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In brief 

The Ministry of Finance has introduced a draft income tax law aimed at encouraging voluntary 

compliance and increase revenue generated from direct taxes. If the draft version is accepted by the 

parliament, it will be effective from January 1, 2014 and applicable to income generated after that date. 

 

In detail 

The draft Income Tax Law (ITL) 
merges the current ITL and 
corporate tax law into one single 
code. While the previous 
legislation is mainly preserved, 
there are some important 
changes that would affect 
expatriates’ tax life as follows:  

a. Change in the criteria to 

determine Turkish tax 

residency 

Application of substantial 
presence test  

The draft ITL changes the rule 
to become a Turkish tax 
resident to ‘staying in Turkey for 
a period or periods exceeding in 
the aggregate 183 days in any 
continuous 12 months, 
including arrival and departure 
dates’;  the previous rule was  
‘staying in Turkey for more than 
6 months in a calendar year ’.  

Tax residency will start in the 
calendar year within which the 
183–day criterion is met and 

temporary departures will not 
interrupt this period. 

b. Change in the Turkish tax 

return filing and payment 

deadlines 

The tax return filing season 
changes from March to 
February. Tax returns can be 
filed between February 01 and 
February 20. 

In accordance with the above, 
tax payment deadlines change 
as well. Tax payments can be 
made with two installments as 
previously. However, the 
deadline for the first installment 
will be the end of February, and 
the end of June for the second 
installment.  

c. Change in the portion of 

deductible education and 

health expenses 

Under current legislation, 
education and health 
expenditures made for the 
taxpayer, his/her spouse and 
underage children, provided

 that they do not exceed 10% of 
the declared income, and that 
they are made in Turkey and 
confirmed with documents to be 
received from real or legal 
persons subject to corporate tax 
can be deducted from the tax 
base on the annual income tax 
return. 

Under the draft ITL, the above 
rate changes to 15%. However, 
the allowance has been turned 
from a deductible expense from 
tax base to deduction of tax 
directly. The amount deductible 
from Turkish income tax 
calculated on the annual income 
tax return will be calculated by 
multiplying the 15% with the 
lower of the declared income or 
the annual minimum wage 
(annual minimum wage for 
2013 is TRY 12,000). 

d. Taxation of income from 

share plans  

The draft ITL contains specific 
provisions regarding the 
taxation of employee share  

 



Global Watch 

 
 
 

2 pwc 

 
incentive plans in Turkey which are 
not specifically regulated under 
current income tax legislation. 

We understand that the benefits 
provided under these plans will be 
deemed as taxable employment 
income when employees gain legal 
and economic entitlement to the 
underlying benefits provided under 
these plans. An exemption from this 
general rule may be available for 
tradable options. The taxable income 
for shares is the positive difference 
between the fair market value of 
shares on the date of sale or disposal 
of the shares and the costs incurred by 
the employee to acquire those shares.  

e. Liaison office employees’ status 

The exemption applied to 
employment income of liaison office 
personnel continues. The wording of 
the law now clearly states that the 
exemption is for liaison office 
personnel. Therefore, further 
clarification must be sought for those 
who exploited this exemption without 
having an established liaison office in 
Turkey but on the basis of the specific 
rulings. 

f. Change in the annual tax return 

filing requirement for employees 

receiving salary from a single 

employer 

The draft ITL introduces reporting 
liability for employees receiving 
employment income from a single 

local employer exceeding a certain 
threshold (188,000 TRY and need to 
be revised in 2014).  

g. Taxation of rental income of 

individuals 

The draft ITL proposes  

1. to limit the allowable lump sum 
expense ratio for rent income from 
residential properties and abolish 
it entirely for commercial 
properties and rights. The lump 
sum expense method ratio remains 
the same (25%) for rental income 
from property held out as 
residence if the annual rental 
income is less than TL 26,000. 
However, the ratio is reduced to 
15% for income between TL 26,000 
and TL 60,000.  

2. to limit the use of annual 
exemption limits if the income is 
under certain thresholds that vary 
depending on the other types of 
income the individual has. 

The takeaway 

With the proposed substantial 
presence test, expatriates will no 
longer be considered as tax non 
residents during the whole 
assignment period in cases when they 
stay in Turkey for more than 6 months 
in total, but less than 6 months in 
each calendar year. They will be 
considered as Turkish tax residents as 
of the calendar year within which the 

183 day criterion is met where 
temporary departures do not interrupt 
this period. 

The new filing and payment deadlines 
would be stricter than the current 
rules. Accordingly, data collection 
process for tax return season would 
need to be started earlier than 
previous years and the related data 
would have to be requested on earlier 
dates from assignees and clients. 

Also, the tax advantage resulted from 
education and health expenses is 
expected to decrease considering the 
tax advantage of high tuition fees 
provided to expatriates before. 
Previously, expatriates were able to 
reduce the income tax payable to zero 
via annual income tax return 
depending on the taxable income and 
expenses whereas maximum tax 
deduction will now be 15% of annual 
minimum wage (around 1.8 KTRY for 
2013 and to be revised with new rates 
applicable as of 2014). 

The total number of tax returns is 
expected to increase with the draft 
ITL. However, this does not 
automatically mean that taxes payable 
will increase because expatriates 
exceeding the tax return filing 
threshold for salary income will be 
able to deduct their documentable 
expenses (such as health and 
education) which they could not do 
previously. 
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Solicitation 
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