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This booklet was prepared by PricewaterhouseCoopers, Turkey to provide those considering investing in the Turkish Free Zones with a broad outline of the tax and investment incentives. It reflects the current tax law or practice in Turkey as at March 2000.

This booklet is not intended for definitive investment advice but merely as an explanatory guide. We would strongly recommend that readers seek professional advice before making any decisions.


INDEX

TURKISH FREE ZONES AND THEIR ACTIVITIES

1 
Introduction

2.1       Fields of activity

ADVANTAGES OF FREE ZONES

3.1 Corporate and Income Tax exemptions 

3.2 VAT exemption

3.3 Customs Taxes

3.4 Stamp Tax

3.5 Resource Utilisation Support Fund (‘RUSF’)

3.6 Other taxes, fees and duties

3.7 Foreign capital legislation

3.8 Thin capitalisation

STEPS TO OPERATE IN FREE ZONES

4.1 Incorporation of companies or branches in Turkey

4.2 Payment of capital

4.3 Procedures to obtain Operation Licence

4.4 Application fees

DOING BUSINESS IN FREE ZONES

5.1 Import to Free Zones

5.2 Export of goods from Free Zones to Turkey

5.3 Free Trade Zones Establishment and Development Fund (‘FTZ’)

5.4 Use of incentives

5.5 Social security taxes

5.6 Bookkeeping requirements

5.7 Currency of payments in Free Zones

5.8 Repatriation of profits and capital

5.9 Legal reserves

5.10 Banking and insurance services

5.11 Settlement of disputes

5.12 Closing and liquidation

5.13 Application  of tax treaties

5.14 Offshore loans

I
INTRODUCTION
The Free Zones can be considered as special areas in which state interventions in the economy are minimised. Although they are within the borders of the country's national sovereignty, certain state regulations concerning the economy such as those related to foreign trade, customs, taxes, and foreign currency are not applicable to the Free Zones.  

With Free Zone applications, countries offer many incentives to investors such as customs duties and tax exemptions, incentive premiums, credit with low interest rates and use of foreign currency. The aim of these is to attract foreign investors and to encourage investment in Free Zones. The major benefits expected by countries are foreign capital inflow , an increase in employment and added value increase in the economy through export of inputs from countries to Free Zones. 

The reform of the Turkish economy and an overall change in economic philosophy were realised at the beginning of 1980 through a comprehensive economic stabilisation and structural adjustment program based on free market principles and the introduction of outward-oriented economic policies. 

With the new policies in mind, the Free Zones Law was enacted in 1985 to achieve the following objectives; 

· increasing export-oriented investment and production in Turkey,  

· accelerating the entry of foreign capital and technology,

·  facilitating systematic economic inflow

· increasing the utilisation of external finance and trade opportunities. 

In order to accomplish such objectives, Free Zones with similar infrastructure standards to Free Zones in developed countries were established close to big ports in the Mediterranean, Aegean and the Black Sea, international airports, motorways, cultural, touristic and entertainment centers.

II
TURKISH FREE ZONES AND THEIR ACTIVITIES
The Council of Ministers is authorised to determine the location and borders of the Free Zones. Permission from the Council is required to establish and operate them. 

Free Zones can be established and operated by state institutions, national or non-resident individuals or entities. They can be located on either private or public land. All Free Zones are operated by the private sector.   

Those individuals or entities who have an "operation certificate" and a fixed location in a Free Zone are called "users". In Free Zones owned by the private sector, users can either rent or buy vacant land and/or ready to use business premises. In other Free Zones,  users can only buy or rent ready to use business premises.

To date, 17 Free Zones have been established and 13 of them are open to operation for certain activities approved by the Supreme Planning  Council.

The list of Free Zones established and those that are open to operation is given below.

	Name of Free Zone
	Opening date

	Mersin
	03.01.1987

	Antalya
	24.10.1987

	Ege
	14.08.1990

	İstanbul - Atatürk Airport
	01.09.1990

	Trabzon
	05.06.1992

	İstanbul - Leather
	22.08.1994

	Doğu Anadolu
	13.11.1995

	Mardin
	21.11.1995

	IMKB International Securities
	1997

	Adana Yumurtalık
	---

	Samsun
	20.03.1998

	Trakya (Europa)
	---

	İstanbul Trakya
	06.03.1998

	Rize
	26.04.1998

	Kayseri
	---

	İzmir – Menemen Leather
	12.03.1998

	Gaziantep
	---


2.1.
Field of activities




All kinds of industrial (except for İstanbul Atatürk Airport and Trabzon Free Zones), commercial and service activities such as manufacturing, storing, packaging, general trading, assembling-disassembling, banking and insurance are conducted in Free Zones. The Supreme Planning Council is the authority which decides the type of activities, which can be engaged in Free Zones. 

III
ADVANTAGES OF FREE ZONES
3.1.
Corporate and Income Tax Exemptions
Profits derived in Free Zones by users and operators are not subject to either individual or corporate income taxes, nor is there any further taxation  when the profits are repatriated. 

In addition, companies are not liable to withholding taxes. That is, they are not liable to withhold taxes from payments made to outside the Free Zones. 

Furthermore, employees’  income for their services in Free Zones is not taxable. Employees do not file a tax return for remuneration derived therein. 

Income and revenues generated in Free Zones by Turkish residents are exempt from income and corporate taxes provided that the transfer of such income and revenues into Turkey is documented in accordance with foreign exchange regulations.

3.2.
VAT Exemption
In general, import and deliveries of goods and services are subject to VAT at rates that vary from 1% to 40%. However, no VAT is imposed on the transactions carried out in Free Zones. Also, goods entering  the Free Zones from Turkey, other Turkish Free Zones and from abroad to Free Zones are not subject to VAT.

3.3.
Customs Taxes
In general, goods imported to Turkey from third party countries (excluding goods imported within the context of the Customs Union (CU) with EU countries) are subject to customs duty. 

However, no customs duty is levied on goods (i.e. machinery, equipment, assets) entering Free Zones regardless of the country of origin of the goods (whether from countries within the Customs Union or from  non-Customs Union countries).   

3.4.
Stamp Tax
Stamp Duty applies to a wide range of documents, including but not limited to contracts, agreements, notes payable, capital contributions, letters of credit, letters of guarantee, financial statements and payroll. Stamp Duty is levied as a percentage of the value of the document at rates varying between 0.15%-0.75% and at nominal values. 

Transactions in the Free Zones are exempt from Stamp Duty. However, should contracts be submitted to official bodies in Turkey, stamp taxes are levied.

3.5.
Resource Utilisation Support Fund ("RUSF")
Imports with acceptance credits, time letters of credit or on cash against goods basis and credits obtained locally or from abroad (except for offshore credits with an average maturity of more than one year) are subject to a 3% RUSF.

However, both goods entering Free Zones and loans regardless of their maturity are exempt from RUSF.

3.6.
Other taxes, fees and duties
Except for the Free Zones Establishment and Development Fund and social security taxes, no other taxes, fees or duties such as banking and insurance transaction tax, fees for registration of immovables, real estate tax, municipality taxes, inheritance or gift tax are applicable in Free Zones. 

3.7.
Foreign capital legislation
Legislation governing foreign capital requires that each shareholder should contribute a minimum of US$ 50,000 as capital and should obtain permission from the Foreign Investment Directorate (FID) for their investment in Turkey. Furthermore, agreements with a content of franchise, royalty, know-how, technical assistance, etc., also require the approval of the FID.

In Free Zones, however there is no minimum foreign capital requirement for branches of companies resident abroad or for branches of companies established in Turkey with foreign capital, nor is there any requirement for permission to realise investments  or approval for license agreements.  In addition, work permits can easily be obtained from the General Directorate of the Zones. 

3.8.
Thin capitalisation
Within the framework of Turkish tax legislation, some limits are imposed on the expenses arising on loans that are obtained from real or legal entities with which the taxpayer has either a direct or indirect corporate relationship, or a close business relationship. In other words, some limits are provided for transactions that may trigger thin capitalisation issues. Interest on loans considered within the scope of thin capitalisation is non-deductible for corporation tax purposes. 

Limits imposed on related party transactions within the scope of thin capitalisation need not be considered in Free Zones.

However, permission is required for foreign loans obtained by branches or companies in Free Zones. 

IV
STEPS TO OPERATE IN FREE ZONES
Companies or branches incorporated in Turkey or abroad can start activities in Free Zones by obtaining an Operation License from the Free Zones Directorate under the Directorate of Foreign Trade in Turkey. 

4.1.
Incorporation of  companies or branches in Turkey
Foreign investors in Turkey can only from joint stock (A.Ş.) or limited liability companies. Foreign companies may also operate through branch offices. 

In order to form a company with foreign capital, permission  for  formation from the Foreign Investment Directorate ("FID")  at the Undersecretariat of the Treasury must be obtained. 

A brief outline regarding the steps for the establishment of a Joint Stock or a Limited Liability Company is given  below:

· The basic requirement for establishing a joint stock/limited liability company under Law 6224 governing foreign investment in Turkey,  is  that each shareholder should contribute a minimum of US $ 50,000 as capital and should obtain permission from the Foreign Investment Directorate (FID) for their investment. It is mandatory to include a feasibility report in the application, in the format set out by the FID. 

· The Articles of Association must be prepared in accordance with the Turkish Commercial Code. 

· Application to the Ministry of Industry and Trade.

· Registration and publishing in the Turkish Trade Registry Gazette.

· Application to the FID for final registration.

After the incorporation of the company, the following formalities will be carried out:

· Registration with the tax office;

· Registration with the Municipality;

· Obtaining statutory books and documents and completing the notary authentications for these.

4.2.
Payment of capital
Upon application to the FID, a declaration should be made by each foreign shareholder or their representatives stating that the US$ 50,000 capital requirement will be paid in hard currency prior to the registration by the Ministry of Industry and Trade. 

4.3.
Procedures to obtain Operation License
· The Application File containing the documents stated below should be submitted to the General Directorate of Free Zones. 

· Descriptive information about the applicant and its planned Free Zone operations.

· Authorisation document and signature circular and (if any) power of attorney and specimen  signature of the  company’s  agent. 

· Turkish Trade Registry Gazettes announcing the establishment of the applicant  company, its capital and shareholder structure and the document relating to  registration by the Chamber of Commerce (For companies incorporated abroad, copies  of the documents related to their establishment that are either ratified by the Turkish Consulate or apostilled ).

· Last three years' balance sheet and income statements.

· Both the original and the copy of the receipt for the Operating Licence fee paid to the Central Bank of Turkey.

· Documents related to  foreign currency brought into Turkey within the last three years (if any)

· Branch Establishment Permit obtained from the General Directorate of Banking and Foreign Exchange for banks, offshore banks and financial leasing institutions and from the General Directorate of Insurance for Insurance Institutions

·  Operating Licence application form.   

· The application form is assessed by the General Directorate of Free Zones.

· Those eligible for an Operating Licence apply to the General Directorate with their rent or purchasing contracts made with the Operator within 30 days to obtain their Operating Licences.

· Those not eligible for an Operating Licence are refunded the application fees. 

4.4.
Application fees
	Type of activity
	Fee (US$)
	Operating licence period

	Production
	
	

	Tenant firms 
	5,000
	15 years 

	Investor firms
	5,000
	30 years 

	Special investments to be considered by the General Directorate on a project basis
	100,000

                250,000
	49 years

           99 years 


V
DOING BUSINESS IN FREE ZONES
5.1.
Import to Free Zones
No customs duty or VAT is levied on goods (i.e. machinery, equipment, assets) entering  Free Zones regardless of the country of origin of the goods (either from countries within the Customs Union or from  non CU countries). There is no time limitation regarding storage of goods in Free Zones.

5.2.
Export of goods from Free Zones to Turkey
Certificates of Origin, ATR Movement Certificates and  EUR.1 Certificates which are issued by the local Chambers are required for goods leaving  the Zones to Turkey. The Customs Administration endorses "ATR Movement Certificates" and "EUR.1 Certificates" submitted to it and grants visas after checking the goods registered on the certificates. 

Goods of  non-CU country origin, for which import procedures have been completed, taxes or charges with equivalent effect to customs duty have been paid and no full or partial repayment of taxes and charges has been made are deemed to be in "free circulation". ATR Movement Certificates issued for such goods which are kept in the Zones in raw, semi-processed and processed form or which acquire a national character through being re-processed and becoming part of a new product in the Zones are granted visas by the Free Zone Customs Administration irrespective of any changes occurring in their Customs Tariff Position numbers. 

Goods including non-CU country origin items not in free circulation, are subject to "Compensatory Levy", ATR Movement Certificates are granted visas for such goods subsequent to the collection of "Compensatory Levy".

Hence, customs duties in the form of "Compensatory Levy" will be collected for goods that are not in free circulation. In addition, VAT is payable by the recipient company in Turkey at the customs on goods leaving  Free Zones to Turkey. The mainstream VAT rate in Turkey is 17%; however the rate differs based on the type of  goods. 

5.3.
Free Trade Zones Establishment and Development Fund ("FTZ Fund")
For the purposes of establishment, development and maintaining Free Zones, a FTZ Fund levy is imposed on the following transactions by  companies operating in Free Zones.

· 0.5% Fund is payable immediately on the Free on Board (“FOB”) value of goods leaving the Zone and the Cost, Insurance, Freight (“CIF”) values of goods entering the Zone, with the exception of goods brought into the Zone from Turkey, goods used at the investment and installation stages and equipment brought into the Zone for repair and maintenance purposes.

· An "Operation License Application Fee" specified by the General Directorate based on the type of activity and activity period should be deposited  in the Free Zones Establishment and Development fund account. The fee varies between US$ 5,000 - US$ 250,000. 

· An annual entry permit fee of US$10 or the equivalent in Turkish lira is to be paid in the event of loss of this Permit or of a Special Entry Permit Document.    

5.4.
Use of incentives
It is stated in the Free Zones Law that during the investment and production stages of their activities, companies in Free Zones can qualify for incentives that do not provide any tax benefits except energy support and fund sourced credits.

There is no discrimination between foreign and Turkish companies in respect of use of incentives.

5.5.
Social security taxes
Social security legislation in Turkey shall apply both to employers operating in the Zones and to employees -including foreign nationals- who are rendering services under a labour contract. Social insurance payments to the Social Security Organisations are payable in either foreign currency or Turkish lira,  but social security payments to beneficiaries will be made by these organisations in Turkish lira.

In line with the Turkish social security regulations, 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. Monthly contributions as a percentage of  gross salary are payable by individual employees and employers. The percentages are calculated as follows:






Employer %

Employee % 

Old age, disability and death


11


9

Health insurance



6


5

Maternity benefits



1


-

Work related accidents and illness

1.5*


-  
 





19.5%


14%

* Varies from 1.5%-7% depending on the risk inherent in the job. 

Where the employee is not a Turkish citizen, the contributions of the employer and employee are reduced to 8.5% and 5% (unless a written request is filed to the authorities to make full contributions), since the contributions for disability, old age and death are not withheld from expatriates. 

Providing that a foreign national, whose home country has a bilateral social security agreement with Turkey is seconded (not expatriated) to Turkey, he may choose not to be included in the Turkish social security scheme and hence make no contributions. For this provision to be applicable, however, he must be covered by a social security scheme in his own country. 

Furthermore, there  is a  ceiling and  lower limit  on the contributions to be made and  the maximum and minimum salary income liable to social security are at  present TL 12,000,000/day and TL 4,000,000/day (subject to change as of 1 April 2000) respectively, effective from 1 January 2000, i.e.; the base for social security cannot be less than TL 4,000,000/day  or  more than TL 12,000,000/day. 

5.6.
Bookkeeping requirements
With a view to governing operations in the Zone in an orderly manner, companies in Free Zones are required to: maintain their statutory books in Turkish (but can select foreign exchange to be used in accounting records); to supply information and documents in a timely manner as required by the  relevant  authorities and officers duly authorised by the Zone Directorate and the General Directorate; and to keep their records and documents available for inspection by these authorities. 

Commercial books of companies in Free Zones shall be used after being certified by the Zone Directorate prior to the beginning of the accounting year. Invoices are certified by the Zone Directorate in batches of 50 when needed.

Any accounts concerning activities carried out outside the Zone must not be entered into the Free Zone accountancy records.

5.7.
Currency of payments in Free Zones
In general, costs of goods, payments to the Fund, service fees, wages and premiums of workers and rents relating to activities in the Zone should be  paid in foreign currency.   

However, cost of goods and services and workers' wages and rents may be paid in Turkish lira during the pre-operation period. 

5.8.
Repatriation of profits and capital
Capital brought to the Zone in the form of cash foreign currency, assets in kind or real rights, and any and all profits arising therefrom, as well as sale and/or liquidation proceeds may be freely transferred to other parts of Turkey or abroad. However, the Zone Directorate must be informed as regards the assets to be transferred and ownership of the assets must be certified. 

There are no restrictions on the repatriation of profits except for the mandatory first and second legal reserves. Company accounts in Free Zones must be prepared and a General Assembly of shareholders must be held before 31 March each year. Copies of tax returns, financial statements, tax receipts and shareholders' resolutions concerning the distribution of profit must be submitted to a bank in order to remit the foreign shareholders' share of profits.

5.9.
Legal reserves
Turkish Commercial Code ("TCC") requires  the provision of  legal reserves. Since companies in Free Zones are also subject to the TCC, they are also required to maintain such reserves. 

First legal reserve: 5% of income after tax is appropriated  as a first  legal reserve until the amount reaches 20% of the paid-up capital. When the first legal reserve of the company reaches the maximum limit, the company is not required to  increase  this reserve any  further.

First dividend payout:  This  is  5% of paid-up capital. It is obligatory to distribute the first dividend irrespective of  decision of the General Assembly as regards the distribution of profits. This provision is to protect the rights of shareholders having less than 50% of the shares.

Second  legal reserve: After the deduction of the first  legal reserve and first dividend payout from the income after tax amount, 10% of the profit to be distributed  is set aside as a second  legal reserve  under the TCC provisions.  

Second dividend payout; This is the distributable profit after the deduction of first and second  legal reserves and the first dividend payout from the income after tax amount.

In short, profits distributable in Free Zones are gross income less legal reserves to be set aside in accordance with the Turkish Commercial Code provisions, whereas profits distributable in Turkey are gross income less legal reserves and taxes payable. However, in the case of a branch of either a Turkish or a foreign company operating in Free Zones, no legal reserves  need  to be  set aside. All profit will be distributable.

5.10.
Banking and insurance services
Banks and insurance companies in the Free Zones are not required to comply with the provisions of banking and insurance legislation in Turkey.

Banks in the Zone  may grant credits to users operating in the Zones. However, banks in the Free Zones shall not accept deposits from residents in Turkey (except for banks) and shall not issue bonds, securities and  similar in order to collect money.

5.11.
Settlement of disputes
Any disputes, excluding disputes of interests  involving Collective, Labour Contracts, may be settled through reconciliation by applying to the Zone Directorate. 

5.12.
Closing and liquidation
Users who wish to close down their workplaces or whose Operation Licences have been cancelled may sell the buildings and their facilities to real or legal entities  after obtaining the approval of the Undersecretariat for Foreign Trade.

5.13.
Application of tax treaties
In Turkey, many payments from Turkey to abroad including those for dividends, professional services and technical assistance, royalties and rentals are subject to withholding taxes at rates varying between 11% and 22% (including 10% fund levy). In this regard, countries having double tax treaties with Turkey have considerable advantages. These countries can, in general, benefit from a reduction of withholding taxes in certain circumstances.

In Free Zones, from the Turkish tax point of view, since Turkish tax legislation  is not applicable in the Free Zones, the tax treaties between Turkey and other jurisdictions would are not be practically  of no practical use. However, residents of countries with which Turkey has a bilateral tax treaty would be able to benefit from certain treaty provisions should they derive an income from Turkey in the forms of dividends, interests, royalty and other income.

5.14.
Offshore loans 
Under  foreign exchange legislation, according to the Governmental Decree No. 32 regarding the Protection of Turkish Currency, residents in Turkey are free to obtain credits from abroad only if those credits are utilised via resident banks or financial institutions. It is important to note that credit agreements related to all kinds of credits acquired from abroad with a maturity of more than one year should be submitted to the Treasury in order to be registered  in the Register of Debts within 30 days. 

In addition to the Debt Registry, the obtaining of offshore loans is subject to VAT, RUSF, withholding tax (on interest) and stamp tax as well as thin capitalisation rules.

Companies in Free Zones are not subject to any of the above mentioned taxes or rules in  obtaining offshore loans.
























