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CHAPTER 1

RATIONALE FOR INVESTING IN TURKEY

Turkey is a country offering significant opportunities for foreign investors with its
geographically perfect position to function as a gateway between Europe, Middle East and
Central Asia. The opportunities exist not only in the dynamic domestic market, but also
throughout the region.

Hospitality and tolerance being the traditional cornerstones of the Turkish way of life, the
country is open to foreign investors with many attractions to offer.

e Large and growing domestic market

e Mature and dynamic private sector

e Leading role in the region

e Liberal and secure investment environment

e Supply of high quality and cost-effective labor force
e Customs union with EU countries

e Developed infrastructure

¢ |[nstitutionalized economy

e Competitive tax system



Large and Growing Domestic Market

Turkey offers a huge and dynamic domestic market to foreign investors with a population of
more than 70 million people and a GNP of about USD 489 billion for 2007(realization
estimate by State Planning Organization) . Temporary figure stated by State Planning
Organization and official target for 2008 is USD 520.2 billion). The population is younger than
that of other European countries; approximately 63% of the population is below the age of
35, implying an intense dynamism in the economy. The number of households is expected to
increase due to the young age profile.

The average GNP per capita is USD 6.619 for 2006 and expectation for 2008 is USD 6.958.
However, this figure does not reflect the average purchasing power of the population, due to
unevenly distribution of wealth in Turkey, in favour of the western part of the country. T.R.
Prime Ministry State Planning Organization (DPT), estimates that purchasing power parity
per capita GDP for Turkey at the end of year 2008 is 9,681 dollars.

Turkish market is among the top ten most attractive of all the developing countries.

Deregulations and privatization of major state-owned enterprises is promising a more

dynamic market.

Table 1 - DISTRIBUTION OF POPULATION BY AGE GROUPS

Age Male Female Total % Of Total
Groups Population Population Population
0-4 2978 972 2814934 5793906 8,21
5-9 3303 329 3133 498 6436827 9,12
10-14 3288 472 3123186 6411658 9,08
15-19 3159723 2997 310 6157033 8,72
20-24 3181804 3058 769 6240573 8,84
25-29 3295102 3217736 6512838 9,23
30-34 2 885 151 2 842 548 5727699 8,11
35-39 2565112 2 507 329 5072441 719
40 — 44 2379 314 2 346 486 4725800 6,70
45-49 2 057 626 2 027 439 4085065 5,79
50 - 54 1781029 1784 640 3565669 5,05
55-59 1369 618 1419 240 2788858 3,95
60 — 64 981178 1086 536 2067714 2,93
65—-69 781 165 917 418 1698583 2,41
70-74 629 241 743 836 1373077 1,95
75-79 441 289 628 672 1069961 1,52
80-84 212 383 366 496 578879 0,82
85-89 58 552 123 636 182188 0,26
90+ 27 473 70014 97487 0,14
Total 35.3765.33 35.209.723 70.586.256 100.00

(*) The figures presented are taken from city and village population by age group and sex, 31.12.2007 (Turkish Statistics
Institute (TURKSAT)




Mature and Dynamic Private Sector

The rapidly changing economic environment of the last 20 years has formed a ground for the
Turkish private sector to mature in an increasingly competitive global arena.

Today, Turkish private sector enterprises compete in the world markets, not only as
producers of goods at reasonable costs, but much more than that, as the manufacturers of
products with unique quality under Turkish trademark. Nevertheless, it is not only the
manufacturing companies that have deserved reputation for quality, whereas in many service
industries, such as banking and tourism, Turkish companies have been prized with many
awards for their excellence in terms of physical and technical infrastructure and delivering

service.

The well-deserved reputation for Turkish goods and services increasing their shares in
overall world production is mostly earned as a result of the transformation of the Turkish
business structure from family-business to corporate identity. Today, the first 500 Turkish
companies determined in terms of their turnover account for half of the total value added in

manufacturing industry.

Turkish private sector enterprises have reached considerable business volumes to be listed
in the Forbes Global 1000. The companies by their industry are;

e Turkiye Is Bankasi ( banking-rank 371)

e Akbank (Banking-rank 384)

e Turkiye Garanti Bankasi (Banking-rank 405)

e Ko¢ Group (Conglomerates-rank 639)

e Sabanci Group (Conglomerates-rank 690)

e Turkcell (Telecommunications services-rank 879)
e Turkiye Halk Bankasi (Banking-rank 893)

e Turkiye Vakiflar Bankasi (Banking-rank 909)

e Talpras-Turkiye Petrol (Oil-gas rank 990)

A further credit shall be given to Turkish small and medium sized enterprises, which have
accounted for over 35% of total industrial output while the share of finance opportunities
facilitated for these enterprises from the banking sector is relatively much lower.

The figures concerning the dynamism of Turkish private sector are the indications for the
abundance of prospective Turkish partners for foreign investors that would intend to establish
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cooperation for their investment projections in Turkey, as many foreign investors have

already formed joint ventures with private Turkish investors.

Leading Role in the Region

Turkey enjoys a unique location bridging Europe and Asia. Turkey’s proxy to the emerging
markets in the Middle East and Central Asia expands the potential market size as an export
platform.

Turkey’s linguistic, religious and cultural ties with the Turkic republics in the Central Asia and
Caucasia have a special value and privilege. Turkey has the unique opportunity in
establishing a very close economic cooperation with these countries and in providing
technical expertise, investment and trade cooperation to help exploit their vast resources of

oil, natural gas and precious metals.

Hence, Turkey stands as the perfect gateway for the foreign investors searching for business
opportunities in the Balkans, Caucasia, Middle East and Central Asia.

Furthermore, there is a considerable business volume in terms of trade with Russia and

Black Sea countries.
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Liberal and Secure Investment Environment

The existence of more than 20.000 (as of end of July 2008) foreign capital firms ensures a

stable and reliable investment environment in Turkey, more than 230 % increase in the

number of foreign capital firms compared to 6.000 in 2003. Many foreign investors have a

strong and leading position in the market. There are many investors who have reinvested the

significant portion of their profits in Turkey to strengthen their position, although there are no

requirements to do so.

Furthermore, there are a significant number of foreign investors who have located their

regional headquarters for the Turkic Republics, the Middle East and some even for Eastern

Europe.

The investment climate has been improved through a series of latest modifications in the

legislation; including the elimination of permission requirement and bureaucratic formalities

for foreign investors, simplification of registration procedures for business set up to the best

ease of both local and foreign investors and setting out the rules for accelerating the work

permit procedures for foreign employees.

Together with the latest improvements, the existing legal environment assures;

Very liberal and investor friendly foreign investment regime

Very liberal exchange control regime

Many bilateral and multilateral agreements (UN, NATO, OECD,

WHO, GATT, WTO, ILO, IMF, ECO, OIC, BSEC, IDB, ICSID, and others)

Good network of tax treaties

Table 2 - MAJOR MULTINATIONALS HAVING INVESTMENT IN TURKEY

3M CHEVRON GENERAL MOTORS MCKINSEY RENAULT
ABB HOLDING CITIBANK GILETTE MERCEDES - BENZ REUTERS
ABN AMRO CNN GLAXOSMITHKLINE MERCK SHARP ROCHE
DOHME
AC NIELSEN ZET COCA COLA GOODYEAR MERLONI SERVIER
ACCENTURE COLGATE HENKEL METRO AG SHV GAS
PALMOLIVE
AEG CREDIT LYONNAIS HEWLETT PACKARD MICROSOFT SIEMENS
ALCATEL- CREDIT AGRICOLE HSBC MOBIL OIL SOCIETE GENERALE
ALLIANZ CROWN CORK HYUNDAI NESTLE SODEXHO
COPRORATION
AMERICAN EXPRESS | DANONE IBM NIKE SONY EURASIA
AUTOLIV CANKOR DEUTSCHE BANK INTERGEN NISSHO IWAI TESCO KIPA
AVENTIS PHARMA DHL ITOCHU CORP. NORTEL NETWORKS | TETRA PAK
AXA DUPONT JOHNSON & JOHNSON NOVARTIS THAMES WATER
BANCA DI ROMA ERICSSON JP MORGAN CHASE ORACLE THE BANK OF TOKYO-MITSUBISHI
BARCLAYS BANK FIAT JTI PARS MCCANN THE SHELL COMPANY
BASF FMC LAFARGE PEPSI COLA TNT
BAT FORD LEVIS PERFETTI TOTAL
BAYER FORTIS LILLY PFIZER TOYOTA
BOSCH FOSTER WHEELER LOCKHEED - MARTIN PHILIP MORRIS UNILEVER
BP FOUR SEASONS MAN PHILIPS VOLKSWAGEN
BRIDGESTONE FRITO LAY MARSA KRAFT JACOBS | PIRELLI XEROX
BRISTOL MYERS GENERAL ELECTRIC | MCDONALDS PROCTER & YAZAKI
SQUIBB GAMBLE

-10-




Supply of High Quality and Cost-Effective Labor Force

Turkey has a high qualified, skilled, and cost-effective labor force, well known with its
learning capacity. There is a large reserve of semi-skilled and skilled labor force as
vocational education is widely practiced in Turkey.

With working average for an employee of 280 days per year and 9 hours per day, Turkey
ranks third hardest working country in the world.

According to the official statistics average number of people registered as unemployed
through the year 2007 was 2.458.000.This represents 9.7 % of the workforce, representing
25.208.000 employee.

Well-qualified executives are available, as well as competent engineers, finance, sales, HR

managers who meet international standards and speak major European languages,
especially English. Major executive search firms have offices in Turkey.

Customs Union with EU countries

The Customs Union Agreement of Turkey with the EU represents a huge opportunity for
foreign investors looking for a relatively low cost export base for the European market.

It is possible for companies located in Turkey to make a duty free trade with EU countries,
due to the Customs Union. Customs and duties along with any sort of quantitative
restrictions over industrial goods and processed agricultural products traded between EU

and Turkey do not exist.

Trade policies, legislation, customs tariffs have been harmonized with EU regulations.
Developed Infrastructure

With its perfect position as a gateway between Europe, Middle East and Central Asia, Turkey
has very good road connections to any destination within the region. The highway network is
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excellent within the country - so it is the preferred method of transportation for both goods
and passengers.

Domestic airlines offer regular connections to many cities. Turkish Airlines fly to 150
destinations worldwide and 28 destinations within the country. Turkish Airlines has daily
flights to izmir, Adana, Antalya, Trabzon, Ankara and Diyarbakir from the second airport in
istanbul, Sabiha Goékgen Airport. Most international flights are routed to Istanbul Atatiirk
Airport, one of the largest and most modern airports in Europe. Turkish Airlines ranked
second in the category “on-time departure” among 25 member airlines of the Association of
European Airlines. This achievement in reducing delays, announced in the December 2004
Consumer Report of the Association of European Airlines, was followed by another second
place in the category of “minimum lost baggage”.

Turkish Airlines being the major domestic airline, in recent years, number of new airlines
namely; Pegasus, Air Anatolia, Onur Air, Air Alfa, AtlasJet Air and MNG have started
domestic and international flights which has introduced more competition in the market.

The main shipping ports are Mersin Izmir, Istanbul, Iskenderun and Izmit, all of which have a
good infrastructure.

The railways are a less popular means of transportation within the country as compared to
road transportation. The general director of Turkey state railways, Suleyman Karaman states
that, they will realize an investment amounts 5 billion USD up to 2010 and 23,5 billion USD
up to 2023 for state railways.

With a substantial growth during the last decade, there is a technologically efficient and well
functioning telecommunication system. There is a very wide range of internet access and a
sufficient number of internet service providers. There is developed GSM network and there
are 3 operators.

Turkey has also a large industrial base with well-equipped technology to provide backward
linkages for investors.
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Institutionalized Economy

Turkey has a developed market economy, with a rich history of private enterprise. The
Turkish financial sector is well developed in both technology and legal procedures.

Turkish finance is primarily built upon universal banking system and related areas like
insurance, leasing, factoring and stock brokerage. Banks operate in accordance with

international rules and practices offering a wide variety of services.

Investment support services such as law firms, professional advisers, chambers of trade and
associations are well established. The Istanbul Stock Exchange, which was launched in 1986
is responsible for developing and maintaining the central securities market of Turkey, under
the supervision of Capital Markets Board. Along with the Istanbul Stock Exchange, the
Istanbul Gold Exchange started operations in 1995, the Derivatives Exchange started
operations in 2005.

Turkish government agencies such as the State Institute of Statistics, the Central Bank, the
Treasury, the State Planning Organization, and the Istanbul Stock Exchange are providing

data on important statistics in an efficient and timely manner.

Competitive Tax System

Turkey is offering a competitive tax system to investors with its local regulations, tax treaty
network, special zones and incentive tools. With the recent amendments in tax laws,

effective tax rates have been reduced while some incentives have been abolished.
New Corporate Tax Code was enacted on 21 June 2006 replacing the former Corporate Tax

Code dated 10 June 1949. This new legislation provides an opportunity for Turkey to obtain
competitive edge compared to developed economies like Eastern Europe.

13-



Table 3- TAX RATES

2005 | 2006-2007(*)
Corporate Income Tax Rate 30% 20%
Dividend Withholding Tax Rate 10 % 15%

Personal Income tax rates
Salaries 15-35 % 15-35 %
Other income 20-40 % 15-35 %

Value Added Tax

Basic rate 18% 18%
Reduced rate 1-8% 1-8%
Export 0% 0%

(*) In new Corporate Tax Code
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CHAPTER 2

TURKEY’S COMMITTED APPROACH TO FOREIGN
INVESTMENT

The Foreign Investment Law

Turkey’s foreign investment legislation, which has been gradually liberalized since the
1980’s, was revised most recently in 2003 through some structural reforms. The procedures
for foreign investment are simplified, some bureaucratic formalities are abandoned, and the

principle of equal treatment is reemphasized.

Turkey has reached a stage where the issue of foreign capital is considered as a top priority
issue and the latest reforms are the initiation of a series of required course of action to

improve the investment climate.

The major step that has been realized recently is the introduction of a more investor-friendly

“Foreign Direct Investment Law”.

The Law has changed Turkey’s foreign investment policy from screening system to
monitoring system. The foreign investors are no longer required to obtain permissions or
approvals. Foreign investors will only be asked to provide some statistical information to the
Undersecretariat of Treasury for the purpose of developing an information system about

foreign investments in Turkey.
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The main elements of the “Foreign Direct Investment Law” are the following;

e All former FDI related screening and approval procedures have been
abandoned for a business set up (company or branch) and share
transfers. Foreign investors will no longer be required to obtain prior
approvals for these transactions, except for some critical sectors. The
conditions for a business set up and a share transfer will be the same as

for comparable local investors.

e Pre approval requirements for certain transactions- capital increase,
change of field of activity, etc- of foreign investment companies have also
been eliminated. Foreign capital companies will follow the same
procedures as local companies to realize these transactions.

e Registration of license, know-how, royalty, technical assistance
agreements to the General Directorate of Foreign Investment will no
longer be required.

e The minimum capital requirement of USD 50,000 per each foreign
shareholder has been abolished.

e Foreign investors will be able to form a partnership in Turkey. In the old
regime, foreign investors were only allowed to form a joint stock company
or a limited company. Now, any form of company included in the Turkish
Commercial Code is acceptable for foreign investment.

e Valuations of international credit agencies as well as courts or competent
authorities of the investor's country will be accepted as valid in the
determination of the share value for marketable securities that are
contributed as capital in-kind.
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The “Foreign Direct Investment Law” has also reassured the foreign investors’ existing rights
on a stable document;

e The foreign investment legislation is based on the principle of equal treatment
for the domestic and foreign investors. Foreign investors have the same
privileges and obligations as the domestic capital.

e Free transfer of profits, dividends, proceeds from sale or liquidation of an
investment, fees and royalties, interest payments on foreign loans is clearly
restated.

e Foreign capital companies established in Turkey have the same rights to
acquire a real estate as domestic investors. Foreign real persons may own a

real estate according to the principle of reciprocity.

e The national or international arbitration is allowed for disputes arising from
contracts involving government concessions as well as for the disputes arising
from agreements subject to private law, provided that the conditions in the
related regulations are fulfilled.

e Foreign capital entities can employ foreign personnel in Turkey, provided that
the work permits are obtained from Ministry of Labor.

The Law has retained the permission requirement for Liaison Offices. Liaison offices are
special type of offices whose main activity is to conduct market research and feasibility
studies and to accumulate investment opportunities in the Turkish market on behalf of their
head offices. They are not allowed to carry on any commercial activity. Foreign investors are
required to obtain permission from Undersecretariat of Treasury to open a liaison office in
Turkey. The initial permission is given for 3 years, which can be extended depending on the
activities performed in the last 3 years and future plans of the head office.

In March 2008, the Constitutional Court has abolished the 3-d provision of the Foreign Direct
Investment Law. It was enabled with this provision that the foreign capital companies
established in Turkey have the right to own real estates in places open to the local citizens.
This decision of Constitutional Court was to be effective 6 months after it was published in

Official Gazette which was April 16, 2008. Subsequently, a new statement has been added
-17-



to the Land Registry Law to enable the acquisition of real estate and as a consequence
foreign capital companies may acquire real estate upon the completion of certain
procedures, which may require permissions to be obtained from City Governorships and from
Turkish military authorities on regions with strategic priorities.

The Reform Program for the Improvement of the Investment Climate
in Turkey

In 2001, an initiative has been started through launching a reform process to improve
administrative procedures to make Turkey a more attractive location for foreign investment,
knowing that the time consuming and complex administrative procedures appear to be
among the major setbacks to foreign investments, and can discourage the investors despite
the other attractive features that a country may offer.

Taking into account the findings and recommendations of a diagnostic study and the project
on administrative barriers to investment conducted jointly by the Government of Turkey and
the Foreign Investment Advisory Service (FIAS), the Government of Turkey has enacted a
“Principle Decision on the Reform Program for Improving the Investment Climate in Turkey”
on December 11, 2001. Immediately after the decision, a coordination body - Coordination
Council for the Improvement of the Investment Climate, has been established with the
participation of Government officials and private sector organizations. The mission of the
Council is to identify and remove regulatory and administrative barriers to both foreign and

local private investments.
The Council started to work with 11 subcommittees concerned with;

e Foreign Direct Investment legislation,

e Company Registration and Reporting,

e Employment,

e Sectoral Licenses,

e Land Acquisition and Site Development,
e Taxes and Incentives,

e Customs and Standards,

¢ Intellectual Property Rights,

e Promotion of Investment,

e Small and Medium Sized Enterprises,
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e Public Procedurement Law,

On the basis of the recommendations of the committees, there have been major
improvements achieved which have a direct, significant and immediate impact on the foreign

investors. The major improvements are the following;

e Enactment of Foreign Direct Investment Law, which removed the screening
and pre-approval procedures and simplified the procedures for foreign

investors to invest in Turkey.

e Enactment of a Law concerning the revision of Commercial Law and various
other relevant laws, which redesigns and simplifies company registration
process through eliminating complex and time consuming administrative
procedures for both local and foreign investors, resulted with the reduction of
number of procedures to be completed from 19 to 2.

e Enactment of the Law concerning the Employment of Foreigners in Turkey,
which has simplified and accelerated the process of obtaining a work permit.

e Enactment of the Law Concerning the Amendment of Public Procurement
Law, which broadens the definition of “ domestic tenderer” to include the
foreign companies established in Turkey. Through this change, foreign
companies established in Turkey have the same rights and subject to the
same conditions with the local companies with respect to the public

procurements.

e Enactment of Law no 4916 amending the Registry of Title Deed Law granting
the foreign real persons and foreign companies established abroad to acquire
a real estate in Turkey on the principle of reciprocity. The reciprocity shall
mean that the rights granted by the other country to its own citizens and
companies should be granted to the Turkish citizens and companies, as with
the same conditions. The principle of reciprocity is not applied in establishing
restricted in-kind rights on the real estate in favor of the foreign real persons
and foreign companies established abroad.

The technical committees are continuously working on their own field and formulating
solutions to the urgent problems. Meanwhile, the Government declares and shows its
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commitment to make the changes and to introduce the required laws on the basis of the
recommendations of the committees in order to create a more attractive investment climate

for the investors.

With the purpose of establishing a one-stop office to assist investors during the stages of
investment and operation, as well as sectoral licenses, the Law No: 5449 Concerning
Establishment, Coordination and Duties of Development Agencies has been put into force on
8 February 2006. Accordingly, Development Agencies have been established in izmir and
Adana.

One of the other steps in promoting Turkish investment environment is the introduction of the

web site “www.investinturkey.gov.tr” which covers useful information for investors having

interest in investing in Turkey.
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CHAPTER 3

PRIVATIZATION IN TURKEY

The involvement and participation of international investors is highly encouraged in the
massive privatization program. The privatization process in Turkey has proved to be an
important source of funds for the government and brought tangible results and progress
within this philosophy. Many state-owned companies have already been sold to the private

sector within the privatization program.

The principles, procedures, authorized agencies and other issues regarding privatization are
regulated in Privatization Law No. 4046, dated 1994, although the privatization program was
initiated in 1983. In August 2003, Law No0:4971 has been put into effect, setting out some
further regulations to accelerate privatization applications within the scope of Privatization
Law. These include arrangements that have been made to privatize the Turkish National
Lottery by way of handing out licenses for the planning, organizing and arranging of the
draws of the games.

After the Law No: 4971 was put into effect in August 2003, further regulations were
introduced in year 2004 and 2005 to overcome the legal conflicts arising in the privatization
program and to accelerate the privatization process. The new regulations that were put into
effect also aimed to prevent the discrimination between local and foreign investors who

participate in privatizations.

Privatization implementations in Turkey have gained momentum in 1986 and since then, 196
companies have been privatized where no more state ownership exists in 187 of these. Total
revenue generated from privatization program until end of June 2008 amounts to USD 36
billion, including dividends and other income.
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PRIVATIZATION IMPLEMENTATIONS BY YEARS
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What Turkey Has Achieved in Privatization to Date ;

e State completely withdrew from cement, animal feed production, milk-diary
products, forest products, tobacco, ground handling and catering services
and petroleum distribution sectors.

e Approximately 90 % of the state entities were privatized in tourism, textile
and livestock sectors.

e State has partially withdrawn from the banking, telecommunication, ports

and petroleum refinery sector.

e Privatization of public banks has commenced with Simerbank and
continued with Etibank, Denizbank and Anadolu Bank. The international
and domestic offering of the 12.3 % state shares in is Bank in May 1998,
has been the largest public offering in Turkey until that time and recorded
as one of the largest privatization proceeds among the emerging
European markets.

e Public shares in Netag and Tofas were issued to foreign investors through
international public offering for the first time, which served as a driving
force of the integration of Istanbul Stock Exchange’s (ISE) with foreign
capital markets.

e Public shares in many companies were issued to the public, particularly in
the beginning of this decade and this enhanced the institutionalization of
Istanbul Stock Exchange.

e There are still 15 entities under the scope and programme of privatization
and three entities under scope of privatization. Among these entities, state
has over % 50 of shares in 10 entities. Furthermore, there are 8 toll
motorways, 2 Strait bridges, 1 port, and license right of state lottery under
the scope of privatization.

(*) As of June 2008
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Major Privatization Implementations at Tender Phase :

Meram and Aras Electricity Distribution Companies, Meram Elektrik
Dagitim AS and Aras Elektrik Dagitim AS — the prequalified bidders for the
tender are announced on June, 2008.

License right of state lottery — Milli Piyango tender will be held in August,
2008.

TEDAS Bagskent Electricity Distribution Company, Baskent Elektrik
Dagitim AS is tendered in June, 2008. A consortium between a Turkish
conglomerate Sabanci Holding, an Austrian energy company Verbund and
a Turkish energy company Enerjisa has submitted the highest bid for the
Port of Bandirma on June, 2008 with a total amount of US$ 1,225 billion.
The approval process will start in July, 2008.

TEDAS Sakarya Electricity Distribution Company, Sakarya Elektrik
Dagitim AS is tendered in June, 2008. A joint venture between a Turkish
energy company Akenerji and a Czech energy company CEZ has
submitted the highest bid in June, 2008 with a total amount of US$ 600
million. The approval process will start in July, 2008.
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PRIVATIZATION IMPLEMENTATIONS IN 2004

BLOCK SALE SALES $

ESGAZ 43.000.000
ETI BAKIR 21.879.000
DIV-HAN A.S. 28.500.000
BURSAGAZ 120.000.000
AMASYA SEKER 1.125.000
ETi GUMUS AS. 41.200.000
ETi KROMASS. 58.050.000
CAYELI BAKIR 49.250.000
BET KUTAHYA SEKER 21.438.000
ETI ELEKTROMETALURJI 15.320.000
Total block sale 399.762.000
ASSET SALE

TEKEL real estates 58.897.975
EBUAS Real estates 5.632.860
Simer Holding real estate 18.028.572
Siimer Holding Malatya Premise 5.760.000
TUGSAS-Gemlik Giibre 83.100.000
iGSAS 90.450.000
TEKEL (Alcoholic Beverages Ind. and

Trading Inc.) 292.000.000
TUGSAS Real estate 1.424.022
SEKA Karacasu Premise 1.845.000
KBI Samsun Pre. 11.121.000
TDI Real estate 707.767
EBUAS Manisa Premise 1.260.000
SEKA Real estate 10.559.087
TUMOSAN 27.200.000
KBI Real estates 64.939
Simer Holding Bakirkdy Premise 44.000.000
Kutahya Gibre real estates 9.666.000
Simer Holding Canakkale Premise 2.100.000
SEKA Akkus Premise 702.000
PETKIM real estates 4.072.656
SEKA real estates 140.845
Sumer Holding Diyarbakir Premise 2.250.000
TDIi Ankara Ferry 2.250.000
TDI Samsun Ferry 3.015.000
Total asset sale 676.247.723
PUBLIC OFFERING -

THY 65.326.471
INTERNATIONAL OFFERING -

THY 125.952.471
Total offering 191.278.942

TOTAL

1.267.148.045
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MAJOR PRIVATIZATION IMPLEMANTATIONS-2005

SALES ($)
BLOCK SALE
ATAKOY Tourism 33.697.808
ATAKOY Hotel 62.796.764
ATAKOY Marina 23.755.428
Eti Aliminium 305.000.000
Cyprus Turkish Airline 33.000.000
Turk Telecom 6.550.000.000
Adapazar Sugar Factory 45.750.000
Total block sale 7.054.000.000
ASSET SALE
Karadeniz Ship 4.200.000
Silimer Holding- real estates 20.693.189
TEKEL Real estates 4.355.794
SEKA real estates 4.248.655
TEKEL Salt Mines 715.000
KBl real estates 41.586
TDI real estates 550.000
TDI maritime line and ships 21.820.000
Siimer Holding Beykoz Premise 29.750.000
Tupras real estates 4.779
TUGSAS Samsun Fertilizer 41.000.000
Erciyes Social Facilities 1 469.000
Erciyes Social Facilities 2 232.000
Erciyes Social Facilities 3 306.000
Simer Holding Manisa Premise 3.751.000
EBUAS real estates 1.148.478
Eti Aliminium real estates 65.957
Kusadasi Holiday Village 34.500.000
Siimer Holding Sarikamis Premise 1.325.000
TUGSAS Fatsa Depots 973.000
TUGSAS Tekirdag Depots 1.250.000
TEDAS real estates 1.233.155
TEKEL-TEKA 1.325.000
Hilton HOTEL 255.500.000
THY-USAS shares (%3) 4.828.427
Total asset sale 434.286.020
ISE SALE
Tlpras 453.977.633
PETKIM 6.257.009
PUBLIC OFFERING
PETKIM 273.719.603
TOTAL 8.222.240.265
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MAJOR PRIVATIZATION IMPLEMANTATIONS-2006
SALES (3)
BLOCK SALE
TUPRAS 4.140.000.000
ERDEMIR 2.770.000.000
BASAK INSURANCE 268.000.000
Total block sale 7.178.000.000
ASSET SALE
THY-USAS Shares (%3) 5.181.739
TDI ship 180.000
TEKEL Kayacik Salt Mine 42.200.000
TEKEL Kaldirim Salt Mine 40.700.000
Ankara Hotel 36.830.000
TEKEL Twin Towers 100.000.000
TEKEL real estate 4.313.808
TEKEL Yavsan Salt Mine 37.300.000
EFES HOTEL 121.500.000
SUMER HOLDING real estate 9.939
Kizilay Business Center 55.000.000
TEDAS real estate 357.062
TARABYA HOTEL 145.300.000
KBI real estate 37.600.000
Total asset sale 626.972.548
PUBLIC OFFERING
THY 207.820.151
Others 82.502.400
TOTAL 8.095.295.099

Tlpras- Has the capacity of processing 27,6 million crude oil and is
defined as the 5th biggest refinery in Europe. The tender process for the
% 51 of Tlpras has been completed 4.140.000.000 USD.

Erdemir- Today with a total annual crude-steel production capacity of 3.0
million tons, it is the largest iron & steel factory and only integrated flat

steel producer in Turkey.

Basak Insurance- Groupama International, French Company, acquired
Basak Insurance with the highest bid of USD 268.000.000.

Tarabya Hotel- Among nine bidders for tender, Bayraktar Holding acquired
Tarabya Hotel with the highest bid of USD 145.300.000.
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Tekel — Twin Towers- After the long negotiations during the tender phase
of the privatization of the Twin Towers, the sale to TOBB (The Union Of
Chambers and Commodity Exchanges Of Turkey) has been approved by
PHC which gave the highest price offer as USD 100.000.000. The contract
has been signed on January 31, 2006.

MAJOR PRIVATIZATION IMPLEMANTATIONS-2007
SALES ($)
ASSET SALE
TEDAS real estates 1.177.261
TCD - Deveci Iron Mine 21.500.000
TCDD - Mersin Port 755.000.000
KGM - istanbul Levent Land 800.000.000
Simer Holding — Bumas 812.000
KBI - Real estate in Ankara 134.438
THY-USAS Shares (%0,64) 2.411.821
Vehicle Inspection Station - I. Region 300.250.000
Vehicle Inspection Station — Il. Region 313.250.000
TEKEL real estates 4.547.319
Sumer Holding - Real estates 58.000.000
State Pension Fund - Celik Palas Otel 38.900.000
Total Asset Sale 2.295.982.839
PUBLIC OFFERING
T. Halk Bankasi 1.838.642.981
Others 124.003.839
TOTAL 4.258.629.659

TCDD — Mersin Port - The joint venture between Port of Singapore
Authority (PSA) and Turkish Akfen Group had won the auction for the
Mediterranean port of Mersin. Mersin Port has a total area of 1.000.000
sgm with 14.000.000 tone handling capacity per year.

KGM — istanbul Levent Land — The land owned by the Turkish General
Directorate of Highways has a total area of 96.505 sqm in Zincirlikuyu. The
tender is awarded to Zorlu Holding.

T. Halk Bankasi — The Privatization Administration sold the state owned
bank’s shares in an Initial Public Offering on the stock exchange with a
total of US$ 1,84 billion.
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Major Privatization Tenders/Sales Finalized In 2008:
SALES ($)

BLOCK SALE
Petkim Shares (%51) 2.040.000.000
ASSET SALE
TEDAS — Real Estates 466.305
Sumer Holding — Nitro Mak Shares (%33,5) 19.550.000
TEKEL Tobacco Division 1.720.000.000
Total Asset Sale 1.740.016.305
PUBLIC OFFERING
Tark Telekominikasyon A.S. 1.928.297.688
Others 85.237.765

TOTAL 5.793.551.738

Petkim — Socar-Turcas-Injaz consortium, comprising of the Azeri energy
company Socar, the Saudi investment company Injaz and the Turkish
listed energy company Turcas has acquired the 51% stake of Petkim on
May 2008.

TEKEL Tobacco Division — the UK listed tobacco company British
American Tobacco (BAT) has won the auction for the cigarette business
division of TEKEL on February, 2008.

Tark Telekominikasyon AS — The IPO process of 15% stake of Turkish
telecom company Turk Telekom’s shares finalized in May, 2008.
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Major Privatization Tenders/Sales In 2008 that have passed the
approval process of Privatization Administration:
SALES ($)
TCDD — izmir Port 1.275.000.000
TCDD — Derince Port 195.250.000
ANKARA Dogal Elektrik Uretim ve Tic AS 510.000.000
Simer Holding — Barit A.S. 5.565.000
TEKEL — Pipo and Nargile Brands 305.000
TOTAL 1.986.120.000

izmir Port — The consortium between a Turkish conglomerate Global
Holding, Singaporean Hutchison, Turkey’s Aegean Region Exporters’
Union and German Deutsche Bank awarded the Port of izmir on April,
2008

Derince Port — The consortium led by the Turkish construction company
Turkerler Group won the auction of Derince Port on September, 2007.
Ankara Dogal Elektrik Uretim ve Tic AS — Turkish conglomerate Zorlu
Holding won the tender for the privatization of Ankara Dogal Elektrik power

plants on April, 2008.

Major Privatization Tenders/Sales In 2008 that are in the approval
process of Privatization Administration:
SALES ($)
Simer Holding — Mazidagdi! Phosphate Fac. 7.250.000
TCDD - Bandirma Port 175.500.000
TCDD — Samsun Port 125.200.000
TEKEL — Real Estates 10.550.000
TOTAL 318.500.000

Bandirma Port — A Turkish conglomerate Celebi Holding led consortium
has submitted the highest bid for the Port of Bandirma on May, 2008. The
tender is in the approval process of Privatization Administration.
Samsun Port — A Turkish logistics company Ceynak Lojistik ve Ticaret AS
has submitted the highest bid for the Port of Samsun on May, 2008. The
tender is in the approval process of Privatization Administration.
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Privatization Bodies

The Privatization High Council (PHC) is the ultimate decision-making body for privatization

in Turkey. The Council, headed by the Prime Minister, is composed of four ministers.

PHC is responsible from the formation of the privatization portfolio and determination of
methodology and timing of the privatization procedures. PHC is the body approving the final

transfer.

The Privatization Administration (PA) is the executive body for the privatization process. It
is a legal public entity with an exclusive budget, reporting directly to the Prime Minister.

PA’s major duties include the execution of PHC's decisions, advising the PHC in forming the

privatization portfolio and restructuring and rehabilitation of enterprises in the portfolio in
order to prepare them for privatization.
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CHAPTER 4

INCENTIVES

Turkey provides various incentives and grants to the investors for the purpose of facilitating
larger investments and capital contributions by the local and foreign investors and eliminating
the regional imbalances. The current incentive regime is in line with Turkey’s commitments
under the WTO and customs union, hence, it does not breach the international liabilities and

commitments of Turkey.

There is no discrimination between the local and foreign investors with respect to the
application of incentives.

The incentives granted to the investors under the current regime can be classified as follows;

Investment incentives

e Export incentives

e Free Trade Zones

e Technology Parks

e Research and Development Incentives

¢ Incentives to Less Developed Regions

These incentives are explained on the following pages.
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I- INVESTMENT INCENTIVES

Main Incentive Tools

A new investment incentive system is introduced through the Decree Concerning State
Encouragements to Investments enforced upon the Resolution of the Council of Ministers
No0.2006/10921 dated 28.08.2006.

Incentives generally comprise a mix of tax and non-tax incentives. The investors may qualify
for the following general incentives based on the location, scale, and other qualifications of

the investment;
e Exemptions from customs duties
e VAT exemption
e Support for interest payment

In order to qualify for the above incentives, it is necessary to obtain an investment incentive
certificate before the investment is initiated. For small or medium size enterprises in order to
be granted with an investment certificate, an investment must be between minimum value of
200.000 TRY and maximum value of 2.000.000 TRY and 1.000.000 TRY required for the
others. Furthermore, investments undertaken by means of financial leasing company must

meet minimum value of 200.000 TRY.

The application for incentive certificate is made to the Undersecretariat of the Treasury by
the foreign investors. Obtaining an incentive certificate is an easy procedure.

With the Decree concerning State Encouragements to Investments enforced upon the
Resolution of the Council of Ministers N0.2006/10921 dated 28.08.2006, regional and
sectoral divisions in terms of encouragements to be granted to the investments have been
eliminated and these are stipulated to be applied within the framework of specified regional
and sectoral restrictions. Although sectoral restrictions are introduced in the Decree, it is
noted that there are not any regional restrictions for VAT and customs duty exemptions. In
other words, within the context of the investments to be performed in developed regions, the
purchases of machinery and equipment will also benefit from VAT and customs duty
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exemptions providing that the conditions sought for the issuance of the investment incentive

allowance certificate are met and the investments are not subject to sectoral restrictions.
Unlike VAT and customs duty exemptions, support for interest payment is applicable only for
the investments to be made in priority development regions, the investments to be realized

by SMEs and the investments to be made relating to R&D and environmental issues.

For the investment incentive purposes, priority development regions were stated by Council
of Ministers as follows;

Priority Development Regions; mainly the provinces in the east, south east, east central
and northern Turkey.

The table illustrating the priority development regions has been presented below:

Adiyaman Cankirn Kars Samsun
Adri Corum Kastamonu Siirt
Aksaray Diyarbakir Kilis Sinop
Amasya Elazi§ Kirikkale Sivas
Ardahan Erzincan Kirsehir Sanlurfa
Artvin Erzurum Malatya Sirnak
Bartin Giresun Mardin Tokat
Batman GUmishane Mus Trabzon
Bayburt Hakkari Nevsehir Tunceli
Bingadl Igdir Nigde Van
Bitlis K.Maras Ordu Yozgat
CGanakkale (Districts of Karabik Osmaniye Zonguldak
Bozcaada and Gékceada) |Karaman Rize
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Sectoral Restrictions

Sectors Supported Under Certain Conditions
Animal husbandry investments in agricultural sector, textile — clothing industry in
manufacturing sector, agricultural industry investments, automotive and automotive related

industry investment and iron and steel investments are subject to certain restrictions to

benefit from the encouragements.

Investment Which are not Encouraged

1- Agricultural Sector

a. Investments in plant production except seeding, seedling production, plant nursery,

cultivated mushroom production and greenhouse production,

b. Investments in ostrich breeding.
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2- Mining Sector

a. Investments in mining field with a royalty agreement including those made with public

institutions.

3- Manufacturing Sector

a. Investments in processing cotton which are processed and stoned,

b. Completely new and expanding investments to be made for the production of
synthetic fiber,

C. Completely new, expanding, integration and diversification investments in biscuits,

macaroni, flour, semolina, feed (excluding fish worm and integrated animal husbandry
investments), chicken farming for meat and egg.

4- Service Sector

a. Investments in bus, tractor and trailer for passenger and merchandise transfer
(excluding the investments to be made by municipalities),

b Investments in studio for recording purposes,

c Investments in land vehicles maintenance, repair and service stations,

d. Contracting investments,

e Investments in hypermarket, business center, shopping centers and parking lots,

f. Investments in oil products (including LPG)

g. Investments in restaurants and recreational facilities on the highways.

h Automation investments other than the automation of industrial production facilities,

Investments in laundry and carpet cleaning facilities,

J- Investments in import of yacht.

I-1. Exemptions from Customs Duties

This incentive measure ensures that the imported machinery and equipment within the scope
of an incentive certificate are imported to Turkey with full exemption from custom duties.
Since most machinery and equipment imported from EU has been exempt from customs
duties due to the customs union, this exemption applies to imports from outside the
European Union.

Spare parts which does not exceed % 5 of the value of total machine and equipment,

passenger cars, buses, truck trailers, truck tractors, trailers, furniture, yachts, transmixers,
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concrete plants, forklifts, concrete pumps, construction materials, and ceramic or porcelain

kitchen apparel are not eligible for customs exemption.
I-2. VAT Exemption for Machinery and Equipment

Machinery and equipment within the scope of incentive certificate, both imported and
purchased from domestic market, are exempt from VAT.

I-3. Support for interest payment

Credits may be granted to following investments based on certain criteria;
e Research and development
e Environmental protection
e Small and medium size enterprise investments
¢ |nvestments made in Priority Development Regions

The interest rates to be applied under the scope of encouragements for the investments with

investment incentive certificate are provided below:

. Relating to the investment loans obtained with at least 1 year maturity to be utilized
for the realization of the investments in the priority development regions, the investments to
be made by SMEs and the investments to be made relating to R&D and environment; of the
payable interest or profit share specified in each redemption plan, 5 points of the loans in
TRY and 2 points of the loans in foreign currency can be met from the budget providing that
the loan is used for the first 4 years.

. Relating to the operating loans with minimum 6 months and maximum 12 months
maturity to be used for the procurement of the operating supplies necessary for maximum 1
month’s period following the investment period determined by the Undersecretariat for the
realization of the investments to be made concerning R&D; of the payable interest or profit
share specified in each redemption plan, 5 points of the loans in TRY and 2 points of the
loans in foreign currency can be met from the budget.
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Limitations on credits are as follows,

e TRY 300.000 for research and development investments and environmental
protection projects

e TRY 200.000 for small and medium size enterprise investments

e TRY 1.000.000 for investments made in Priority Development Regions
Energy support for tourism investments
The difference between the electrical energy tariff applied on the entities having obtained the
Tourism Investment Certificate or Tourism Establishment Certificate (including Tourism
Testing Establishment, Partial Tourism Testing Establishment and Partial Tourism
Establishment Certificate) and the lowest electrical energy tariff applied on the subscribers of

the dwelling and industry, including the tariff applied during the stage of building site can be
met by the Treasury under the scope of certain procedures. .

Il. EXPORT INCENTIVES

Current export incentive measures are indirectly assisting the exporters through extending

export credits and insurance and providing some aids for certain export related expenses.

There are also exemptions from taxes, charges and fees.
lI-1. Export Credits

Turkey’s efforts in promoting exports are mainly concentrated in facilitating credits through
Turk Eximbank (the export credit bank of Turkey) to exporter companies or to the
manufacturers of export goods. Turk Eximbank has fully adopted its credit conditions to that

of EU after the customs-union agreement.

Exporters may obtain pre-export loans both in TL and foreign exchange.
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The pre-export loan extended to exporters is maximum 100% of the FOB value of export
commitments, with a ceiling of TRY 6 million for TRY credits and USD 10 million for fx
credits. The maximum maturity of export loans is one year for TRY credits and one and a half
year for fx credits.

The interest rates vary between LIBOR+0,5 and LIBOR+1,25 depending on the maturity and
the currency of the loan according to the insurance scheme.

lI- 2. Exemption from Taxes, Duties and Charges

All types of export credits, including letters of guarantee, letters of credits and all other
export-related transactions are exempt from all taxes and charges.

lI-3. Insurance of Export Receivables

Turk Eximbank insures receivables of exporters, which are derived from export proceeds,
against commercial and political risks. Commercial risks in specific are; bankruptcy of the
buyer, buyer’s failure in paying the export amount or rejection of the goods shipped to buyer.
Political risks are considered as cancellation of buyer’s import permission, state of war, civil
war, seizure of goods during shipment and transfer difficulties.

Exporters, who have their export proceeds insured, may also use these insurance policies as

collateral in obtaining export loans from other commercial banks.

All shipments made by exporters to countries that are short-listed by Turk Eximbank within a
payment period of 360 days are eligible to benefit from the insurance scheme.

The 80-95% (90% for short term) losses that may arise from reasons of commercial and
political risks, are compensated.

lI-4. Exemption from VAT and Customs Duties for Raw Materials
and Intermediary Goods

Import raw materials, intermediary goods, packaging materials to be used in the production
of goods to be exported are exempt from customs duties, VAT and other charges. A letter of
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guarantee is submitted to the customs authorities during the importation of these materials,
which is returned to the exporter when the goods are exported.

II-5. State Aids for Certain Expenses

State aids are provided for, management and promotional expenses for new foreign offices,
registration expenses of patent and other industrial property rights, personnel training
expenses, trade fair and show expenses. However, these subsidies are very minor

measures.

lll- FREE TRADE ZONES

Turkey has a very attractive application of Free Trade Zones (FTZ). FTZ are the regions

where a more attractive investment climate is offered to investors.

Both local and foreign capital companies may equally benefit from the incentives granted in
the Free Trade Zones. Registration rules and procedures to apply during the operational
phases are minimized. At the beginning of the year 2004, FTZ Law amended by government.

In the past, the most important advantage given to investors in the free trade zones was the
exemption from all kinds of taxes. Profits derived from commercial activities in the zones
were exempted from corporate and any other income tax. Similarly, all kinds of transactions
within the FTZ were exempt form VAT, stamp duty and other indirect taxes. Furthermore,
salaries paid to employees working in the zones were exempted from income tax. However,

salaries paid to employees were subject to social security contributions.

Through the adjustments introduced, FTZ have been included in the Turkish Tax Legislation
and the income acquired from operations carried out in the region have become subject to
income tax, and the tax advantages that are currently benefited from have been limited to a

certain period, for protection of current investors.

According to the enactment of Law No. 5084, tax payers who have obtained the license of
activity as of 06.02.2004:
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- The profits generated by those tax payers over their operation
conducted in free trade zones have been exempted from income or

corporation taxes by the date written on the license of activity.

- The wages paid by taxpayers to their personnel employed in such free
trade zones, have been exempted from income tax until 31.12.2008. If
the period specified in such licenses expires before 31.12.2008,
application of exemption shall be limited until the period of expiry.

- The earning generating from operation carried out in these free zones
have been exempted from every kind of tax, charge and duty by the
date 31.12.2008.

Local and foreign companies may benefit equally from the incentives granted in FTZ.
Registration rules and procedures to apply during the operational phases are minimized.

FTZ earnings can be transferred freely to any country, including Turkey, without any prior
permission from a competent authority and are not subject to any kind of taxes, duties and
fees. If the earning acquired in the free zone is distributed to resident real persons, those that
are not income and corporation tax liable, those that are exempted from income and
corporation tax, non-resident real persons, non-resident corporations and non-residents that
are exempted from income and corporation tax under article 94/6-b of the Income Tax Code,
a tax withholding of 15% should be applied.

FTZ, even though established within the political boundaries of Turkey, are considered and
treated as outside of Turkish customs territory. Hence, sales from FTZ’s to Turkey are
treated as imports and VAT and customs duty are charged depending on the country of
origin of goods imported. The sales made from Turkey to FTZ's are treated as exports.

There is a fee payable at a rate of 0.5% over the CIF values of goods that are brought into
zones from abroad and CIF values of the goods imported to Turkey from FTZ.

Both local and foreign investors are required to obtain an operation license in order to
operate in a FTZ, from the General Directorate of Free Trade Zones, Undersecratariat of
Treasury. The application fee for obtaining the operation license is USD 5,000, which is
refunded in case of refusal of the application.
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The validity period of operation licenses are granted for 15-30 years, which can be extended
further at the expiration of the license.

Investors who receive an operation license pay rental fees ranging between USD 1-
50/m?month for office, warehouse, factory buildings and USD 0,6-8/m?/year for open storage
areas in the FTZ. It is possible for investors to build their own factories/premises in some
FTZ.

Infrastructure of any FTZ is comparable with the international standards. Loading, unloading
and transport services for goods coming to a zone are performed by the operator company of
the FTZ. Loading/unloading fees are around USD 5/ton.

In line with the incentives introduced in the FTZ, trade volume in Zones has reached
considerable figures. Total trade volume in Turkish FTZ at a level of USD 11,1 billion in year

2002, has reached a trade volume of USD 24,57 billion in year 2007.

Table 4 shows the lists of Free Trade Zones operating in Turkey.

Table 4- LIST OF FREE TRADE ZONES
Free Trade Zone Year Region

1) | Mersin 1987 South Coast

2) | Antalya 1987 South Coast

3) | Aegean 1990 East Coast

4) | Istanbul Ataturk Airport 1990 Istanbul

5) | Trabzon 1992 Northeast Coast

6) | Istanbul Leather 1995 Istanbul

7) | Eastern Anatolia 1995 East

8) | Mardin 1995 Southeast

9) | ISE Istanbul International Stock Exchange 1997 Istanbul
10) | lzmir Menemen — Leather 1998 East Coast
11) | Rize 1998 Northeast Coast
12) | Samsun 1998 North Coast
13) | Istanbul Thrace 1998 Thrace
14) | Kayseri 1998 Central Anatolia
15) | Europa (Tekirdag) 1999 Thrace
16) | Gaziantep 1999 Southeast
17) | Adana — Yumurtalik 1999 South Coast
18) | Bursa 2001 Marmara Region
19) | Denizli 2001 Western Anatolia
20) | Kocaeli 2001 Marmara Region
21) | TUBITAK — Marmara Research Center 2002 Marmara Region

Technology
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Location of FTZ of Turkey stated above is presented as follows:

IV- TECHNO PARKS

Law no 4691 concerning Technology Development Regions has granted significant
advantages to investors who will carry out research and development activities in the science
and technology field in special zones- known as techno parks.

Techno parks are required to be established on a land near to universities, advanced
technology institutes or research and development centers. Advanced technology firms
within the techno parks are required to conduct research and development activities to
develop technology or software products or to transform a technological invention into a
product, model or a service, through efficiently using the resources of the universities or
institutions the techno parks are established nearby.

The incentives provided to techno parks are as follows;

e The earnings derived from the software or products developed as a result
of the research and development activities are exempt from corporate
income tax until 31.12.2013 following the establishment of a techno park.
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e The salaries of researchers, software developers, and research and
development personnel are exempt from income tax until 31.12.2013

years following the establishment of a techno park.
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V- RESEARCH AND DEVELOPMENT INCENTIVES

V-1. State Aids for R&D Activities

The state aids for R&D activities comprise a mix of reimbursement of certain expenses and
grant of subsidizes credits. The R&D activities to benefit from state aids are the following;

e  Concept development

e  Technologic and economic feasibility studies

e  Design and drawing studies

e  Prototype production

e  Establishment of pilot facility

e  Pilot production

e Patent and license studies

e  Post-sales solutions studies for problems arising from product design

e Laboratory studies in the transition stage from design to implementation

The personnel expenses, cost of machinery, equipment and software, consultancy and other
service fees, fees paid to scientific institutions, registration fees for patent and industrial
designs to the Patent Institution, cost of R&D related materials are reimbursed up to 60%, as
a State aid to the R&D activities. State aid is provided for 3 years for each project.

The Scientific and Technical Research Council of the Turkish Republic evaluates each
project and determines whether the State aid would be granted along with the ratio to be
applied.

R&D projects for the purpose of developing a new product of commercial value, improving
the competitiveness of an existing product, or developing a production management system
techniques may qualify to benefit from the capital support 50% of the total project costs, up
to USD 1 Million, for a term of 2 years. The repayment terms and conditions of the capital
support are determined in the project agreement.

Evaluations of projects to benefit from the capital support are made by the Technology
Development Foundation of Turkey.
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V-2. Reduction from Corporate Tax Base

With the Law No. 5746 which is effective from April 1, 2008, some changes in R&D
incentives have been made. With this new law,

- 100% of the expenditures related with R&D activities in technology centre
enterprises, in R&D centres, in R&D and innovation projects which were
supported by public institutions, foundations or international funds,

- 50% of the excess corporate income comparing with the previous year can be
deducted from corporate tax base in the R&D centres which employs more than
500 employees’ full time R&D personnel could be deductible from the corporate
income or income tax base.

- 90% of salaries for the doctorates and 80% for the others who are working as
R&D personnel are exempt from income tax

- For the R&D personnel whose salaries are exempt from income tax, half of the
social security premiums for the employer part will also be met from the Ministry
of Finance’s subsidy for a period of 5 year.

VI- INCENTIVES TO LESS-DEVELOPED REGIONS

With the Law No. 5084, 36 provinces income per capita for 2001 of which is below 1.500 US
Dollars have been included under the scope of incentive and it has been stipulated that 80-
100% of the income tax withholding and employer’s contribution to be calculated over the
wages of the employees shall be met for the investments to go into operation as from
01.10.2003 in these provinces mentioned by the Treasury until the end of 2008 and energy
support shall be provided with these investments and investment regions shall be allocated
free of charge.

Through the Law No. 5350, the scope of this application has been extended as to cover
those provinces index value of which is negative according to the socio-economic
development determined for the year 2003 by the State Planning Organization
Undersecretariat.

Under the scope, the table concerning the provinces which can benefit from the incentives
has been presented below:

Kirgehir Osmaniye Adiyaman Sinop Kahramanmaras

Dlzce Kars Giresun Gankiri Gorum
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Van Amasya Siirt Igdir Artvin

Usak GUmushane Yozgat Malatya Kitahya

Ordu Ardahan Sivas Erzurum Trabzon

Hakkari Tokat Bartin Bingol Rize

Diyarbakir Bayburt Bitlis Afyon Elaziy

Sanliurfa Sirnak Batman Mardin Karaman

Mus Erzincan Aksaray Agri Nevsehir

Kilis Tunceli Kastamonu Nigde Gokceada and
Bozcaada

On the other hand, the period of benefit for three supports detailed below excluding free of
charge purchase of land has been specified with the Law No. 5568. The encouragements
and incentives specified in the Law are effective for five years for the new investments in the
provinces covered with the Law to be completed until 31.12.2007, four years for these
investments completed until 31.12.2008 and three years for those completed until
31.12.2009,

VI-1. Income Tax Withholding Incentive

In the provinces under the scope of the provinces aforementioned, of the income tax
calculated over the wages of

- the employees of the income and corporate taxpayers starting new business as from

01.04.2005 employ in these work places provided they employ at least ten employees,

- the employees physically hired in the work places belonging to the income and
corporate taxpayers who commenced works before 01.04.2005 and employ at least ten
employees.

The entire amount for the work places established in the organized industrial zones or
industry zones and eighty percent for the work places in other areas shall be wiped off from
the accruing tax on the withholding tax return. The amount to be wiped off cannot exceed
this total to be specified according to the rates aforementioned over the value to be
calculated by multiplying the number of the employees with the income tax to be paid over

the minimum wage.
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VI-2. Incentives in the Employer’s Contribution of the Insurance Premiums

In the provinces which are included in the abovementioned scope; for the businesses placed
in organized industrial and industry zones, all and for other businesses 80% of the
employer’s contribution of the insurance premiums calculated over the income of the below
listed employees, which is calculated pursuant to Articles 72 and 73 of the Social Insurance
Law No. 506 is met by the Treasury;

- the employees, whom income and corporate taxpayers starting new business as
from 01.04.2005 employ in these work places provided they employ at least ten employees,

- the employees physically hired in the work places belonging to the income and
corporate taxpayers who commenced works before 01.04.2005 and employ at least ten
employees.

The amount to be met by the Treasury shall not exceed the amount determined in
accordance with the rates stated above, over the value to be found by multiplying the
number of employees and the amount of employee’s contribution of the premium calculated
pursuant to the lower limit of the income for premium determined in accordance with Article

78 of the Social Insurance Law.

In order for the premiums of the employer’s contribution to be met by the Treasury, the
monthly premium and service documents relating to the insured employees should be filed
to the Institution in legal due time pursuant to the Social Insurance Law No. 506 and the
amount of the insurance premiums of all the insured corresponding to the employee’s
contribution of the insurance premiums and the amount of the employer’s contribution not
met by the Treasury should be paid.

VI-3. Energy Support

In those provinces in the abovementioned scope, 20% of the electricity expenses of those
businesses which have started their activities as of 01.04.2005, and employ minimum ten
employees or businesses which started their activities before 01.04.2005 and employ
minimum ten employees actually and continuously in the production sector is met by the
Treasury. In businesses which have started their activities as of 01.04.2005, a point of 0,5 is
added to this rate for each employee after the minimum number. Likewise, in businesses
which started their activities before 01.04.2005, a point of 0,5 is added to this rate for each

employees who started to work before this date and after the minimum number. The rate to
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be met by the Treasury shall not exceed 50% for those businesses performing activities in
the organized industrial zones or industry zones and 40% for those businesses in other

areas.

Those businesses starting activities in the areas stated in the above paragraph in those
provinces in the scope of this Law, before 01.04.2005, benefit from the electricity energy
support at a rate of 20% in case they increase the number of employees stated in the last
monthly premium and service document filed to the related Administration before
01.01.2005, by at least 20% in the production sector and the total number of employees
reaches at least ten. The support rate is increased by 0,5 points for each employee above
this number. The rate of support to be benefited shall not exceed 50% for the businesses
established in organized industrial zones or in industry zones, and 40% for the businesses
established in other areas.

In the determination of the number of employees employed actually and continuously, the

monthly premium and service documents are taken as a basis.

VI-4. Land Allocation

For the investments in priority regions only, the Ministry of Finance would grant free land by
giving right of easement for 49 years, if provided that the investment creates employment
opportunity for at least 10 employees for an uninterrupted period of 5 years, depending on
the availability of land.
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CHAPTER S5

TAX SYSTEM

In recent years, there have been significant changes in the tax legislation introducing a set of
measures to simplify tax structure and to increase the efficiency of the tax administration
while reducing the tax rates gradually.

Turkish corporate taxpayers are taxed under the provisions of a new Corporate Tax Code
that is come into force after its promulgation in the Official Gazette on June 21, 2006.

The new Corporate Tax Code has replaced the existing one, which was initially legislated in
1949 and during its 57 years of effect was amended many times to keep up with the
developments in the business and tax environment at global and local scale.

The provisions of the Corporate Tax Code has been become effective as of 01.01.2006, with
exceptions such as provisions regarding transfer pricing regulations have become effective
as of 01.01.2007.

The new Corporate Tax Code introduced structural changes for the existing applications in
the Turkish tax system which is as follows:

e Reduction in corporate tax rate,

e Thin capitalization,

e Transfer pricing,

e Participation exemption from foreign subsidiaries and PEs

¢ Reduced capital gains taxation on shares and immovable property,
e Liquidation, spin-off, share exchange, tax exemptions,

e Foreign tax credit applications,

Apart from the structural changes in the application of the above, the new concepts that are
introduced to Turkish tax system are:
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e CFC regulations,

e Anti-abuse provisions against transactions performed by persons resident in off-
shore jurisdictions,

e Cost allocation for Turkish PE (Permanent Establishment) of foreign parent

companies

It is expected that this new law would bring Turkey in line with other OECD countries and
make Turkey competitive country against Eastern European countries to attract more foreign

direct investment.

An obstacle is the existence of certain level of black economy, which creates a comparative
disadvantage with respect to fair competition for both foreign and local investors, having
strong tax morality. The elimination of black economy had been the major target for the
Ministry of Finance since many years. Recently, a new regulation has been put into effect
enforcing the payments and collections exceeding TRY 8.000 (USD 5.715) through bank

transfers.

The prevailing tax regime does not maintain any differentiation between local and foreign
capital companies. As of 2006, the corporate tax rate for corporations is 20% and the
effective tax rate is 32% together with the dividend withholding tax, in case of dividend
distribution.

Following are the major type of taxes that are applicable in Turkey.

e Corporate Income Tax

¢ Dividend Withholding Tax
e Personal Income Tax

e Value Added Tax

e Special Consumption Tax

o Other Wealth and Transaction Taxes
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I- CORPORATE INCOME TAX

.1 Overview

Companies whose legal or business headquarters (as stated in their articles of association)
are located in Turkey or whose operations are centered and managed in Turkey are subject
to corporation tax on their worldwide income. Turkish tax legislation describes these
companies as full liability taxpayers, also known as resident companies.

Limited liability taxpayers (non resident companies) include branch offices whose legal
head office or legal centre is located abroad. These are subject to corporate tax on their
income generated from Turkey only.

.2 Tax Rate

Corporate income is taxed in two tiers;

e Basic corporate income tax
e Dividend Withholding tax

The basic corporate income tax rate is 20 % for both resident and non-resident corporate

taxpayers.

A dividend withholding tax at a rate of 15% is applicable for dividend distributions; except for
the dividends paid to the corporate shareholders located in Turkey.

Table 5 is a comparison of current and old corporate tax rates for a corporation distributing
dividends to its foreign shareholder.
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Table 5-CORPORATE INCOME TAX STRUCTURE
Old regime Current Regime

Corporate Income 100 100
Corporate Tax 30% -30 20% -20
After-tax income 70 80
Distributable profit 70 80
Dividend WHT * 10% -7 15% -12
Net Dividend 63 68
Effective Tax Burden 37 32%

* Disallowable expenses and reserve requirements are ignored for the simplicity purposes.

The only variation as to the retained versus distributed profits is resulted from the dividend
withholding tax. Retained profits are not subject to dividend withholding tax. 20% corporate
tax is the final tax as long as the profit is retained at the company.

1.3 Advance Corporate Tax

Corporations are required to pay advance corporate tax (so called-temporary tax) based on
their quarterly profits at a rate of 20%. Advance corporate tax is payable by the 17" of the
second month following the end of each quarter. Advance corporate taxes paid throughout
the year are offset against the final corporate tax liability of the company. Any excess
payment of advance corporate tax is refunded to the taxpayer in April of the following year

when the final corporate tax return in submitted.

l. 4 Determination of Taxable Income

Full liability taxpayers are subject to corporate taxes on their worldwide income, but a credit
is given for foreign taxes paid.

The following principal expenses are treated as deductible for tax purposes.

e General operating expenses (wages, pensions, interests, royalty payments,
etc.)
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e Travel expenses

e Taxes on real estate, stamp duties, and various local taxes

e Depreciation of tangible and intangible assets

e Cost of issuing share certificates and the expenses of forming and registering
an enterprise

e |Losses incurred over the previous five years (there is no loss carry back)

e Donations to approved charities and schools, hospitals and organizations
carrying out scientific research

e Research and development costs

e Start-up costs.

Under Turkish Tax Laws, expenses are deductible on accrual basis. However, as far as the
reserves are concerned, actual basis is adopted rather than provisional basis. Reserves for
severance indemnity and bad debts are deductible on actual basis.

Certain types of expenses are specifically not allowed for deduction.

e Interests accrued or paid over the share capital
e Interests accrued or paid over thin capital

e Disguised earnings

e Legal reserves

e Taxes, penalties and fines.

I-5 Exemptions from Corporate Income Tax

The following earnings are exempt from corporate tax;

e Dividends received from companies resident in Turkey
e Dividends received from foreign participants if certain conditions satisfied
¢ Investment allowance if applied 30% rate of Corporate Tax

(See Chapter 4-1.1)

e Gain from sale of shares and real estates (See 1-8)

There is no alternative tax on exempt items.
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1.6 Schedule for Paying Corporate Tax

Corporate tax filing should be made between the first and 25" days of the fourth month
following the end of tax year of the company. Normally, the tax year is the calendar year.
Hence, for many companies the corporate tax return is filed until 25 April of the following
year.

Any balance of corporate tax after offsetting the advance corporate tax payments, if any, is
due by end of the month pertaining the filing period.

I.7 Taxation of Branch of a Foreign Entity

The major difference between branch and subsidiary or joint venture is the liability status. A
branch is subject to Turkish taxes only for income generated in Turkey due to the limited

liability status, whereas a subsidiary or joint venture is subject to taxes on worldwide income.

However, as far as the Turkish income is concerned, the current tax regime maintains no
differentiation between branch’s profits and company profits. There were some
differentiations in the old system resulting from withholding tax applications. These are all
abrogated in the new system and branch profits are now taxed in the same manner as

companies.

1.8 Taxation of Capital Gains

There is no separate capital gains tax. Gains on the sale of fixed assets are taxed at the

normal corporate rate.

However, under the new Corporate Tax Code, 75% of the capital gains derived from the
disposal of participation shares and immovable property which has been held by the
corporate taxpayers for a minimum two years are exempted from corporate taxation. Under
the new Corporate Tax Code, the capital gains will be kept under a special reserve account
for a minimum of five years with no further obligation to add the capital gains into company
capital.

Provided that the buyer is a non-resident person or company that does not have a fixed
place of business in Turkey which the shares are owned., capital gains of a foreign
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shareholder on sale of the shares of a joint stock company is not subject to Turkish taxes. If
the buyer is resident in Turkey, as a rule, the gain is subject to taxes but most tax treaties
provides an exemption for the shares held for at least one year.

1.9 Taxation of Interests

The withholding tax rates to apply on the interests income of a foreign company (non-
resident company) is as follows;

Interests on foreign loans obtained from foreign banks and other financial
institutions; 0%.

¢ Interest on foreign loans from non-financials institutions; 10%

e Interest on Turkish government papers; 0%

e Interests on foreign currency bank deposits; 15%

e Interest on Turkish Lira bank accounts; 15%

e |Interests on repo transactions; 15%

The withholding tax liability is payable by the remitter of the interest to recipient.
The withholding taxes can be decreased or eliminated if there is a tax treaty between Turkey
and the recipient’s country. (See Table 6)

1.10 Taxation of Royalties and Fees

The non-resident corporate recipients of license, know-how and technical assistance
payments are taxed through withholding. The withholding taxes apply to fee payments to

non-resident companies at the following rates;

o For royalty and service payments to foreign licensers; 20%
o Rental fees to non-residents; 20%

o Technical service fees; 20%

] Other service fees; 20%

o Oil exploration services; 5%

. Financial leasing fees; 1%

The withholding tax liability is payable by the remitter of the payments to the recipient. The
withholding taxes can be decreased or eliminated if there is a tax treaty between Turkey and
the recipient’s country. (See table 6).
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There is also 18% VAT charge under the reverse charge mechanism, however, reverse
charge VAT does not create tax cost for either party.

I-11 Taxation of Dividends

As it is explained in section V-1.2 above, the dividend withholding tax rate is 15%. The
withholding tax is not applied on the dividends distributed to full liability corporate
shareholders, i.e. the companies established in Turkey.

The non-resident shareholders may benefit from a reduced withholding tax on dividends if
they qualify to benefit from the treaty provisions which Turkey has concludes that prevails for
a lower withholding tax than 15 %.
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.12 Tax Treaties

Turkey has a wide network of tax Treaties with 69 countries in effect. Tax treaties of Turkey

follow the OECD model. A full list of tax treaties in effect is provided on Table 6.

Table 6 — The list of Tax Treaties and Withholding Tax Rates

Royalty | Interest* | Dividends* Royalty | Interest* |Dividends**
(%) (%) (%) (%) (%) (%)
Albania 10 10 5/15 Luxembourg 10 10-15 5-10-20
Algeria 10 10 12 Lithuania 5-10 10 10
Austria 10 15 25/35 Macedonia 10 10 5/10
Azerbaijan 10 10 12 Malaysia 10 15 10/15
Bahrain 10 10 10/15 Moldova 10 10 10/15
Bangladesh 10 10 10 Mongolia 10 10 10
Belarus 10 10 10/15 Morocco 10 10 7/10
Belgium 10 15 5/10 Netherlands 10 10—-15 5/10
Bulgaria 10 10 10/15 Norway 10 15 25/30
Bosnia- 10 10 5/15 Pakistan Norway 1010 1015 10/1525/30
Herzegovina
China 10 10 10 Poland Pakistan 1010 1010 10/1510/15
Croatia 10 10 10 PortugalPoland 1010 10-1510 | 5/1510/15
Czech 10 10 10 Romania Portugal 1010 1010 -15 155/15
Republic
TRNC 10 10 15/20 Russia Romania 1010 1010 1015
Denmark 10 15 15/20 Serbia and 1010 1010 5/1510
MontenegroRussia
Egypt 10 10 5/15 Singapore 10 7.5-10 10/15
Singapore 10 75-10 10/15
Estonia 5-10 10 10 Slovenia 10 10 10
Ethiopia 10 10 10 Slovakia Slovenia 1010 1010 5/1010
Finland 10 15 15/20 SpainSlovakia 1010 10 - 1510 5/155/10
France 10 15 15/20 South AfricaSpain 1010 1010 -15 | 10/155/15
Germany 10 15 15/20 South Korea 1010 10-1510 | 15/2010/15
South Africa
Greece 10 12 15 SudanSouth
Korea 1010 1010 -15 1015/20
Hungary 10 10 10/15 Sweden Sudan 1010 1510 15/2010
India 15 10-15 15 SyriaSweden 10-1510 1015 1015/20
Indonesia 10 10 10/15 Tajikistan Syria 1010-15 1010 1010
Iran 10 10 15-20 ThailandTajikistan 1510 10-1510 10-1510
Israel 10 10 10 Tunisia Thailand 1015 1010-15 12/1510-15
ltaly 10 15 15 Turkmenistan 1010 1010 1012/15
Tunisia
Japan 10 10—-15 10/15 Turkmenistan 10 10 10
Jordan 12 10 10/15 Ukraine 10 10 10/15
Katar 10 10 10/15 UAEUkraine 1010 1010 10/1210/15
Kazakhstan 10 10 10 UAE 10 10 10/12
Kyrgyz 10 10 10 United Kingdom 10 15 15/20
Republic
Korea 10 10/15 15/20 United States 5-1010 | 10-1515 | 15/2015/20
United Kingdom
Kuwait 10 10 10 Uzbekistan United | 105—-10 | 1010 -15 1015/20
States
Latvia 5-10 10 10 Uzbekistan 10 10 10
Lebanon 10 10 10/15

* Local legislation provides lower withholding tax rates for most cases. (See section 1.9)

** Also there is a tax treaty with Saudi Arabia, but it only covers the taxes regarding the air transport activities
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1.13 Depreciation

Effective from 1 January 2004, the useful life concept was introduced with respect to the
depreciation of fixed assets. The rates of depreciation to be applied in the amortization of the
assets are determined and announced by the Ministry of Finance in due consideration of the
economic lives of the concerned assets. In accordance with Tax Procedure Law
The.Ministry of Finance has issued three communiqués numbered 333, 339 and 365 which
set forth the useful lives of different types of fixed assets.

Depreciation applies on a full-year basis to all property, plant and equipment, with the
exception of vehicles, which must be depreciated on a monthly, pro-rata basis.

For fixed assets other than passenger cars, depreciation is granted for the full year,
regardless of the acquisition date of the asset. For passenger cars only, depreciation for the
year of acquisition is calculated on pro-rata basis.

Intangible assets, like capitalized start up costs and goodwill are depreciated over five years.
Empty lands cannot be depreciated.

There are two methods available to taxpayers; straight-line method and declining- balance
method. A taxpayer who initially has chosen the declining balance method for an asset may
switch to the straight-line method. The taxpayer then spreads the written down value over
the remaining years, allowing for equal depreciation. However, those that begin with straight-

line method may not switch to the double declining method.

The Ministry of Finance may, on application grant extraordinary depreciation rates for fixed
assets subject to abnormal wear and tear.
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.14 Investment Allowance

As of January 1, 2006, the investment allowance application was abolished. However, the
tax payers whose expenditures relevant to the investments within the scope of the
investment incentive certificates issued upon the applications filed before 24.04.2003, may
continue to benefit from investment allowance under the relevant regulations effective
December 31, 2005 provided that the new expenses are made in an economic and technical
integrity with the investment in questions. These taxpayers shall continue to benefit from the
investment incentive allowance at the rate specified in the incentive certificates while they
shall also continue to apply income tax withholding at the rate of 19,8% no matter whether or
not distributed over their earnings benefiting from exemption and the earnings benefiting
from investment incentive allowance calculated over the investments made before
24.04.2003 and deferring to the following periods due to insufficient earnings. In addition the
taxpayers who did not benefit their investment allowance due to insufficient taxable profit
may also deduct their investment allowance amount which has not been used in the
preceding years over the indexed amount in the following years (up to the end of the year
2008).The aforementioned applications may apply up to the end of the year 2008. The
corporate income of the taxpayers who benefit from investment allowance is taxed at 30%
corporate tax rate instead of 20%.

.15 Research and Development (R&D) Expenditures

100% of R&D expenditures might be deducted from tax base provided that certain conditions
are fulfilled. This is an incentive mechanism in addition to ordinary expense recognition of
R&D expenditures. The expenses which are included under the scope of the expenditure
items are stated below.

e Raw materials and supplies expenses

e Personnel expenses

e General expenses

e Benefits and services provided from outsource
e Tax, duty and fees

e Depreciation and depletion

e Financial expenses

Companies which have not been able to deduct R&D expenditures due to insufficient taxable
income may deduct the unused amount in the following years.
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.16 Tax Year

In principle, the tax year is the calendar year. A taxpayer may adopt a 12-month tax year
other than calendar year, provided that a prior permission from the Ministry of Finance is
obtained. Taxpayers demanding different tax year are required to apply to Ministry of
Finance, with proper and acceptable justifications for the change.

.17 The Changes in new Corporate Tax Code

Reduction in corporate tax rate:

The corporate tax rate has been reduced to 20% from its previous level of 30%. The new
corporate tax rate is applicable for corporate income generated as of 01.01.2006.

The temporary tax, which is currently paid on quarterly basis at a rate of 30%, has been
reduced to 20%.

Thin Capitalization:

Under the new legislation, borrowings from shareholders and related parties that exceeds
debt/equity ratio of 3:1 will be considered as disguised capital. For the borrowings that will be
made from related party banks and financial institutions, the debt/equity ratio will be
considered as 6:1.

In determination of the related party borrowing, total borrowing from all related parties will be
treated collectively.

For the purpose of the provision mentioned in the respective article of the code, related party
is defined as persons that have direct and indirect shareholding of minimum 10%

shareholding or vote/dividend right.

The opening equity for the beginning of the taxpayer’s accounting period is considered as the
equity for thin capitalization purposes.

The interest paid or accounted, as well as the foreign exchange differences exceeding
debt/equity ratio is considered as non-deductible expense.
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Except for the foreign exchange differences, interest paid over exceeding debt/equity ratio is
considered as dividend distributed and will be subject to dividend w/h tax.

The debt/equity ratio will be applicable for Turkish PEs of foreign parents as well as their
Turkish subsidiaries.

Transfer Pricing:

For the commercial transactions that are conducted between related parties traditional
transfer pricing methods mentioned in the OECD Model Transfer Pricing Guideline will be
taken as basis.

The related parties is defined in the respective article as traditional definition which also
stipulates that commercial transactions that are made by persons resident in low-tax
jurisdictions should be considered as transactions made by related parties.

The new law also stipulates for 30% withholding tax on payments paid in cash/on account to
non-resident real and legal persons, which are resident in countries that Ministry of Finance
will declare in respect of their taxation capacity compared to Turkish tax system as well as
consideration of exchange of information with the administration of the jurisdiction, of which
is not considered to be priced at arm’s length.

According to the new provisions, taxpayers will decide between the methods mentioned
below to conclude their commercial transactions with related parties from arm’s length

pricing:

(a) Comparable Uncontrolled Price (CUP):
(b) Cost plus
(c) Resale price

Taxpayers will also have a right to use transfer pricing methods other than traditional
methods mentioned above if they argue that the traditional methods is not suitable for their

transactions.

Taxpayers, upon their decision for the method they will use, will have to collate information to
provide sufficient documentation.
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The transfer pricing between related parties which has not been executed in compliance with
the transfer pricing methods mentioned above are will be considered as disguised profit
distribution and will be subject to dividend withholding tax.

These new transfer pricing rules would be applied both for domestic and foreign transactions.
One of the new concepts that are introduced is the Advance Pricing Arrangements which
taxpayers will conclude with Ministry of Finance. The transfer pricing method approved by
the Ministry of Finance will be applicable for 3 years, given that the conditions that have been

effective in the determination of the transfer pricing method remain stable.

The articles of the new Corporate Tax Code regarding transfer pricing applications are
effective as of 1 January 2007.

Participation exemption from foreign subsidiaries and PE:

The conditions in the application of participation exemption of Turkish corporate taxpayers
over the dividend income from their foreign participations are made less strict. Accordingly;

e minimum shareholding requirement in the foreign participation has been decreased
from 25% to 10%,

e minimum holding period of the participation share has been decreased from 2 years
to 1 year,

e minimum tax burden over the foreign participation has been decreased from 20% to
15%,

The conditions in the existing tax code with respect to transfer of dividend income/branch
profit from foreign participations/foreign PEs to Turkey as well as the minimum corporate tax
burden requirement equal to the rate applied in Turkey for foreign participations engaged in
financial leasing, finance and insurance activities has remained the same in the new tax

code.

The context of the participation exemption has been extended for companies that have been
established in foreign countries with the main purpose of construction, repair, assembly and
technical services. Accordingly, if, pursuant to the provisions of the respective country, the
establishment of a corporation is necessary to undertake the above mentioned construction
activities, the dividend that will be repatriated by the foreign subsidiary to Turkish parent will
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benefit from participation exemption, without consideration of the conditions set forth for
participation exemption application.

Reduced capital gains taxation on participations and immovable property:

With the exception of taxpayers’ capital gains that are active in trading of marketable
securities and investment in immovable property, 75% of the capital gains derived from the
disposal of participation shares and immovable property which has been held by the

corporate taxpayers for a minimum two years are exempted from corporate taxation.

Based on the new corporate tax rate of 20% and 75% corporate tax exemption on capital
gains derived from disposal of participation shares and immovable property, the effective
corporate tax rate on capital gains will be 5% (25% taxable capital gains x 20% corporate
tax rate).

The condition in the existing regime for the injection of the capital gains derived from disposal
of shareholding and immovable properties is abolished. Under the new Corporate Tax Code,
the capital gains will be kept under a special reserve account for a minimum of five years
with no further obligation to add the capital gains into company capital.

Foreign Tax Credit Applications:

Within the provisions of the new Corporate Tax Code, it is proposed full liable corporate
taxpayers, will have the right to credit for the corporate or income tax paid by foreign
subsidiaries, which full liable corporate taxpayers have a minimum 25% direct or indirect
participation in shares or voting rights, in their jurisdictions which has been the basis for the
dividend distribution to Turkish full liable corporate taxpayers.

The tax paid in foreign jurisdiction which can not be credited against the corporate tax base
in Turkey because of lack of corporate income, could be carried forward for a period of three

years. The tax credit will also be used on temporary tax return filings.

CFC regulations:

For the first time in Turkish corporate tax practices, the concept of CFC (Controlled Foreign
Corporation) has been put into effect.

-64-



According to the proposed provisions of the new Corporate Tax Code, CFC regulations will
be applicable when full liable real persons and corporate taxpayers have minimum 50%
direct or indirect participation to the shares, dividend rights or voting rights in companies that
have been established abroad given that foreign corporation satisfies all of the conditions

mentioned below at once:

(a) 25% or more of the foreign company’s income should be in passive nature (portfolio
investments),

(b) foreign company is subject to less than 10% corporate taxation over its corporate
income,

(c) gross revenue of the foreign company exceeds foreign currency equivalent of
100,000 New Turkish Lira (USD 71,400, where USD/NTL exchange rate is 1.4)

If the foreign corporation will be treated within the context of Turkish CFC regulations,
Turkish resident taxpayers will have to declare the corporate income of the foreign company
in proportion with the amount attributable to Turkish resident shareholder in respect of its
share in the foreign company, regardless of whether the foreign company makes a dividend
distribution or not.

Anti-abuse provisions against transactions performed by persons resident in low-tax
jurisdictions:

For all transactions that will be concluded between Turkish resident taxpayers and with
persons that are resident in jurisdictions that Council of Ministers will declare whether the
jurisdiction has a taxation capacity that is equivalent to Turkish tax system and in
consideration of exchange of information with the administration of the jurisdiction, Turkish
resident taxpayers will have to apply 30% withholding tax on payments made in cash/on
account for the service, commission, interest, royalty and similar payments. (Council Of

Ministers has not declared the list yet.)

However, if the transactions will be in the nature of commodity importation and acquisition of
participation shares, this provision will not be applicable as long as the pricing will be
considered to be in arm’s length. Interest payments that are made over loans to financial
institutions abroad will not be covered within this application.
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Cost allocation for Turkish PE of foreign parent companies:

Under the new Corporate Tax Code, costs that are incurred at the headquarters or at the
level of group companies resident abroad, Turkish branches of foreign companies will have
the opportunity to treat these expenses as deductible item for corporate tax purposes given
the below conditions are satisfied:

e the expenses incurred abroad should be in direct relation with the commercial
operations of the Turkish branch,

e costs that has been allocated to Turkish branch through cost allocation keys
determined at the headquarters with compliance to arm’s length pricing principles

II- PERSONAL INCOME TAX

Il. 1 Overview

There are 7 categories of income defined in tax laws for real persons. These are;

e  Commercial income

e  Agricultural income

e Independent professional service income
e  Wages and salaries

e  Securities income

e  Rental income

e Capital gains
For each of above, there are specific rules for determination of taxable income.
The residents of Turkey are treated as full taxpayers and they are subject to personal income

tax on their worldwide income. The non-residents, defined as limited taxpayers, however,
pay taxes only on the income that they earn from Turkish sources.
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1.2 Residence

In the absence of a tax treaty, tax residence of a person is determined as per Income Tax
Law. Individuals resident in Turkey for a continuous period (including temporary absences) of
more than six moths in any calendar year are treated as tax resident (full liability taxpayer) of
Turkey. However, foreign employees who are on an assignment in Turkey for a specific
business project or mission, or those who are in Turkey for holiday or education are not
regarded as resident, even if the duration of their stay exceeds six months.

Il. 3 Personal Income Tax Rates

The lowest rate is 15%, rising progressively to a top marginal rate of 35%. All types of
income is subject to same tax rates. (See Table 7)

Table 7- Income Tax Tariff for the year 2008

Income Tax Brackets; Tax Rate For All Types of Income
USD1=YTL 1,2 (%)
0 7.800 ($ 6.500) 15
7.800 ($ 6.500) 19.800 ($ 16.500) 20
19.800 ($ 16.500) 44.700 ($ 37.250) 27
44.700 ($ 37.250) Over 35

I1.4 Taxation of Salaries

Salaries are taxed through withholding by resident employers. Most recently there have been
some changes in Turkish Income Tax Code. Tax allowance provided to real person
taxpayers that have wage income by means of offsetting certain portion of food, education,
health, rent and clothing expenses from income tax payable has been abolished as of
01.01.2007.

To replace the former application, a new regulation has been introduced named as “Minimum
Subsistence Allowance”. The allowance will be calculated by multiplying the rate applied of
the first income tax bracket (currently 15%) of the income tax tariff with 50% for the taxpayer,
10% for his spouse not working or not having any income, 7,5% for the first two children and
5% for each of the children remaining, of the annual gross amount of the minimum wage
amount valid at the beginning of the calendar year when the wage is earned, for the
employees who are above 16 and working in the industrial sector; then this amount shall be

deducted from the income tax to be calculated over the wage.
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As a result of the new regulation, the taxpayers with different gross wage but similar family
position will receive the same allowance. The new application is adopted to bhas beene in
practice as from 01.01.2008 in the taxation regime of the wage earners.

If the salary is paid by a non-resident employer, the salary earner is required to submit an

annual income tax declaration.

lll. VALUE ADDED TAX

Supply of goods and services within the boundaries of Turkey, as well as the imports are
subject to Value Added Tax (VAT). The implementation of Turkish VAT system is similar to
European VAT practice with many aspects.

VAT is assessed at the rate of 18% for most goods and services. There are some reduced
rates for certain goods and services; 8% for basic foodstuff, books and natural gas, textile
products; and 1% for journals and newspapers and certain agricultural products and most

leasing transactions.

VAT is reported monthly. Input VAT paid over purchases is automatically credited against the
output VAT computed over sales, and any positive difference is paid to the tax office by the
taxpayer on the 26™ of the following month. If the difference is negative, however, as a rule, it
is not refunded to the taxpayer and it is carried forward to the future periods. However,
refund is possible for certain transactions, like export.

Exempt items include export of goods and services, transshipment of goods through Turkey,
cultural and educational activities, delivery of equipment to the military and diplomatic
personnel, delivery of investment goods within the scope of incentive certificate.

IV. SPECIAL CONSUMPTION TAX

Special Consumption Tax (SCT) has been introduced to Turkish tax system, effective from
August 1st, 2002. SCT is designed to establish a single consumption tax structure in Turkey
(apart from the value added tax), and abolished 16 different consumption taxes and fund

levies, which were in effect.
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SCT is imposed on specific goods only; various petroleum products, including oil and natural
gas; vehicles such as automobiles, caravans, motorcycles, helicopters, and aircraft;
carbonated and alcoholic beverages and tobacco products; and miscellaneous luxury
products including perfumes and cosmetics, furs, precious stones, various types of durable
consumer goods, electronic devices, watches, and guns. SCT is imposed at different rates
and amounts for different products.

V. OTHER TAXES

V.1 Stamp Tax

Stamp taxes apply on a wide range of legal documents at 0.75% over the amount specified,
such as contracts, loan agreements, guarantees and mortgages. The ceiling for stamp tax is
TRY 946.915,20 for the year 2007 per each document that is subject to stamp tax. Foreign
exchange loan agreements with foreign credit institutions are exempt from stamp tax. Stamp
duty is exempted on letter of credits and applied at 0.6% on salaries.

V.2 Real Estate Tax

Real estate tax is a kind of wealth tax. It is broken down into building tax and the land tax,
with rates on assessed value of 0.1% for residences; 0.2% for other buildings; 0.1-0.3% for
land. The tax is paid in two equal installments.

The rates applied with 100% increase for the real estates within the boundaries of big cities.

V.3 Banking and Insurance Transaction Tax (BITT)

Commission and interest income of the banks and the premiums collected by insurance
companies are subject to 5% BITT. BITT is applied at 0.1% on foreign exchange selling
transactions by the banks. Transactions that are subject to BITT are exempt from VAT.

V.4 Motor Vehicle Tax

Motor vehicle tax is payable by the motor vehicle owners. Tax amount varies according to
the type, features, and age of the vehicle (cars, buses, lorries, trailers, airplanes, and
helicopters).
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VI. MORTGAGE

Recently, a common housing finance model called, mortgage, which has been used in
developed countries for many years has been put into effect in Turkey. “Law Amending
Various Laws Concerning Housing Finance System” No. 5582 has taken effect after its
promulgation in the Official Gazette dated 06.03.2007. The Law at issue has introduced
some arrangements relating to the system known as mortgage by amending several laws
related with the issue. Modifying provisions in Law of Bankruptcy, Securities Exchange Act,
Law on the Protection of Consumer Rights and other various laws, it aims building a system
which acts as an intermediary between savers and house buyers and facilitates the
procedure of borrowing for house buyers under more favorable conditions. Under this new
housing finance model, savings could be offered to the use of house buyers by means of
capital markets as it is the case all over the world.

The primary reason for making changes in the tax laws is to reduce costs in the system and
make “mortgage” more attractive for both savers and house buyers. Important regulations

are as follows;

a) Fund collected due to the all transactions of mortgage financing companies, housing
finance companies and housing finance funds under the scope of housing finance,

b) Funds collected from agreements and policies of insurance within the scope of

housing finance and

C) Funds collected from the disposal of shares issued during their establishment or

capital increase process, with an amount exceeding their nominal value

are exempted from Banking and Insurance Transaction Tax (BITT).
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CHAPTER 6

Significant Accounting Concepts for Investors

General

In March 2006, the Turkish Accounting Standards (TAS) has been published by Turkish
Accounting Standards Board which was declared to be effective as of January 1, 2006. The
legal requirements to apply TAS has been referred to in the draft revised Turkish
Commercial Code; however, such draft has not yet been approved by the Grand National
Assembly of Turkey. Accordingly, companies follow the existing Turkish Commercial Code,
Turkish Procedural Tax Law and the communiqué issued by Ministry of Finance in 1992
applicable to all Turkish entities (excluding financial institutions) in preparing the statutory
financial statements. Starting in 1994, the communiqué requires such entities to prepare their
financial statements in a prescribed format using a uniform chart of accounts and certain

fundamental accounting and reporting concepts specified in the communiqué.

Under Capital Markets Board (CMB) regulations, all listed companies, financial
intermediaries, mutual funds, investment partnerships, and companies not listed but
considered as publicly traded due to high number of shareholders (more than 250) are
subject to CMB regulations. The listed companies prepare their financial statements in
accordance with the communiqué no: XI-29, which has been published as of April 9, 2008.
The communiqué no: XI-29 requires application of International Financial Reporting
Standards effective from January 1, 2008, except for the adoption of an earlier date for
discontinuation  of application of IAS 29 (Financial Reporting in  Hyperinflationary
Economies) . As per CMB financial accounting standards application of inflation accounting
was ceased effective as of January 1, 2005 whereas per IFRS it was ceased effective
January 1,2006.

Starting from December 31, 2006, financial institutions other than insurance companies,

prepare their financial statements in accordance with the Turkish Accounting Standards
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which are in line with IFRS. However, there are certain departures from IFRS as explained in
communiqués of Banking Regulations and Supervision Agency (BRSA) like non-

consolidation of non-financial institutions.

A separate set of accounting principles together with uniform chart of accounts applicable to
insurance companies are issued by Undersecretariat of Treasury.

Statutory Financial Statements

Companies should follow the uniform chart of accounts and prepare their statutory financial
statements accordingly.

The statutory financial statements should include at least the following:

. Balance sheet
. Profit and Loss Statement and
. Notes to the Financial Statements.

Supplementary financial statements, which are not mandatory for all companies are:

. Statement of Changes in Shareholders’ Equity
. Statement of Cash Flows

. Statement of Cost of Sales

. Statement of Profit Distribution

Basic accounting principles followed in the preparation of statutory financial statements
(under the current existing system) are summarized below (for companies other than those
subject to CMB or BRSA regulations):

Inventories

Inventories are stated at the lower of cost or market value. Cost of inventories includes all
costs incurred in bringing inventories to their current state and foreign exchange losses
arising from related payables denominated in foreign currencies. The methods most
frequently used for valuing inventories are the average cost method and the first-in-first-out
(FIFO) method. Starting from January 1, 2004, companies are not allowed to use last-in-first-
out (LIFO) method. Any reserve provided for obsolete items should be approved by tax
authorities in order to be tax deductible.

-72-



Fixed Assets

Fixed assets include the costs incurred for the construction/purchase of the asset, including
the interest costs and foreign exchange losses capitalized in accordance with the Tax
Procedural Law.

Depreciation

The rates of depreciation to be applied in the amortization of the economic assets, are
determined and announced by the Ministry of Finance in due consideration of the economic
lives of the concerned assets. Depreciation applies on a full-year basis to all property, plant
and equipment, with the exception of vehicles, which must be depreciated on a monthly, pro-

rata basis.

Intangible Assets

Intangible assets are stated at cost and are amortized over their useful lives determined by
the Ministry of Finance. If the intangible assets’ useful lives cannot be clearly determined,
they may be amortized over five years. Capitalization of preoperational costs associated with
intangible assets is optional. Non-patented inventions, know-how reflected in the
development cost of products and brand names are not recognized as assets for this

purpose.

Government Grants

Government grants related to capital investments for certain industries may either be
recorded as income or deducted from the cost of fixed assets. Each company must adopt a
consistent accounting policy for the treatment of incentives.

Capitalization of Financial Expenses

Turkish Procedural Tax Law requires capitalization of the related financial expenses incurred
until the end of the fiscal year the fixed asset is ready for use. In the following years it is
optional to capitalize the financial expenses incurred or charge them to expense. However,

companies should follow the accounting principle consistently.
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Employee Termination Benefits

Under the terms of the existing labor law, companies are required to make certain lump-sum
payments to employees whose employment is terminated due to retirement or for reasons
other than resignation or misconduct. Such payments are calculated at a minimum of 30
days’ pay (limited with a ceiling announced semi-annually) per year of employment at the
rate of pay applicable at the date of retirement or termination. Although there are defined
accounts for liabilities for such benefits, they are not tax deductible until they are paid.

Investments in Securities

Under the Turkish Procedural Tax Law, common stocks and investments in mutual funds that
have 51% or more of their total portfolios comprised of common stocks of companies that are
founded in Turkey are valued at cost; all other investments in mutual funds are stated at
market value. Treasury bills, government bonds and private sector bonds traded in stock
exchange are stated at market value. Fixed income securities with no quoted market prices
are valued at cost plus accrued interest.

Finance Leases

For leasing transactions incurred before July 1, 2003, neither the leased property nor the
lease obligation is recorded in the balance sheet of the lessee, instead all rentals paid
throughout the lease period are recorded as expense. Effective from July 1, 2003, and in line
with IFRS, leased assets acquired under finance lease agreements and related lease
obligations are recorded in the lessee’s books. Leased assets are depreciated in line with the
accounting policy of the company for other owned fixed assets. Capital payments are
deducted from lease obligations and interest payments are recorded as expense.

Consolidation

In Turkey, tax legislation does not permit a parent company and subsidiaries to file a
consolidated tax return. Therefore, there is no requirement for preparation of consolidated

financial statements.
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Reporting and Filing Requirements

A company’s board of directors must prepare an annual report which includes annual basic
and supplementary financial statements and an auditor’s report and then submit it to all
shareholders 15 days before the annual general shareholders’ meeting. The company’s
annual report, including the annual basic and supplementary financial statements, must be
filed with the Trade Registry within 30 days after the annual general shareholders’ meeting.

Listed companies must file their audited financial statements and auditors’ reports with the
CMB and the stock exchange within 10 (plus 4 weeks for consolidated financial statements)
weeks after the end of their fiscal year. They are also required to file mid-year interim
financial statements together with limited review report within 4 weeks after the end of their
mid-year plus 2 weeks for consolidated financial statements). Furthermore, in case of first
time application of CMB rules or IFRS, quarterly financial statements are also subject to

limited review by external auditors.

Banks must send their reviewed quarterly interim unconsolidated and consolidated financial
statements within 45 days and 60 days, respectively, to the Undersecreteriat of Treasury
after the end of each quarter. Banks are required to deliver to BRSA and Banks Association
of Turkey and publish in the Official Gazette, within five months following the accounting
period, a copy of the year end balance sheet, annual income statement, cash flow statement,
statement of changes in shareholders’ equity and profit distribution statement including the
footnotes of these statements, together with auditors’ reports and reports of the board of
directors. The Banks Association of Turkey shall publish the financial statements delivered to
it in accordance with the procedure to be determined by the Banks Association of Turkey’s
Board of Directors. A copy of these financial statements is published in a newspaper
published nationwide, together with auditors’ reports and reports of the board of directors,
without footnotes.

Insurance companies must file their audited annual financial statements within 10 weeks

after the end of the financial year with the Undersecreteriat of Treasury.
Audit Requirements (under the current system)

All joint stock companies are required to appoint statutory auditors (only real person auditors)
to examine their financial statements on behalf of the shareholders. Audits performed by
statutory auditors are limited in nature compared to audits performed in accordance with
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internationally accepted auditing standards. Statutory auditors are not always from the
profession and are generally viewed as persons fulfilling a legal requirement. Limited liability
companies with more than 20 shareholders must have at least one statutory auditor who is
subject to the rules that apply to joint stock companies. There are new requirements for
statutory audit in draft Turkish Commercial Code; i.e. qualifications for auditors are
determined, scope of the work enlarged, responsibilities are defined, etc.

Under the CMB regulations, the financial statements of joint stock companies traded on the
Istanbul Stock Exchange, financial intermediaries, mutual funds, investment partnerships and
companies not listed but considered open to the public by the CMB, must be audited by
independent external auditors in accordance with generally accepted auditing standards
issued by CMB which are in line with International Standards on Auditing.

BRSA requires all banks to be audited by independent external auditors annually. In addition,
review reports are required for quarterly interim financial statements. Consolidated financial
statements of the banks are subject to same review / audit procedures. However, only
financial subsidiaries are subject to consolidation.

Insurance companies are also required to submit audited annual financial statements and
reviewed half year financial statements to the Undersecretariat of Treasury.
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CHAPTER 7

EXCHANGE REGIME

Overview

Turkey has a very liberal exchange control regime. Law no 1567 concerning the protection of
the value of the Turkish currency guarantees the free transfer of profits, fees and royalties.

The transfer of profits, dividends, proceeds of sale and liquidation, license, know-how,
technical assistance fees, repayment of loans and interests is unrestricted.

Turkish Lira is fully convertible. The supply of foreign exchange is not limited and banks may
open foreign exchange deposit accounts for both the residents and the non-residents.
Principal and interests of non-residents can be transferred through the investor’s bank. Non-
residents may sell and buy securities at the Istanbul Stock Exchange, without being subject
to any limitation and/or approval.

Incoming capital and repatriation

Turkey has eliminated the requirement of prior approval for direct foreign investments. There
are no limitations on foreigners to buy or sell shares of existing companies in Turkey. There
are no requirements to convert into Turkish Lira foreign currency transferred to Turkey for the
purpose of establishing corporations, increasing capital or buying the shares of existing
Turkish companies.

Foreign direct investors may liquidate their holdings and the transfer of liquidation proceeds
are realized through banks. Turkish Lira proceeds are converted to foreign exchange by
using the official exchange rate valid on the transfer date.

Proceeds from sale of shares or assets are transferred freely.
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Dividend Transfers

Foreign investors have the right to transfer dividends, after deducting the relevant taxes and
legal reserves required by laws, without needing a prior approval from any authority.
Immediately after the end of the tax year, dividends corresponding to the foreign investor can
be transferred abroad, provided that a resolution is passed in the annual general meeting of
the shareholders. Advance dividend distribution is possible for listed companies at Istanbul
Stock Exchange and also for other corporate taxpayers.

Foreign currency equivalent of the dividends is determined by applying the prevailing official
exchange rate on the date of transfer. Dividend transfer can be realized even before the filing
of tax return of the concerned year.

Transfer of Royalties and Fees

Royalty, license and management fees, payments for know-how and technical assistance
can be transferred freely, through submitting the agreement between the parties to the bank
making the transfer. The previous requirement of registering the license, know how and
royalty agreements to General Directorate of Foreign Investment have been abolished
through recent Foreign Direct Investment legislation. The transfer is handled directly by the
bank making the transfer. These types of payments are subject to withholding tax at a rate of
20 %. However, most tax treaties reduce the rates and the rates to apply varies according to
the nature of payment. (See Table 6)

Incoming Loans and Repayment

There are no restrictions on companies to procure any type of foreign credit, including cash,
non-cash, guarantees and surety, and to make use of such credits through use of banks.
Foreign credits can be obtained freely within the framework of foreign exchange laws and
regulations. Interest and principal repayment can be made without needing an approval or

authorization.

The withholding tax rate on foreign bank loan interests is 0%.

Resource Utilization Support Fund (RUSF) is a type of charge levied on the loans obtained
by Turkish companies and real persons. The rate and application of RUSF change
dependent on the maturity, type and currency of the loan.
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Pursuant to the provisions set forth in RUSF Communiqué numbered 6, RUSF withholding is
not applicable on foreign currency loans derived from foreign countries by legal and real
persons resident in Turkey with a maturity of one year or longer. Accordingly, RUSF
withholding shall not be applied on loans in foreign currency derived by company from a
corporation resident abroad if the average maturity is one year or longer. (Please note that,
if the foreign corporation is a financial institution or not does not have any importance in
RUSF issue.)

However, please note that, foreign currency loans with an average maturity of less than one
year are subjected to RUSF at a rate of 3 % over the principal amount.

Outgoing Capital

Residents of Turkey are free to export foreign currency capital through banks and financial
institutions for the investment purposes outside of Turkey. The amounts to be transferred are
capital in-kind, the transfer is made in conformity with customs regulations. There has been
an amendment in the foreign Exchange regulation dated 28.02.2008 enabling the Turkish
resident companies to provide loans in foreign or Turkish currencies to their related parties
abroad. The related parties can be their participations, their parent company and their group
companies abroad.

Collection of Export Receivables

There has been an amendment in the foreign Exchange regulation dated 28.02.2008. With
this amendment, it was promulgated that it is no longer required for the exporters to bring the
export proceeds into Turkey and convert them into TL within 180 days as of the date of
exportation. The period can be extended in case of force major.

As per each customs declaration or transit trade form, the export and transit trade accounts
which have shortages (including those emerging from insurance charges) amounting USD
100.000 or of equivalent value are written off directly by banks without regarding the
presence of force majeure and the method of payment.
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Payment of Import Debts:

Payments for imports are transferred in Turkish currency or foreign exchange from the
resources of the banks and private finance institutions negotiating the transaction, as well as

from the foreign exchange account of importers.

Such payments must be made in accordance with established banking customs and

practices along with the agreements between buyers and sellers.
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CHAPTER 8

FOREIGN TRADE

Overview

Turkey’s concrete steps for liberalizing its economy in both monetary and non-monetary
respect, thus sustaining economic growth, maintaining competitive market economy and
giving focus on the development of export-oriented corporate structure is from a perspective
a history of past 26 years. As for the results of the foreign trade figures reached today are
widely believed not to reflect the real potential of the Turkish economy, still the figures are
read as an indication of strong commitment and execution in the belief of the favors of a well

operating market economy.
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Table — 8 Foreign Trade (in million USD)

Exports Imports Foreign Trade Balance Foreign Trade Ratio
Volume (Exp/Imp)
Year Amount Change (%) Amount | Change Amount Change | Amount | Change (%)
(%) (%) (%)

1981 4.703 61.6 8.933 13.0 -4.230 -15.4 13.636 26.0 52.6
1982 5.746 22.2 8.843 -1.0 -3.097 -26.8 14.589 7.0 65.0
1983 5.728 -0.3 9.235 4.4 -3.507 13.3 14.963 2.6 62.0
1984 7.134 24.5 10.757 16.5 -3.623 3.3 17.891 19.6 66.3
1985 7.958 11.6 11.343 5.5 -3.385 -6.6 19.301 7.9 70.2
1986 7.457 -6.3 11.105 -2.1 -3.648 7.8 18.561 -3.8 67.1
1987 10.190 36.7 14.158 27.5 -3.968 8.8 24.348 31.2 72.0
1988 11.662 14.4 14.335 1.3 -2.673 -32.6 25.997 6.8 81.4
1989 11.625 -0.3 15.792 10.2 -4.167 55.9 27.417 5.5 73.6
1990 12.959 11.5 22.302 41.2 -9.343 124.2 35.261 28.6 58.1
1991 13.593 4.9 21.047 -5.6 -7.454 -20.2 34.640 -1.8 64.6
1992 14.715 8.2 22.871 8.7 -8.156 9.4 37.586 8.5 64.3
1993 15.345 4.3 29.428 28.7 -14.083 72.7 44.773 19.1 52.1
1994 18.106 18.0 23.270 -20.9 -5.164 -63.3 41.376 -7.6 77.8
1995 21.637 19.5 35.709 53.5 -14.072 172.5 57.346 38.6 60.6
1996 23.224 7.3 43.627 22.2 -20.402 45.0 66.851 16.6 53.2
1997 26.261 13.1 48.559 11.3 -22.298 9.3 74.820 11.9 541
1998 26.974 2.7 45.921 -5.4 -18.947 -15.0 72.895 -2.6 58.7
1999 26.587 -1.4 40.671 -11.4 -14.084 -25.7 67.258 7.7 65.4
2000 27.775 4.5 54.503 34.0 -26.728 89.8 82.278 22.3 51.0
2001 31.334 12.8 41.399 -24.0 -10.065 -62.3 72.733 -11.6 75.7
2002 36.059 15.1 51.554 24.5 -15.495 56.5 87.613 18.1 69.0
2003 47.253 31.0 69.340 34.5 -22.087 43.0 116.593 33.0 68,1
2004 63.167 33.7 97.540 40.7 -34.372 56.0 160.706 38.0 64,8
2005 73.476 16.3 116.774 19.7 -43.297 26.0 190.250 18.4 62.9
2006 85.534 16.4 139.576 19.5 -54.041 24.8 225.110 18.3 61.3
2007 107.215 25.3 170.057 21,8 -62.842 16.3 277.272 23.2 63.0

In the past 26 years, exports rose from USD 4.7 billion in 1981 to USD 107.2 billion in 2007.
According to the figures of the State Statistics Institute, the export figure is expected to reach

USD 125 billion in 2008.

Table 8 shows the annual figures and thus overall growth in Turkey’s foreign trade volume.

Of total Turkish exports in 2007, 94.2 % were manufactured goods, whereas agricultural and
forestry products constituting only 3.4 % of the total exports. Above statistics show that

Turkish manufacturing industry has become the locomotive in the growth of Turkish exports.
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As can be noted from Table 9, presenting the composition of Turkish exports for years 2006

and 2007, Turkey’s export products are widely diversified. Today, Turkey is among large

agricultural producers of Europe and accordingly the major exporter of agricultural and

processed food such as tomato paste, olive oil and tobacco.

TABLE 9
EXPORT OF SELECTED GOODS

Million Dollars Annual Percentage Change

2006 2007 2006 2007
AGRICULTURE 9.765 11.357 58 16,3
Cereals, Pulsses, Oil Seeds and Products 2.584 2.806 18,6 8,6
Fresh Fruits and Vegetables 1.157 1.479 18,8 27,8
Fruit-Vegetable Products 815 1.000 48 22,8
Dried Fruits and Products 731 905 15,6 23,8
Nut and Products 1.468 1.520 23,7 36
Olive and Olive Oil 270 247 31,9 8,6
Tobacco 683 642 21,2 -6,0
Cut Flowers 41 47 16,1 14,4
Live Animals and Sea Products 463 592 11,6 27,8
Tree and Forest Products 1.553 2.118 16,7 36,3
INDUSTRY 73.895 91.852 17,9 24,3
Textile and Row Materials 5.576 6.551 14,7 17,5
Leather and Products 1.141 1.239 9,6 8,6
Carpet 745 1.004 11,2 34,7
Chemical Products 8.783 10.462 29,2 19,1
Wearing Apparel 13.986 16.049 2,1 14,8
Transport Vehicles and Componenrt 15.499 21256 230 371
Industry
Electricity-Electronic 8.062 9.092 18,6 12,8
Machinary 4.110 5.552 21,3 35,1
Iron and Other Metals 12.739 16.578 31,3 30,1
Cement and Land Products 2.046 2.533 09 23,8
Other Industrial Products 36 57 30,3 55,7
Precious Jewelry 1.172 1.479 8,7 26,1
MINING 2.081 2.715 36,4 30,5
Mining Products 2.081 2715 36,4 30,5
TOTAL 85.741 105.924 16,7 23,5

The stimulating industry for increase in Turkish exports has long been textiles and ready-to-

wear garments. Turkey is the 6" biggest producer of ready-to-wear garments.

Turkey has also emerged in the recent past as major exporter of iron, steel, cement,

pharmaceuticals and chemical products. Turkey is the 15" biggest producer of steel in the

world and the largest cement manufacturer in Europe.
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Turkish manufactured household appliances account for 14% of all household appliances
sold in UK, 7% of those sold in France and 5% of those sold in Germany.

Exports of furniture, ceramics, glassware has nearly tripled in the past 10 years.

Another success story behind the reasons of rising exports is the automotive industry. Turkey
has become an attraction for automobile production in the past 20 years. Country’s annual
production capacity has increased from 20,000 to 545.000 cars/year through the committed
investments of Renault, Tofas, Toyota, Honda, Hyundai and Ford in Turkey. It is no further
surprise to see that among these carmakers, some of them produce a number of their major
brands only in Turkey.

Automotive parts and components manufacturing has shown a similar successful trend along
with automotive industry. Among 1000 firms who are active in the sector, nearly 350 of these
companies export considerable volume of their production abroad. Of the USD 4.4 billion of
automotive parts and components export volume in year 2006, 70 % of total exports were
shipped to EU countries. It is of no surprise to see the sector presents high-quality products
to the market, as 30% of those companies operating in the sector have internationally
accepted quality certifications. The foreign-capital is widely seen in the sector, where 185
foreign- capital companies are adding immensely both technologically and intellectually to
the future of the sector.

On the other hand, imports in the same term, rose from its level of USD 8.9 billion in 1981 to
of USD 137.5 billion in 2006, and according to the preliminary figures, for the year 2007, the
amount in the economic program of the state for the import is USD 149.7 billion. In 2006,
investment goods and raw materials accounted for 87.9 % of total imports, whereas the
consumer goods accounted for only 11.7 % of total import.

Top categories in terms of imports are listed in the Table 10.
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TABLE V.2.8. IMPORTS BY CHAPTERS (ISIC Rev. 3 Classification)

2006 2007, 2006 2007,
Agriculture and Forestry 2.902 4.641 3,6 59,9
Fishing 33 31 34,6 5,2
Mining and Quarrying 22.034 25314 35,0 14,9
Mining of Coal, Lignite and Peat 1978 2570 25,2 29,9
Crude Petroleum and Natural Gas 19.220  21.784 35,9 13,3
Metal Ores 599 683 54,6 14,0
Other Mining and Quarrying 237 278 10,5 17,2
Manufacturing 110.379 133.938 17,2 21,3
Food Products and Beverages 2453 2.661 16,0 8,5
[Tobacco Products 84 82 -10,0 24
Textiles 4227 5317 6.4 25,8
Wearing Apparel 962 1357 38,7 41,1
Luggage, Saddlery and Footwear 1.055 1.261 25,7 19.5
Products of Wood and Cork 681 874 16,0 28,3
Paper and Paper Products 2346 2.832 16,7 207
Printing and Publishing 376 597 7,2 59,0
Coke, Petroleum Products and Nuclear Fuel 7631 9.492 38,6 24,4
Chemicals and Chemical products 19.599  23.625 12,1 20,5
Rubber and Plastic products 2578  3.114 20,5 20,8
Other Non-Metallic Minerals 1.419 1.542 40,7 8.6
Manufacture of Basic Metals 17.083  23.087 24,9 35,1
Manufacture of Fabricated Metal prod. (exc. machinery) 2447 2.816 259 15,1
Manufacture of Machinery and Equipment 14315 17.095 17,2 19,4
Office, Accounting and Computing Machinery 2813 2.937 14,1 4.4
Electrical Machinery and Apparatus 4984 6325 18,5 26,9
Communication and Apparatus 4899  5.849 6.4 194
Medical,Precision and Optical Instruments, Watches 2.882  3.369 10,2 16,9
Motor Vehicles and Trailers 13.294  15.096 7.8 13,6
Other Transport 2415 2231 25,3 1,6
Furniture 1.836 2378 33,8 29,5
Total 139.576  170.063| 19,5 21,8
Kaynak: TUIK
Source: TURKSTAT
TABLE 10. IMPORT OF SELECTED GOODS
2006 2007 2006 2007
Agriculture and Forestry 2.902 4.641 3,6 59,9
Fishing 33 31 34,6 5.2
Mining and Quarrying 22.034 25.314 35,0 14,9
Mining of Coal, Lignite and Peat 1.978 2570 25,2 29,9
Crude Petroleum and Natural Gas 19.220 21.784 35,9 13,3
Metal Ores 599 683 54,6 14,0
Other Mining and Quarrying 237 278 10,5 17,2
Manufacturing 110.379 133.938 17,2 21,3
Food Products and Beverages 2453 2.661 16,0 8,5
Tobacco Products 84 82 -10,0 24
Textiles 4227 5317 6.4 25,8
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Wearing Apparel 962 1357 38,7 41,1
Luggage, Saddlery and Footwear 1.055 1.261 25,7 19,5
Products of Wood and Cork 681 874 16,0 28,3
Paper and Paper Products 2.346 2.832 16,7 20,7
Printing and Publishing 376 597 12 59,0
Coke, Petroleum Products and Nuclear Fuel 7.631 9.492 38,6 244
Chemicals and Chemical products 19.599 23.625 12,1 20,5
Rubber and Plastic products 2.578 3.114 20,5 20,8
Other Non-Metallic Minerals 1.419 1.542 40,7 8,6
Manufacture of Basic Metals 17.083 23.087 24,9 35,1
Manufacture of Fabricated Metal prod. (exc. machinery) 2.447 2.816 25,9 15,1
Manufacture of Machinery and Equipment 14315 17.095 17,2 19,4
Office, Accounting and Computing Machinery 2.813 2.937 14,1 44
Electrical Machinery and Apparatus 4.984 6.325 18,5 26,9
Communication and Apparatus 4.899 5.849 6,4 194
Medical,Precision and Optical Instruments, Watches 2.882 3.369 10,2 16,9
Motor Vehicles and Trailers 13.294 15.096 7.8 13,6
Other Transport 2415 2.231 253 7,6
Furniture 1.836 2378 338 29,5
Total 139.576 170.063 19,5 21,8

Kaynak: TUIK
Source: TURKSTAT

The composition of imports, constituting mainly of capital goods and raw materials also
indicate that gradual growth of the Turkish exports rely heavily on imports.

Turkey’s largest trade partner is EU. In year 2006, 56.1 % of total exports were made to EU
countries, whereas at the same year, 42.4 % of Turkey’s total imports came from EU
countries. With consideration of the European countries that are not members of EU,
Turkey’s total exports to continental Europe reaches over 65%.

Turkey’s main trading partners in terms of exports by country are Germany, United Kingdom,
United States and ltaly.

Turkey has shown such a progress under high inflationary environment, budget deficits
putting pressure over interest rates, and current account deficit resulting in major setbacks

over financial sector.

Consequently, the margin between export and import figures was widely spread, the

export/import meeting rate dropped to 51%, lowest of last 20 years in the year 2000. The

pressure arising from foreign trade deficit at one hand and the current account deficit at the

other, Turkey’s economy became fragile against even minor economic effects. Under these

economic and psychological conditions, Turkey faced a series of financial crisis in year 2001,
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resulting 130% devaluation of TL in the first nine months of 2001. On the other hand, after
the year 2000, Turkey’s exports growth rate is accelerating at an important pace. Turkey
showed a great performance in exports in 2001, 2002, 2003, 2004, 2005 and 2006 Turkey’s
exports grew by 12.8, 15.1, 31, 33.7, 16.3, 16.1 percent respectively in these six years.

In 2000, a 6.3 percent GNP growth, a sharp fall in interest rates, appreciation of TL in real
terms, depreciation of EURO against US Dollar, and a sharp increase in crude oil prices
brought about a 34 percent rise in imports. After such a steep increase, imports decreased
by 24 percent in the following year when economy shrank, too. 2002 and 2003 was the years
of recovery after the crises in 2001, when imports and economy grew together. The increase
in imports was 24.5 percent in 2002 and 34.5 percent in 2003. This, together with high rate
of increase in private investment, refreshed private consumption, revaluation of TL, have
caused imports of Turkey to rise in the year 2004, 2005 by 40.4%, 19.7% with reaching
billion USD 97, 116 respectively. The trend continued through the last year 2006 and imports
of Turkey rise to USD 137.5 billion with the change of 17.7 %.

Customs Union

The customs union between Turkey and the European Union has been in effect since the
beginning of 1996. Customs union is of great importance to Turkey, since EU is the most
important trading partner of Turkey.

In accordance with the framework of the customs union, Turkey has eliminated import and
export custom duties and charges on EU goods. Today, with the exception of agriculture,
customs and duties charges along with any sort of quantitative restrictions over EU goods
does not prevail. Agriculture, being treated under a different category for current
circumstances, is of much difference in terms of pricing and subsidy structure as practiced in
Turkey and EU today.

Turkey has harmonized its trade policies and legislation and adopted the EU’s Common
External Tariff and accessory regulations in its foreign trade.
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Import Regulations

There are no import restrictions over goods imported to Turkey, with the exception of some
restrictions of very minor character. There are certain goods for which permission from
relevant ministries shall be required, such as films, videos. Similarly, Undersecratariat of
Foreign Trade lists goods that require exclusive permission.

For goods that are imported to Turkey from countries other than European Union, customs
duties and charges are applicable in conformity with the provisions of customs union.
Regardless of origin of goods, whether from EU or non-EU country, value added tax at a rate
18% (1% or 8% for certain basic goods) over CIF value, including other duties and funds, is
collected. Investments goods —only the machinery and equipment- are exempt from VAT and
customs duties, provided that an investment certificate is obtained from the Undersecretariat
of Treasury (see.)

Export Regulations

There are no restrictions over the exports of goods, except for the ones that arise mainly
from the quota restrictions applied against Turkey by the country for which the goods are
intended for shipment.

Exports are exempt from VAT, duties and transaction taxes. The exception to this general
rule is the payment of Support and Price-Stabilization Fund mainly over some agricultural

goods (hazelnuts, grape, apricot, fig).

Goods manufactured in Turkey have a duty-free access to the EU.
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CHAPTER 9

ECONOMIC CLIMATE

GNP

Turkey’s economic performance of last 20 years, relying heavily on export oriented growth
strategy, have resulted in a massive economic transformation from closed economy, to a

competitive, market-oriented economy regulated through a liberal legal framework.

With its population exceeding 70 million people, Turkey is a big market. The liberal regime
along with the considerable increase in government spending for establishing an advanced
infrastructure, has been the main stimulus behind the increase in investment both for exports
and big domestic market.

Having faced economic problems of rather expected for such a fast-growing economy, as
can be seen from the table presented below, Turkey’s growth trend has not changed from its
upward direction. The economy has rebounded from this crisis back in the year 2001 and
GNP growth has been strong since 2001. The impressive macroeconomic performances has
been due to the combinations of several factors including stabilization measures, an ongoing
structural reform agenda , political stability since November 2002 elections.

Turkey is expected to achieve an annual growth rate of 5,6% between the years 2008-2010.
The figures stated for 2008 is estimated. (Table 11)

Table 11- GDP and % of Real Change in GDP
Year GDP % Real GDP
(in billion USD) Growth
2002 182.5 8.1%
2003 241.3 5.7 %
2004 300.5 9.1 %
2005 361.4 7.4 %
2006 400.0 6.1 %
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2007 489.4 4.6 %
2008 520.7 5.5%

In the areas of macroeconomic management and improvement in the business climate,
Turkey has over performed the expected outcomes. Economic growth has been strong and
steadier, the reduction on the inflation has been faster and the indicators related to the public
creditworthiness have been pronounced than originally expected. Furthermore export growth
has been fast and the stability of the financial sector has improved.

Currency

Turkey has a liberal exchange rate regime in which New Turkish Lira is convertible against
other currencies. Actors of the free market mainly determine the value of New Turkish Lira.
Money markets, which have reached considerable volume supported by well-performing
technological infrastructure, forms a solid ground for efficient flexible foreign exchange

regime.

The Central Bank of Turkey declares its quotations on daily basis as official rates of foreign
currency. Widely determined by the factors in the free market, Turkish Central Bank’s

intervention to money markets is a rare occasion under current circumstances.

Since November 1995, the Central Bank of Turkey had been following an exchange rate
policy of devaluing the Turkish Lira in line with the Wholesale Price Index (WPI) against a
currency basket consisting of USD 1.00 and DM 1.50. In line with the launch of the Euro, the
Central Bank had replaced the DM with Euro, then with a new basket of USD 1.00 and Euro
0.77.

In year 2000, in conformity with the economic program carried with IMF, foreign exchange
rate system was changed to crawling peg system. By another definition, the devaluation of
the TL was realized over predetermined rates in a given period.

However, financial and macroeconomic developments led the exchange rate system to be
based on floating exchange rate system, as the result of the financial crisis faced in year
2001 mainly resulting from the current account deficit.

In the beginning of the year 2005, six zeroes were deleted from the Turkish currency -TL and
Yeni Turk Liras! (YTL-New Turkish Lira) became the new currency unit of Turkey.
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With the transition to YTL at the beginning of the year, both TL and YTL were in circulation
for 2005. Turkish Lira banknotes and coins were withdrawn from circulation as of January
1,2006.

Removing six zeros from the currency coupled with the success of driving inflation down to
single digit numbers is a very important step from the point of its effects on the reputation of
the Turkish currency.

The changeover to the New Turkish Lira is clear evidence that the vicious cycle that is
believed to have trapped the Turkish economy has been broken at last. The New Turkish
Lira is also a symbol of attaining a lasting economic stability, towards which great efforts
have been made.

Table 12 provides the year-end buying quotations of the Central Bank for major currencies in
the last five years.

Table 12- EXCHANGE RATES FOR MAJOR CURRENCIES
usD EURO GBP JYEN DEM
31.12.2001 1,4466 1,2813 2.1000 | 0,0110 | 0,6551
31.12.2002 1,6397 1,7189 2,6402 | 0,0138 | 0,8789 (%)
31.12.2003 1,3958 1,7451 2,4766 | 0,0130 | 0,8923 (*)
31.12.2004 1,3421 1,8268 2,5765 | 0,0130 | 0,9340 (%)
31.12.2005 1,3418 1,5875 2,3121 | 0,0114 | 0,8117 (%)
31.12.2006 1,4056 1,8515 2,7569 | 0,0118 | 0,9467 (%)
31.12.2007 1,1647 1,7102 2,3259 | 0,0102 -

(*) 1 EURO/DM = 1.95583
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Inflation

Inflation has been Turkey’s most important economic problem, with increases in both retail
and wholesale prices.

The most recent programs that have been carried with IMF mainly focused on fighting
inflation, reducing government debt financing need, while sustaining continuous economic

growth.
The inflation rates for years 2001 and 2007 have been presented in the Table 13.
With the committed measures taken by the former and current governments, inflation has

entered into a decreasing trend. As could be noted from Table 13, wholesale and retail prices
have respectively dropped to 30.8% and 29.7% in 2002 and to 8,71 and 10,97 % in 2007.

Table 13- INFLATION RATES (%)
Wholesale Retail Price

Year Price Increase Increase
2001 88.6 68.5
2002 30.8 29.7
2003 13,9 18,4
2004 13,8 9,3
2005 2,66 7,7
2006 11,58 9,6
2007 8,71 10,97

Turkey’s Integration with European Union

Turkey is an official candidate for accession to European Union. Turkey’s Accession
Partnership Document has been announced by EU, which outlines the reforms that are
required to be met by Turkey for its accession as full member.

Turkey’s performance in fulfilling and executing the reforms, which are implemented under a

National Program, is very promising to meet the political, economic and social criterions.

Implementation of important political reforms to meet the Copenhagen criteria allowed the
EU’s historic decision in December 2004 to open accession negotiations with Turkey in
October 2005. Turkey’s development agenda, which is driven by the country’s EU accession

objective, is centered around four major themes:

(a) Sound macroeconomics and governance
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(b) Equitable human and social development
(c) Attractive business climate and knowledge

(d) Strong environmental management and disaster mitigation.

The process of accession is expected to provide a strong incentive to continue with political,

macroeconomic and structural reforms.

In June 2005 the European Commission presented a draft framework for accession
negotiations, setting out the method and the guiding principles of the negotiations, in line with
the December 2004 European Council conclusions.

This process allows Turkey to familiarize itself with the acquit and allows the Commission
and Turkey to evaluate the degree of preparedness of the country before deciding whether a
chapter can be opened for negotiations. The Council adopted in December 2005 the revised
Accession Partnership for Turkey.

Turkey’s performance and committed approach are interpreted as very encouraging by the
Member States.

The expectancy of starting the negotiations for full membership, as perceived for a strong
indication of the ultimate phase of accession of Turkey with the EU, will certainly be the
trigger for the investors seeking opportunities to take share from the growing Turkish

economy.
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CHAPTER 10

ESTABLISHING A COMPANY WITH FOREIGN
CAPITAL

Turkey is proud of its principle of non-discrimination and equal treatment. Foreign investors

enjoy the same status with local companies. There are no rules requiring a Turkish
participation in the capital or management of a company with foreign capital; a company may
be established with 100% foreign capital. Almost all sectors are open to foreign capital.
However, there exist cetrtain restrictions for foreign investors when they acquire immovable
properties or limited rights in rem through a legal entity. According to recent amendments,
companies with foreign may acquire immovable rights or limited rights in rem, only within the
context of their objective as indicated in their articles of association.

The company establishment procedures have been simplified to a great extent through
shifting from screening system to monitoring system for foreign investments and through
eliminating the unnecessary procedures to set up a business for both the local and foreign

investors.

The Principal Forms of Business Units in Turkey

Below are the main features of main forms of business units in Turkey.

Joint Stock Companies

A joint stock company is established with the participation of a minimum of 5 real or legal
persons as shareholders. The minimum capital requirement for the establishment of a joint
stock company is TRY 50.000 (42.017-USD ). The nominal value of each share shall not be
below 0.01 YTL.

A joint stock company may be defined as a type of company having a specific business title
and a capital, which covers an amount that has been determined before, and which has been
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divided into shares. The structuring and organization of joint stock companies are subject to
the regulations set forth in the Turkish Commercial Code. Joint stock companies having
more than 250 shareholders, or who issue stocks and bonds that are quoted in the stock
exchange, are subject to the provisions of the Capital Market Board.

The capital of joint stock companies is divided into shares each having equal value. Share
certificates having the nature of negotiable instruments can be issued for representing the
capital of a joint stock company. Such share certificates may be bearer certificates or
registered certificates. Unless a specific provision is incorporated in the articles of
association prohibiting transfer of registered share certificates, such certificates are
transferable upon the approval of the board of directors. Meanwhile, bearer share certificates
may be transferred without any restrictions, subject to the provisions of the Turkish
Commercial Code.

In joint stock companies, resolutions are passed with a majority affirmative vote. However,
the Turkish Commercial Code contains certain provisions, which protect the rights of minority
shareholders.

In joint stock companies, the Board of Directors has been granted the authority to represent
and bind the company. The Board of Directors consists of at least three members However,
dividend distribution, appointment of board of directors and auditors, amendment of articles
of association, capital increases, and other important issues to be determined by the articles
of association are subject to the approval of the General Assembly of Shareholders’

resolution.

Joint stock companies should appoint a statutory auditor. However, there are no specific
functions of the auditor other than submitting some reports to the shareholders of the

company in annual general meetings.

There are two types of legal reserves. The first legal reserve is 5% of the after tax profits.
The first legal reserve is set-aside until the accumulated first legal reserve reaches 20% of
the company’s paid-up capital. The second type of legal reserve is calculated only in case of
dividend distribution. 10% of the amount distributed to shareholders is allocated to a second
legal reserve. There is no maximum limit for this type of legal reserve.
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Limited Companies

Limited liability companies may be formed by real persons or legal entities and consist of
minimum of two and maximum of 50 partners. The minimum capital must be TRY 5.000 (
4.202-USD ). Each partner shall subscribe at least 25 YTL or its multiples as a capital.

Limited companies can not be active in the banking and insurance sectors.

Corporate organs of limited companies consist of the meeting of partners and manager(s) .
It is possible to delegate the responsibility of management and representation of the
company to manager(s)

Auditor(s) are appointed in limited companies provided that the company has more than 20
partners.

The appointed manager has the authority to manage the company. The managers occupy a
similar position like the members of the board of directors in joint stock companies
Amendment of the articles of association, appointment and dismissal of managers and
auditors, and profit distribution requires a decision of the meeting of partners.

No share certificates are issued in a limited liability company. Transfer of share interests
requires the approval of at least 75% of partners, representing at least 75% of the company’s

capital.

Branch office

A branch office of a foreign entity does not constitute a separate legal entity. The name of
the branch office must include the term “branch office”. Special rules apply to branches of

foreign banks and insurance companies.

No minimum capital requirements apply, however the head office shall allocate certain funds
as necessary for the operation of the branch office. The liability of the branch office extends
to cover the assets of the head office.

A branch office may only operate in the areas of activities of the head office. It has no
corporate organs but is managed by a representative residing in Turkey who is appointed to
this effect by a power of attorney issued by the head office which defines the representative’s

powers and authorizations.
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Liaison Offices

Liaison offices have a special status in Turkey. They are not allowed to carry on any
commercial activities. Their activities in Turkey are limited mainly to accumulate information
about investment opportunities in Turkey, and to conduct market research and feasibility
studies. (See Chapter 2, page 3 for further information).

Unlimited liability Companies (Partnerships)

There are ordinary partnerships (consortiums) and commercial partnerships (Komandit Sirket
and Kollektif Sirket).

An ordinary partnership is not a legal entity, but a group of entrepreneurs like a consortium.
Two or more individuals may form an ordinary partnership by entering into an agreement.
Ordinary partnerships may not have their own trade name, nor may they appear in the
Register of Commerce or the Register of Title Deeds. All partners have equal rights and they
are jointly and severally liable for all the debts and obligations. No statutory rules provide a
detailed legal framework for the management or operation of ordinary partnerships.

A commercial partnership is a legal entity with a legal personality independent from its
partners, and may be either a limited or general partnership. In a limited partnership
(Komandit Sirket), the general partners are fully liable for the debts of partnership, but there
are also one or more limited partners liable for the debts only up to the amount of the capital
contributions they have made to the partnership. This type of business organization is rarely
used.
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Registration Procedures

The registration and establishment procedures have been simplified to a very great extent,
after the enactment of Foreign Direct Investment Law and revisions made in the Commercial
Code and various other Laws. The complex and time consuming procedures have been
eliminated for both local and foreign investors and the number of transactions have been
minimized to the following steps.

Registration of a Company

Registration to the Trade Registry

Following documents are required to be submitted to the Trade Registry Office. '

e Articles of Association certified by a Public Notary

e Areceipt issued by the bank verifying the payment of capital contribution if
the capital is contributed by the shareholders at establishment

e A bank receipt verifying the payment of Fund for Protection of Competition
4% in the 10.000 of the capital commitment

e Signature declarations and passport copies of the persons authorized to
represent and bind the company (copies of the identity and residence
certificates for Turkish citizens)

e Photos and passport copies of the real person shareholders
Registration to Tax Office

An application to the tax office is required wherein the company headquarters is located, on
the same day or the day before the registration date. A tax registration number is received
and legal books are certified by a Public Notary.

The rent contract certified by the Notary Public as well as the notarized Circular of Signatory
should be submitted to the related Tax Office.

Following these registrations, the establishment procedures are completed and the company
may start to operate. Expected period for finalizing the above registrations is 2-3 days.

" The documents required may vary depending on if the shareholders are legal entities or if they are real persons.
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Application to the General Directorate of Foreign Investment
After the completion of the establishment, an application shall be filed to the General

Directorate of Foreign Investment for information purposes.

Registration of a Branch Office

Application to the Ministry of Industry and Commerce

A Resolution of the board of directors or the authorized organ of the head office concerning
the establishment of a branch office shall be submitted to the Ministry of Industry and

Commerce.
Registration to the Trade Registry and Announcement

The following documents are required to be submitted to the Trade Registry Office.?

« Board Of Director’s or the authorized organ’s resolution concerning the
establishment of a branch office in Turkey

e Signature declaration and passport copy of the person authorized to
represent and bind the branch (copy of the identity and residence
certificate for Turkish citizens)

e Proxy that will function as a signature circular granted to the authorized
representative in Turkey.

e Document from the Chamber of Commerce of the Parent Company

Registration to Tax Office

Registration procedure for a branch is the same as for the companies.

Application to the General Directorate of Foreign Investment
After the completion of the establishment, an application shall be filed to the General

Directorate of Foreign Investment for information purposes.

Registration of a Liaison Office

Establishment procedure of a liaison office is briefly as follows:

e Application to the General Directorate of Foreign Investment of the
Undersecretariat of Treasury for the issue of a permission

? . Depending on the structure and the country at which the mother company is resident the documents required
may vary considerably.
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e Application to the Tax Office

Within one month after obtaining the permission from the General Directorate of Foreign
Investment an application must be made to the tax office. Although the liaison office itself is
not subject to taxes and the employees are exempt from income tax, tax office registration is
required for the withholding tax liabilities over the rental payments to be extended to real
persons and for the stamp tax liabilities over the salary payments.
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Acquisition of an Existing Firm

A foreign investor may also buy the shares of an existing company wholly or partially, without
a need for a prior permission or approval. There are no special arrangements or restrictions
imposed on foreigners for the acquisition of an existing firm.

Foreigners may freely purchase shares on the Istanbul Stock Exchange as well.

The following are the general conditions for purchasing shares in a joint stock company:

e Endorsement and delivery of the share certificates to the buyer by the
seller in case share certificates are printed

e Written agreement for transfer of shares in case share certificates are not
printed

e Board of Directors resolution regarding registration of the shares in to the
share ledger of the company

e Registration of the shares into the share ledger under the name of the new

owner

Notification to the General Directorate of Foreign Investment

The following are the general conditions for purchasing shares in a limited liability company:

e A written, notarized agreement between the seller and the buyer

e A written notification about the share transfer to the legal personality of the
company

e The consent of at least 75% of the shareholders, representing at least
75% of the capital

e Announcement and Registration of the transfer at the Trade Registry.

e Registration in the share ledger book of the company

¢ Notification to the General Directorate of Foreign Investment
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CHAPTER 11

LABOUR LAW,
SOCIAL SECURITY LEGISLATION,
EMPLOYMENT OF FOREIGNERS

LABOUR LAW

The Labour Law that entered into force in June 2003, governs the relations between
employers and employees. The Law contains several provisions in conformity with the
international and supranational regulations of the International Labour Organization and the

European Union. The major items of the Law are summarized as follows:
Employment Contracts

An employment contract may be concluded for a definite period of time or for an indefinite
period. An employment contract that covers a definite period exceeding one-year, as well as
the contracts for temporary work and on-call work must be in writing. The law does not
require a special form for the employment contracts. . Employment contracts are exempted
from duties, levies and stamp tax. The Law stipulates a trial period of maximum 2 months,
which can be extended up to 4 months under the provisions of a collective labor agreement.
The contract can be terminated within the trial period, without providing any notice or
indemnity. The rights of the employee related to the wages and other benefits for the days

worked thereby shall be reserved.
Principal Employer - Sub-Employer (Sub-Contractor) Relation

Hiring a sub-contractor is subject to certain conditions pursuant to the new Labour Law. In
accordance with the new rules, only the works that are of secondary nature comparing to the
main subject of the principal employer, like an auxiliary work or a part of the main work can
be sub-contracted, like cleaning, loading, unloading and construction works.
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In such a relation, the principal employer is jointly responsible against the employees of the
sub-contractor with respect to the liabilities arising from the Labour Law, the employment
contract and the collective agreements, to which the sub-contractor is a party. Sub-
contractors are obliged to notify hires made by them on behalf of the principal employer with
the competent Labour Regional Directorate within a period of one month. According to
recent amendments, in the event of any fictitious transactions, the employees of the sub-
contractor are deemed to be the employees of the principal employer..

Notification Period

If a party-either employer or the employee- wishes to terminate an indefinite period
employment contract, the terminating party is required to give an advance notice to the other
party, before actually terminating the contract. The notice periods are proportional to the
length of the employment and range between 2 to 8 weeks. In case of failure to comply, the
party in default shall be obliged to pay as compensation an amount equal to the allowances
corresponding to the above notice periods.

Dismissal of the Employees

In case of termination of an employment agreement with indefinite term, employers must
comply with the procedure stipulated under the Labour Law. Employers, who terminate an
employment agreement with an indefinite term where the employee has been in employment
for at least six months at a workplace with thirty or more employees, shall be obliged to
justify the termination with a due cause based on the qualifications or behaviours of the
employee or the requirements of the enterprise, workplace or business. Furthermore,
employment agreements with an indefinite term shall not be terminated due to any reason
regarding the behaviour or productivity of the employee unless the said employee has been
provided with an opportunity to defend him/herself.

Collective Dismissal of Employees

Collective dismissal shall mean the dismissal of at least (i) ten employees at working places
where there are 20 to 100 employees, (ii) at least ten percent of the employees at working
places where there are 101-300 employees, or (iii) at least thirty employees at working
places where there are 301 or more employees, in the same month. Employer who intends
the collective dismissal of employees shall terminate the employment contract due to
economic, technological or structural reasons or due to similar causes related to the
enterprise, working place or business. The employer shall give notice to the representatives
of the trade union at the workplace, to the related regional directorate and to the Directorate
of the Turkish Employment Authority, in writing, at least thirty days in advance. Termination
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notices are effective within 30 days following submission of a notification to the competent
Regional Directorate.

Consequences of Termination with Invalid Reason

In cases when it is determined by the court that the termination is invalid as being unjustified,
employers are obliged to re-instate the employee within a period of one month as from the
relevant demand of employee. Failure to do so, results in the employer being obligated to
pay to the employee compensation ranging between four and eight monthly allowances,
upon the discretion of the court.

Furthermore, wage and other benefits up to 4 months should be also paid to the employee
for the period during which the employee did not work.

The employee is obliged to make an application to the employer in order to start working,
within ten workdays following the notification of the court. Otherwise, the termination made
by the employer shall be deemed valid.

Severance Indemnity

Employers who terminate an employment agreement of an employee — with the exception for
termination due to justifiable reasons— must pay to the employee severance indemnity,
provided that the employee has completed one year service, starting from the actual date of

commencement of employment.

However, if the employee terminates the employment agreement, he/she shall not be entitled
to receive a severance payment, unless said resignation is due to military service,
retirement, involuntary employment  under conditions detrimental to health or safety or
unethical behavior of the employer. In addition, women who resign within one year from the
date of marriage are also entitled to receive severance payment.

Severance pay corresponds to one-month salary for each full year of service starting from
the date of commencement of employment. The most recent gross monthly remuneration of
the employee prior to the date termination shall serve as a basis for the calculation of
severance indemnity. However, in case the allowance is not constant due to the nature of the
work, then the average amount will be found by dividing the total amount earned during the
last year by the total number of working days. There is a ceiling to be paid as severance
indemnity for each year of service. Should the salary exceed the ceiling, the ceiling is taken
as the basis for the severance pay calculation. The ceiling for the first semester of year 2008
is TRY 2.087,92 (1.755 USD ).
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Annual Paid Leave

An employee is entitled to annual paid leave after completing one year of service at the
workplace from the employment date thereof including the trial period. The minimum length
of the annual paid leave is proportional to the seniority of the employee in the workplace
and ranges between 14 to 26 days. . For the employees under the age of 18 and above the
age of 50, annual paid leaves shall not be less than 20 days, irrespective of the length of
employment. If an employment contract is terminated, the employee is paid the amount of
salary corresponding to the number of such non-utilised leave days

Working Hours

In general, the working hours shall not exceed forty-five hours in a week. Upon mutual
agreement between the parties, the standard hours of work in a week may be distributed
irregularly among the days of the week, provided that the total hours of work do not exceed
eleven hours in a day. An employer shall be entitled to make the compensation work to be

performed for hours not worked in a period of two months in certain cases.

Overtime Work and Works for Extra Hours

Overtime shall mean hours of work in excess of forty-five hours per week. In cases where an
employment contract stipulates that the total hours of work in a week is to be less than forty-
five hours, any work that exceeds the average weekly hours of work (up to forty-five hours),
shall be deemed as works for extra hours.

The employee who works overtime or extra hours shall, at his’/her own discretion, be entitled
to use one hour thirty minutes of free time for each hour of overtime, and one hour and
fifteen minutes of free time for each hour of extra work instead of receiving a salary payment

of with increased wages of 50% and 25% for overtime and extra work respectively.

Unions and Collective Employment Agreements

In Turkey, there is no obligation for a worker to be a member of any union, and there is no
obligation to make a collective employment agreement for any sector of business or for any
work place. Unions are established on an industry-wide basis. The formation of labour unions
for a specific work place or specific job shall be not allowed.
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In order to be covered by a collective employment agreement, a worker must be a member
of a union. There is no such requirement for the employer. In order to be a bargaining agent,
a union must have a membership of more than half of the workers employed in the work
place and must also include at least 10 percent of all the workers employed in the specific
sector.

The Law sets a series of steps to be followed by a union before starting a strike.

Social Security System

New Social Security Law was enacted on 16 May 2006 to be enforced on 01 June 2007 and
came with new appliances that constitute a reform in the field of social security system of
Turkey. According to the old regulations, Social Security system of Turkey is based upon
three institutions each regulated by its own law. These institutions are the Social Security
Institution, the Pension Fund and the Bag-Kur. Turkey introduced a comprehensive pension
reform and aimed at unify the old system and reduce the social security deficit. With the
establishment of a unified social security institution, Turkey would be able to achieve an
effective social assistance reform and universal health insurance standards. According to the
new law, the headquarter of Social Security Association and its province organizations
including their staff would be adapted to the provisions of Social Security Law by steps in
three years period at the latest.

Private sector employees are covered within the Social Security Law.

Both the employees and the employers contribute social security premiums. The contribution
rates for employee and employer are %15 and %21.5 respectively (contribution rates for

veterans are lower).

The premiums, calculated as a percentage of gross salary, are paid within an upper and
lower limit, which are 3,954.60- TRY and 608.40- TRY (approximately USD 3.323 and
511), respectively, to be applicable between 01.01.2008 and 30.06.2008 and for the second
period of the year 2008 (01.07.2008-31.12.2008), 4,151.70- TRY and 638.70- TRY
(approximately USD 3.489 and 536 ) are respectively applicable. Upper and lower limits for
social security premiums are updated periodically for inflation adjustment purposes.

The security covers occupational accidents and diseases, illness, maternity, disability, old
age, and death.
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Premium rates for each risk group are presented in the table below:

Employer’s Share (%) | Employee’s Share (%)
Occupational accidents and disease insurance 1.5-7 -
lliness insurance 6 5
Maternity insurance -
Disability, old age and death insurance 11 9
Unemployment insurance 1

State contributes unemployment insurance premium at a rate of %1
Age of Retirement

With the amendments introduced in 1999, the retirement age has been raised for both male
and female employees. The age of retirement has been determined as 60 for men and 58 for
women, respectively. Some lower ages are determined for those who are already within the
social security system to protect the vested rights.

Social Security for Foreigners

As a rule, foreigners working in Turkey are subject to Social Security Law at the same rates
with local employees.

However, those who are assigned by a foreign employer for a temporary period and paying
social security premium in the home country may be exempt from Turkish social security
premiums, provided that the proper documents from the competent authorities of the home
country are submitted to the Social Security Institute.

Turkey has bilateral social security agreements with various countries. Turkey is also a party
to the European Social Security Agreement. Most bilateral treaties and the European Social
Security Agreement provide an opportunity to the employees to stay within the scope of the
social security of their home country based on the length of the assignment in Turkey.

Countries that have signed social security agreements with Turkey are as follows:

Germany Austria France TRNC Macedonia

United Kingdom Belgium Netherlands Libya Romania
Switzerland Denmark Sweden Norway Bosnia Herzegovina
Luxembourg Albania Azerbaijan Canada Czech Republic
Georgia
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ltaly, Spain and Portugal are the countries for which the provisions of European Social
Security Agreement will prevail.

Countries that have agreements in progress with Turkey as follows:

Australia Belarus China Croatia Israel
Egypt Moldovia Uzbekistan Russia Serbia & Montenegro
Slovakia Ukraine
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EMPLOYMENT OF FOREIGNERS

The principles relating to the employment of expatriates in Turkey have been regulated
through the Law Concerning the Work Permits Issued to Expatriates, which was put into
effect in September 2003. The Law has eliminated the scattered and the multi faceted
structure through unifying the provisions relating to the employment of foreigners under a
single law. The most important facilitation introduced by this Law is the issuance of all work
permits from a single authority.

A foreign person needs a work permit in order to work in Turkey. Applications for a work
permit may be submitted to the representatives of the Turkish Republic abroad or directly to
the Ministry of Labour in Turkey.

The Law envisages the issuance of work permits to “key personnel” to be employed in “direct
foreign investments with special priority” by the Ministry of Labour immediately (within 15
days as of the date of application) without evaluating the competencies of the employee for
the specific position.

An investment is treated as an “investment with special priority” provided that the total share
of the foreign shareholders amount to at least TL 400 billion® (TRY 400 thousand, USD
336.134), and that the turnover for the last year is at least TL 30 trillion “(TRY 30 million,
USD 25.210.084 million); or the exports realized during the last year is worth at least USD 1
million; or the number of personnel employed is at least 250.

Moreover, in cases when the minimum fixed investment total amounts to TL 10 Trillion >(TRY
10 million, USD 8.403.361) at least, or in cases when the parent company owns direct
investments in at least one other country, the investment in question is also qualified as

“foreign direct investment with special priority”.

The “key personnel” referred to in this provision, has been defined as the shareholders,
chairman of the board, board members, general manager(s) and assistant general
managers, managers and other at similar positions in the companies classified as “foreign

direct investments with special priority”.

% Pursuant to the Regulation on the Employment of Personnel of Foreign Nationality in Direct Foreign Investment the values
applied indicated in Turkish Lira, are adjusted on an annual basis in accordance with the rate determined by the Ministry of
Finance.

* Please see above
® Please see above
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Furthermore, a maximum of one person employed in liaison offices on whose name a
certificate of authorization has been drawn up by the parent company abroad is also
considered as “key personnel” provided that foreign currency amounting to at least USD
200,000 or its equivalent has been transferred to Turkey to meet the expenses of the liaison
office.

The work permits to be issued for the employees not included within the above scope, shall
be evaluated by the Ministry of Labour, in due consideration of the developments in the
labour scene within Turkey, the current conditions of the industry relating to the employment
of foreigners, etc. If the evaluations conducted yield positive results, the work permits shall
be communicated in writing to the foreign employee, or to his/her employer in Turkey.

During the initial application, work permits are granted for a maximum period of 1 year. The
period of validity of the work permits are extended for an additional period of 2 years, on
condition that the required applications are submitted within the specified deadlines (at least
2 months prior to or 15 days subsequent to the expiry of the work permit), and that the
expatriate remains in the same place of business and within the same profession. At the end
of the concerned period of 3 years, the employment period may be extended for another 3
years, without the obligation to work with the same employer.

Employees who have resided in Turkey for at least eight years legally and in an
uninterrupted manner, and who have been legally employed for a total period of six years,
become entitled to get a work permit for an indefinite period of time.

Provided that they have resided in Turkey for at least five years legally and in an
uninterrupted manner, foreign employees are also granted the permission to work in Turkey
as self-employed individuals.

Foreign employees who obtain a work permit are obliged to submit a request for an entrance
visa to Turkey within 90 days as of the date of the receipt of the work permit certificates, and
to apply to the competent authorities for the receipt of a residence permit within 30 days as of
the date of their entry into Turkey.
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CHAPTER 12

COMPETITION LAW

Turkish Competition Law has been fully harmonized with European Union regulations.

The Law on the Protection of Competition dated 1994 is the main legislation governing the
competition rules in Turkey, which also established the Competition Authority in 1997. The
organizational structure of the Competition Authority is composed of the Competition Board,
the decision making body of the authority; Presidency and Service Units. Board members are
required to have 10 years of professional experience, either in public or private sector, as
well as credentials in the form of a degree in law, economics, engineering, business, or

finance.

After its establishment, the Competition Authority has issued a series of communiqués that
ensured a considerable harmonization with the EU in terms of competition policies, by means
of closely following the EU practices. Competition Authority has targeted the task of
surveillance and supervision of the economy as well as spreading the competition culture in

the society.

Competition policy focuses on three main areas of intervention directed at the realization of
all these objectives:

e Prevention of agreements restricting competition and abuse of dominant
position while on the other hand granting exemptions to and preparing
secondary regulations for agreements which are in conflict with
competition rules but are deemed beneficial for the economy and to

consumers,
e Control of mergers and acquisitions, prevention of attempts for mergers

and acquisitions which would create a dominant position in the market and
adversely affect competition,
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e Monitoring of state aids, prohibition of state aids contrary to efficiency and

competition,

Competition Authority, while implementing its task, temps to follow a similar approach with
European Commission. Therefore a foreign investor may easily grasp the legal system
regarding competition in Turkey and find itself familiar in this legal environment, which is
quite similar with its country of origin. Therefore, one can easily say that a foreign investor
may adapt the similar principles of its country of origin, from competition law perspective, for
the operation and running of the business to be established in Turkey.

ANTI DUMPING REGULATIONS

“Unfair” competition is not addressed in the Competition Act, but in Turkey’s Commercial
Code Art 56-65. for regulating business dealings between private parties. The Code defines
unfair competition as “deceptive action, or any kind of abuse of various ways of economic
competition, contrary to the rules of goodwill.” Disputes involving commercial disparagement,
unfair practices, sales below cost, abuse of economic dependence, and trademark
infringement are settled by courts, with no involvement by the Competition Authority.

Turkey pursued import substitution policy within the context of industrialization strategy until
1980’s. During this period, domestic industries were protected from foreign competition by
means of high tariffs and restrictions on imports. Starting from 1984, import substitution
policy was replaced by a liberal import and export promotion policy and domestic markets
were opened to foreign competition by gradual reduction of customs duties and abolition of

restrictions.

Following the adoption of the import liberalization policies after 1980, the need to protect the
domestic industries from unfair trade practices occurred. Consequently, Turkey enacted its
first anti -dumping code in 1989, namely, the Legislation on Prevention of Unfair Competition
in Importation which is amended on 21.07.1999 by the Law No: 4412, which covers the
provisions on the protection from dumped imports. It has been formulated in accordance with
the provisions of Tokyo Round Anti-Dumping Code of General Agreement on Tariffs and
Trade (GATT), which has regulated the technical and official procedures.

Accordingly, Turkey signed the Final Act of the Uruguay Round and the Marrakech
Agreement Establishing the World Trade Organization. The WTO Anti- Dumping (A-D)
Agreement has the force of law in Turkey by virtue of the Turkish Constitution and Turkey
adheres to the provisions of this Agreement.
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To this end, WTO Anti-Dumping Agreement is the main reference for the Turkish anti-
dumping authority. In practice, the said Agreement is fully observed by Turkey. Moreover, in
cases of conflict, the Agreement has precedence over the domestic legislation.

A further step was taken with the signing of Turkey-European Community Council
Resolution, regulating the customs union. According to the provisions of the Resolution, the
procedure relating to execution of measures will continue to be applied and consequently
there will be no adverse effect on foreign investors due to aforementioned measures since
the related procedures of anti dumping measures ensures that while protecting the domestic
industries, the exporter countries will not bear any damages. The harmonization of measures
by means of international treaties constitutes another guarantee for foreign investors since

the related regulations are accessible and predictable.

In Turkish anti-dumping system, there are two separate bodies, which are the “Board of
Evaluation of Unfair Competition on Importation” and the “Department of Dumping and
Subsidy Investigation”.

The first is empowered to take decisions for the initiation of an investigation, acceptance of
undertakings, termination of an investigation or imposition of anti-dumping duties. The latter
is subordinated to the Prime Ministry Undersecretariat for Foreign Trade, General Directorate
for Imports, which is entitled to make preliminary examination upon complaint, to present
proposals to the first Board on whether to initiate an investigation or to take measures and to
carry out such investigations.

Turkey, being a party to WTO Anti-Dumping Agreement and European Community Council
Resolution undertook to follow certain procedures with regards to measures that are applied
for the protection of domestic industry and harmonized its legislation with aforementioned
international documents by issuing The Code Concerning Prevention of Unfair Competition.

Turkish anti-dumping system is commercially focused and aims to preventing unfair
competition in international commerce and competition as well as protecting the domestic
industry. Thus, Turkey, having a lot to offer to foreign investors, certainly fulfils the
requirements of free trade, fair competition and meets the criteria set by EU and WTO.
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CHAPTER 13

PROTECTION OF INTELLECTUAL AND INDUSTRIAL
PROPERTY RIGHTS

Protection of Intellectual Property Rights

Turkey has made significant progress with respect to its legislation on intellectual property
rights. “Law on Intellectual and Artistic Works” has been amended for the purpose of
harmonization of EU regulations on this field.

Meanwhile, Turkey has established specialized courts in intellectual property.

The enforcement and monitoring capacity of the competent authorities in the field of
intellectual property rights, custom authorities, police and judiciary has been significantly
strengthened. Border controls and the fight to combat piracy and counterfeiting have been
improved. A project on intellectual property rights aiming to train judges and providing for
equipment and the setting up a database is in the process of being executed. Other training
such as specialized programs for the Ministry of Culture, Ministry of Finance and Ministry of
Internal Affairs is also being carried out.

It is difficult to state that enforcements on the intellectual property rights protection in Turkey
is at international standards despite the current regulations related to the protection of
intellectual property rights and international agreements that Turkey has signed in. As
intellectual property rights protection is not limited to legal regulations but requires also fight
against organized crimes, criminal measures and specialized courts makes the enforcement
at international standards difficult in many countries. It is possible to state that the
enforcement in Turkey may be brought to a better level through the success that the
Government achieves on struggle with corruption and organized crimes and ground to be
reached with the Justice Reform that the Government is progressing on.
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Protection of Industrial Property Rights

Turkey fully harmonized its legislation on industrial property rights, prior to its customs union
with EU countries. Turkey has enacted important laws on protection of trademarks, industrial
designs, patents/utility models and geographic indications. The Turkish Patent Institute has
been established for the purpose of registration and protection of such industrial property
rights. The main system concerning the protection of industrial rights is based on the
registration, which is similar to that of the European Union and the other countries that are
party to Paris Convention.

Some of the basic international conventions that Turkey is a party to in this field could be
enumerated as follows: Paris Convention, Protocol relating to the Madrid Agreement
Concerning the International Registration of Trade Marks, Nice Agreement Concerning the
International Classification of Goods and Services for the purposes of the Registration of
Trade Marks, Vienna Agreement Establishing an International Classification of the Figurative
Elements of Trade Marks, "Patent Cooperation Treaty" (PCT), Strasbourg Agreement
Establishing an International Patent Classification, La Hague Agreement Concerning
International Deposit of Industrial Designs, Locarno Agreement Establishing an International
Classification for Industrial Designs and TRIPS (Trade Related Intellectual Property Rights)
Agreement under WTO, European Patent Convention (EPC) and the Customs Union
Decision 1/95.

Table that highlights harmonization of Turkish law with international treaties and legislation
on intellectual and industrial property rights

CONVENTIONS
. Paris Convention for the Protection . The Strasbourg Agreement Concerning
of Industrial Property (1883), the International Patent Classification
° The Hague Agreement Concerning (1971)
the International Deposit of Industrial o Vienna Agreement Establishing an
Designs (1925), Classification of the Figurative Elements of
. Nice Agreement Concerning the Marks (1973)
International Classification of Goods . The Budapest Agreement on the
and Services for the purposes of International Recognition of the Deposit of
Registration of Marks (1957) Micro-Organism for the Purpose of Patent
. Convention  Establishing WIPO Procedure (1977),
(1967). . The Trade Mark Treaty (1994)
. Locarno Agreement Establishing . The Customs Union Decision 1/95
and International Classification for o The Protocol Relating to the Madrid
Industrial Designs (1968), Agreement (1996)
. Patent Cooperation Treaty (1970) . European Patent Convention (1973)
. Trade Related Intellectual Property
Rights Agreement under WTO (1994)
BASIC LAWS . Law No: 5000 for the . Law No: 556 for the Protection of
AND DECREES Establishment and Functions of the Trademarks,
Turkish Patent Institute . Law No: 566 for the amendment of the
° Law No: 551 for the Protection of Transition Period of Patent Protection on
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Patent Rights

Law No: 554 for the Protection of

Pharmaceutical and veterinary products
and Process,

Industrial Designs . Law 4128 for Addition of Penal
o Law No: 555 for the Protection of Provisions to the Laws 551, 554, 555 and
Geographical Indications 556,
. Law No: 5846 on Intellectual and
Artistic Works.
PATENTS The new Turkish Patent system introduces | Unpatentable :
the following provisions: Games, computer software, surgical techniques
e  Utility model certificate, granting by | and plant and animal species, or methods of
examination and non examination | plant animal breeding based on biological
system, principles.
e patentability  criteria (novelty,
inventive step, industrial | Duration: 7 years for non-examined patents; 10
applicability), years for utility models; 20 years for examined
e publication of applications, patents from date of filing.
e opposition by third parties, Fees: 25 TRY (Application fee)
e employee inventions, Compulsory Licensing: If the patent is not used
«  compulsory license compatible with within 3 years of the issue date or there is a
the TRIP’s agreement, public interegt in its use, patentee may be
. compensation of damages against compelled fo license.
infringement, . .
e non-realized income, Industrial designs and models: The term of
e reputation of the invention, and protectiqn qf indust_rial designs is 5 years from
e establishment of specializéd courts. the application and is renewable for 25 years.
Protection of textiles is not included in the Design
law, although textile and fashion designs are
protected as artistic works under the Copyright
law. Specialized courts to deal with industrial
design disputes will be established.
Fees: 140 TRY (Application fee)
TRADEMARKS First user may register, and registration | Types and Duration: Trademarks run for 10

confers proprietary rights. Prior user may
prove prior rights but must do so within 3
years of registration publication. Trademarks
need to be used for continuation of the
protection. If the trademark is not used for 5

years without any

interval, it may be

cancelled. Service marks are protected.

years and are renewable.

Fees: 115 TRY (Application Fee)

Fees: Proceeding for application under the
Madrid protocol: 220 TRY

Copyrights: Protection period of 70 years from
the death of the author. Computer programs are
protected as scientific and literary work.
Modifications and adaptations of programs are
covered as derivative works. Databases are
protected as derivative works.

Intellectual or artistic works should be registered
with a local notary public, who will keep a legal
copy for use in case of future conflicts. The
Ministry of Culture’s Copyright Directorate, with
its regional representatives, is responsible for
identifying and acting upon cases of piracy.
Fees: None
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CHAPTER 14

COUNTRY PROFILE

Geography

Turkey is a location of intersection for old continents, namely Asia, Europe and Africa.
Straddling at the point where Europe and Asia meet, 97% of the country is located in Asia
(the Anatolian Plateau) and 3% Europe (Eastern Thrace). It is of no surprise that history
shows the country’s location is the birthplace of many great civilizations, as these lands have
been the centre for culture and commerce because of its unique location towards three
continents and the sea surrounding it on three sides.

The country occupies an area of 814,578 square kilometres, with an almost equalling to the
combined areas of Germany and France, and larger than the state of Texas. The continents
of Europe and Asia are separated with the Bosporus Strait, Marmara Sea and the
Dardanelles Strait within the borders of the Turkish territory. The Anatolian Plateau is
bordered by the Black Sea to the north, the Aegean Sea and the Marmara Sea to the West,
and the Mediterranean Sea to the south.

Turkey has a coastline of 8,000 kilometres and land border of 2,573 kilometres. The country
is neighbour to European and Asian countries; Greece, Bulgaria, Georgia, Azerbaijan,
Armenia, Iran, Iraq and Syria.

Turkey is composed of seven geographical regions determined in line with the highly
different and varying unique climatic and ecologic conditions. These regions are the Marmara
Region, the Black Sea Region, the Mediterranean Region, the Eastern Anatolia Region, the
South-eastern Anatolian Region, the Aegean Region and the Central Anatolian Region.

There are three main climatic zones in Turkey. The northern coast of Turkey, in particular the
Black Sea Region, has a mild climate and is rainy throughout the year, temperatures not very
low in winter and not very hot in summer. Western and southern coasts of the country have a
climate of mild winters and hot, dry summers. The climate in Central Anatolia shows tough
climatic features with cold and snowy winters followed by hot and dry summers.

Ankara, the capital city, is situated in the centre of the country.
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Population

Turkey has a population exceeding 70,5 million people as of 2007. Turkey’s population is
being rapidly urbanized. Approximately 65% of the population is living in cities. The main
religion of Turkish people, with 99% ratio, is Islam. Nevertheless, Turkey is a secular state,
where freedom of worship for non-Muslims is protected under constitutional law. Among the
non-Muslim population are Greek Orthodox, Armenian Christian and Jewish people.
Needless to say, Turkey is the only Islamic country that has separated state and religious
matters by law.

The official language of the country is Turkish. All documents that are to be submitted to the
government authorities must be prepared in Turkish.

Compulsory primary education is 8 years. High schools teach English, French, German and
ltalian as primary foreign languages. As a result of the significant efforts that have been
contributed for improving the overall educational level in last two decades, today, the literacy
rate is over 90%. The increase in the overall schooling rate, from primary schools to
universities, is contributing in developing the background for the formation of the well-
educated, hard-working Turkish labour force of the future.

Time

Turkey is two hours ahead of Greenwich Mean Time. Time differences between Turkey and
some major cities are presented in the Table 14.

Table 14- TIME DIFFERENCES
Hours Ahead or Behind
City Turkey
Berlin -1
Budapest -1
Paris -1
Rome -1
London -2
New York -7
Los Angeles -10
Singapore +6
Tokyo +7
Sydney +8
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Political Structure

The Turkish Republic, founded in 29 October 1923, is a parliamentary democracy, for which
political power is executed through a democratic parliamentary system constructed on the
written constitution that safeguards individual liberties, fundamental civil rights and public

freedoms.

The parliamentary democracy has a single chamber, the Grand National Assembly, and a
president. The assembly is composed of 550 members elected for a five-year term. Elections
are held every five years unless the government decides to call for an early election. Citizens
at the age of 18 or older have the voting right. In general application, the votes are cast for
political parties; however individual candidates have the legal ground to be elected as a
member to the Assembly.

Assembly members elect the President of the Republic as the head of state for a term of

seven years.

The legislation power is exercised by the Grand National Assembly.

Judicial power is exercised by independent courts. Turkish legal system is based on legal
practices of different countries. The administrative law has been based on the French
system, the criminal law from ltalian legal system whereas Turkish Commercial Code and
Civil Code are based on the German and Swiss systems.

The highest legal body in Turkey is the Constitutional Court (Anayasa Mahkemesi) that
ensures the compatibility of the laws with the constitution. The Supreme Court (Yargitay) is
the highest judicial body while the Court of Accounts (Sayistay) is the highest judicial body
responsible for controlling the financial contracts involving the state. Another Supreme Court
is the Council of State (Danistay), as the highest judicial body, which rules on conflicts
between the state and the individuals.

Executive power is exercised by the Prime Minister and the Council of Ministers after

receiving a parliamentary vote of confidence.
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Useful Addresses

Undersecretariat of Treasury
Phone: 90-312-204 60 00

Fax: 90-312-212 23 53

Website: http://www.treasury.gov.tr

Undersecretariat of Foreign Trade
Phone: 90-312-204 75 00

Fax: 90-312-212 88 81

Website: http://www.foreigntrade.gov.tr

Export Promotion Center
Phone: 90-312-417 22 23

Fax: 90-312-417 22 33

Website: http://www.igeme.qgov.tr

The Central Bank of the Republic of Turkey
Phone: 90-312-310 36 46

Fax: 90-312-310 74 34

Website: http:/www.tcmb.gov.tr

State Planning Organization
Phone: 90-312-294 50 00
Fax: 90-312-230 97 33
Website: http://www.dpt.gov.ir

Capital Market Board

Phone: 90-312-292 90 90
Fax: 90-312-292 90 00
Website: http://www.spk.gov.tr

Istanbul Stock Exchange
Phone: 90-212-298 21 00

Fax: 90-212-298 25 00
Website: http://www.imkb.gov.ir

Derivatives Exchange
Phone: 90-232-481 10 81
Fax: 90-232-445 61 85

Privatization Administration
Phone: 90-312-430 45 60
Fax: 90-312-435 93 42
Website: http://www.oib.gov.tr

Union of Chamber of Commerce, Industry, Maritime Trade
and Commodity Exchange of Turkey

Phone: 90-312-413 80 00

Fax: 90-312-418 32 68

Website: http://www.tobb.org.tr

Foreign Economic Relations Board
Phone: 90-212-339 50 00

Fax: 90-212-270 30 92

Website: http://www.deik.org.tr
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TUSIAD (Turkish Industrialists’ and Businessmen’s Association)
Phone: 90-212-249 19 29

Fax: 90-212- 293 37 83

Website: http://www.tusiad.org.tr

YASED (Association of Foreign Capital Coordination)
Phone: 90-212-272 50 94

Fax: 90-212-274 66 64

Website: http://www.yased.org.tr

Ministry of Finance
Phone: 90-312-415 29 00
Fax: 90-312-425 04 43
Website: www.maliye.gov.tr

Ministry of Industry and Commerce
Phone: 90-312-286 03 65

Fax: 90-312-286 53 25

Website: www.sanayi.gov.ir
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