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Introduction
This booklet was prepared by PricewaterhouseCoopers to provide expatriates going to work in Turkey with a broad view of tax and labour laws. It reflects the current tax law or practice in Turkey as at March 1999.
This booklet is not intended as a comprehensive or exhaustive study merely as an explanatory guide. We would strongly recommend readers should seek professional advice before making any decisions.
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Understanding basic principles
The scope of
1

As a foreign  national sent to  work  in

Turkish taxation
Turkey you will generally be liable to taxation whether you are considered as resident or non-resident. If you are considered to be resident, tax will apply to your world-wide income and you will be treated as a full taxpayer. If you are considered to be non-resident you will only be taxed on your income arising in Turkey and treated as a limited taxpayer.
The tax year
2

The Turkish tax year is a calendar year.
Methods of calculating tax
3

Income tax is levied on taxable income at progressive rates after deducting various allowances.
Husband and wife
4

A

(Family income)
husband and wife are required to submit separate tax returns as of 1999 for their individual incomes.

5

Allowances are granted to both husband and wife and are not transferable between spouses to the extent that income is insufficient to utilise the full allowance.
Determination of residence
6

For tax purposes an individual is considered resident if his legal residence is in Turkey or if he stays in Turkey uninterruptedly for more than six months in a calendar year. In general, those who stay in Turkey for more than six continuous months exclusively for the fulfilment of specific and temporary assignments are not considered as resident and they will still be treated as limited taxpayers (see paragraph 15 below). 
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Understanding the Turkish tax system
The taxation of
7

Taxable income includes all amounts

employment income 
whether in cash or in kind arising from an office or employment in Turkey. Apart from salary, bonuses and commissions, overseas adjustments, cost of living allowances, housing allowances, education payments and home leave payments would be included within employment income.

8

Tax deductions for contributions to approved pension schemes within Turkey are allowed, within specified limits.

9

Earnings will normally be assessed on a receipt basis and therefore clearance should be obtained to ensure that bonuses paid in respect of employment carried on before arriving in Turkey will not be taxed in Turkey. The payment of bonuses following the departure from Turkey will, however, still render the bonus liable to Turkish tax as it relates to services rendered in Turkey.
The taxation of
10

Profits or gains from trades, professions

self-employment income 
or vocations which are carried out within Turkey are subject to tax whether or not the individual is resident. If resident in Turkey, a liability may arise on such profits or gains even if the trade or profession is performed abroad. Professional advice should be taken at the earliest possible stage.
The taxation of 
11
In general, investment income arising

investment income 
anywhere in the world is taxable if you are resident in Turkey. Such income is taxable whether or not it is remitted to Turkey. 
12

However, capital gains arising from the disposal of shares and participation certificates of mutual funds, 51% (25% in 1999) of whose portfolio consist of resident company stocks are exempt from taxation, providing they have been held for longer than three months.
*

Note that the minimum holding period of one year for eligibility for this exemption has been reduced to three months for only the 1999 calendar year. Therefore, the one year holding period will be restored effective from year 2000 and thereon, unless a new amendment takes place. The same is also valid for the percentage change in eligible mutual funds.
Social security taxes 
13
All employees must belong to a social security scheme which includes insurance for work-related accident and illness, sickness, pregnancy, disability, old age and death. Contributions as a percentage of gross salary are payable by individual employees and employers. Employee contributions are deductible in determining taxable income. Citizens of countries with which Turkey has bilateral social security agreements may remain within their own national social security schemes. Currently, employees pay 14% and employers pay 19.5% up to an upper earnings level of 150,223,500 Turkish Liras (TL). However, the contributions reduce to 5% and 8.5% respectively, where the employee is a foreign national. 
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What to do before you arrive in Turkey
Work and residence permits
14
To obtain a work permit, you should submit an application to the Foreign Investment Department together with the following attachments: a letter from the employer stating your occupation; a copy of your passport and an application letter. In practice, some information must have already been given to the FID as to the necessary foreign staffing together with the original corporate investment permit application. After receiving your work permit, you have to apply for a residence permit together with your work permit and residence statement for you (and your spouse, if any) obtained from the district office.
Secondment and employment  
15
If  you  are  in a situation where an 

contracts 
employer who is not resident in Turkey is lending your services to a Turkish resident organisation, your employment contract should be amended to reflect the terms and conditions of your secondment. There are a number of potential advantages to such arrangements including:

*
the ability to continue participating in your employer's benefit plans;

*
the opportunity for you and the Turkish resident organisation for which you will be working to be exempt from national insurance contributions for all or part of the period of your assignment depending on other conditions also being met;

16
It is important to decide whether it will be worthwhile to have a separate employment contract for duties to be performed wholly outside Turkey, so that the earnings from that employment would not be taxable, if you are non-resident in Turkey.
Remuneration packages
17
Before moving you will want to ensure that satisfactory arrangements are made to cover any extra expenses which you will incur through living in Turkey. As explained most of the allowances that you may receive because of your assignment in Turkey, are likely to be taxable. You may, however, want to make clear that if you are remaining in the pension plan of your non-resident employer, the details of the plan should be reviewed with professional advisers as there is potential risk that should your pension plan not qualify: not only will your own contributions be non-deductible but your employer's contributions will constitute taxable income in your hands.
Transferring funds
18
If you are considered a resident of Turkey you will be taxable on your world-wide income whether or not remitted to Turkey. It therefore does not matter whether you remit funds to Turkey prior to your  taking up residence or not.
Importing personal 
19
Before  you  arrive  in Turkey,  bear in mind 

possessions 
that possession of certain  items may be prohibited or restricted. This includes the more obvious items such as firearms, explosives and drugs.





20
You may wish to send your belongings to Turkey in advance. If you intend to become resident in Turkey you may import your belongings for a period of up to two months before your arrival. You will, however, have to pay a deposit for customs duties which will be repaid once you arrive in Turkey, and prove that you qualify for relief. You may also import your belongings up to six months after the date you move here. In addition, your belongings should be taken out of Turkey two months before or six months after you leave. We would recommend that you employ a shipping agent experienced in removals to Turkey to handle all Customs documentation.

21
If you intend to visit Turkey for less than six months in any tax year, Customs are relaxed and most of your belongings need not be formally declared. Provided any car is formally declared to Customs, it may be kept in Turkey for a period of up to six months each year.

22
In order to remove your personal goods from Customs you need to submit your work and residence permit, together with a letter of guarantee from a bank, and a letter from your employer stating the duration of stay and that you will take your goods back to your home country, so that custom duties will not be levied.
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What to do when you arrive in Turkey
National insurance
23
The registration procedures for the social security scheme should be completed by your employer within 30 days starting from the first date of your employment. You will be required to complete a commencement of employment form and the employer is required to file it with the local social security office within the indicated period. Then you will be allocated a social security number. Your contributions will be withheld by the employer.
Establishing residence 

24
The Turkish tax authorities will regard you as resident as soon as you have indicated your intent to become resident, assuming that you remain resident for the requisite period. If you do not wish to be considered resident great care will need to be taken with regard to the duration of your stay in Turkey.
Withholding tax
25
When you come to Turkey, your employer or the person to whom your services have been made available will be required to withhold tax from your earnings.
Car registration
26
You  must  register and license your vehicle

licensing and insurance 
unless you are only visiting Turkey for less than six months in the twelve month period, even if you have been relieved from the payment of import duty and tax.

27
Ensure you are adequately insured and have a valid driving licence before you drive in Turkey. Visitors to Turkey who intend to stay for less than six months are usually covered by the green card scheme and a valid licence from their country of origin. When your green card expires, you will be required to insure your car in Turkey, pay vehicle tax and get a blue plate. You need to have a Turkish driving licence by law, but in practice an international licence suffices.
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What to do at the end of the tax year
Tax returns 
28
A tax return is issued by the Ministry of Finance after the end of each tax year to be filed by the end of the following January, February or March, depending on the source of income. However, an individual annual tax return is required only when income is derived from either;
· multiple employment for which the total remuneration exceeds the limit stated in the income tax law (2,500 million TL for 1998; 3,500 million TL for 1999), or
· rental income, income from securities, non-continuous independent professional activities and dividends not already  subjected to withholding tax and which exceed the limit stated above.
*
In determination of income from the disposal of rights and assets, the purchase value is increased by the monthly wholesale prices index announced by the State Institute of Statistics, excluding the month of disposal.

*
In determination of income from the sale of marketable securities, the gains are adjusted for the effects of inflation by applying a discount ratio announced by the Ministry of Finance. If this method is used, the abovesaid cost revision cannot be applied.

Filing
29
A tax return has to be filed by the end of January in the following year if income is derived exclusively from immovable property, by the end of February if it is derived exclusively from trade activities subject to the simple method of taxation and by the end of March in all other cases.

Tax payments
30
The payment of tax, when a return is filed, is made in three equal instalments; at the time of filing and in the 3rd and 6th months thereafter. Otherwise as stated in paragraph 24 above the income tax will be withheld by the employer and paid to the tax office. Taxpayers filing their returns for their commercial or professional incomes are obliged to pay advance income tax at 15% of their quarterly income by the 15th of the second month following the end of related quarter.
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What to do when you leave Turkey
Important points to remember
31
When the date of your departure is known you should notify the related tax office. You should complete a final tax return and file it with the office within 15 days before your departure.

32
From the date that you leave Turkey you will be regarded as non-resident. Any income which is earned from your employment in Turkey which is paid to you after departure will be subject to Turkish resident tax.
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Other matters requiring consideration
Property tax
33
Property tax is calculated in respect of each property at the appropriate value declared to the tax office once every 4 years. The rate of the tax on the taxable values of land and buildings varies from 0.1% to 0.3%. 
Scope for tax planning 
34
Professional advice  may help to reduce your Turkish tax burden and may also save tax in your home country. It is therefore important that before coming to Turkey you seek detailed professional advice on the preparation of your employment contract.
Inheritance and 
35
Recipients  of    property   through 

gift taxes 
inheritance or donation  are  subject  to inheritance and gift tax at
rates ranging from 1% to 30%. Tax paid in a foreign country on inherited property is deducted from the tax calculated on the value of the asset. Inheritance tax is payable in two instalments, in May and November each year over 3 years, whereas gift tax is payable in the following month.
Appendix A
Accommodation: tax implications
Accommodation rented by an employee
1.
If you rent accommodation in your own name and if all or any part of the rent is paid by your employer on your behalf or reimbursed to you it is taxable in your hands as a benefit in kind. Such amounts paid by the employer are then tax deductible in the employer's return. 
Accommodation rented by an employer
2.
If your employer pays the rent for accommodation on your behalf, the payment is considered to be a benefit in kind and as part of your remuneration package is taxable in your hands. It is therefore tax deductible by your employer.
Appendix B
Income tax rates on individuals 1999


  Taxable Income


         Rate


       (MTL)               


         (%)  

0  -   2,000
15

2,000  -   5,000
20

5,000 - 10,000
25

10,000 - 25,000
30

25,000 - 50,000
35

over 50,000
40
Income tax rates on individuals 1998


  Taxable Income


         Rate


       (MTL)               


         (%)  

0  -      750
25

750  -   1,500
30

1,500  -   3,000
35

3-000  -   6,000
40

6,000  - 12,000
45

12,000  - 24,000
50

over 24,000
55
The above rates are applicable only on income declared through annual tax return and employment income earned before 01.07.1998.

Due to the transition period foreseen under the recent income tax reform, employment income arising after 01.07.1998 and which is taxed through withholdings by the employer, will benefit from the following reduced rates and increased brackets.



Taxable Income


         Rate


       (MTL)               


         (%)  

0  -   1,000
20

1,000  -   2,000
25

2,000  -   4,000
30

4-000  -   8,000
35

8,000  - 16,000
40

over 16,000
45
Appendix C
Withholding tax rates (non-tax treaty countries) 1999

Corporations
Individuals
Type of payment
% Rate (1)
% Rate (1)
Independent professional services
22.0
22.0
Oil exploration activities
5.5
22.0
Leasing (Financial Leasing)
1.1
-
Other rentals (including royalties,
22.0
22.0
patents, copyrights)
Securities income

Interest on state bonds 
0
0

Interest on treasury notes
0
0

Interest on bearer bonds
13.2
13.2

Interest on non-bearer bonds
13.2
13.2


Other
13.2
13.2
Bank deposit interest

Foreign exchange deposits
13.2
13.2

Other
 13.2
13.2
Branch Profits (*)
22
-


Dividends (**)
22
22

Sales proceeds of patents and copyrights
27.5
27.5
Trading activities in Turkey
0
0
Some of the withholding tax rates are reduced in bilateral tax treaties.
(*) For 1998, branch profits of non-resident corporations are subject to corporate tax at 25% and the remaining profits after corporate tax are subject to 20% withholding tax regardless of whether the profits are repatriated or not. As of 1999, the corporate tax will increase to 33% (including 10% fund levy); however, the rate of the withholding tax is yet to be announced.
(**) For 1998, the income (after 25% corporate tax) of corporations is subject to 20% withholding tax (plus 2% funds) regardless of whether the profits are distributed. No further tax is payable on distribution. Treaty rates of withholding tax apply to specific countries. As of 1999, corporate tax will increase to 33% (including fund); however, withholding tax will not apply if profits are not distributed. The rate of the withholding tax to apply in case of profit distribution is yet to be announced.

Appendix D
Countries with which Turkey currently has double taxation agreements.
Albania
Algeria
Austria
Azerbaijan
Belgium
Peoples Republic of China
Denmark
Egypt
Finland
France
Germany
Hungary
India

Israel
Italy
Japan
Jordan
Kazakhstan
Republic of South Korea
Macedonia
Malaysia
Mongolia
The Netherlands
Norway
Pakistan
Poland
Romania
Saudi Arabia
Sweden
Tunisia
Turkish Republic of Northern Cyprus
Turkmenistan
United Arab Emirates
United Kingdom
United States of America
Appendix E
Social security reciprocal agreements
Reciprocal agreements on contribution matters have been concluded with the following countries:
Austria
Belgium
Denmark
France
Germany
Libya
The Netherlands
Norway
Sweden
Switzerland
UK
Turkish Republic of Northern Cyprus
Appendix F
Social security rates in Turkey
Rates currently applied are as follows:

Employee
Employer
Work-related accidents
and illness
-
*1.5%
Maternity
-
   1
Health Insurance
 5%
    6
Disability, old age and death
  9% 
   **  11   

 14% 
     19.5
*
The rate varies between 1.5% and 7% based on the degree of risk inherent to the work.

This calculation is for full contributions (assuming that the secondee is not covered by a scheme in the home country or that Turkey does not have a bilateral tax treaty with his or her country).
**
The contributions for this category are not withheld from expatriates, unless a written request is filed to the authorities. The withholding should be made starting from the following month of the filing request. This provision applies to all employees regardless of their nationality and existence of a bilateral treaty.
 Appendix G
Income Tax Computation 1998
Monthly








       TL
      
    
Gross Salary






550,000,000
Benefits in Kind





  50,000,000
Total Gross Salary





600,000,000
Social Security Contribution -  Employee's Portion 






(150,223,500 TL x 14%)




(21,031,290) (A)
General Allowance 





(15,000,000) (B)

Compulsory Savings Fund





_        (C)

Taxable Base






563,968,710
Income Tax (15%)





84,595,307  
Stamp Duty






 (2,880,000)  (D)
Net Salary






 491,493,403
A.
The individual is assumed to be a resident taxpayer expatriated without a social security scheme in the home country, therefore paying full contribution. 
B. General allowance is a standard monthly amount (15,000,000 TL/month for 1999) that is exempt from income tax. This allowance is not available to non-residents.

C. Both the employee and the employer are required to make monthly contributions into the compulsory savings fund, at 2% and 3%, respectively, of the gross salary without any upper limits. The employee’s portion of the contributions is deductible in the determination of the taxable income

D.
Stamp duty is currently applied at 0.48% of the gross income.

























