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Turkey’s Income Tax Laws in International Comparison
By Victor Thuronyi(
This note reviews Turkey’s two income tax laws (individual and corporate tax) in light of international practice.  The focus is on the legal structure of the laws and is meant to be diagnostic in nature.  The review suggests that these laws (particularly the individual income tax law) would benefit from revision.  It would be desirable to have a look at other tax laws of Turkey as well, but these two were the only ones available to me in translation.  Largely because I have insufficient background information, I will refrain from making any suggestions on tax policy.  Rather, my aim is to comment on the drafting and structure of the laws.
The note is intentionally quite short because it deals with the overall direction in which a review of the tax laws might proceed, rather than going into details.  The reason for this is quite simple: to discuss the details I would require further background information and would specifically require an accurate translation of the relevant laws, which I do not have.  (For the guidance of foreign investors, and information of researchers, policymakers, and other foreigners, it might be useful to publish a high-quality translation of the tax laws on the tax administration’s website.  Of the two laws I have read, the translation of the corporate income tax is better, but could still be improved.)  
The basic conceptual structure of the individual income tax goes back at least as far as the Income Tax Law of 1949.  In turn, that structure is not too different from the tax systems found at the time in Europe; the German system appears to have provided the greatest inspiration for the Turkish.  (At that time, Germany had long since imposed a progressive global income tax; it was not until 1960 that France adopted an income tax with a global structure.)   The key structural feature of the income tax is its schedular definition, based on six categories of income (in the 1949 law), agricultural income having been added later.  In this context, “schedular definition” means the separate definition of each type of income, combined with a rule that a particular item of income is taxable only if it falls within one of the defined types of income.  Each category of income has its own rules for determining the tax base and to some extent its own procedures.  There is nothing necessarily wrong with this, but my suggestion would be to review this approach, particularly relying on the analysis of experts from countries with a similar system (e.g. Germany) since they are most familiar with the issues and alternatives.  Without more information, I cannot say whether it makes most sense to retain the basic approach or to adopt a more streamlined approach that draws fewer distinctions among categories.  I have no doubt, however, that a review will point out a number of useful changes that can be made within the same conceptual framework, if it is desired to retain it (for example by restructuring some of the categories of income). 
The  Income Tax Law could benefit from a review of its legal categories, some of which have been abandoned in at least some parts of Europe.  For example, the distinction between commercial and professional activity has been abandoned by Spain and is no longer found in the OECD Model Treaty.  Distinctions like this can make the law more complex to administer, particularly if there are activities that are difficult to classify or if the taxpayer engages in more than one type of activity.

The law does not specify the nature of the concept of income, i.e. whether the source concept or the accretion concept is used.  (“Source concept” means that a particular receipt is considered as income only if it flows from a permanent source; for example, the source for rental income is immovable property, while the source for business income is the business activity.  By contrast, “accretion concept” means that a receipt is considered to be income if it results in an increase in the taxpayer’s net worth.  Most receipts are income under this concepts, but not receipts such as borrowing or proceeds from the sale of property (only the excess over the cost is income.)).   The more modern approach is to abandon the source concept, i.e. to use an accretion concept of income even if income is still defined in a schedular manner.   Consideration should be given to specifying the nature of the concept of income in the law.
The rules concerning capital gains (article 80 of the law) do not seem very clear and could benefit from a policy review.  How these rules interact with the determination of commercial profits is of particular interest (i.e. do capital gains constitute a separate category of income for companies?).  

Also outdated are rules providing long lists of deductible business expenses.  Most countries that used to have such lists have dropped them in favor of a broader and more conceptual rule that all expenses relating to a business are deductible unless they come within the scope of a specific deduction denial or are of a capital nature.

More fundamentally, it may make sense to link the determination of commercial profits explicitly to financial accounting, or at least to specify clearly what the relationship between financial accounting and tax accounting should be.  The income tax law does not spell out this relationship.  According to material I have read, it is the Tax Procedures Law which specifies the relationship between financial and tax accounting.  Consideration should be given to reviewing these provisions and including them in the income tax law, since they are a key element in defining the income tax base.  A review of this sort is critical in light of recent changes in financial accounting, particularly the adoption of IFRS.  The use of commercial profits determined according to IFRS for tax purposes will require certain specific adjustments to be made.  Experience from European countries can be useful in specifying which adjustments are appropriate for Turkey.
The source rules – which are critical for taxing those with limited tax liability – should be reconceptualised and made more detailed so that they are easier for taxpayers to understand and comply with.  These rules are largely unchanged since 1949 and experience of other countries in the interim may lead to a more precise and appropriate definition of some of these concepts.   An additional problem is that the source rules are currently restated in both the corporation tax law and the income tax law.  This sort of repetition should be avoided because it is either duplicative or it leads to confusion if the exact same language is not used (use of different language raises the question as to whether a different meaning is intended). 
There are numerous special rules which might profit from review, for example the list of the land area of different types of crops for which presumptive taxation is applied.

The Corporation Tax law refers to the individual income tax law.  Consideration should be given to whether all income of a company could be considered as commercial in nature.  
More generally, in reviewing the income tax laws, it would make sense to do so in the conceptual framework of the laws in countries that have a similar conceptual structure to the tax laws of Turkey.  The tax laws of several continental European countries, particularly Germany, will be most relevant.  These are countries with similar schedular definitions of income and they have developed detailed and sophisticated rules for dealing with problems posed by these definitions.  It would make sense, therefore, to consider any reform of Turkey’s laws in light of the experience of these countries, and to include foreign experts from the relevant countries in the process, since they can identify the relevant issues based on experience in their own countries.
The overall impression that one gets from reading the income tax law is that the basic conceptual structure is antiquated and has remained unchanged in basic form for decades.  This does necessarily mean that it should be changed, but it does mean that a thorough review should be undertaken.  It would be quite surprising if a review would conclude that only minor changes are required.

A thorough review of the income tax should include all relevant aspects – questions of tax policy, tax administration, and the underlying legal, conceptual structure.  The appropriate allocation of rules between the income tax law and other laws should also be considered.  It would be much more transparent if the rules for determining the income tax base were included in the income tax law itself instead of the tax procedure law, since this is not really a question of procedure.  This may also facilitate a reexamination of how financial accounting should be related to tax accounting.  The existing law seems to leave quite a lot to financial accounting, instead of spelling out rules in the income tax law.  However, since I have not had access to the Tax Procedures Law, I am really not sure what the specific problems are.
In terms of process, one observation I have is that it would be useful to involve in the drafting process tax lawyers with experience in drafting tax laws.  In this context, tax policy officials in Turkey may be interested in the assistance that the IMF Legal Department can offer.  We have worked with numerous countries, in modalities appropriate to each country.  In some countries, the draft tax law has been prepared by local officials and, where needed, translated into English.  Then an expert from the Legal Department (in some cases two experts working together) has travelled to the country to sit down with the responsible officials and go through the draft article by article.  This is an intensive process that normally requires one or two weeks of fairly intensive all-day meetings going through the draft.  As a result of the discussions, problems are identified, the policy intentions of the authorities are clarified, and a solution for the specific wording of the law is found.  This kind of approach can bring in experience and best practices from other countries and has helped local officials to deliver well drafted tax laws for consideration by the government and eventually by Parliament.   
( Senior Counsel (Taxation), International Monetary Fund.  The views expressed are the personal views of the author and should not be attributed to the IMF.






