger cars) do not qualify for input tax
deduction.

The following transactions are subject to VAT:

m Supply of goods and services in the field of
commercial, industrial, agricultural or
independent professional activities

m Import of all kinds of goods and services

Other activities:

m Postal, telephone, telegram, telex and other
similar services; radio and television services;

m Organisation of all kinds of betting, gaming
and lottery including authorised public
lotteries;

m Organisation of shows, concerts and sporting
events with the participation of professional
artists and professional sportsmen;



m Sales at custom bonded warehouses and at
auctions;

m Transportation of petroleum and gas and their
transportation through pipelines;

m Leasing of goods and rights stated in Article
70 of the Individual Income Tax Law;

m Deliveries and services of a commercial,
industrial, agricultural or professional nature
performed by companies that belong to
national and local government agencies and
establishments, universities,associations,
foundations and all types of professional
organisations;

m Deliveries and services deemed to be taxable
upon voluntary registration with the tax
authorities, to avoid uncompetitive pricing

6.1.6.2. VAT returns —filing and assessment,
reverse charge system

Taxation is based on tax returns filed by persons
with VAT liability. Even if they do not have
taxable transactions within a taxation period
such persons are required to file a tax return.

Taxpayers who are subject to the monthly
periods must file their returns to the competent
tax office by the evening of the 24th day of the
following month.

Persons with VAT liability are those who conduct
taxable transactions, irrespective of their legal
status or nature and their position with regard to
other taxes. Persons with VAT liability can use
trustees for VAT taxation who calculate and pay
the tax to the related tax office on behalf of the
taxpayer.

If the taxpayer is not resident or does not have a
place of business in Turkey, a legal head office
or place of management in Turkey, or in other
cases deemed necessary, the Ministry of
Finance is authorised to hold any one of the
people involved in a taxable transaction
responsible for the payment of the tax.

According to Turkish VAT law, there is a so-
called reverse charge VAT mechanism, which

requires resident companies to calculate the
VAT in regard to payments made abroad. Under
this mechanism, VAT is calculated and paid to
the competent tax office by the Turkish company
or customers on behalf of the non-resident
company (foreign company). On the other hand,
the local company treats this VAT as input VAT
and offsets it in the same month.

m Toll manufacturing and ready-made materials
(textiles) are subject to partial withholding:
only one-third of the calculated VAT is paid to
the seller by the purchaser. Therefore, the
purchaser will be responsible for paying two-
thirds of the calculated VAT to the tax office
directly.

m Scrap metal, waste paper and waste plastic
material deliveries are exempted from VAT: if
the above-mentioned exemption should be
revoked, the purchaser pays 10 % of the
calculated VAT to the seller. Therefore, the
purchaser would be responsible for paying 90
% of the calculated VAT directly to the tax
office.

6.1.6.3. Tax rates and exemption from VAT
Three different rates are applied to various
goods and services under the Turkish VAT
system.

6.1.6.3.1.Standard rate

The standard rate of 18 % is applicable to all
transactions subject to VAT which are not
eligible for reduced rates.

6.1.6.3.2. Reduced rates

For specific transactions reduced rates of 8 %
and 1 % are applicable. The eligible transactions
are listed in the VAT law.

The reduced rate of 8 % is generally applied to
basic foods, natural gas deliveries, deliveries of
books, etc.

The reduced rate of 1 % is basically applied to
agricultural products, second hand cars and
deliveries of newspapers and magazines.



6.1.6.3.3. Exemptions from VAT

The following transactions are exempted from

VAT:

m Export of goods and services;

® Roaming services provided in Turkey for
customers outside Turkey (i.e. non-resident
customers) in
line with the international roaming agreement
on the basis of reciprocity;

m Petroleum exploration activities;

m International transportation;

m Deliveries made to diplomatic
representatives, consulates and international
organisations and to their employees;

m Supply of machinery and equipment
(including imports) to VAT taxpayers who
hold an investment confirmation issued by the
relevant authorities;

m Services rendered at harbours and airports
for vessels and aircraft;

m Deliveries made by the government and other
related organisations for cultural, educational,
health and similar purposes;

m Services rendered in free trade zones;

m Banking and insurance transactions (subject
to a separate Banking and Insurance
Transactions Tax at the rate of 5 %).

6.1.6.4. Requirements for invoices
VAT legislation prescribes the following
requirements for invoices:

m Serial and sequence number of invoice;

m Date of supply (i.e. the date the invoice was
issued);

m Name, address and tax registration number of
the company receiving the goods;

m Name, address and tax registration number of
the supplier;

m Description of goods or services supplied,;

m Quantity and price;

m Date of delivery of goods and goods dispatch
note number;

m VAT must be shown separately on invoices
and similar documents for imput tax
purposes.

6.1.7. Other taxes

6.1.7.1. Stamp tax

Stamp tax applies to a wide range of
documents, including contracts, agreements,
notes payable, letters of credit and letters of
guarantee, financial statements and payrolls.

Stamp tax is levied as a percentage of the value
stated on the document at rates ranging from
0.165 % to 0.825 %.

The Stamp Tax Law provides that each relevant
party shall be responsible for payment of the
total amount of stamp tax on the agreements.
Each original document is separately subject to
stamp tax.

6.1.7.2. Motor vehicle tax

The subject of the tax are motor vehicles.
Taxpayers are real and legal persons having
motor vehicles that are registered in their own
names in the traffic, municipality and docks
register and the civilian air-vehicle register
maintained by the Ministry of Transportation.
Tax is assessed and accrued annually at the
beginning of January. The motor vehicle taxes
are paid in two equal instalments, in January
and July, every year.

Motor vehicles are classified into four categories
in terms of motor vehicle tax:

m List 1: cars, special utility vehicles and
motorcycles

m List 2: minibuses, panel vans, motorised
caravans, buses, pickups, trucks etc.

m List 3: yacht-cutters and all sorts of motor
ships

m List 4: planes and helicopters

The amount of Motor Vehicle Tax for land
transportation vehicles is determined according
to their weight, age, cylinder capacity and fuel
consumption. For 2010 it ranges from TL 45 to
TL 14,689 for cars and TL 322 to TL 1,955 for
buses, trucks and the like.



6.1.7.3. Property taxes

Property taxes are paid each year on the tax
values of land and buildings at rates varying
from 0.1 % to 0.3 %. In the case of the sale of a
property, a 1.5 % levy is paid on the sales value
by both the buyer and the seller.

Property tax returns have to be filed every four
years; the annual tax is paid in two equal
instalments, the first being in March, April or
May and the second in November.

6.1.7.4. Environmental Services Tax (EST)
For residential properties, local water suppliers
charge EST amounting to TL 0.13/m3 for water
consumed. For non-residential buildings EST is
charged as a rate between TL 13 and TL 1,537
per year.

The rates for metropolitan cities are TL 0.16/m3
for water consumed by residential properties
and a rate of TL 16 to TL 1,921 for non-
residential properties.

6.1.7.5. Special consumption tax

This tax is governed by the Special
Consumption Tax Law and is levied on different
kinds of goods. The law distinguishes four kinds
of groups of goods which are taxable once:

m Group | contains petroleum products, natural
gas, lubricating oil, solvents and derivatives
of solvents. Taxpayers are manufacturers
and importers of the petroleum products;

m Group Il contains automobiles and other
vehicles, motorcycles, planes, helicopters
and yachts. Taxpayers are merchants of
motor vehicles, exporters or sellers by
auction;

m Group Il contains tobacco and tobacco
products, alcoholic beverages and cola.
Taxpayers are manufacturers, exporters or
sellers by auction of tobacco, alcoholic
beverages and cola;

m Group IV contains luxury products. Taxpayers
are manufacturers, exporters or sellers by
auction of luxury products.

7. Special aspects of imports, customs and
acquisition of real property

7.1. Customs tariff

Turkey formed a customs union with the
European Union on 1 January 1996. This
involves the adoption of a new import regime by
Turkey, which applies the EU"s common
external customs tariff (CCT) for most third
country imports and provides preferential or zero
rates for industrial and processed
agriculturalitems of EU/EFTA origin. Traditional
agricultural products are not covered.

As of January 2002 Turkey set the simple
average tariff rate for imports of industrial
products at 4.5 percent, except for imports from
EU and EFTA countries, for which the rate is
zero. At that time Turkey

also began to apply EU GSP and GSP rates in
List Il of the import regime.

Trade with the U.S. is based on the Treaty of
Commerce and Navigation of 1929, which
provides a mutual most-favoured-nation
treatment in the application of all import and
export duties and restrictions.

Imports of machinery and equipment for projects
introducing new and competitive technology and
imports of products utilised in training, education
and research, are exempt from customs duty.
Basic materials may be temporarily imported
into Turkey without payment of duties and tax if
they are to be used in the production or
manufacture of a product that is to be exported.
Capital goods, some raw materials, imports by
government agencies and enterprises, and
products for investments with incentive
certificates are exempted from import duty.

All customs duties are computed on the CIF
value of the imported goods. Turkey is a party to
the “Customs Valuation Agreement” negotiated
under GATT and now assumed by the World
Trade Organization (WTQO). Under these rules,



provision is made for a primary method of
valuation as well as a series of alternative
methods that must be applied in a defined
sequence. Specific duties are applied to some
goods, usually on the net or gross weight,
although, if appropriate, the duties may be
applied on a “by unit” basis instead.

Value-added tax is levied on most imported
goods and services, unless they are specifically
exempted. The importer is responsible for
paying

the VAT. The VAT is calculated on a CIF basis
plus a duty rate and any other applicable
charges levied before the goods are cleared by
customs. Government decrees are periodically
issued to regulate tax rates in accordance with
the changing economic conditions and volume
of trade.

A special consumption tax has been levied for
the import of automobiles, industrial chemicals
and cosmetics.

Capital goods, some raw materials, imports by
government agencies and state-owned
enterprises, and products for investments with
incentive certificates are exempt from import
duty.

7.2. Acquisition of real estate by foreigners
in Turkey

The acquisition of real estate by foreign real and
legal persons is regulated in Article 35 of the
Land Registry Law that was last amended on 3
July 2003. The amendment introduced new
regulations concerning the acquisition of real
estate by real persons who are foreign nationals
and by trading companies with a legal
personality which were established in a foreign
country according to the country"s laws.

On the condition of reciprocity real persons who
are foreign nationals and trading companies with
a legal personality which were established in a
foreign country according to the country"s laws
can acquire real estate within the territory of the
Republic of Turkey. When a reciprocity principle
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is implemented, it is essential that any real
estate acquisition rights granted by a foreign
country to its own citizens and to trading
companies established in a foreign country
according to the country“s laws are also granted
to the citizens and trading companies of the
Republic of Turkey.

The acquisition of real estate in excess of 2.5
hectares requires the permission of the Council
of Ministers.

8. Foreign investment in Turkey

8.1. General

A new law concerning foreign investment came
into force in 2003. The new law is the “Foreign
Direct Investment Law”. The law aims to
encourage foreign direct investment, 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 thus

regulate the principles to increase foreign direct
investments through established policies.

Based on the regulations of the “Foreign Direct
Investment Law” foreign investors are free to
make direct investments in Turkey and they are
treated on an equal basis with domestic
investors. All companies established with a
foreign capital contribution and under the rules
of the Turkish Commercial Code are regarded
as Turkish companies.

Foreign direct investments shall not be
expropriated or nationalised except for a public
purpose and upon compensation in accordance
with due process of law.

Foreign investors can freely transfer profits,
dividends, proceeds from the sale or liquidation
of all or any part of an investment, amounts
arising from licensing, management and similar
agreements, and reimbursements and interest



payments arising from foreign loans through
banks or special financial institutions abroad.

The settlement of disputes by means of national
or international arbitration is also accepted in
case of foreign investments.

Contributions in kind are valued within the
regulations of Turkish Commercial Law. On the
other hand, stocks and bonds of companies
domiciled abroad are accepted as a foreign
capital share of foreign investors and the values
determined by the courts of the home country or
other relevant authorities in the home country, or
by any other international institutions performing
valuations are accepted.

The working permits for foreign personnel
employed in the companies, branches and
entities established within the scope of the
Direct Foreign Investment Law are granted by
the Ministry of Labour and Social Security. This
means foreign personnel can be employed for
investments in Turkey.

The most important amendment of the new law
is the abolition of all permits granted by the
General Directorate of Foreign Investment. The
procedure for establishing a company with
foreign capital is therefore the same as the
procedure for establishing a company with
domestic capital.

The new law does not call for a minimum
amount of capital especially for companies with
foreign capital. It is also no longer obligatory to
establish either a limited liability company or
joint stock company. Any form of company
included in the Turkish Commercial Code is
acceptable.

8.2. Investment zones in Turkey

There are four different kinds of investment
zones in Turkey which have different objectives
and advantages for foreign investors.
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8.2.1. Technology Development Zones (TDZ)
Technology Development Zones are areas
designed to support R&D activities and attract
investments in high tech sectors.

There are 14 operational TDZs and 8 new TDZs
which have been approved for construction.
TDZs offer the following advantages to foreign
investors:

m Offices ready for occupancy and complete
infrastructure facilities;

m Profits derived from software and R&D
activities are exempt from income and
corporate taxes until 31 December 2013;

m Delivery of application software produced in
TDZ is exempted from VAT until 31
December 2013;

m Remuneration of researchers, software and
R&D personnel employed in the zone are
exempt from all taxes until 31 December
2013;

m Exemption from income and corporate taxes
is provided for IT specific sectors;

m Exemption from customs and duties, as well
as fund levies;

m Special incentives for graduates to establish
companies or participate in an established
company or join its executive boards as well
as conduct research in the zones.

8.2.2. Organized Industrial Zones (Ol12)
Organized Industrial Zones are designed to
allow companies which provide goods and
services to operate within approved areas with
the necessary infrastructure, techno parks and
social facilities.

The infrastructure provided in the zones includes
roads, water, natural gas, electricity,
communications, waste treatment and other
services.

There are 93 OIZ in 81 provinces with a
completed infrastructure. Another 155 OIZs are
currently under construction throughout Turkey.



OlZs offer the following advantages to foreign
investors:

m Exemption from income tax for employees;

m Exemption from the employer“s share of
social security costs;

m Free land allocation;

m Up to 50 % support for electricity costs;

m Exemption from real estate tax, waste water
charges and building construction duties.

8.2.3. Industrial Zones (12)

Industrial Zones are designed to provide sites
suitable for large-scale and technology intensive
investments.

The Council of Ministers approves the 1Z after
the evaluation of the project by the Ministry of
Industry and Trade.

The investments carried out in an 1Z should be
in a high tech sector and have an investment
site of a minimum 1,500 m2. Industrial Zones
benefit from all the advantages provided to OIZ.

8.2.4. Free Zones (F2)

Free Zones are special sites which are
considered to be outside the customs area
although they are within the political borders of
the country. These zones are designed to
increase the number of export-focused
investments.

Legal and administrative regulations governing
commercial, financial and economic issues
which are applicable within the customs area are
either not implemented or partially implemented
in the Free Zones.

There are 20 Free Zones in Turkey which
operate close to the EU and Middle Eastern
markets and have easy access to international
trade routes.

Free Zones offer the following advantages to
foreign investors:

m Exemption from customs duties and other
duties;

m Exemption from corporate income tax for
production companies;

m Exemption from VAT and special
consumption taxes;

m Goods can remain in Free Zones for an
unlimited period; earnings and revenues
generated in Free Zones can be freely
transferred to any country, including Turkey,
without prior permission;

m Goods in free circulation can be sent to
Turkey or to EU countries from the Free
Zones without any customs duty. Moreover,
no customs duty is applied to goods of third
country origin at the entrance to the Free
Zones or exit to third countries.

9. Double Taxation Treaties

Turkey has concluded double taxation treaties
with approximately 60 countries including:
Austria, Germany, Italy, France, Spain, Greece,
United Kingdom, China, India, United States,
Russia, Ukraine, Israel, etc.

9.1. Double taxation treaty between Turkey
and Austria

The double taxation treaty with Austria was
concluded in 1970. It covers personal and
corporate income taxes and is essentially
structured on the basis of the OECD model
agreement.



Annex

CONTENTS OF FINANCIAL STATEMENTS

CURRENT ASSETS

Comprises liquid assets, marketable securities,
trade receivables, other short-term receivables,
inventories, prepaid expenses, income accruals,
and other current assets.

LIQUID ASSETS

This comprises cash-in-hand and cash balances
held with banks and other liquid assets
(excluding marketable securities).

MARKETABLE SECURITIES

This account group is used to follow up income
derived from marketable securities, and capital
gains income. Also to follow up income

from price fluctuations, interest or dividend
income from marketable securities like mutual
funds, government bonds, treasury bills,
commercial papers, investment fund
participation certificates, profit and loss
participation certificates and income participation
certificates. Provisions for the diminution of
value of these marketable securities are also
followed up in this group.

TRADE RECEIVABLES

Receivables arising from trading activities, which
are to be converted into cash within one year,
are stated in this account. Receivables arising
from trading activities of the parent company,
investments and partnerships are stated under
the relevant accounts of this group.

OTHER RECEIVABLES

This comprises notes receivable and other
receivables which do not result from trading
activities and are expected to be collected within
one year. Doubtful receivables related to this
item and provisions that are made for such
receivables are also included here.

STOCKS

Comprises assets like raw materials, work-in-
progress, finished goods, trading goods, by-
products and scrap which are used in production
and

which are to be run down, or stocks may be
liquidated in one year. Goods in transit are
stated in the relevant items of the financial
statements.

CONTRACT PROGRESS COST
Serves to record the cost of construction and
repair extending over a period of years.

PREPAID EXPENSES AND INCOME
ACCRUALS FOR THE FOLLOWING PERIOD
Reflects expenses that arise in the current
period, but actually relate to following periods or
which will be debited in the following period.

OTHER CURRENT ASSETS
Other current assets that are not stated above
are recorded in this category.

NON-CURRENT ASSETS

This comprises assets purchased for the
operations of the company, which are not
intended to be sold within one accounting
period. Fixed assets can be classified as trade
receivables, other receivables, financial fixed
assets, tangible assets, intangible assets, assets
subject to depletion, expenses related to the
following years and income accruals and other
fixed assets.

TRADE RECEIVABLES

Notes receivable and trade receivables with a
maturity of more than one year are reflected in
this item. Receivables with a maturity of less
than one year are shown in related items under
current assets. If there are receivables from the
parent company, subsidiaries or companies in



which an equity investment is held, these are
disclosed as sub-items.

OTHER RECEIVABLES

Comprises receivables arising from non-
operating activities which are not expected to be
collected within one year. Receivables with a
maturity of less than one year are transferred to
related items in current assets.

FINANCIAL NON-CURRENT ASSETS
Long-term marketable securities which have
been held due to legal liabilities, or non-liquid
marketable securities, or securities which have
lost their marketability are included in this
category. Shares held for partnership purposes
are also recorded here.

TANGIBLE NON-CURRENT ASSETS

Assets held for the company"“s activities with a
useful life of more than one year are recognised
in this category. Accumulated depreciation of
these assets is stated under “Tangible non-
current assets” as a deductible item.

INTANGIBLE NON-CURRENT ASSETS
This reflects rights, patents and goodwill, i.e.
assets lacking physical substance.

RIGHTS

This comprises legal rights purchased like
franchises, patents, know-how, licences, trade-
marks, and utilisation rights.

ASSETS SUBJECT TO DEPLETION

This consists of expenses highly dependent on
the timing and intensity of production operations
and which are closely related to a certain
tangible asset or made for an asset subject to
complete consumption.

PREPAID EXPENSES AND INCOME
ACCRUALS FOR THE FOLLOWING YEARS
Comprises income accrued in the related
accounting period but not collected during the
same period and expenses realised in the
current accounting period but relating to the

following years.

OTHER NON-CURRENT ASSETS
Those not included in the previous sections are
stated here.

SHORT-TERM LIABILITIES

Short-term liabilities consist of the liabilities of
the company which are paid within one
accounting period. These include financial
liabilities,

trade payables, other payables, advances taken,
taxes payable and other liabilities, provisions for
liabilities and expenses, deferred income and
expense accruals and other short-term liabilities.

FINANCIAL LIABILITIES

Financial liabilities include the company"s short-
term debts to financial institutions, liabilities
relating to loans raised through capital market
in-

struments or payments of principal, and interest
payments on long-term financial debt maturing
within one year.

TRADE PAYABLES

The company"“s payables relating to its trading
activities either with or without notes are
recorded here.

OTHER PAYABLES

This consists of payables which do not result
from trading activities and which are payable
within one year.

ADVANCES TAKEN

These are advances from third parties for goods
and services to be delivered or for other
reasons.

ADVANCES RECEIVED FOR CONTRACTS IN
PROGRESS

Reflects advances received for construction and
repair costs over years.



TAXES PAYABLE AND OTHER LIABILITIES
Taxes, fees, duties, deductions, insurance
premiums, contributions to unions, syndicate
instalments and other such liabilities for which
the company is both responsible and liable to
pay are reflected in these items.

PROVISIONS FOR LIABILITIES AND
EXPENSES

Liabilities and expenses for which the related
amounts cannot be precisely determined or
those for which the accrual date is not definitely
known are included in this group of items.

DEFERRED INCOME AND EXPENSE
ACCRUALS FOR THE FOLLOWING MONTHS
This group of items includes the income arising
during the current accounting period but is
related to the following months, and expenses
which are related to the current accounting
period but will be paid in the following months.

OTHER SHORT-TERM LIABILITIES
Those not stated in the group of items above are
included in this group.

LONG-TERM LIABILITIES

Long-term liabilities include the company"s
liabilities to financial institutions, bonds and
related third parties with maturity dates of more
than one year with respect to the balance sheet
date.

This category covers: financial liabilities, trade
payables, other payables, advances taken,
taxes payable and other liabilities, provisions for
liabilities and expenses, deferred income and
expense accruals for the following years and
other long-term liabilities.

FINANCIAL LIABILITIES

Financial liabilities include the company“s long-
term debts to banks and other financial
institutions or liabilities relating to loans raised
by issuing securities.

TRADE PAYABLES

Trade payables for which the due date is more
than one year from the balance sheet date are
recorded here. The amounts due to subsidiaries
and to affiliates are disclosed in the footnotes.

OTHER PAYABLES

This group includes payables which are not
related to trade activities maturing in more than
one year.

ADVANCES TAKEN

These are advances for which the due date
exceeds one year from the

balance sheet date.

PROVISIONS FOR LIABILITIES AND
EXPENSES

This item includes provisions for long-term
liabilities and expenses

which arise at the balance sheet date but whose
amounts are not

identifiable, or those where the accrual date is
not definitely known.

DEFERRED INCOME AND EXPENSE
ACCRUALS FOR THE FOLLOWING YEARS
This category includes income collected in
advance which relates to subsequent accounting
periods from the balance sheet date, and
expenses relating to the current accounting year
but which will be paid in subsequent periods.

OTHER LONG-TERM LIABILITIES
Those not stated in the above categories are
included here.

SHAREHOLDERS® EQUI TY
Comprises the amount of capital investments
made by the owners or shareholders of the
company, capital reserves, reserves, profits or
losses of previous years and profits or losses of
the current year.

PAID-UP SHARE CAPITAL
CAPITAL RESERVES
This category of items includes share premium



reserves and the amounts arising from capital
movements such as revaluation which are
added to the reserves of the company.

RETAINED EARNINGS

This consists of profits retained according to
legislation, the Articles of Association or Board
minutes.

NET PROFIT FOR THE PERIOD
This comprises the net profit after tax.

NET LOSS FOR THE PERIOD
This comprises the net loss for the period.

INCOME STATEMENT

This schedule consists of gross sales, sales
discounts, cost of sales, operating expenses,
income and profit from other operations,
expense

and loss from other operations, financial
expenses, extraordinary income and profit, and
extraordinary expenses and loss incurred within
the company“s current operating period.

GROSS SALES

Gross sales consists of the total amounts
received or accrued in exchange for goods or
services constituting the company“s main
business objective. Subsidies on goods sold and
services rendered, foreign exchange rate
differences arising from export and tax rebates
are included under gross sales. Value added tax
realised within that period is not included in
gross sales. Gross sales can be classified as
domestic sales, exports and other income.

SALES DISCOUNTS (=)

This consists of amounts deducted from sales in
order to obtain the net sales revenue figure.
This is classified as sales return, sales discounts
and other discounts

COST OF SALES (-)

This category consists of the cost of services,
finished goods, semi-finished goods, raw
materials, commercial goods, and stock

movements within the accounting period.

In other words, it consists of all expenses
incurred for the production of goods supplied
and services rendered to the customer.

OPERATING EXPENSES (-)

This category consists of research and
development, marketing, sales, distribution,
general and administrative expenses, which are
not allocated to production costs but are still
related to the company®s main business
objective.

INCOME AND PROFIT FROM OTHER
OPERATIONS

Apart from operating income of the firm, income
on the sale of marketable securities, repo
(repurchase agreement) transactions, foreign
exchange differences, rent, dividend and interest
income from subsidiaries and long-term
investments are included here.

EXPENSE AND LOSS FROM OTHER
OPERATIONS (-)

Expenses from operations other than the main
activities of the firm are reflected in this item.

FINANCIAL EXPENSES (-)

Non-capitalised interest expenses, foreign
exchange differences and loan commissions
incurred from loans received are recorded here.

EXTRAORDINARY INCOME AND PROFIT
Apart from operating income, income obtained
from the extraordinary sale of fixed assets and
similar transactions is recorded in this category.

EXTRAORDINARY EXPENSE AND LOSS (-)
Apart from the company“s main business
objective, expenses from extraordinary activities
and transactions are shown here.
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