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Editor's Window: TURKEY: The Gateway to EU, Central
Asia and the Middle East

well ahead of other
competitors and the
OECD countries.

Business-friendly

Turkey is the 18

largest economy of the
world and the §

largest economy com-
pared to the 27 EU

Countries in 2007 (IMF
— WEO).

Because of the;

+ Highly competitive
investment condition

+ National treatment to
all global investors

+ Equal access to

government incentives
for all global investors

days to start a busi-
ness Turkey ranks

Qv

environment, new and
highly developed tech-
nological infrastructure

telecommunication and
energy, proximity to the
markets in Europe,
Asia , Middle East and
Africa makes Turkey
one of the fastest grow-
ing emerging markets.

Turkey is one of the
least affected countries
in the latest financial
turmoil, because of the
legal and strong finan-
cial architecture in place.
And that is why all the
global investors have a
base in Turkey .

Guler
Manisali-Darman
Principal,

CGS Center

Some Effects of the Draft Turkish Commercial Code TCC) on
Financial Reporting and the “Statutory Audit” Profe ssion

A very short time ago two further newwould enter into force after the
chapters were opened advancing theopening of the new legislation period.

negotiating process between Turkey
and the EU. One of them is company
law. Since, as a result of five years

Some legislative problems that would
possibly postpone enactment of the

new TCC could be awaited. If

commissions’ work, Turkey prepared
the draft TCC, not only to align
Turkish company and commercial law
with the EUacquis communautaireut
also to enable Turkey to function as a
member of the international
community. The draft TCC is now on
the agenda of the Turkish Grand
National Assembly and, hopefully,

everything goes properly Turkey
would eventually have reinforced its
capacity to appropriately implement
and enforce the Edcquisunder
company and also commercial law.
The new statutory audit regulation of
the draft TCC would have a significant
effect on financial reporting.

(Continued on page 4)
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An Eye on Free Trade Zone: Exemptions for Free Trad Zones will soon be over

Turkey strongly encourages investments corporate tax for production

from foreign investors with many exemp- iNcome and employees’ salari<_
. , : . for their services carried out §
tion options and incentives .

Free Zones until 31.12.2008, [}

. or license obtained befo [*H}
As an example Exemptions for Free Trad 2.2004 is tax exempt (t [

zones were gripping as the areas within t@[.lZ.ZOOS).

free-zone boundaries are treated as extrater-

ritorial for customs duty purposes. The ad-Though the income tax exemy

tion, duty and fees in Fr
vantages of Free Trade Zones used to be lon, duty and fees in Free

. Trade Zone will soon be over,
summarized as: Free Trade Zones are lo-

o arious credits are still avail-
cated inside Turkey but are exempt from t¥|e

. able for the financing of impor
usual regulations that apply to customs du- g P

. and export oriented operation:
ties, the Free Trade Zone Law was enacted P P

in Turkey in 1985, and 21 free trade zonegree Trade Zone may still be

. considered as an alluring area
have been set up in Turkey from then, a g

range of operations may be carried out in %S it's especially designed for / \

. the manufacturin ration p
free trade zone: manufacturing, storage, ¢ anuactuning operations .... Though the
which may only be executed by

MERSIN FREE TRADE ZONE

general trade as well as financial services, . income tax
insurance and banking. In the free trade high voltage power sources. exemption, duty and
zones there are no custom duties on good3r. Cagri Bagatur fees in Free Trade
imported from abroad to the zone and no Partner Zone will soon be
VAT. Companies are exempt from CGS Center over, various credits
Bagatur Law Company are still available for
Update on the Activities of Foreign Investors irstanbul Stock Exchange the financing of

import and export

oriented operations
As new products are introduced and the leFigures would indicate foreign inves- |
gal framework is strengthened, Turkish  tors prefer equities in their portfolio \ /
capital markets are expanding along with allocation (two-thirds), followed by foreign investors are re-
the increase in foreign interest. Since 198¢overnment bonds. In the futures mar- gaining their appetite in the
foreign institutions and individuals have ket, foreign investors generated 21% oflSE,
been able to invest freely in the Turkish last year's futures trading volume

. . July 2008 figures reveal
stock and bond markets and repatriate capi-
o . Last year the ISE became the second that the monthly trade vol-
tal and profits without any restrictions.

best performing bourse after Brazil,  ume created by the foreign

Foreign investors also have a tax advantagepong emerging-market countries, in investors reached US$16.2
as the current tax law introduced in 2006 terms of broad index returns. The num-billion, with a net purchase
has reduced the withholding rate on the ber of foreign investors increased by of US$628.3 million. The
portfolio income derived by non-resident 12% and their overall stock holding hashumber of foreign investors
taxpayers from 15% to zero. more than doubled in the last two has so far reached 25,752
years. with a total investment

value of US$67 billion.

Puren Crawford, Financial Analyst

Foreign investors currently hold around

72% of the free-float at the Istanbul Stock This year, despite the recent turmoil
Exchange (ISE) and generate around 25%and negative outlook on the world fi-
of the equity trading volume. nancial markets,
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Main Taxes in Turkey

Income Tax VAT

Incomes of persons are subject t0 iny geliveries of goods and services

come tax. Forelgner_s whose res'den%(':étrried out within the framework of
is in Turkey or who live in Turkey for ial industrial and aaricul
more than six consecutive months dfommercialinaustrial and agricul-

the calendar year are also subject fral activities or self-employment in
income tax. However, businessmer,urkey are subject to value added tax
scholars, scientists, experts, officialghat varies from %1 to %18 referred

journalists, and other such persons whg the group of the product. Under

come to Turkey for a specific and temzicie 15 of Law no. 3065 of 25 Oc-
porary job are not considered to havf%ber 1984, deliveries of goods and
settled in Turkey even if they stay . L T
-~ ™ longer than six months. Incomes whicfierVices to diplomatic missions and

are subject to income tax are as fofheir members in Turkey are exempt

lows; commercial incomes, agriculturafrom this tax according to the princi-

“.....deliveries of incomes, incomes earned from selples of reciprocity.
goods and services employment, wages, incomes earned
to diplomatic mis- from real estate, and incomes deriveDr. Cagri Bagatur

from bank interest or bonds. Incomegrtner

_ earned from interest on bank depositsGs Center

members in Turkey by persons who are not regarded agatur Law Company
are exempt from having settled in Turkey, however, is

this tax (VAT)......” not subject to tax.

sions and their

Income tax rates

Up to 7.800 YTL % 15
k / 19.800 YTL; for the part of 7.800 YTL is 1.170 Y lor the rest % 20
44,700 YTL,; for the part of 19.800 YTL is 3.570 Y Tor the rest % 27

More than 44.700 YTL,; for the part of 44.700 YTL.293 YTL, for the rest % 35

Corporations Tax

Financial activities of capital corporations, asations and the rise in the index from the date of purchasi¢o
charitable foundations are subject to Corporatiax Taw date of sale. Capital gains tax is calculated only
No. 5422 of 3 June 1949. Fiscal activities of fgrestates the real profit. On the sale of a depreciable agfset
and foreign public agencies or cooperation’s cotetec the assets are held for more than 2 years theatapit
them are also subject to Corporation Tax. Froml¢igal — gain is exempt from tax.

standpoint, whether these organizations are nofitp
not are irrelevant. Furthermore, if the centralicaffof a
foreign commercial enterprise is not located inkKByr then
only that income which the enterprise earns in €yrls
subject to the tax.

The standard rate of Turkey corporate tax is 2@apital
gains tax in a corporation is usually added torégeilar S
income of the corporation. When calculating cagiths,
the purchase price of the asset sold is adjustédd with




- NEW DRAFT COMMERCIAL LAW IN TURKEY

(Continued from page 1)
New Commercial Code

Undoubtedly, a new era is
comming for Turkey’s corporate
governance culture with the
enactment of the draft TCC.

Truly, one of the most remarkable
changes of the draft TCC is about
the stautory audit system of the
joint stock companies. Related
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These authorities have power to set and According to its provisional
enforce auditing (and also accounting) article 2 the Union of Certified
requirements for various entities that fall Public Accountants and Sworn-in
under their jurisdictions. Certified Public Accountants of

. . Turkey (TURMOB) would set the
The draft TCC requires all business auditing standards until a new

enterprises (except small and medium- Turkish Auditing Standard Board,
sized enterprises) to prepare financial having public legal entity, would
statements in accordance with the Turkisgle founded. In the next

Financial Reporting Standards, which ar%rovisional article the draft TCC
correspond to the International Financial
Reporting Standards, adopted by the
Turkish Accounting Standards Board
(TASB).

gives the authority of
oversighting auditors and audit
firms to the Ministry of Industry
and Commerce temporarily until

Current fragmented approach would b@ new public oversight board
changed with the implementation of thdould be set up.

draft TCC, because, according to thEspeciaIIy the second interim
article 88 of the draft TCC TASB WOUldreguIation of the draft TCC seems
become the recognized single authorig;{Ot to be sufficient to keep pace
for the setting of financial

_ reporting, ith the demands of the complex
standards in Turkey.

public oversighting.

The draft TCC also requires all joint stocl:rurkey needs to establish a sole
companies (and also limited liability

articles of the draft TCC that are incompanies) to have an independent aud

harmony with the provisions of the conducted according to the Turkish

new EU Eighth Company Law
Directive (2006/43/EC, OJ L
157/87-107, 9/6/2006) would
replace entirely the old statutory
audit system of the current TCC,
which calls for no qualification,
licencing, education requirements
or specialist knowledge.

Present situation of the Turkey’s
stautory audit system shows a

Standards of Auditing, based on
International Standards of Auditing, by
auditors or audit firms authorized
according to the article 400 of the draft
TCC. Large-sized joint stock companies
would be required to use an independen
audit firm whereas small and medium-
sized joint stock companies may appoint
at least one certified public accountant (oéupreme authority working
sworn-in certified public accountant as aQogether with the auditors’

independent auditor. : .
fragmented structure. Out of the professional body, TURMOB, in
current TCC and the Tax The draft TCC sets detailed audit determining auditing standards
Procedures Code there are variougequirements, but an authoritative and ethics, authorising

laws and regulations giving power

auditing standart setting authority and anindependent auditors and audit

to some regulatory authorities suctoversight board are temporarily firms under a public oversight

as the Capital Market Board, the
Banking Regulation and
Supervision Agency, the General
Directorate of Insurance and the
Energy Market Regulatory
Authority.

established in its provisional articles 2 angyStém and monitoring their
3. activities within the frame of

quality assurance.

(Continued on page 5)
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New Commercial Code
(Continued from pagel)

Despite the draft TCC'’s solution the solution. When going into detail itr
Ministry of Finance prepared urgently a appears that there are some mor

new draft Law concerning the matters to be solved. Still, in order to

establishment of a unified Turkish come face-to-face with these matters

Auditing Standards and Public Oversight!® NéwW TCC has to be enacted as_ Tryly, one of the most
Authority. In the same period of time the >°°" @3 possible before its own - remarkable changes of the draft
consistency to be damaged. TCC is about the stautory audit
system of the joint stock
companies. Related articles of
the draf TCC are in harmony
with the provisions of the new

Ministry of Finance also prepared a new
draft Law for TASB which is currently  Korkut Ozkorkut,
supported by only one supplementary Ph.D. Assoc. Prof. of
article in the Capital Market Law. Both Commercial Law

draft Laws were sent to the Turkish Grangne Faculty of Political

. . .. Sciences EU Elghth Company Law
Nat|on§I A§sembly by the Prime MlnlstryAnkara University Directive (2006/43/EC, OJ L
In the first instance the last efforts of the 157/87-107, 9/6/2006) ....

Ministry of Finance could be seen positive.
But from a clearer point of view, the

Ministry of Finance seems not to lose its
authority over the “statutory audit”

profession in spite of finding a better



