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Value Added Tax
Exemption Regarding
Real Estate Purchases

Introduction

Value Added Tax (“VAT") exemption has been brought by an amendment
made to the Article 13/1(i) of the VAT Law (Law No. 3065), which entered
into force on April 1, 2017. The scope, terms and conditions of the VAT
exemption have been stipulated by this amendment. Accordingly,
foreigners and certain Turkish citizens will benefit from the exemption,
in other words, they will not be charged with VAT at the time of
purchasing brand new real estate. It is especially an important benefit for
foreigners who wish to purchase real estate in Turkey. This article will
briefly examine the conditions of the implementation and the scope of
the VAT exemption.

Type of the Real Estate

According to Article 13 of VAT Law, the exemption is applied to residential
properties and commercial properties. In order to be subject of this
exemption, the residential properties and the commercial properties are
required to have the building license and the properties must be
delivered. Properties, shops, offices, apartments, time share properties
which are indicated as a residential property or commercial property in
the building license are within the scope of the exemption.

Foreigners who meet these conditions to benefit from the exemption are
eligible to purchase more than one residential or commmercial property.
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First Delivery

This exemption is only applied on the first delivery of real estate from the
constructor. If the residential property or commercial property is
purchased and sold to a third party, then this consecutive delivery is not
regarded as the first delivery.

Pursuant to VAT Law, contract of exchange (permutatio) is not within the
scope of the exemption, hence there are two separate delivery in such
contracts. For example, in a construction agreement in return for land
share, the first delivery is the delivery from landlord to constructer, and
the second one is the delivery of real estate built by the constructer to
the landlord in exchange for the land.

Eligible People for the Exemption

Foreign real persons who are not residing in Turkey, Turkish citizens who
reside outside the country for more than six months with a work or
residence permit as well as institutions which do not have an office in
Turkey or do not make profit in Turkey are able to benefit from VAT
exemption.

Pursuant to Personal Income Tax Law (Law No. 193), any person who
resides in Turkey more than six months in one calendar year is assumed
as a resident of Turkey. However, foreigners who stay in Turkey for six
months or more as an employee or due to a business or particular
purpose are not treated as resident.

Payment and Authentication

In order to benefit from the VAT exemption in residential property or
commercial property purchase transactions, minimum 50% of the
agreed amount by the parties is required to be brought and to be paid
in foreign currency before the date on which the invoice for the sale was
issued, and rest of the amount shall be paid by the buyer within a year in
foreign currency. Besides, the money which is brought to Turkey in
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foreign currency may be paid to the seller in Turkish Lira. VAT return is
made after the whole amount is paid to the seller.

The fact that money is brought from abroad can be proved by a bank
receipt. On the other hand, it is possible to make the payment with a
credit card which is given by a foreign bank, and in this case the relevant
domestic bank needs to provide a receipt or a similar document that
shows the payment in foreign currency. Foreign currency may also have
been brought in cash from abroad. In such a case, the document which
is given by Customs Administration is used as a proof.

Time Limit

It is essential to perform the procedure in the Land Registry Office in
order to benefit from the VAT exemption for residential property or
commercial property purchases. Land Registry Office shall be notified
that the sale is exempt from VAT, and afterwards the Directorate of the
Land Registry adds an annotation to the land register stating that if the
subject residential property or commercial property is sold within one
year, the exempted tax will be paid with the default rate.

Misapplication of the Exemption

If the conditions stipulated by VAT Law are not met, the exempted tax
shall be paid with the default rate and a fine for the tax loss shall be
imposed. In such a case, seller and buyer will be jointly and severally liable
for the total amount to be paid to the Tax Office.
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