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Will Restrictions on Deductibility of
Interest Expenses for Loan Financing
Become Effective?
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Mr. Babacan has mentioned that the level of loan
financing is an important balance sheet problem for
most Turkish companies, and new regulations are
intended to be published in the near future by
which Turkish companies would be encouranged to
finance themselves via shareholder equity and have
much stronger financial structures.

Turkey, which has a relatively high current account
deficit, has been implementing a set of measures
such as saving incentives in order to sustain
financial stability. Escalating private sector
indebtedness carries a risk of increasing Turkey's

Introduction

With the introduction of Article 11(i) of the
Corporate Tax Law by the Official Gazette dated
5 June 2012, which entered into force January
1, 2013, restrictions on interest payments over
loans re-entered the Turkish tax system.

The abovementioned article states that if a
Turkish company’s loan financing exceeds the
company’s shareholder equity (excluding
financing obtained by loan financing
companies, financial institutions,
financial leasing, factoring, and
financing companies) a portion of the

Does the recent statement of Turkish Deputy Prime Minister Mr. Ali Babacan indicate
that in the near future there will be new areas of application for restrictions on interest
payments for loan financing due to new regulations?

indebtedness carries a risk of increasing Turkey's
external vulnerability which is why the government
intend to take drastic action to incentivise equity
financing. Encouraging equity instead of debt will
not only help maintain financial stability, but it will
also bolster companies' balance sheets.

Mr. Babacan also stated that both the Ministry of
Finance and the Capital Markets Board have been
working together on the new regulations for the
past month, and they intend to publish the
regulations as soon as possible.

financing companies) a portion of the
interest and related expenses incurred on
foreign resources and attributable to the excess
loan finance would be regarded as a non
deductible expense for corporate tax purposes.

The rates are to be determined by the Council
of Ministers, depending on the particular
industry, however such rate should not exceed
10%.

Current Situation

Even though the authority to determine the
relevant rates has been given to the Cabinet
Council by the law, no rate has been
determined yet. Therefore, currently the
regulation has no area of application in the
market.

Based on the current tax legislation, it seems
that the determination of the rates for the
restrictions on interest payments on loan
financing can be the most practical way to limit
loan financing of Turkish companies.

It is anticipated that applicable rate would lower
or %0 for the publicly traded companies.
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Our specialists would be happy to discuss this bulletin with you. Please do not hesitate to contact
us.
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