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PREFACE

The information in this booklet is current at 6 January
2009 and intended to provide a general and concise
guidance on Turkish taxation system only. Because of
rapidly changing and complex legal regulations, readers
are strongly advised to obtain updated and detailed
information before engaging in any transaction or making
any decision. Ernst & Young Turkey assumes no
responsibility in respect of the contents of this guide. If
the readers, in any way, choose to rely on the contents
of this guide, they do so entirely at their own risk.

All information contained in this publication is copyrighted
in the name of Ernst & Young Turkey and as such no part
of this publication may be reproduced, repackaged,
redistributed, resold in whole or in any part, or used in
any form or by any means graphic, electronic or
mechanical, including photocopying, recording, taping,
or by information storage or retrieval, or by any other
means, without the express consent of the publisher.
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l. Individual taxation



A. Income tax
1. Tax rates

In principle, individual income and gains are subject to income tax at
progressive tax rates which vary between 15% and 35% and calculated on
a cumulative basis. The brackets for the year 2009 and relevant income
tax rates are provided below.

Taxable Income

Exceeding TL Not Tax On Lower Tax Rate On
Exceeding TL Amount TL Excess

(] 8,700 - 15%

8,700 22,000 1,305 20%

22,000 50,000 3,965 27%

50,000 - 11,525 35%

On the other hand, certain individual (both for resident and non-resident)
income and gains are subject to withholding tax (WHT). WHT is withheld
and filed by the local company which provides income to resident or non-
resident individuals. In the presence of Double Tax Treaty (DTT) it might
be possible to reduce the tax rates or omit the taxation in Turkey for the
income and earnings derived by non-resident individuals. Please see Appendix
3 for the list of countries with which Turkey has concluded DTT.




Major individual income and gains which are subject to WHT and relevant
local WHT rates are summarized in the table below.

Individuat income Non-
subject to WHT Resident resident
Employment income (wage, bonus, fringe

benefits etc.) 15-35 % 15-35 %
Income from professional services 20 % 20 %

Progress billings on long-term
constructions 3% 3%

Income from sales of rights, other

intangible assets N/A 20 %
Rental income (both tangibles and

intangibles) 20 % 20 %
Dividend income () 15% (e)15%
Time deposit interest and repo gains 15 % 15 %

Interest income from Turkish
Government bonds and Treasury Bills (a) 10 % 0%

Capital gains from sale of Turkish
Government bonds and Treasury Bills (b) 10 % (b) 0%

Capital gains from sale of shares
traded at Istanbul Stock Exchange (ISE)
and held less than 1 year. ()0 % ()0 %

Capital gains from sale of shares of
investment trusts traded at Istanbul Stock
Exchange (ISE) 10 % 0%

Income from investment funds (d) 10 % 0%

(a) 0% for those issued before 01.01.2006

(b) The capital gains derived from the sale of Government bonds and Treasury bills that
are issued before 01.01.2006 are not subject to WHT. They are subject to declaration.

(c) Capital gains derived from sale of shares which have been acquired before 01.01.2006
or those which are traded at ISE and held more than 1 year are not subject to tax.

(d) WHT is not applicable for investment funds formed by shares constituting at least
51% of the portfolio and which is registered at Istanbul Stock Exchange and held
more than 1year.

(e) Conversion of profits into capital is not regarded as dividend distribution and is not
subject to dividend WHT.

2. Who is liable

Individuals who are resident in Turkey are subject to tax on their worldwide
income and they are regarded as full tax liable in Turkey. Nonresidents are
taxed only on earnings and revenues derived in Turkey and they are regarded
as limited tax liable in Turkey.

Residents include individuals with legal permanent residence in Turkey and
those who reside in Turkey for more than six months during one calendar
year (Provisional absence shall not interrupt the continuity of residing in
Turkey).




The civil law defines residency as an 'intention to settle down'. Although
the law does not specify any objective criteria for the residency, the factors
such as purchasing an apartment in Turkey and closing business operations
abroad or having vital interests (social and economic) in Turkey may be
considered in determination of Turkish residency status.

Overriding the six-month rule in item above has a special exception that
applies to expatriates such as businessman, scientists, experts, employees
of governments or journalists who come to Turkey to perform temporary
and pre-defined work as well as those who have arrived for the purpose of
education, medical treatment, rest and travel. Such persons will still be
considered as non-resident even if they stay in Turkey longer than six
months in a calendar year.

Generally, if an individual is a non-resident of Turkey under these rules, he
will also be a non-resident for purposes of the application of Turkey's tax
treaty network. This may affect the taxation of non-Turkish income in the
source country.

3. Income subject to tax

Turkey has unitary tax system under which income derived from different
sources is aggregated and tax due is computed on the total aggregate
income. Under the unitary system, WHTSs are considered advance payments
of the tax and are credited against the tax due in the annual return. Tax is
imposed on a calendar year basis in Turkey. Further, income derived in
Turkey by residents and non-residents are categorized into seven types.
These seven categories are:

1. Commercial income

2. Agricultural income

3. Salary and Wage income (remuneration)

4. Self-employment earnings

5. Revenues from immovable properties (including royalties)

6. Income from Capital investments (i.e. interest and dividends)
7. Other earnings and gains (i.e. capital gains)

Just as significant as the type of income is where the income is generated,
i.e., inside or outside Turkey.

Foreigners who have full tax liability status in Turkey are taxed on their
income derived both in Turkey and outside Turkey.

The sources of income in Turkey for limited liable taxpayers (non-residents)
are determined as follows:

Commercial Income. Income derived from every kind of commercial and
industrial operation through a place of business in Turkey, or through a

permanent representative in Turkey, is considered as income derived in

Turkey.

Agricultural Income. Income arising from agricultural operations carried
out in Turkey is considered as derived in Turkey.




Salary and Wage Income. Salary and wages are defined as money and
goods given as compensation to employees in association with a specific
place of business as well as benefits that are provided to them and can be
represented in terms of money. There is no distinction between salary and
wages in Turkey, so “wages” is used for both in the following. Whether
wages are paid as cash, indemnity, allowances, overtime, advances,
subscriptions, premiums, bonuses, expense accruals or as a percentage of
profit which is not related to a partnership, the essence does not change.
Certain payments made by the employer on behalf of the employee, such
as payment for rent and utilities are grossed up and taxed as salary and
wage income.

Fulfillment of the following conditions indicates that the wage income is
acquired in Turkey for individuals with limited liability:

a) If the employment service is performed in Turkey or,
b) If the services are “evaluated” in Turkey.

An employment service will be considered as having been evaluated in
Turkey if the salary amount is booked as cost or expense by the Turkish
entity.

In determining taxable income, expenses allowable under the income tax
law are deducted from gross revenue.

Individuals in Turkey who work for nonresident entities whose legal and
business headquarters are not located in Turkey and who are paid in foreign
currency are not taxed on their salaries if all of the following conditions are
met (this exemption is usually applicable for liaison office employees):

The nonresident entity pays the salaries out of earnings derived abroad;

The salary payments are not charged as expenses against profits taxable
in Turkey; and

The amount of compensation is brought into Turkey as foreign currency.

Professional (Self-Employment) Income. Self-Employment earnings include
services rendered by a person who works on behalf of himself in his name
using his own professional knowledge without being dependent to an
employer. If benefit is derived from self-employment activities performed
in Turkey or the self-employment activities are evaluated in Turkey, this
indicates that self-employment earnings are acquired in Turkey for individuals
with limited liability.

Services which are rendered by resident and/or nonresident individuals are
subject to withholding tax of 20% and the recipient of the services files a
WHT return to the tax office on behalf of the professionals. If the service
provider is nonresident, provisions of DTTs are taken into consideration.
Provisions of DTTs might prevent taxation of such income in Turkey.

Revenues from Immovable Properties. Revenues acquired from rental of
immovable properties and rights by their owners, by their holders, by those
holding easement and usufruct rights or by their tenants are taxable in
Turkey (if the immovable property is located in Turkey or if such properties
and rights are used or evaluated in Turkey).




Rental income derived by resident and nonresident individuals from
immovable assets and royalties for patents and rights are subject to WHT
at a rate of 20%. This WHT may be eliminated or reduced under applicable
DTTs if the income is derived by non-resident individuals.

Capital Investment Income. The following types of income are included in
investment income;

a) Dividends from all types of share certificates
b) Earnings arising from participation shares

c¢) Profits distributed to the chairman and members of the board of directors
of companies

d) Interest income derived from public and private bonds and treasury bills
e) All interest income (Time deposits, Repo and others)

Dividends derived by resident and nonresident individuals are subject to
15 % WHT. The profit added to capital is not subject to dividend WHT. WHT
is the final taxation for the non-resident individuals. Half of the gross
dividend amount, which is obtained by the resident individuals from Turkish
resident companies, is subject to income tax declaration, if this dividend
amount together with the other income generated by immovable properties
and investment on securities is higher than TL 22,000. In this case, it is
declared together with all these gains via annual income tax return and the
dividend WHT amount is offset from the income tax accrued.

Time deposit interests and REPO gains derived by resident and nonresident
individuals are subject to 15% WHT. They are not declared via annual income
tax return. The WHT is the final taxation.

Interest income from government bonds and treasury bills (issued after
01.01.2006) derived by resident individuals are subject to 10% WHT while
it is 0% for those which are derived by non-resident individuals. They are
not declared via annual income tax return. WHT is the final taxation.

Interest income from government bonds and treasury bills (issued before
01.01.2006) is subject to WHT but the WHT rate is 0%. For nonresident
individuals, they are not declared via annual income tax return and WHT
is the final taxation. For resident individuals, they are declared if the amount
together with other dividend, interest income and income from immovable
properties exceeds TL 22,000 for 2009. For securities denominated in TL,
inflation adjustment is applicable in the determination of taxable income.

Capital Gains and Other Earnings. Some of capital gains and other earnings
are as follows;

a) Earnings arising from the sale of securities, rights, copyrights, patents

b) Earnings arising from the disposal of land, immovable, ships within the
first five years of the acquisition.

c) Earnings arising from the transfer of rights of partnership shares

d) Earnings arising from disposal as a whole or a part of an operation whose
activities are halted

e) Incidental earnings




Capital gains derived by resident individuals from sale of shares traded
at Istanbul Stock Exchange (ISE) and held less than 1 year are subject to
0% WHT. WHT is the final taxation. Capital gains derived from sale of shares
(i) acquired before 01.01.2006 or (ii) traded at ISE and held more than 1
year, are not subject to WHT.

Capital gains derived by resident and non-resident individuals from sale
of shares not traded at (ISE) (if the disposal of the shares occurs without
the intermediation of a bank or an intermediary institution) are taxed over
general progressive income rates and filed via annual income tax return.
However, if the shares are of the Turkish resident companies and held for
more than 2 years, the gain is not subject to income tax.

If the shares are acquired before 01.01.2006, capital gains derived by
resident and non-resident individuals from the sale of shares which are
issued by resident Turkish Companies are not subject to income tax on the
condition that it is acquired gratuitously; or traded at ISE and held for more
than 3 months; or not traded at ISE but held for more than ! year. Capital
gains derived by resident and non-resident individuals from the sale of
shares are declared, if the amount together with other capital gains exceeds
TL 17.900 for 2009.

Capital gains from the sale of government bonds and treasury bills (issued
after 01.01.2006) are subject to 10% WHT for resident individuals and 0%
WHT for nonresident individuals. WHT is the final taxation.

Capital gains from the sale of government bonds and treasury bills (issued
before 01.01.2006) are not subject to withholding tax. They are declared

both by resident and non-resident individuals if the amount together with
other capital gains exceeds TL 17,900 for 2009. TL 17,900 of total capital
gains is exempt from income tax. Inflation adjustment is applicable in the

determination of taxable income.

4. Taxation of employer-provided stock options.

No specific rules in Turkey govern the tax treatment of employer-provided
stock options. Under the general tax provisions, options are taxable as
employment income at the time of exercise (please note that the taxation
time may be different depending on the each stock option plan). In addition,
under certain circumstances, stock options are subject to stamp tax at a
rate of 0.6% and may be subject to social security contributions

(see Section D, Social Security).




5. Deductions.

Individuals who render independent professional services or those who are
carrying out commercial activities may deduct from taxable income ordinary
business related expenses, including salaries, rental payments, fees and
the cost of utilities. Depreciation on fixed assets is also allowed. Penalties
shall not be deductible.

The employee parts of social security contributions and unemployment
insurance premiums shall be deductible from gross employment income in
determination of the income tax base.

The premiums paid by the employee for himself, his/her spouse or children
related to the personal insurance policies covering life, death, accident,
iliness, disablement, unemployment, maternity, birth and education, as well
as the contributions paid to the Individual Retirement System can be
considered as deduction in determination of income tax base. However, the
following conditions should be fulfilled in order to apply deduction:

The insurance policy and the retirement contract should be concluded
with an insurance company which is situated in Turkey and whose
headquarters is in Turkey,

The amount of the monthly premium, membership fee or contributions
that are paid to Individual Retirement System, should not exceed 10% of
the salary earned on that month (The premiums paid for the personal
insurance policies other than Individual Retirement System should not
exceed 5% of the wage earned on the month when the premium was
paid). The annual totals of the monthly premiums, membership fees and
contributions paid, should also not exceed the annual total amount of the
legal minimum wage.

Lightening, heating, water, elevator, administration, insurance, interest,
tax, depreciation and maintenance expenses paid by the individual who
gains rental income can be deducted from taxable rental income.

The taxation of various types of income is described above. For a table
outlining the taxability of income items, see Appendix 1. For a sample
individual income tax calculation, see Appendix 2.

6. Tax credits on salary/wage.

“The Minimum Living Allowance” can be deducted from the tax on
employment income. The minimum living allowance applicable for each
month of employment may not exceed 50% of the monthly gross amount
of legal minimum wage that is effective at the beginning of the calendar
year (TL 666.00 for 2009) in which the wage is earned (the upper level
percentage is 10% for a spouse who is unemployed and does not earn
income; 7.5% for the first two children and 5% for other children.

The tax credit is calculated by multiplying the total minimum allowance
amount by 15%. However, the credit can not exceed the total tax calculated
on the employment income and no refund is granted in the event of an
excess amount.

Minimum Living Allowance is not applicable for non-resident individuals
who derive employment income in Turkey.




Please find below sample minimum living allowance calculations for different
assumptions.

. Calculation of monthly Amount
(ESIITEEER amount to be deducted (TL)
Single Employee 666.00 x 50% x!1 5% 49.95

Married with a non-working | 666.00 x
wife (50%+10%) X 15% 59.94

Married with a non-working | 666.00x
wife + 2 children (50%+10%+7,5%+7,5%) x 15% 74.93

Married with a non-working | 666.00 x
wife + 3 children (50%+10%+7,5%+7,5%+5%) x 15% 79.92

Married with a working
wife + 1 children 666.00 x (50%+7,5%) x 15% 57.44

Married with a working 666.00 x
wife + 4 children (50%+7,5%+7,5%+5% +5%) x 15% 74.93

7. Relief for Losses

Self-employed individuals engaged in a business or individuals who carry
out commercial activities may carry forward tax losses for five years. No
loss carry backs are allowed.

B. Filing and payment procedures

Employers must withhold income tax from salaries and wages paid to
employees. All kind of WHT shall be declared monthly on 23rd day and paid
on 26th day of the following month of payment (in cash or accrual).

A taxpayer who derives commercial or self-employment income must file
and pay advance income tax quarterly. The advance tax amount equals 15%
of net income. The advance payments shall be made until the 17th day of
the following second month of the quarterly tax period. Advance tax amounts
paid are deducted from the final income tax amount to be declared via
annual income tax return.

Annual income tax returns shall be submitted to tax authorities between
1-25 March of the following year and payment shall be made in 2 equal
installments on March and July.

Tax resident individuals have the tax credit opportunity. The taxes paid
abroad for the income derived outside Turkey and subject to taxation in
Turkey can be deducted from the tax payable in Turkey. There is no foreign
tax credit application for limited taxpayers (non-residents) since tax deduction
is only applicable for full tax liables.

The tax amount to be applied as foreign tax credit for the full tax liable
persons is limited with tax amount to be paid in Turkey for the same income
amount. In other words, if the tax rate applied in other country is greater
than the tax rate applicable in Turkey then difference cannot be considered
as foreign tax credit. The portion of the income tax corresponding to the
earnings acquired in foreign countries shall be calculated on the basis of
their ratio to income.
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In order for the tax deduction specified above to be made it is essential
that:

1. The taxes paid in the foreign country shall be a personal tax levied on the
basis of income.

2. The payment of the tax in a foreign country shall be substantiated with
documents obtained from competent authorities and attested to by the
local Turkish Embassy or Consulate, or if these are lacking, by similar
representatives of Turkey in that country.

Nonresidents are generally not required to file income tax returns if they
have only earnings subject to WHT. Withholding is final taxation. Nonresident
individuals or Turkish citizens who reside in Turkey with the intention of
staying or expatriates who derive incomes not subject to WHT must file
annual income tax returns for other sources of earnings, including commercial
income.

When non-resident individuals leave Turkey, they must file an “occasional”
tax return 15 days before their departure.

Non-resident individuals, who are not obliged to file annual income tax
return, have to file a special tax return for their certain gains listed in Income
Tax Code. The special tax returns are declared within 15 days following the
gains acquired. For the gains related with self-employment earnings of the
limited taxpayers, the special tax return is declared within 15 days following
the activities ended.

C. Tax relief on foreign income

A credit is available for foreign taxes paid up to the amount of Turkish tax
applicable on the underlying foreign-source income.

D. Social security

Turkish Social Security System was previously based on three institutions
each regulated by its own law. These institutions were the Social Security
Institution (for private sector employees), the Pension Fund (for public
sector employees) and the Bag-Kur (for self employed people). Effective
from 01.10.2008, a new Code named as Social Security and General Health
Insurance Law No.5510 has been entered into force and it has unified the
previous 3 social security legislations.

All employees of Turkish private entities are subject to a national social
insurance system that covers work-related accidents and illness, general
social security and disability and death. It also provides retirement benefits.
Employers and employees pay monthly contributions at varying percentages
calculated on gross salary up to a ceiling amount stated in the Social Security
Law. The upper limit of 2009 for monthly salary subject to social security
contributions is TL 4,329.00 and the lower limit is TL 666.00 (note that
the figures are valid between 01.01.2009-30.06.2009. Employees pay
contributions at a rate of 14%; their employers pay at a rate changing
between 19.5% and 25% according to the class risk of the business. 5% of
the employer share can be reimbursed by the Treasury if certain conditions
are fulfilled by the employer. The rate of unemployment insurance premium
is 1% for employees and 2% for the employers.




Employees who are subject to social security contributions in their home
country may not be subject to social security contributions in Turkey if they
prove their social security status by submitting legal documents obtained
from the relevant foreign social security institution.

To provide relief from double social security premiums and to assure benefit
coverage, Turkey has entered into totalization (bilateral) agreements, which
usually apply for a maximum of two years, with the following countries:

Albania Denmark Northern Cyprus
Austria France Norway
Azerbaijan Georgia Quebec

Belgium Germany Romania
Bosnia- Libya Sweden
Herzegovina Luxembourg Switzerland
Canada Macedonia United Kingdom
Czech Republic Netherlands

Turkey, on the other hand is one of the parties of European Social Security
Agreement. Article 15-1/a of the Agreement contains the following provision:
Workers employed by a corporation which has a normal employer in one
of the contracting states, who are sent to another contracting state for a
specific piece of work for the corporation, are subject to the legislation of
the state where they were originally employed, provided that the estimated
period of employment in that state does not exceed 12 months and that
such workers are not sent to replace workers whose periods of employment
have ended.

In cases where the work takes longer than 12 months for unforeseen reasons,
the employment law of the country of origin will continue to apply until the
end of the work, subject to the agreement of the authorities in the country
where the work is being carried out.
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