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1.  Profile of Turkey

Turkey is situated at the meeting point of 
Europe and Asia, between Black Sea, Aegean 
Sea and the Mediterranean. Because of its 
strategic location straddling the continents 
of Europe and Asia, Turkey has long been a 
hub of commerce and acting as an energy 
corridor connecting these two continents. 
Turkey is bordered by Bulgaria to the 
northwest, Greece to the west, Georgia to 
the northeast, Armenia and Iran to the east, 
Iraq and Syria to the southeast.

Having a population around 80 million, 
Turkey has the largest youth population 
compared to European countries. Around 
78% of the population is Turkish, 15% Kurdish, 
and about 7%-other minorities. Islam is the 
dominant religion in Turkey as 99.8% of the 
population is Muslim
Ankara is the capital of Turkey and nearly half 
of the population lives in 10 largest cities, 
in descending order Istanbul, Ankara, İzmir, 
Bursa, Antalya, Adana, Konya and Gaziantep.

Turkey entered a customs union with the 
European Union in 1996 and has been an 
EU accession candidate since 2005. Turkey is 
also member of the following international 
bodies:

•  UN (since 1946)
•  Council of Europe (since 1949)
•  WTO (since 1995, formerly GATT) 
•  NATO (since 1952)
•  OECD (since 1961)
•  OIC (since 1969)
•  ECO (since 1985)
•  FAO (since 1948)
•  BSEC (since 1992)
•  G20 and D8
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Turkey is governed as a parliamentary 
republic, power is divided between the 
legislative, executive and judiciary bodies. 
Turkish parliament (TBMM) is the sole 
legislative body under the 1982 constitution. 
Executive power is exercised by the Prime 
Minister and the Council of Ministers, in 
accordance with the constitution and the 
law. The judiciary operates independently, 
on behalf of the state.

Due to its strategic geographical position, 
Turkey has been a major trade hub for 
centuries. Tourism is also a major pillar 
of Turkish economy, according to the 
statistics, Turkey is the 6th most popular 
tourist destination in the world. Agriculture, 
automotive, consumer appliances and textile 
are some of the key sectors of the economy. 

According to the referendum results in 2017, 
Turkey would become a presidential republic 
in the coming years, where executive power 
is transferred to the president rather than 
the prime minister, whom will also share 
the legislative duties with the parliament. 
Executive details of the upcoming system are 
under preparation and would be finalized by 
the presidential elections in 2019.

Turkish economy was dominated by State 
Economic Enterprises up until 1980’s and a 
large proportion of the economy was state 
controlled. During the 1980’s the economy 
went through a rapid transition, more liberal 
policies were adopted and private sector 
surged. For the past 15 years, privatizations 
and foreign capital influx drastically changed 
the economic dynamics and Turkey has 
become one of the fastest growing OECD 
countries. 

1.1. Political and Economic Regimes
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1.2. Economic Indicators

Since 2002, Turkey’s economy has averaged 5% growth, average GDP per capita increasing 
from $3,000 to over $10,000. This rapid economic growth is being driven in part by a boom in 
massive infrastructure projects, energy and service industry developments around the country. 
Turkey’s growth also has caused a subsequent increase in energy demand. As a net importer of 
energy, Turkey’s Current Account Deficit presents a risk to long-term growth. 

The currency unit of Turkey is the Turkish Lira 
(TL). As of January 1st 2018, official exchange 
rates for major currencies are as follows:

Turkey’s principal export destinations, 2016                                 Turkey’s principal import sources, 2016
           1 Germany                                                                                9.8%                           1 China                                                                            12.8%              
           2 United Kingdom                                                                  8.2%                           2 Germany                                                                     10.8%
           3 Iraq                                                                                           5.4%                           3 Russian Federation                                                   7.6%

Economic indicators (a)                                                                 2012       2013       2014       2015        2016        2017
GDP (US$b) (current prices) 873.7 950.3 934.1 859.4 863.4 841.2

GDP per capita (US$) 11,552.6 12,395.4 12,022.2 10,914.9 10,817.4 10,434.0

GDP PPP (int’l $b) 1,507.9 1,662.4 1,779.6 1,908.4 1,994.3 2,137.7

GDP per capita PPP (int’l $) 19,938.5 21,682.5 22,904.9 24,236.4 24,986.3 26,453.5

Real GDP growth (% change yoy) 4.8 8.5 5.2 6.1 3.2 5.1

Current account balance (US$b) -48.0 -63.6 -43.6 -32.1 -32.6 -38.9

Current account balance (% GDP) -5.5 -6.7 -4.7 -3.7 -3.8 -4.6

Inflation (% change yoy) 8.9 7.5 8.9 7.7 7.8 10.9

Unemployment (% labour force) 8.4 9.0 9.9 10.3 10.9 11.2

Source: Tüik

Source: Turkish Central Bank 

Currency TL Value

USD 3.77

EURO 4.52

GBP 5.11

CHF 3.88

CNY 0.58

JPY 0.036
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2.  Current Economic Climate

2.1. Effects of 2016 coup attempt

The economy expanded at a 7-year high year-over-year GDP rate of 11.1% in the third quarter 
as double-digit credit growth. Economic growth is expected to have moderated considerably 
in the fourth quarter as the government’s fiscal measures wind down. The current account 
deficit, which has been a major problem for the country is on decline, as import growth 
outpaced export growth in recent years, further exposing the country to shifts in investor 
sentiment due to Turkey’s reliance on short-term capital flows to finance the deficit.

On July 15th 2016 a failed coup attempt 
occurred and a state of emergency was 
issued following the aftermath. Since then, 
the state of emergency has been active as of 
January 2018 and will continue for at least 
3 more months. During this period, there 
has been significant changes in judiciary, 
military and public policies.

Turkey increased spending on everything 
from wages to investments, and extended 
cheaper credit to companies to counter 
the impact of the failed coup attempt on 
the economy. These efforts are welcomed 
in the market as both the stock market and 
economic indicators have been positive. 
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2.2. 2023 Vision
Turkish government has an ambitious goal of becoming a top ten economy in the world by 
2023, the centenary of the founding of the Turkish republic. This goal has become a driving 
force for the economic growth as the government is initiating large scale projects and 
supporting public policies.

Economy:
•  Becoming one of the top ten world economies,
•  Increasing annual Turkish export values to $500 billion,
•  Reaching per capita income of $25,000, 
•  Increasing Foreign trade volume of $1 trillion,
•  Increasing the employment rate by 10 points to a working population of 30 million,
•  Reducing the unemployment rate to 5 percent,

Energy:
•  Increasing share of renewable energy generation to 30% of total energy generation,
•  Reducing energy consumption to 20 percent below 2010 levels through improved     
   efficiency,
•  Three operating nuclear power plants with an installed capacity of 14,700 Megawatt.

Health care:
•  100 percent participation in health insurance systems,
•  Raising the number of physicians per 100,000 people to 210 physicians (175 currently),

Transport
•  Building 11 thousand kilometers of new railway and expand the high-   
   speed train network,
•  Building 15 thousand kilometers of divided highway,
•  Growing ports to number among world’s 10 largest,
•  Domestically produced airplanes, unmanned aerial vehicles and     
   satellite,

Tourism:
•  Becoming the fifth largest tourist    
   destination,
•  Hosting 50 million visitors per year,
•  Obtaining 50 billion $ of tourism revenue.

2023 vision consists of following goals:
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3.  Business Environment

3.1  Policies and laws

3.1.1  Main laws and regulations concerning foreign capital

The Turkish legal system consists of three departments: criminal law, civil law and administrative 
law. The administrative law handles the relations between individuals, companies and the 
offices of the state, the government, local councils, and tax and customs authorities. In this 
system, the Constitutional Court is regarded as the highest court and it ensures the persistence 
of the democratic system and the separation of powers. The second highest court in the system 
is the Court of Appeal, reviews the decisions and judgements given by the Courts of Justice. 
The Court of Appeal resolves the decisions of the Commercial Court. In administrative disputes 
and tax litigation, the Council of State is the highest judicial body. The appeal court is the final 
authority for reviewing the decisions and judgements by the Administrative and Tax Courts.

1.  Foreign Direct Investment Law
2.  Law on the Work Permit for Foreigners
3.  Capital Market Law
4.  Tax Procedure Law
5.  Customs Law
6.  Banking Law
7.  International Arbitration Act
8.  Act on the Protection of the Value of Turkish Currency 
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3.1.2  General laws and regulations

3.1.3  International treaties

1.  Turkish Civil Code

2.  Turkish Commercial Code

3.  Turkish Labor Law

4.  The Act on the Protection of Competition

5.  Turkish Law on the Protection of Personal Data

6.  Law Amending the Execution and Bankruptcy Code

7.  Turkish Labor Law

8.  Social security and general health insurance law

9.  Trade Unions Act

10.  Law on the right to obtain Information

As of December 2017, Turkey had signed 
agreement on avoidance of double taxation 
with over 80 countries, customs union and 
free trade agreements with 37 countries and 
bilateral agreements for the promotion and 
protection of investments with 75 countries.
As a European Union Member Candidate 
country, Turkey is in process of completing 
negotiations on 35 chapters of the EU acquis 
communautaire. 

Foreign Direct Investment (FDI) law was launched 
on 17 June 2003, regulates the principles 
to encourage foreign direct investments; 
to protect the rights of foreign investors; to 
define investment and investor in line with 
international standards and to increase foreign 
direct investments through established policies.

Foreign investors are eligible to establish or 
participate in any form of company types 
specified by the Turkish Commercial Code and 
the Code of Obligations. Thus, foreign investors 
have the same commercial rights as the Turkish 
nationals. The national treatment principle is 
applicable by all means to foreign investors. 
In line with this principle, no additional 
approvals and authorizations are required for 

3.2  Regulation on foreign investment
the establishment of the foreign companies, 
branches and participation in the existing 
companies. However, The Ministry of Economy’s 
approval is required for formation of liaison 
offices.

According to the Turkish Commercial Code, 
formation of limited liability companies requires 
a minimum capital amount of TL 10,000 and 
joint stock companies (corporations) require a 
minimum capital of TL 50,000 for the purpose of 
establishment.
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3.2.1  Foreign Exchange Control

Turkish currency – Turkish Lira (TRY) is a 
fully convertible type of currency which is 
recognized by the International Monetary 
Fund (IMF) with article 8 status. Under article 
8, there is no limitation may be imposed on 
the purchase and sale of Turkish Lira within 
the scope of current items in the balance of 
payments.

Since 1980’s, Turkish economy has adopted a more liberal economic policy. Therefore, more 
emphasis is being placed on private sector while the State is limited to infrastructure development 
and providing public services. These economic policies aim to reduce unemployment, privatize 
State Economic Enterprises, overcoming deficit in the current account balance, integration of 
economy with the world economy and attract more foreign capital to Turkey.  Major subsidies 
and tax incentives are explained in detail on 4.1.1.

There is no restriction regarding import and 
export of TRY, however the Undersecretariat 
of the Treasury should be notified by a 
special form within 30 days if the export 
amounts exceed equivalent of 50,000 USD 
through banks. Ministry of Economy also 
sets procedures regarding export of cash 
exceeding 25,000 TRY or foreign currency 
equivalent to 10,000 EUR while leaving 
Turkey.

3.3  Major subsidies and tax incentives
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4. Starting Business

Subsidies and tax incentives are determined according to following categorization of 
investments.

General Investments

General investments are investments that are not qualified as a particular type of investment 
and thus being subject to general incentives such as customs duty and VAT exemption on the 
purchase of machinery and equipment. Minimum investment amount should be more than 1 
million TRY for region 1 and 2 and 0.5 million for rest of the regions to be categorized as general 
investments.

4.1  Major forms of foreign investments

Regional and Sector-Based Investments

Turkey is divided into 6 non municipal 
regions based on the level of development. 
First three of these regions considered to 
represent more developed regions while the 
other three are less developed. 

Region I Region II Region III Region IV Region V Region VI

Ankara Adana Balıkesir Afyonkarahisar Adıyaman Ağrı

Antalya Aydın Bilecik Amasya Aksayar Ardahan

Bursa Bolu Burdur Artvin Bayburt Batman

Eskişehir Çanakkale(islands) Gaziantep Bartın Çankırı Bingöl

İstanbul Denizli Karabük Çorum Erzurum Bitlis

İzmir Edirne Karaman Düzce Giresun Diyarbakır

Kocaeli Isparta Manisa Elazığ Gümüşhane Hakkari

Muğla Kayseri Mersin Erzincan Kahramanmaraş Iğdır

Kırklareli Samsun Hatay Kilis Kars

Konya Trabzon Kastamonu Niğde Mardin

Sakarya Uşak Kırıkkale Ordu Muş

Tekirdağ Zonguldak Kırşehir Osmaniye Siirt

Yalova Kütahya Sinop Şanlıurfa

Malatya Tokat Şırnak

Nevşehir Tunceli Van

Rize Yozgat Bozcaada ve 
Gökçeada

Sivas
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Large Scale Investments

Investments with exceeding values over 
50 million TRY are classified as large scale 
investments. These include but not limited 
to production of oil products, port and port 
services investments, production of aviation 
products and airport investments

Prioritized Investments

Investments which can be categorized as prioritized investments can benefit from the incentives 
applicable to the investments in 5th region. These investments include:

• Investments regarding sea transportation, railway investments of load and/or passengers,
• Automotive, space, aviation or defense oriented test centers,
• Accommodation investments for tourism purposes that are in the scope of Protection and  

Development of Culture and Tourism and international fair investments with a minimum    
closed area of 50,000 square meters,

• Investment projects in defense industry approved by the Undersecretaries for Defense 
Industry.

• Licensed mine extraction, mine processing and mine exploration investments,
• Day care centers, kindergartens, primary, secondary and high school investments,
• Products developed as a result of R&D projects that are supported by Ministry of Science, 

Industry and Technology, Small and Medium Sized Enterprises Development Organization 
and the Scientific and Technological Research Council of Turkey,

• Investments in motor vehicles industry with a minimum investment amount of 300 million 
TRY,

• Investments in coal, waste heat, natural gas, solar, wind and geothermal based energy 
generation and related equipment, energy efficiency investments,

• Investment in integrated carbon, fiber, flat aluminum and high tech equipment production.
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Strategic Investments

In order to be classified as strategic investments, minimum fixed amount would be more at least 
50 million TRY, imports related to the investment goods should exceed 50 million USD in the 
previous year and the domestic production capacity of the final good should be less than the 
imports. Prioritized investments with over 3 million TRY of minimum fixed investment amount 
will be qualified as strategic investment (interest support for such investments is limited to 
TRY700 thousand).

Investments Entitled to Incentives Applicable in A Successive Region

The investments which made in the Organized Industrial Zones (OIZ) or in industrial zones for 
manufacturing industry investments and investments that are made by an investor with at 
least 5 individuals or corporate shareholders and provides an integration of the investments 
to be made in a common operating area can benefit from the incentives granted to a succes-
sive region with respect to reduced corporate tax and social security premium. If the invest-
ment is in the 6th region, 2 years to social security employer contribution and 5 points to the 
investment contribution rate are added to the current incentives applicable in that region.
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4.1.1  Investment Incentives

Investment incentives are given to investors through an “Investment Incentive Certificate (IIC)”, 
which is obtained from the General Directorate of Incentive Practices and Foreign Capital 
under the Ministry of Economy). In order for an investment to be granted an IIC, the minimum 
investment expenditures should exceed 1 million TRY for the first two regions and 0.5 million 
TRY for other regions. It should be noted that the investment projects are also subject to 
evaluation in order to be granted any incentives.

Customs Duty Exemption

Imported machinery and equipment are 
eligible for 100% customs duty exemption 

Corporate Tax Reduction (Corporate 
Income Tax - CIT)

Regional & sector-based, prioritized, large-
scale and strategic investments are eligible to 
benefit from corporate tax reduction, limited 
to the tax savings that reach the investment 
contribution rate. Government provides a 
corporate tax reduction from 50% up to 90% 
depending on the location and the amount 
of the investment.

Social security employee premium 
contribution

Employee premium incentive is limited to 10 
years and only provided for the investments 
in the 6th region. This premium contribution 
corresponds to minimum wage amount.

Allocation of Land

The Ministry of Finance can provide a right of 
easement or usage right for land, maximum 
of 49 years’ subject to the provisions of Law 
no 4706..

Social security employer premium 
contribution

Employer premium incentive is granted 
from 2 years to 10 years, depending on the 
location of the investment and limited to the 
premiums applicable to monthly minimum 
wage ceiling. The incentive amount is 
also limited to a percentage of the actual 
investment for each investment project. 

Value Added Tax (VAT) exemption

VAT exemption applies to both import 
and domestic purchase of machinery and 
equipment for the qualified investments 
(100%).
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                    VAT

Interest support on financing

Interest payments on the investment loans with a maturity of at least one year granted in the 
scope of incentive regime may be eligible for government incentives. Interest support is limited 
to 70% of the total projected investment amount registered on the IIC and granted only to 
the investments in the region 3, 4, 5 and 6. The maximum amount of interest support among 
investments other than strategic investments is 900,000 TRY, provided for investments in the 
6th region. Interest support for strategic investments is the highest with a limitation of 5% of 
the fixed investment, up to 50 million TRY.

Income withholding tax

Income withholding tax is granted to 
investors only for the investments in the 6th 
region for a maximum duration of 10 years.

VAT refund

As part of 2023 vision, investments with a 
minimum fixed amount of 500 million TRY is 
entitled to limited refund of non-recoverable 
VAT with respect to construction part of the 
investment until 31 December 2023.  

           Customs
          dutyIncentives

Reduces 
rate CIT

General
Investment ** ***

***

***

***

***

***

***

***

***

***

*

1st
region

2nd
region

3rd
region

4th
region

5th
region

6th
region

6th
region

6th
region

6th
region

6th
region

6th
region

6th
region

Large
scale

Strategic

Prioritized

Land
allocation

Interest
support

Income
w/h tax

SS
employee

VAT
refund

SS
employer

*       For the invesment in the 6th region,
**     For the skip construction invesment in the shipyards
***   Non-recoverable VAT with respect to the construction part of an invesment with minimum fixed amount of TRY500
         million will be refunded to the investors. This incentive will be granted to the investors until 31 December 2023.
x:      Not applicable
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4.1.2  Other Incentives

R&D Incentives

Corporate and individual taxpayers are allowed to deduct all of their research and develop-
ment expenditures on their annual tax returns. These amounts should entirely be spent on 
R&D. Also, R&D centers and R&D projects are eligible for reduced income tax and social securi-
ty premium support, stamp duty exemption, capital support and other grants.

Free Trade Zones

Currently there are 19 free trade zones 
which are treated as extraterritorial for cus-
toms duty purposes. Free trade zones en-
courage exportation of good produced in 
these zones. Production in FTZ’s are entitled 
to incentives such as corporate and income 
tax, VAT, customs duty, special consumption 
taxes, and other public charges.

KOSGEB Incentives for SME’s

Entrepreneurs and small & medium enterprises (employing 1 to 250 workers) operating in the 
manufacturing industry may benefit from KOSGEB (Small and Medium Industry Development 
Organization) subsidies.

Centre of Attraction Program

The program aims to balance the development level within 23 comparatively distressed cities 
through increase in employment, production and exports and increasing the investment 
environment in relatively less developed regions. This program includes benefits such as 
advisory services support, interest free investment loan support, land grants and construction 
support.
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4.2 Choice of Business Entity

According to the FDI Law, companies established in Turkey by foreign investors are regarded 
as Turkish companies and entitled to all the rights granted to companies founded by Turkish 
citizens. Legal forms of business entities are listed as follows:

Most common types of legal presence are Corporations (A.Ş), Limited Liability Company (LTD) 
and Branches of international companies.

•    Corporations (Anonim Şirket – A.Ş.),
•    Limited Liability Companies (Limited Şirket – LTD),
•    Branches,
•    Ordinary Partnerships (Adi Ortaklık),
•    Limited Partnerships (Komandit Şirket),
•    Registered Partnerships (Kollektif Şirket),
•    Limited Partnership Dividend into Shares (Sermayesi Paylara Bölünmüş Komandit Şirket),
•    Sole Proprietorships.

Corporation (A.Ş.) Limited Liability 
Company (LTD) Branch

Legal Status Independent legal entity Independent legal entity Legally dependent on its 
headquarters

Tax Status Full tax liability Full tax liability Limited tax liability

Number Of 
Shareholders

Minimum 1, no upper limit 1 – 50 N/A

Capital Requirements
50,000 TRY Minimum 

Total Capital (100,000 for 
registered capital companies)

10,000 TRY Minimum Total 
Capital (minimum capital per 

shareholder: TL 25)
No specific requirement

Tax And Public Liabilities 
Of Shareholders

Limited to the amount of 
capital contributed

In proportion to the share in 
capital The Headquarters is liable

Corporate Income Tax 20% 20% 20%

Dividend Withholding 
Tax

15% (with profit distribution) 15% (with profit distribution) 15% (if the profits are 
remitted)

Legal Reserves Must be provided Must be provided N/A

Comparison of major forms of legal entities
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4.3 Requirements for accounting, reporting and review
Turkish Commercial Code (TCC) is the main legislation for regulating the business environments. 
TCC defines reporting requirements, accounting principles, establishment and management 
of legal entities.

All companies have to keep their accounting 
records (book keeping) according to 
Generally Accepted Accounting Principles 
and Turkish General Tax Legislation (Turkish 
GAAP) which are published by Ministry of 
Finance and consequently all companies 
must prepare their financial statements (tax 
purpose financial statements) according 
to Turkish GAAP and declare to Ministry of 
Finance. 

a)  Companies which are obliged to prepare financial statements according to TFRS:
• Listed companies
• Banks
• Insurance and pension companies 
• Portfolio management companies  
• Financial intermediaries
• Factoring companies 
• Leasing companies
• Special purpose financial institution
• SMEs which are traded in the Istanbul 
      Stock Exchange 
• Mortgage financing institutions
• Real estate appraisal companies
• Valuation companies
• Companies which operate in energy sector

If a company fulfills one of the following 
criteria, it must also prepare its additional 
financial statements according to Turkish 
Financial Reporting Standards (TFRS) which 
is the Turkish translation of International 
Financial Reporting Standards or Financial 
Reporting Standard for Large and Medium-
sized Entities (BOBI FRS).

b)  Companies which are obliged to prepare    
    financial statements according to BOBI FRS:

• According to the TCC, companies which 
met certain amounts of annual sales, asset 
size and number of staff are subject to           
BOBI FRS (TFRS is optional)  according to 
Turkish Oversight Body (KGK) legislation. 
Companies should meet 2/3 of the 
requirements mentioned below on two 
consecutive reporting periods:

 
     o   Annual sales > 80 million TRY 
     o   Total assets > 40 million TRY 
     o   Employees > 200 

4.3.1 Reporting Requirements 
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4.3.2  Accounting Standards

4.3.3  Audit

As indicated in 4.3.1 above, all companies are obliged to record their accounting transactions 
based on Turkish GAAP determined by the Ministry of Finance.

All of the companies listed in items (a) and (b) of the above 1.2.1 are subject to audit according 
to TCC provisions and KGK regulations.

a)  Auditing Standards:   Turkish Auditing Standards (TAS) is the Turkish translation of International 
Standards on Auditing. Turkish audit firms must comply with TAS when performing audits. 

b) Ethical Framework:  Code of Ethics and ISQC1 which are accepted and translated in Turkish 
by KGK. 

c) Audit Regulation:  All audit firms in Turkey are subject to the following external and internal 
monitoring processes with regard to their audit practice.

d) External Monitoring: According to regulations of KGK, audit firms are subject to quality 
review of this organization. 

e) Internal Monitoring – Quality Assurance:  Audit firms in Turkey have to make an internal 
quality assurance for the audit process, working papers and all files for each reporting period. 
Quality assurance work is directed by a partner and managed by controllers who are assigned 
by board of directors. The results of the quality assurance work are declared to KGK.

f )  Audit Certification:   Turkish audit firms have authorizations and certificates to provide audit 
services of:

•  KGK
•  BDDK (Banking Regulation and Supervision Agency) 
•  CMB (The Capital Markets Board)
•  EPDK (Energy Market Regulatory Authority).

As the first step, all auditors need to have a SMMM (Certified Public Accountancy Certificate 
valid in Turkey) certificate to become a qualified auditor. Also, auditors have to enter and pass 
the exams to satisfy the requirements of KGK to become a registered auditor to perform audit.

g) Transparency Report / Quality Assurance Report:  Each audit firm has to prepare an 
annual transparency report and quality assurance report which cover information about the 
firm’s governance and ownership structure, its quality assurance and monitoring system, its 
independence policies and measures and its continuing professional education processes due 
to KGK legislation.
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5.  Taxation
5.1  Brief introduction

5.2  Corporate income tax

Turkish tax system is based on three main areas such like 
• Taxation on generated income
• Taxation on spending and transactions
• Taxation on wealth

Corporate Income Tax and Individual Income Tax are the main samples for the taxes calculated 
over the generated income, whereas indirect taxes such like VAT, Special Consumption 
Tax and Stamp tax can be given as the major samples for the taxes paid over the spending 
and transactions. Motor Vehicle taxes, property taxes, gift and inheritance taxes can also be 
considered as the samples of the taxes paid over the wealth.

The corporate tax is levied on the income 
and earnings derived by corporations such 
like, joint stock companies, limited liability 
companies, Turkish branch offices of foreign 
firms, joint ventures, cooperatives and public 
enterprises. Residents are fully liable under 
the tax system from their world-wide income, 
while non-residents have liability based on 
their business earnings that is attributable to 
Turkey.

Corporations residency is determined 
according to the location of their legal or 
business centers. If either legal or business 
center of the corporations are in Turkey, the 
corporation should be considered as full-
resident in Turkey.

For the taxation of non-resident corporations, the type of the generated income should be 
considered. If the activities of the non-residents do not fall under Permanent Establishment 
recognitions, the taxations requirements can be fulfilled via withholding tax applications. 
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5.2.1  Tax Rate

5.2.2  Taxable Income Amount 

The Corporate Income Tax rate is 22% for the income generated in the periods between 2018-
2020 (will reduce to 20%, afterwards). Corporate income tax return is due to be filed by the 
25th of the fourth month after the end of the accounting year. 

On the calculation of the tax base, non-deductible expenses should be added, and deductions 
and exemptions should be reduced from the commercial profit/loss. 

Some of the non-deductible items which increase the tax base of companies as follows; 

i. Provisions that cannot be accepted as being deducted from the tax base in accordance with      
   the legislation, 

ii.   Expenditures which cannot be properly documented, 

iii. Expenditures that are regarded as abuses in respect to “business-related” or “business-     
     promoting” criteria 

iv.  Taxes and penalties whose deduction from the tax base are restricted by the tax legislation  
      (i.e. Special communication tac, motor vehicle taxes, fines), and others.

Some of the major deduction and the exemptions can also be listed as follows:

i.    Participation earnings, 

ii.   R&d expense deductions, 

iii.  Investment incentive allowances

It should be noted that tax losses can be carried forward up to five years in Turkey. 

Besides, companies in Turkey are required to 
submit advance corporate income tax returns 
on quarterly basis. Similar to CIT, the advance 
corporate income tax rate is also 22%. The 
tax amount paid in relation to advance 
corporate income tax returns is offset against 
the annual corporate tax amount.
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5.3  Anti-tax avoidance
In Tukey there are various rules to prevent anti-avoidance, such as:

• Transfer pricing rules:  According to the related legislation, the “arm’s length principle” 
should be obeyed for commercial and non-commercial transactions between related 
parties. If a taxpayer enters into transactions regarding the sale or purchase of goods and 
services with related parties, where the prices are not set in accordance with the arm’s length 
principle, then related profits are distributed in a disguised manner through transfer pricing.

• Thin capitalization rules:   Under Corporate Tax Law borrowings will be deemed as thin 
capital if; the amount directly or indirectly obtained from the related parties, be directly 
used within the entity and the amount exceeds, at any date within the fiscal year, three times 
the equity of the company (six times for the financial institutions). As the result of being 
recognised as thin capital, the Company may loose the deductibility of the corresponding 
borrowing costs.

• Controlled Foreign Entity rules:  If 50% of the shareholding of a foreign entity, directly or 
indirectly belong to Turkish residents and if the below stated conditions are met, the CFC 
profit should be taxed by the Turkish shareholders in Turkey. 

•   25% of the gross revenue should be generated from passive operations
•   Effective income tax rate should be lower than 10%
•   Gross revenue should be higher than TL 100,000
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5.4  Introduction to policy governing personal income tax on 
foreigners

5.5  Labor environment

Foreigners should have to get work-permit 
form relevant authorities to work in Turkey. 
Once they get work permit and be registered 
in the payroll of the Company, local income 
withholding tax rules will apply over their 
generated salaries. 

Taxation

Under the Turkish tax system, the income taxation of the employees are paid by the employers 
through income withholding tax mechanism. IWT must be calculated and paid to the tax 
authority on monthly basis. Unless the salary income enjoy from exemptions, the salaries are 
subject to withholding tax. 

For the calculation of income withholding tax, the applicable tax rate (calculated based on the 
brackets corresponding to the cumulative salary level) should be applied over the IWT base 
(“Gross salary” – “SSL& UF employee).

IWT rate over the salaries of employees varies between 15% to 35%.

In some cases, if the foreigners receive their remunerations without being registered in the 
company payroll, or if they receive salaries from different employers, they may be required to 
submit their own individual income tax returns.
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Social Security

It is compulsory under Turkish Social Security system for employers to register all their employees 
to Turkish Social Security institution (“SGK”) and file monthly social security declarations. In 
other words, all employees must belong to a social security scheme, which includes insurance 
for work-related accidents and illness, sickness, pregnancy, disability, old age and death.
The Social Security Contributions as a percentage of gross salary are payable by individual 
employees and employers. 

• Employees pay 14% and employers pay 19.5 % over an upper earnings level (subject to 
annual adjustment) per month for white collar and general/blue collar workers. 

• The Social Security Institution will determine risk premium rate in addition to the above 
rates depending on the nature of the work conducted by the employees.

An unemployment insurance premium is imposed as 1% on the employee and 2% on the 
employer. The base is the employee’s monthly earnings.

• Additionally, the government is also required to contribute 1% on behalf of the employee. 
Under this practice, employees whose employment contracts are terminated will be entitled 
to unemployment benefit depending on certain conditions being met

• It should be noted that the foreign employees could be exempt from social security and 
unemployment fund if there is a Social Security Agreement between Turkey and the country 
where the employee is enrolled in the social security system. 
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5.6  Indirect tax

5.6.1  VAT

5.6.2  Reverse-Charge VAT (RC VAT)

5.6.3  Special Consumption Tax

According to the Turkish VAT Legislation, 
there is a monthly offset system. If input VAT 
exceeds output VAT, the balance is carried 
forward to the following months to be offset 
against future output VAT.

The RC VAT mechanism applicable in Turkey requires the calculation of VAT by resident companies 
on payments made abroad for services imported. Furthermore, sometimes companies in Turkey 
are required to partially calculate RC VAT over payments made to governmental authorities 
as well as some service invoices issued by the other resident entities in Turkey. Under this 
mechanism, VAT is calculated and paid to the related tax office by the responsible company. 
The responsible company treats this VAT as input VAT in its ordinary VAT return and offsets it 
against output VAT amounts in the same month.

Special Consumption Tax is an indirect tax due for the list of the goods stated in SCT Law, which 
is applied only once. The product groups subject to SCT can be listed as follows:

• Petroleum products, natural gas, solvents and derivatives of solvents, lubricating oil
 
• Passenger cars and other vehicles, motorcycles, yachts, helicopters and planes

• Tobacco and tobacco products, some of the beverages, including alcoholic beverages

• Some of the luxury products and durable consumer goods 

In cases where the carried-forward VAT 
stems from the different VAT rates applied 
to sales and purchases (i.e. if the VAT rates of 
the purchases are higher than the VAT rates 
applied on the sales) or VAT exempt sales 
such as exportations, companies may apply 
to the tax authority for a refund of the VAT 
difference. 
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5.7  Double taxation relief

Turkey has Double Taxation Treaties with the countries listed below. If the provisions of the DTT 
provide lower tax rates in comparison with the tax rates stated in Turkish tax legislation, the 
DTT rules will apply. However, in order to enjoy from the provisions of DTT, the companies may 
have to provide various documents such like tax resident of certificate from the origin country 
or some files to be filled in Turkey.

Albania France Luxembourg Serbia-
Montenegro

Algeria Georgia Macedonia Singapore

Australia Germany Malaysia Slovakia

Austria Greece Malta Slovenia

Azerbaijan Hungary Mexico South Africa

Bahrain India Moldova Spain

Bangladesh Indonesia Mongolia Sudan

Belarus Iran Morocco Sweden

Belgium Ireland Netherlands, The Switzerland

Bosnia 
Herzegovina Israel New Zelland Syria

Brazil Italy TR North Cyprus Tajikistan

Bulgaria Japan Norway Thailand

Canada Jordan Oman Tunisia

China Kazakhstan Pakistan Turkmenistan

Croatia Korea, Republic 
of Philippines Ukraine

Czech Republic Kosovo Poland UAE

Denmark Kuwait Portugal United Kingdom

Egypt Kyrgyzstan Qatar United States 
(US)

Estonia Latvia Romania Uzbekistan

Ethiopia Lebanon Russia Yemen

Finland Lithuania Saudi Arabia
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6.  Contact Us

Reanda Turkey

Francalaci Street No 28 | Çamlica Kosku, Arnavutköy | Beşiktaş İstanbul, Turkey

Tel: +90 (212) 263 6446
Fax: +90 (212) 211 32 22

E-Mail: info@reandaturkey.com

www.reandaturkey.com

Bora Akgüngör

Managing Partner
 Head of Assurance Services

E-Mail: bora.akgungor@reandaturkey.com

Dr. Fevzi Toksoy

Head of Regulatory Advisory Services
E-Mail: fevzi.toksoy@reandaturkey.com

Tayfun Zaman

Head of Compliance Services
E-Mail: tayfun.zaman@reandaturkey.com

Bahadır Balki

Head of Litigation Services
E-Mail: Bahadir.balki@reandaturkey.com

Mehmet Ali Demirkaya

Head of Advisory Services
 Head of Tax Services

E-Mail: mehmetali.demirkaya@reandaturkey.com



27

DISCLAIMER

Reanda International Network Limited. All rights reserved. Reanda International Network 
Limited is a Hong Kong limited company wholly owned by Reanda International Accounting 
Network Management Limited, a PRC limited company (together with affiliates herein 
collectively referred to as “Reanda International”).

Network firms of the Reanda International network, including both member firms and 
correspondent firms, are affiliated with Reanda International, each of which is a separate 
legal entity and does not act as the agent of Reanda International or any other member firms. 
Reanda International and each member firm are liable only for their own acts or omissions 
and are not responsible for the activities or services of any other. Reanda International 
provides no client services. All rights reserved. This publication is written with care and 
contains general information for the broad guidance of its intended readers only. It is NOT 
intended to offer specific and universal advices or services in accounting, business, legal and 
tax fields. No one should use the information in this publication as a basis to act or make 
decision that may affect their finances or business. Advice from qualified professional advisor 
on a particular situation should be obtained before making any decisions or taking or not 
taking any actions. Please contact the respective Reanda International network firm for 
professional advices addressing to your particular situation. Neither Reanda International nor 
its network firms and their affiliates shall accept any responsibility, obligation or liability for 
any loss brought about directly or indirectly by actions taken or decisions made based on the 
information contained in this publication.

www.reanda‐international.com
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