
Tax Insights 
from Transfer Pricing 

www.pwc.com 

 

 

Turkey: New law introduces transfer 
pricing amendments to the 
Corporate Income Tax Law 

October 6, 2016 

In brief 

The new law (Law No. 6728) introduces amendments in Article 13 of the Corporate Income Tax Law (the 

CITL) No. 5520. The new regulations aim to eliminate or reduce uncertainties or difficulties faced in the 

past and also to promote timely and proper compliance with documentation requirements. The 

amendments set forth in Law No: 6728 can be summarized as follows:  

 Definition of related party is narrowed down to exclude direct or indirect shareholding or voting 

rights which are less than 10%. 

 Transactional profit methods are added to the Transfer Pricing Regulations. 

 An opportunity for implementing Advance Pricing Agreements (APAs) to previous periods is enabled 

(roll back). 

 Reduction of tax penalties for taxpayers who fulfill documentation requirements fully and timely is 

considered (penalty protection). 

 The Law clarifies deducting VAT on disguised profit distribution through transfer pricing. 

 

In detail 

The table on the following pages summarizes the changes to the transfer pricing regulations as a result of 
the amendments. 
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Transfer pricing regulations after amendments – summary 

Subject Regulation before amendment What changed? PwC’s Observations 

Definition of 
related party (in 
respect to 
shareholding 
relationship) 

There was no threshold for direct / 
indirect shareholding relationship. 

 

 In order to be treated as a ‘related party’ in terms of 
the transfer pricing regulations, there must be direct 
or indirect shareholding, voting or dividend rights of 
at least 10%.  

 The 10% threshold applies no matter whether the 
shares are held by one, two or more related parties. 
The shares of the related parties are counted 
together.  

 Council of Ministers is authorized to reduce the 
percentage to 1%, raise it to 25% or remove it in case 
individuals, institutions, direct or indirect 
partnerships are the shareholder. Such right is also 
applicable depending on the type of the acquisition of 
shares.  

 

In transfer pricing practices, some countries determine 
a certain percentage (such as 20%, 25%, 50%) of direct 
and indirect shareholdings for the purposes of defining 
a related party, also named as "independence criteria". 
Also, the “Right to vote” is included in the “related 
party” definition by some countries. 

The lack of any threshold in the Turkish Law caused 
some difficulties in the past. Consequently, the scope   
of transfer pricing analyses and documentation 
requirements also applied to minor transactions.  

The introduction of a 10% threshold will definitely 
create some efficiencies. However, benefits in practice 
might be limited because the percentage will be 
considered for related parties as a whole and 10% 
requirement will be enough even if shareholding ratios 
of individual companies are below 10% but above 10% 
collectively.  
 
Moreover, some substantial transactions may be 
excluded from the evaluation due to the fact that the 
shareholding relationship is below 10%.  

Detailed guidance on the implementation of the new 
related party definition is expected in a General 
Communique.  

Transactional 
Profit Methods are 
included in the Law  

Transactional Net Margin Method and 
Profit Split Method (collectively 
transactional profit methods) have 
been previously defined in Council of 
Ministers decision No. 2007/12888 
but not as part of Article 13 of the 
Corporate Income Tax Law. 
 

 Transactional Profit Methods are included in the 
main body of the law which is governing transfer 
pricing regulations.  

 

With this amendment, transactional profit methods are 
included in the law together with traditional transaction 
methods. Consequently, the hierarchy between 
transactional profit methods and traditional transaction 
methods (Comparable Uncontrolled Price Method, Cost 
Plus Method, Resale Price Method) is now removed in 
line with the recent changes in the OECD Transfer 
Pricing Guidelines. 
 
 
 

    

http://tureng.com/en/turkish-english/general%20communique
http://tureng.com/en/turkish-english/general%20communique
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Subject Regulation before amendment What changed? PwC’s Observations 

Roll back 
mechanism 
introduced for 
APAs and authority 
to extend validity 
up to five years is 
given to the 
Council of 
Ministers.   

APAs were only applicable 
prospectively after the date of signing 
and would be conclusive for a 
maximum period of three years. 

 APA is still prospectively valid, however a roll back 
mechanism is introduced applicable for years within 
the statute of limitations.  

 On condition that the terms of the APA are also 
applicable for previous years, tax payers may opt to 
benefit from the roll back mechanism subject to the 
“declaration with regret” provisions.  

 Previously paid taxes will not be refunded as a result 
of roll back.  

 Council of Ministers is given an authorization to 
increase the validity of agreement from three years 
up to five years.  

If the content of the APA is applicable to the previous 
years within the statute of limitations (i.e. 5 years), the 
tax payer may choose to apply for a roll back.  
In such a case, the previous years’ tax returns would be 
corrected and any late payment interest would have to 
be paid under the “declaration with regret” clauses. 
 
The fact that previously paid taxes will not be refunded 
limits the roll back mechanism only to cases which are 
in favor of Tax Administration.  
 

Penalty protection Fullfiling of transfer pricing 
documentation requirements did not 
result in a reduction of penalties.  

 If transfer pricing documentation requirements are 
fulfilled timely and properly, tax penalties in case of 
a tax assessment due to the application of non-arm’s-
length prices will be reduced with 50%. 

 

With the regulation, it is aimed to promote transfer 
pricing documentation. However, the definition of 
“timely and properly” is expected to be explained in 
detail with a Communique. 

However, given that a large portion of the tax penalties 
are eliminated during tax reconciliation (an 
administrative procedure that can be opted before 
taking a tax assessment to the court), the real benefit of 
the penalty protection may be limited.  

Authorization 
granted to Council 
of Ministers about 
new 
documentation 
requirements 

None An authorization is granted to Council of Ministers 
regarding:  
 imposing new documentation requirements 

 imposing requirements to include information on 
foreign related parties under the scope of 
international treaties 

 sharing these information with other countries 
subject to international agreements.  

Aforementioned regulation will enforce the three-tiered 
documentation approach (Master file, local file, CBCR) 
which is an output of OECD BEPS Action 13.  
 
The legislative grounds for the draft Communiqué 
dated 16 March 2016 on the new documentation 
requirements has now been established by making 
addendum to CIT Law article 13. 

VAT deduction for 
assessments on 
disguised profit 
distribution 
through transfer 
pricing.  

Deduction of input VAT incurred on 
purchases which are reassessed as 
disguised profit distribution through 
transfer prices was a matter of 
contraversy. 

According to the article 44 of the Law no. 6728 which is 
amending the article 30 of VAT Law, even if there is 
disguised profit distribution through transfer pricing, 
VAT incurred and paid on importation can be deducted.   

The detailed information related to the new regulation 
on VAT can be reached through the bulletin numbered 
2016-58 of PwC, published at 10.08.2016.  
 
https://www.vergiportali.com/Content.aspx?Type 
=BulletinD&Id=4677  
 

 

http://tureng.com/en/turkish-english/impose%20obligation
http://tureng.com/en/turkish-english/impose%20obligation
http://tureng.com/en/turkish-english/impose%20obligation
http://tureng.com/en/turkish-english/impose%20obligation
https://www.vergiportali.com/Content.aspx?Type=BulletinD&Id=4677
https://www.vergiportali.com/Content.aspx?Type=BulletinD&Id=4677
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The takeaway 

In view of the amendments to 
transfer pricing legislation, most of 
the previously discussed areas 

have been clarified by the Turkish 
Revenue Administration. 
Nevertheless, detailed guidance on 
the implementation of these 
amended articles in the legislation 

is expected in a General 
Communique.  
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