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Making it more attractive to foreign investors in constructing business, Turkey has great potential to be the investment hub of the projects undertaken abroad. Turkey’s DTT network has access to many new markets in this business around the world. The main advantage of these DTTs in common is the long periods that a building site or construction or installation project is deemed as PE. For example, a building site in Turkmenistan lasting more than 45 months constitutes PE according to the DTT between Turkey and Turkmenistan. This means that a Turkish company undertaking a construction project with a completion period of 30 months in Turkmenistan is not taxed there, but just in Turkey.

In the second step, income derived from construction and installation works carried out abroad is exempted from corporate income tax in Turkey. To continue with the example above, this can be said that such income is not taxed in Turkey, either.

Turkey has numerous DTTs with quite competitive withholding tax (W/H) rates (from 5%). This enables lots of countries to take advantage of Turkey’s DTT network and its advantage with regard to periods for determination of PE status. For example, a European company who is planning to undertake a construction project in one of CIS countries may enjoy the long periods for PE determination and taxation only in their home country by using a Turkish company as intermediary in that project. Only tax burden in this chain is W/H that Turkey withholds while transferring the income or profit to the home country.

Following cases are given as an example to this in order to explain whole process and tax results for each party.

Case 1
X is an Austrian GmbH, which undertakes a construction project in Russia. It is a turn-key project, with an estimated completion period of 15 months. According to the DTT between Austria and Russia, if a building site or construction or installation project in the other country lasts more than 12 months, it constitutes PE in the other country. So, if X is carrying out this project in Russia, this constitutes PE and income derived from this activity is subject to taxation in Russia. CIT rate is levied at 20% and there is no branch remittance tax in Russia. Therefore, in case X undertakes this project in return for 100 units of income, it will eventually receive 80 units of it after taxation of Russia.

Case 2
If X undertakes this project in Russia via a Turkish company (Y) of which it holds 100% of the capital, DTT between Russia and Turkey becomes applicable. According to the DTT, if a building site or construction or installation project in the other country lasts more than 18 months, it constitutes PE in the other country. So, if Y is carrying out this project in Russia, this does not constitute PE and income derived from this activity is subject to taxation in Turkey. Further, this income is not taxed in Turkey because there is an exemption for income gained from construction projects abroad. So, no CIT will be applied to income of 100 units to X, 5 units of W/H will be paid. Therefore, in case X undertakes this project via Y in return for 100 units of income, it will eventually receive 95 units of it after taxation of Turkey (and non-taxation of Russia).
