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The Investment Incentive

N SysteminTurkey General Overview

The investment incentives scheme was amended in 2006 to promote investment in
manufacturing services and the energy sector as well as to encourage exports.

Local and foreign investors have equal access to these incentives.

INVESTMENT INCENTIVES IN TURKEY

1- General Investment Incentive Program = -==mmmmmmmmmmemmcm oo Numerical Example
2- Incentives for the Prioritized Development Provinces ~ ——---———-- Numerical Example
3- Incentives for Free ZONes mmmmmmmmmmm s Numerical Example
4- |ncentives for  Technoparks = --------m-mmmmmmmmmmmmmm oo Numerical Example

5- Inward Processing Regime (IPR) —emmmmmmmmmm s Numerical Example
6- New R&ED Law  -----mmmmmmmmmmmmmmmm oo e e Numerical Example
7- New Employment Encouragement Package ~ -------—--  ———---- - Numerical Example

8- State Aids for Export
9- Industry Thesis (SAN -TEZ) Program

10 -Loans for Technology Development Projects




The Investment Incentive

System in Turkey

1- General Investment Incentive
Regime

V Exemption from Customs Duties
and Fund Levies:

- Machinery and equipment to be
imported under an  investment
incentive certificate are exempt from
customs duties and funds

V VAT exemption for imported or

locally purchased machinery and
equipment .




A Numerical

Example

1- General Investment Incentive Regime

Assumptions

V All machinery and equipment are imported from the countries outside the EU.

V In average , custom duty ratio for all imported machinery and equipment s
taken as 10%.

V In average , VAT ratio for all imported and locally purchased machinery and
equipment is taken as 18%.

V The investor gets Investment Incentive Certificate (IIC) from the Treasury .

V Value of imported machinery and equipment : TRL 80,000 and Value of locally
purchased machinery and equipment :TRL 70,000 .

V In the next slide, investment cost calculations are based on the items only that are subject to
incentives .

V_Comparison is made under the assumption that all other variables are held constant

invest.gov.ir



1- General Investment Incentive Regime

$140.000 -
$120.000 i Custom Duties
$18.960
$100.000
H VAT
$80.000
i Total value of all imported
$60.000 and chally purchas_ed
$100.000 $100.000 machinery and equipment
$40.000
$20.000
$0
Total Investment Cost Total Investment Cost
under IPR
$124.293 $100.000




The Investment Incentive

System in Turkey

GENERAL INCENTIVIZED
PROVINCES
(81)

+ ]

ADDITIONAL INCENTIVE S
IN PRIORITIZED
DEVELOPMENT PROVINCES
(50+4)

Law No. 5084

2 - General & Priority Development
Regions Incentives

Priority Developement Regions: 54 provinces determined by the Council of Ministers

Developed Regions: Istanbul, Kocaeli, Ankara, kmir, Bursa, Adana and Antalya.
Normal Regions:The remaining provinces




The Investment

Incentive System in o _
Turkey 2 - Priority Development Regions

Incentives

OIZ & IZ in Prioritized Other Areas in
Provinces * Prioritized Provinces
FREE LAND ALLOCATIONP TO49 YEARS* Available Available
INCOME TAX RELIEEN EMPLOYEES* 100% tax exemption 80% tax exemption
SOCI AL SECURITY PAYMENT R 100% exemption 80% exemption
SHARE**
ENERGY SUPPORT** Varies min. 20%-50% Varies min. 20%-40%
* Prioritized Provinces : 50 provinces
*x Additional 4 Provinces : ONLY Free Land Allocation : Karabuk , Kirikkale , Samsun, Zonguldak
rkk Incentive s for Income Tax Relief and Social Security Payment Relief on Emp | oy 8haré sare applied on

minimum  wage
ko For the companies, which employ 10 workers, the energy support rate is 20%.
For each additional employment above 10, support rate increases by 0.5 percentage point .

A To benefit from all incentives A Applications for these  incentives
in 54 Prioritized Provinces, (except free land allocation) will be
the companies should possible until the end of 2008. If the
employ at least 10 workers investor starts the investment until the
continuously after starting end of 2008, it will benefit all
operation. incentives until the end of 2012.




A Numerical

Example

2 - Priority Development Regions Incentives

Assumptions

V Investment is made in an Organized Industrial Zone in a Priority Development
Region

V The land (150,000 m?) is leased from the Treasury up to 49 years.(The
ownership of the land remains at the State)

V All workers are older than 16 years, single and paid at the minimum wage. (#
of workers :100)

V The cost of the lease depends on the different variables , but in the particular
case, the price per m?2 is assumed to be TRL5 .

V Average electricity price is taken as TRL 0.11 for kW/h .
V Total monthly electricity consumption is 2 MW (production : 7/24)

V Employers' share for social security premium is 19.5%.

V _In the next slide, investment cost calculations are based on the items only that are subject to
incentives .

V_Comparison is made under the assumption that all other variables are held constant . @
/.
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2 - Priority Development Regions Incentives
WITHOUT
INCENTIVES
WITH

$2.000.000 - F— INCENTIVES

$2.500.000

$582.494
$1.500.000

$1.000.000 -
$456.032

$1.315.062

$500.000
$657.531

$0 -
Total Investment Cost Total Investment Cost in OIZ
in Prioritized Provinces

$1.113.563
&J

549% gain with incentiv
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The Investment Incentive

System in Turkey

3 - Free Zones in Brief

A Free Zones are special sites considered LIST OF FREE ZONEs

outside the customs area although they ARENASNEIIHRITAELS IARZS AGKS (S )
are within the political borders of the IS AN E S NS (UAIIE AT )
Country ) These zones are designed to EUROPEAN FREE ZONE (ASB - Corlu/TEKIRDAG )
increase the number of export -focused BURSA FREE ZONE (Gemlik/BURSA )

DENIZLI FREE ZONE ( Cardak/DENIZLI )

EASTERN ANATOLIA N FREE ZONE (ERZURUM)
AEGEAN FREE ZONE ( Gaziemir/IZMIR )

GAZIANTEP FREE ZONE ( Cakmak/GAZIANTEP )
ISTANBUL ATATURK AIRPORT (Ha v a | i niSTANBUL )
ISTANBUL DERI VE ENDUSTRI  (Tuzla/ISTANBUL )
ISTANBUL THRACE FREE ZONE ( Catalca/ISTANBUL )
IZMIR MENEMEN DERI FREE ZONE (Menemen/IZMIR )
KAYSERI FREE ZONE

investments

A Legal and administrative  regulations on
commercial, financial and economic fields
which are applicable within the customs
area are either not implemented or
partially implemented in the Free Zones.

A There are 20 Free Zones in Turkey which KOCAELI FREE ZONE (GOSB - Golcuk/KOCAELI )
operate close to EU and Middle East MARDIN FREE ZONE ( Istasyon/MARDIN )
markets ; are adjacent to major Turkish MERSIN FREE ZONE
ports on the Mediterranean, Aegean and RIZE FREE ZONE
Black Seas; and which have easy access SAMSUN FREE ZONE ( Limanici/SAMSUN )
to international trade routes . TRABZON FREE ZONE ( Limanici TRABZON )

TUBITAK MAM (Gebze/KOCAELI )




The Investment Incentive

System in Turkey

3 - Advantages of the Free Zones

V %100 exemption from custom duties V100% income tax (witholding  tax)
and other assorted duties . relief on employees 0 salary and no
- If you buy intermediate goods from a stamp duty tax
non -EU member country and you sell the
final good to a EU member country from V Goods can remain in Free Zones for an
the Free Zone of Turkey, the EU member unlimited period .

country will impose common custom tax
for the intermediary good part of the
final good. The same rule will apply for
the final good, which derives from a

V Goods in free circulation can be sent
to Turkey or to EU countries from the

third country and that you will sell to Free Zones without any customs duty .

Turkey from the Free Zone of Turkey . Moreover, no customs duty is applied

to goods of a third country origin at

V100%  exemption from corporate the entrance to the Free Zones or exit
income tax for production companies to third countries .

until Turkey is a full member to the EU.
V 100% exemption from VAT and special

V Companies are free to transfer profits consumption taxes .
from Free Zones abroad as well as to
Turkey without restrictions




A Numerical
Example

3 - Free Zones Incentive s
Assumptions

V Investment is made in a Free Zone and the firm is a manufacturing company and
85% of production is exported .

V All workers are older than 16 years, single and paid at the minimum wage. (# of
workers :200)

V All machinery and equipment are imported from the countries outside the EU.

V Imported and locally purchased machinery and equipment are not subject to
Special Consumption Tax.

V In average , custom duty ratio for all imported machinery and equipment is taken
as 10%, while VAT ratio is taken as 18%.

V Corporate Tax Rate is 20% and stamp duty tax is taken as 1,5% in average .
V Corporate tax base is TRL 10 million and total contract value is TRL 1 million .

V Value of imported machinery and equipment : TRL 1 million and value of locally
purchased machinery and equipment : TRL 0,5 million .

V In the next slide, investment cost calculations are based on the items only that are subject to
incentives .

V_Comparison is made under the assumption that all other variables are held constant . @
Y /
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3 - Free Zones Incentive s

WITHOUT
$3.000.000 INCENTIVES

$2.500.000 -

$1.590.000

$2.000.000

M Custom Duties & Taxes
(Corporate and VAT)

$1.500.000 -

$1.000.000

$1.241.633 $1.187.982

$500.000 i Cost of Employees

$0 -
Total Investment Cost Total Investment Cost in
Free Zones

ain with incentives

$2.831.633

A

8%

Q

LY
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4 - Advantages of Technology

Development Zones

A Technology Development Zones (TDZs) are
areas designed to support R&D activities
and attract investments in high technology
fields.

A Academic staff is encouraged to establish
companies, participate in a recognized
company or join its executive boards as
well as conduct research in the zones

A There are 30 TDZs of which 18 are
operational, whereas 12 have been
approved and are currently under
construction.

AAnkara has 6 TDZs
Alstanbulhas 3 TDZs
AKocaeli has 3 TDZs

AOther provinces marked
inthe map have one

Tokat
Ankara

Eskisehir Sivas

‘ Kayseri Elazig

Isparta Konya Diyarbakir

Adana

Gaziantep

L 4




The Investment Incentive

System in Turkey

4 - Incentives for Technology

Development Zones

A Offices ready to rent and infra -
structure facilities provided .
A Profits derived from software

development and R&D activities are
exempt from income and corporate
taxes until 31.12.2013 .

A Deliveries  of application  software
produced exclusively in TDZs are
exempt from VAT until 31.12.2013.

A VAT exemption during the exemption
period of income and corporate taxes
is provided for IT specific sectors .

A Exemption from custom and duties as
well as fund levies .

A Examples include software for
systems management, data
management, internet business
applications, different business

sectors, mobile phones and military
command control .

A Wages of researchers, software and
R&D personnel employed in the zone
are exempt from income withholding
tax until 31.12.2013 .

A50% of Social Security Premium
Empl oy eShabes will be paid by
government for 5 years until
31.12.2024 .




A Numerical
Example

4 - Technology Development Zones Incentives

Assumptions

V Investment is made in a TDZ and the f i r naGtisities are only software
development and/or R&D activities .

V Total number of researchers, software and R&D personnel : 40
V Corporate Tax Rate is 20%.
V Corporate tax base (profit) is TRL 1,5million .

V Average monthly gross wages: TRL 3,000 for all staff.

V (Competition  will be increased since there will be no VAT (18%) for the
products manufactured in TDZ)

V In _the next slide, investment cost calculations are based on the items only that are subject to
incentives .
V_Comparison is made under the assumption that all other variables are held constant .




$1.400.000 +

$1.200.000 -

$1.000.000 -

$800.000 -

$600.000 -

$400.000 -

$200.000 -

$0 -

4 - Technology Development Zones

WITHOUT
] INCENTIVES

$200.000

$1.166.400

Total Investment Cost

$915.169

Total Investment Cost in
TDZ

Incentives

M Corporate Tax (Profit)

i Cost of Employees
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5 T Inward Processing Regime (IPR)

The aim of the IPR is to enable exporters to supply materials for the production
of their exports without being subject to customs duties, including VAT.

IPR can be classified by two main types of systems :

1. The Suspension System 2. The Drawback System
The suspension system  provides tax The import charges of the goods
exemptions to the Turkish manufacturers / paid during importation can be
exporters by permitting to import raw subject to tax reimbursement after
materials intended for use in production the export commitments are
process and export final goods without fulfiled . Under the drawback system
subject to import duties and VAT during import duty and VAT have to be paid
importation . when the goods enter the free
circulation into  Turkey. Reimbur -
(Decree No. 2005/8391 sement of VAT and import duty can
put into force on be claimed when the compensating

January 27 ™, 2005) products are exported .




A Numerical

Example

5 T Inward Processing Regime (IPR)

Assumptions

V All machinery and equipment are imported from the countries outside the EU for
the purpose of production or export .

V In average , custom duty ratio for all imported machinery and equipment s
taken as 10%.

V In average , VAT ratio for all imported and locally purchased machinery and
equipment is taken as 18%.

V Value of imported machinery and equipment : TRL 80,000 and value of locally
purchased machinery and equipment : TRL 70,000 .

VThe investor gets Inward Processing Certificate from the Undersecretariat of
Foreign Trade .

V In the next slide, investment cost calculations are based on the items only that are subject to

incentives .

V_Comparison is made under the assumption that all other variables are held constant .

invest.gov.ir



$140.000 -

$120.000 -

$100.000

$80.000

$60.000

$40.000

$20.000

$0 -

5 1T Inward Processing Regime (IPR)

- P2335 i Custom Duties
$18.960

i Total value of all imported
and locally purchased

$100.000 $100.000 machinery and equipment

Total Investment Cost Total Investment Cost

$

under IPR




The Investment Incentive
System in Turkey

6 1T New R&D Law

Put into force: 28 February 2008
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System in Turkey

6 T The New R&D Law

A 100% deduction of R&D expen -
ditures from corporate tax base.

A If the number of employees exceeds
500, in addition to 100 % deduction,
half of the expenditure increase
incurred in the operational year
compared to the previous vyear will
also be deducted .

A90% of the income witholding tax
calculated based on the wages of the
staff attended a PhD program and
80% of the income tax calculated
based on the wages of other staff in
the R&D center are exempt from tax.

A 50% of the social security premium
e mpl oy sharé sfor R&D staff will
be paid by the Ministry of Finance for
a period of five years.

A No stamp duty tax for documents
concerning R&D activities .

A Techno -initiative capital  for new
scientists  (students with a doctor's
degree or master's degree, etc.) up
to TRL 100,000 .

A 100% deduction of certain funds
granted by public bodies and internal
organizations from tax base of the
R&D company .




A Numerical

- 6 i The New R&D Law

Assumptions

V Investment is made in a regular investment zone outside an R&D center.
V All R&D employees are assumed to work full-time (8 hours a day).

V R&D center is assumed not to receive any grant funds from the local public
bodies or international organizations such as EU.

V Average monthly gross wages: TRL 5,000 for a staff with a PhD degree 1
3,000 TRY for other R&D staff.

V Employers' share for social security premium is 19.5% and corporate tax rate
is 20%.

V Stamp duty tax is 1,5%.

V In _the next slide, investment cost calculations are based on the items only that are subject to

incentives .

V_Comparison is made under the assumption that all other variables are held constant .

Please: notedhatincomertax bendfits)are given dinectlydo the/R&D staffR&D staff.




6 7T The New R&D Law

Assumptions

There are two scenarios to show how total number of employees make a
difference in incentives since there is an extra 100 % deduction of R&D expen -
ditures from corporate tax base when the number of employees exceeds 500 .

1st Scenario

V Total # of workers is 50 (20: with
a PhD degree - 30: other R&D
staff) .

V Corporate tax base is TRL 12
million, R&D exp: TRL 8 million in
current year and TRL 5 million in
previous Yyear.

V R&D documents (such as
contracts) have a total contract
value worth of TRL 4 million .

2nd Scenario

V Total # of workers is 500 (200:
with a PhD degree - 300: other
R&D staff) .

VCorporate tax base is TRL 120
million, R&D exp: TRL 80 million in
current year and TRL 50 million in
previous year.

V R&D documents (such as
contracts) have a total contract
value worth of TRL 40 million .

Imthe 2" scenario; alk figures aseten times highehthan/than 15t scenarioctdo
showthedifference of employing 50 ant’b00 waorkersvorkers.




$4.000.000

$3.500.000

$3.000.000

$2.500.000
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$1.500.000
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67 The New R&D Law

1st scenario

WITHOUT Total # of workers: 50
"""""" INCENTIVES

"""""""""""""""

$1.600.000 u Stamp Duty Tax

$533.333 M Corporate Tax

i Cost of Employees

$1.817.629 $1.682.658

Total Investment Cost Total Investment Cost

$3.457.629

under R&D Incentives

\/

W

(

5% gain with incentives

Q




$40.000.000

$35.000.000

$30.000.000

$25.000.000

$20.000.000

$15.000.000

$10.000.000

67 The New R&D Law

2nd scenario_:
Total # of workers: 500

WITHOUT
-------------- INCENTIVES

<400 000
s ATAS S ECATEY )

$5.000.000 -

WITH
INCENTIVES

$16.000.000

$3.333.333

$18.176.288 $16.826.576

$0 -

Total Investment Cost Total Investment Cost

under R&D Incentives
$34.576.288 $20.159.909

42% gain with incentives

—

M Stamp Duty Tax

H Corporate Tax

M Cost of Employees




% The Investment Incentive

: Put into force: 15 May 2008
System in Turkey

7 T New Employment Encouraging
Incentive Package

INCENTIVE PACKAGE COVERS:
U Social Security Premium Empl oyeg§ds
Share of newly employed female CONDITIONS:
employees (all ages) and male

employees (ages of 18 and 29) shall
be paid by the Unemployment
Insurance Fund for a period of 5

A New employee should be unemployed
at least for the last 6 months .

years : A The employee will actually be recruited
A 100% of Emp | oy Sha@sfor the and employed within the 1 year period
: _ after 1 July 2008 .
first year;
A 80% - for the second, A The premium that will be incentivized
A 60% - for the third | will be calculated from the minimum
A 40% - for the fourth, and wage (TRL 638.70 as of 1 July 2008 ).
A 20% - for the fifth year .

©




o The Investment Incentive

: Put into force: 15 May 2008
System in Turkey

7 T New Employment Encouraging
Incentive Package

UThe 5 points of the i nsur e@ods
disability, old -age and death
insurance ~ premiums  payable by U Enterprises which employ
the employers — will be paid by disabled employees  though  not
the Government . obliged to, or which  employ
) _ _ more disabled  employees than
U In businesses  employing 50 or the stipulated 3 % contingent
more persons, 100 % of social will be  supported by the
security e empl oye Government  for the 50 % of the
share of those employed within social security premium
the 3% disability contingent e mp| oy eshades.

which the  private sector IS
obligated to employ will be paid
by the Treasury on behalf of the
employer




A Numerical

Example

7 T New Employment Encouraging Incentive Package

Assumptions

V Total # of workers :200 (50 female and/or young (ages of 18 and 29) male
workers that are previously unemployed at least for the last 6 months are
newly employed) .

V There are 9 disabled employees (3 additional disabled employees other
than 6 compulsory disabled quota) .

V All workers are paid at the minimum wage .

V Employers' share for social security premium is 19.5%.

V _In _the next slide, investment cost calculations are based on the items only that are subject to
incentives .

V_Comparison is made under the assumption that all other variables are held constant .




7 T New Employment Encouraging Incentive Package

WITHOUT
INCENTIVES

$1.200.000

$1.000.000 -
$800.000 -

$600.000 -
$1.090.720
$983.610

$400.000 - M Cost of Employees

$200.000 -

$0 -
Total Investment Cost Total Investment Cost under

New Employment Incentives
$1.090.720 $983.610

. W e

10% gain with incentives in the 1st
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The Investment Incentive
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The principle aims of this
scheme are to encourage
export and to increase the
competitiveness of firms
In international markets.

This specific package
covers mainly R&D
activities, market

research, participation in
exhibitions and
international fairs,
expenditures for

patents, trademarks and
industrial design.

8 1 State Aids for Export

STATE AID SCHEMES GRANTED BY
UNDERSECRETARIAT OF FOREIGN TRADE
FOR

AEncouraging Employment in Sectoral Foreign Trade
Companies (SFTCs) .

AVocational Training
AEnvironmental Protection Activities
AMarket Research Projects
AParticipation in International Fairs
AOperating Stores Abroad

AR&D Projects .

APromotion of Turkish trademarks and the
improvement of the image of Turkish products
abroad .




The Investment Incentive

System in Turkey

9 T Industrial Thesis (SAN -TEZ) Program

v' There are some direct financial supports for
new  technology adaptation, process
dev_elopment, quality improvement and
environmental modifications projects to be
realized with university partnerships’:

*= /5% of the project budget could be
supported as grants.

» Project period is 3 years, with an possible
extension of 6 months.

= Laboratory analyzes and test materials and
equipments are supported.

= The application file could be apprc_)\{ed

within 4 months and project supervision

committee is independent.

The scale, project team rr_1embers, number

of applications are not limited.




