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Paying Taxes in Turkey

1
INCOME TAXES
1.1
Income Tax for an Individual 
· An individual in Turkey is liable for tax on his income as an employee and on income as a self-employed person. In the case of an individual who answers the test of a "permanent resident", the tax will be calculated on his income earned in Turkey and overseas. A foreign resident who is employed in Turkey pays tax only on his income in Turkey. 

· To be considered Turkish resident, residence of over 6 months in Turkey during any calendar tax year must be established. 

· An employer is obligated to deduct, immediately, each month, the amount of tax and national insurance due from a salaried worker. 

· A self-employed individual is obligated to make advance payments on income tax that will be offset on filing an annual report. 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 will be made 4 times in each year. 

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

· Certain payments are deducted from taxable income as detailed below. 

· Capital gains are usually added to the normal income. 

Turkey individual income tax rates 2006 

	Tax %
	The Tax Base (YTL)

	15
	0-7,000

	20
	7,001 - 18,000

	27
	18,001- 40,000

	35
	40,001 and over




1.2
Turkey Corporate Tax
· The 2006 tax rate applicable to corporations in Turkey is 20%. 

· Capital gains tax in a corporation is usually added to the regular income of the corporation. 
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1.3
Capital Gains

In general, capital gains in Turkey, whether for an individual or for a company, is added to the regular tax.

1.3.1
Capital Gains (for an individual)
· The rate of standard tax is identical to the rate of normal income tax on the income of an individual - that is from 15% - 40%. 

· A capital gain from the sale of Turkish securities that were held by the vendor for at least 1 year before the date of sale, is exempt from tax. 

1.3.2
Capital Gains (for a corporation)
· The standard rate of tax for a corporation is 20%. 
· When calculating capital gains, the purchase price of the asset sold is adjusted in line with the rise in the index from the date of purchase to the date of sale. Capital gains tax is calculated only on the real profit. 

· On the sale of a depreciable asset, if the assets are held for more than 2 years the capital gain is exempt from tax. 

1.4
Reporting Dates and Payments

The tax year in Turkey is the year ending on December 31.
Advance payments of income tax are made as specified below:

· An Individual - An individual whose income is only from a wage is not obligated to file an annual return. The employer deducts tax from the employee and transfers it to the     Tax Authority every month.
            - A self-employed individual must make 4 advance payments, one every quarter. A temporary tax of 15% of the net profit must be paid on making each advance payment.
            - A self-employed individual must file a tax return by the end of the month of March in the year following the end of the tax year. 

· A Limited Company A Limited Company - It is compulsory to submit the financial statements by April 30.
            The advance payments are at the rate of 25% of the net profit for the quarter.
            - A delay in submitting the annual return beyond the date prescribed is liable to a fine. 

1.5
Deduction of Tax at Source 

1.5.1
Taxation of Employee

The employer is obligated to deduct tax at source from an employee and to make additional contributions to social security. 

1.5.2
Social Security 
· The employer's contribution is 19.5% of the salary (to the limit specified in law). The employee's contribution is 14% of the salary. 

· Turkey has signed a Double Taxation Prevention Agreement for social security with a number of countries. 

· Note: There are additional payments to unemployment fund. 



1.5.3
Other deductions

Tax, in Turkey, must be deducted at source from the following payments according to the following table:
· Dividend - 10%. 

· Interest - 10%. 

· Royalties - 22% 

· Professional services - 22% (url 2)          
2
Taxes on Expenditure

2.1
Value Added Tax (VAT)
· The VAT (KDV in Turkish) rates vary between 1% - 18% but it's generally applied as 18%. VAT payable on local purchases and on imports is regarded as "input VAT" and VAT calculated and collected on sales is considered as "output VAT". Input VAT is offset against output VAT in the VAT return filed at the related tax office by the 20th of the following month. If output VAT is in excess of input VAT, the excess amount is paid to the related tax office. On the contrary, if input VAT exceeds the output VAT, the balance is carried forward to the following months to be offset against future output VAT. There is no cash refund to recover excess input VAT, except for exportation.
· There is also a so-called reverse charge VAT mechanism, which requires the calculation of VAT by resident companies on payments sent abroad. Under this mechanism, VAT is calculated and paid to the related tax office by the Turkish company on behalf of the foreign company. The local company treats this VAT as input VAT and offsets it in the same month. This VAT does not create a tax burden for the Turkish and the non-resident company, except for its cash flow effect.

2.2
Special Consumption Tax

Special Consumption Tax (ÖTV in Turkish) was implemented in August 2002 by abolishing 16 different indirect taxes and funds in order to make the direct taxation system becoming in line with the European Union directives. Unlike VAT, which is applied on each delivery, ÖTV is charged only once. There are mainly 4 different product groups that are subject to ÖTV at different tax rates:

· Petroleum products, natural gas, lubricating oil, solvents and derivatives of solvents 

· Automobiles and other vehicles, motorcycles, planes, helicopters, yachts 

· Tobacco and tobacco products, alcoholic beverages 

· Luxury products 

2.3
Banking and Insurance Transaction Tax

· Banking and Insurance company transactions remain exempt from VAT, but are subject to a Banking and Insurance Transaction Tax of 5%, due on the gains by the banks for their loan interest or transactions for example. The purchase of goods and services by banks and insurance companies are subject to VAT but is considered as an expense or cost for recovery purposes.

2.4
Stamp Tax

· Stamp duty applies to a wide range of documents, including contracts, agreements, notes payable, capital contributions, letters of credit, letters of guarantee, financial statements and payrolls. Stamp duty is levied as a percentage of the value of the document at rates ranging from 0.15% to 0.75%. In the event of absence of a monetary value on the agreement, Stamp Tax would be calculated on a lump sum basis and paid in New Liras. Stamp Tax is payable by the parties who sign a document. Each and 
3
TAXES ON WEALTH
3.1
Property Tax

Property taxes are paid each year on the tax values of land and buildings at rates varying from 0.1% to 0.6%. In the case of the sale of property, a 1.5% levy is paid on the sales value by both the buyer and the seller. The rate is also applied as 1.5% if the property is contributed as capital-in-kind. The rates are applied twice for property located in the Metropolitan Municipality areas.
Buildings and lands owned in Turkey are subject to real estate tax at the following rates:

· Residences 0.1% 

· Other buildings 0.2% 

· Land 0.1% 

· Vacant land (but allocated for construction purposes) 0.3% 

· Farming lands 0% 

3.2
Inheritance and Gift Tax

· Items acquired as gifts or through inheritance are subject to taxes between 1% and 30% of the item's appraised value. Tax paid in a foreign country on inherited property is deducted from the taxable value of the asset. Inheritance tax is payable over the period of three years and in two installments per year.

3.3
Withholding Tax

· Under the Turkish tax system, certain taxes are collected through withholding by the payers in order to secure the collection of taxes. These include income tax on salaries of employees, lease payments to individual landlords, independent professional service fee payments to resident individuals, and royalty, license and service fee payments to non residents. Companies in Turkey are responsible to withhold such taxes on their payments and declare them through their withholding tax returns.

3.4
Environmental Tax

· Municipalities are authorized to collect an Environmental Tax as a contribution towards the financing of certain services such as garbage collection. This tax is levied at scheduled fixed amounts that vary according to the location of the house or office. This tax is paid thru water bill of the property by the person who lives or occupies that house or office.(url 3)
4
PAYING TAXES IN TURKEY
The table below addresses the taxes and mandatory contributions that a medium-size company must pay or withhold in a given year in Turkey, as well as measures of administrative burden in paying taxes.

	Tax
	Payments (number)
	 
	Time (hours)
	 
	Statutory tax rate
	Tax base
	Total tax rate (% profit)
	 

	Value added tax (VAT)
	1
	f)
	120
	 
	18%
	value added
	65.6
	b)

	Social security contributions
	1
	f)
	84
	 
	19.5%
	gross salaries
	22.6
	 

	Corporate income tax
	2
	 
	50
	 
	30%
	taxable income
	17.8
	 

	Unemployment insurance contributions
	0
	g)
	-
	a)
	2%
	gross salaries
	2.3
	 

	Property transfer tax
	1
	 
	-
	a)
	1.5%
	sale price
	0.9
	 

	Vehicle tax
	2
	 
	-
	a)
	fixed fee (TRY 1,647)
	 
	0.7
	 

	Environmental tax
	2
	 
	-
	a)
	fixed fee (TRY 1,562.5)
	 
	0.7
	 

	Property tax
	2
	 
	-
	a)
	0.2% and 0.3%
	property value
	0.5
	 

	Stamp duty on property transfer
	1
	 
	-
	a)
	0.75%
	sale price
	0.5
	 

	Interest tax
	1
	 
	-
	a)
	18%
	interest income
	0.4
	d)

	Check transaction tax
	1
	 
	-
	a)
	TRY 1.6 per check
	number of checks
	0.2
	 

	Stamp duty on wages
	1
	 
	-
	a)
	0.06%
	gross salaries
	0.1
	 

	Advertising tax
	2
	 
	-
	a)
	various rates
	advertising expenses
	 
	c)

	Stamp duty on contracts
	1
	 
	-
	a)
	0.75%
	transaction value
	 
	c)

	Totals:
	18
	 
	254
	 
	 
	 
	46.3
	


Notes:

a) data not collected
b) VAT is not included in the total tax rate because it is a tax levied on consumers
c) very small amount
d) included in other taxes 
e) Withheld tax
f) electronic filling available
g) paid jointly with another tax

Name of taxes have been standardized. For instance income tax, profit tax, tax on company's income are all named corporate income tax in this table.

When there is more than one statutory tax rate, the one applicable to TaxpayerCo is reported.

The hours for VAT include all the VAT and sales taxes applicable.

The hours for Social Security include all the hours for labor taxes and mandatory contributions in general.(url 1)
Sources

· url 1 : http://www.doingbusiness.org/
· url 2:  http://www.worldwide-tax.com/
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