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OVERVIEW

Market

1 |For the automotive and mobility industry, describe the market’s significance

and identify major trends.

The automotive and mobility sector is one of the most significant drivers of Turkish indus-
trial production, with over 10 producers, most operating under licence or as joint ventures,
over 150 research and development centres, three automotive design and engineering
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centres and a production capacity of over two million vehicles per year. In 2021, Turkey was
the 13th-largest producer of motor vehicles in the world and the fifth largest in Europe,
having grown steadily over the past decade. In terms of actual production, Turkey produced
810,889 cars and 591,300 commercial vehicles in 2022, a total of 1,402,189 vehicles, of which
970,124 were exported.

As of the end of 2022, there were 26,482,847 vehicles in Turkey, of which 53.9 per cent were
cars and 46.1 per cent commercial vehicles. Retail sales for the same year included 592,660
automobiles and 190,623 light commercial vehicles, which represented an overall increase
of 6.2 per cent compared with 2021. Although the economic recession continued in Turkey
during 2022, the increase in sales can be attributed to the rise in vehicle purchases after the
end of the pandemic.

COMMERCIAL OPERATIONS
Regulation

2 |What is the regulatory framework for manufacture and distribution of
automobiles and automobile parts, such as the homologation process as well
as vehicle registration and insurance requirements?

The Turkish regulations on vehicle manufacturing have generally been drafted in accordance
with United Nations norms and European Union legislation. The primary piece of legislation
regulating motor vehicles and their registration is Highway Traffic Law No. 2918. Pursuant
to the Highway Traffic Law, all motor vehicles and their trailers intended to operate on
highways are obliged to have a certificate of conformity granted by a certification authority.

For vehicles to obtain a certificate of conformity, the initial step is obtaining type approval.
The Ministry of Industry and Technology has authorised Turkish Standards Institution to
supervise the homologation process and grant type-approval certificates. There are three
regulations pertaining to the conditions for type approval based on vehicle categories:

e the Regulation on Type Approval of Motor Vehicles and Their Trailers and Type Approvals
and Market Surveillance of These Parts, Systems and Separate Technical Units
(AB/2018/858];

e the Regulation on Type Approvals and Inspections of Agricultural and Forestry Vehicles
(AB/167/2013); and

e the Regulation on Type Approvals and Inspections of Two- or Three- Wheel Motor
Vehicles and Four-Wheel Motorcycles (AB/168/2013).

All three are drafted in accordance with applicable European Union Directives and
Regulations of the United Nations Economic Commission for Europe. There are no specific
or additional provisions regarding the manufacture of automobile parts, and all three regu-
lations on type approvals are applicable to automobile parts as well.

Once a vehicle obtains type approval, a certificate of conformity also needs to be received for

the vehicle to be operated on highways. The terms and conditions for obtaining the certif-
icate of conformity for highways are regulated by a comprehensive regulation applicable
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to all types of road vehicles, entitled the Regulation on the Manufacture, Modification and
Assembly of Vehicles dated 26 October 2016.

Pursuant to the Highway Traffic Law, all vehicles are obliged to be registered with the traffic
registry before they can be operated on highways. With new legislation that came into effect
in early 2018, called the Regulation on Carrying Out the Sale, Transfer and Registration
Services of Vehicles, public notaries are responsible for the registration of vehicles using an
automated system [previously, registrations were undertaken by traffic registration offices).

The Highway Traffic Law also requires that vehicles have compulsory automobile liability
insurance to be registered and used on highways.

The Regulation on Aftersales Services dated 13 June 2014 includes specific rules for the
distribution of automotive parts. Pursuant to this reqgulation, manufacturers and exporters
must continue to supply spare parts to customers.

In practice, the distribution of automobiles and automobile parts is undertaken through
dealership agreements, which must be drafted in accordance with the Block Exemption
Communiqué on Vertical Agreements in the Motor Vehicles Sector No. 2017/3 (the Block
Exemption Communiqué) issued by the Turkish Competition Authority.

Development, manufacture and supply

3 |How do automotive companies operating in your country generally structure
their development, manufacture and supply issues? What are the usual
contractual arrangements?

The Turkish automotive industry is engaged in both the manufacture and import of vehicles
and spare parts. Primary manufacturers sell vehicles directly or through dealers. On the
other hand, importers normally establish a sales network, with key importers establishing
both a distribution network for sale [(quantitative selective distribution) and aftersales
services (qualitative or, if their market share does not exceed 30 per cent, quantitative selec-
tive repairer network).

Primary industry manufacturers in Turkey generally work with various sub-industry [parts)
manufacturers for their procurement needs. There are several-hundred sub-industry
manufacturers for every key industry manufacturer. However, contractual relationships
among primary industry manufacturers and sub-industry manufacturers tend to be trade-
based only and often short term, mostly lacking any mutual R&D efforts or other deeper
collaboration.
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Distribution

4 |How are vehicles usually distributed? Are there any special rules for
importers, distributors, dealers (including dealer networks) or other
distribution partners? How do automotive companies normally resolve
restructuring or termination issues with their distribution partners?

In terms of the distribution of vehicles, there are no special rules for importers, distributors
or dealers with the exception of sector-specific arrangements under competition legis-
lation. Owing to competition rules requirements, importers or manufacturers choose the
quantitative selective distribution system to sell vehicles.

In accordance with the requirements of the Block Exemption Communiqué, an agreement
between a supplier (ie, manufacturer or importer) and a distributor may have a definite or
indefinite term. An agreement with a definite term must remain valid for at least five years
and each party must accept a provision to notify the other party of its intention not to renew
at least six months before the expiration of the agreement. For agreements with indefinite
duration, the notice of termination period must be at least two years for both parties. The
terms must also allow this two-year notice period to be reduced to no shorter than a period
of one year when:

e the supplier is required by law or the agreement to pay appropriate compensation if it
terminates the agreement; or

e the supplier terminates the agreement owing to the reorganisation of a significant
portion or the entirety of its distribution system.

Mergers, acquisitions and joint ventures

5 |Are there any particularities for M&A or JV transactions that companies
should consider when preparing, negotiating or entering into a deal in the
automotive industry?

There are no special provisions required for M&A or JV transactions within the automo-
tive industry, and there are no additional steps to be taken while preparing, negotiating
or entering into a deal, with the caveat that competition laws play a significant role in the
Turkish automotive industry.

Incentives and barriers to entry

6 |Are there any incentives for investment in the automotive market? Are there
barriers to entry into the market? What impact may new entrants into the
market have on incumbents?

The incentives provided for investments in various markets are regulated by a Decree of the
Council of Ministers entitled the Decision on Government Incentives for Investments No.
2012/3305. Through a 2013 amendment to this Decision, the automotive sector was desig-
nated as a priority sector. Pursuant to this Decision, for an investment in the automotive
sector to be entitled to receive an incentive, the investment amount must be no less than
200 million lira for the main industry and no less than 50 million lira for sub-industries.
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Furthermore, if the investment is no less than 300 million lira, it will be entitled to receive
top-priority incentives. Top-priority incentives include, among other things, VAT and customs
duty exemptions, social security support, partial corporate tax exemptions and allocation of
land free of charge. Incentives are granted individually for each party fulfilling the criteria
and new entrants do not affect the incentives that incumbents are entitled to receive.

There are no barriers to entry into the automotive market, provided that the new party to
the market fulfils all general criteria for investors to establish an industrial enterprise. To
increase competition in the local market and in furtherance of Turkey’'s desire to become
a major global competitor in the automotive sector, newcomers to the Turkish market are
normally encouraged via the incentives described above.

PRODUCT SAFETY AND LIABILITY
Safety and environmental

7 |What are the most relevant automotive-related product compliance safety
and environmental regulations, and how are they enforced? Are there specific
rules for product recalls?

As part of Turkey's EU harmonisation process, new legislation on product compliance safety
and the environment has been adopted to conform to EU legislation within the framework
of the EU-Turkey Association Council Decision No. 1/95 of 6 March 1995, which establishes
a Customs Union among EU member states and Turkey. The primary goal of the applicable
Turkish legislation is to protect consumers from potentially dangerous and harmful prod-
ucts, and to ensure that businesses place safe and compliant products on the market. The
Ministry of Industry and Technology regulates compliance and conducts market surveillance
through related regulations implemented by other relevant ministries. The most relevant
automotive-related product safety and environmental regulation is the Market Surveillance
and Inspection Regulation of Automotive Products dated 22 February 2018, which regulates
automotive products through the Ministry of Industry and Technology within the scope of the
Law on Product Safety and Technical Regulations No. 7223.

In accordance with the new regulations brought by the Law on Product Safety and Technical
Regulations No. 7223, importers or exporters who supply the market with products that are
non-compliant with the safety regulations can face administrative fines of up to 1,518,153 lira,
and they will also be liable for the damages caused by their products to any person or goods.

The Ministry of Industry and Technology is responsible for supervising and investigating
technical compliance of vehicles with the Market Surveillance and Inspection Regulation of
Automotive Products during the market distribution, import, export and assembly processes.
While the regional directorates carry out market surveillance activities, the central unit of
the Ministry of Industry and Technology deals with policy development, programming and
monitoring of these surveillance activities. The most significant market surveillance activi-
ties carried out by regional directorates are product recalls.
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Obligatory recall process

Pursuant to the Market Surveillance and Inspection Regulation of Automotive Products,
within the scope of an obligatory recall, if a vehicle is determined non-compliant, the manu-
facturer must submit a corrective action plan to a regional directorate within 30 days, and
implement such plan within one year if approved. If the plan is not approved by the regional
directorate, or the manufacturer fails to submit an appropriate plan or fails to implement
the plan, administrative fines of up to 231,540 lira may be imposed on the manufacturer.
Extensions will not be granted for implementing the corrective plan unless the malfunction
was not the manufacturer’s fault.

Voluntary recall process

If a manufacturer detects non-compliance before an administrative authority does, a volun-
tary recall procedure must be implemented to avoid administrative fines, which can be
substantial. In the event of a voluntary recall, the manufacturer will make a submission to
a regional directorate, including all necessary documentation and making an estimation as
to how long it will take to conclude the recall process. The regional directorate may grant a
maximum of one year for the finalisation of the recall transactions. Extensions will not be
granted if the corrective plan’s failure to be implemented on time is the fault of the manufac-
turer. The voluntary recall must be announced on the Ministry of Industry and Technology’s
website, and separate notices made to vehicle owners including detailed information on the
recall process, technical non-compliance of the vehicle and contact information of author-
ised offices. If a vehicle owner does not respond to the notice, a second notice will be sent.
If the owner fails to respond again, the notice will be deemed to be duly served.

Product liability and recall

8 |Describe the significance of product liability law, and any key issues
specifically relevant to the automotive industry. How relevant are class actions
or other consumer litigation in product liability, product recall cases, or other
contexts relating to the automotive industry?

Product liability issues constitute the largest number of disputes in this sector. Consumers
who claim that a vehicle is defective may exercise the general rights they are afforded under
the Law on Consumer Protection No. 6502. If it becomes apparent that the vehicle is defec-
tive, the consumer may exercise one of the following rights:

¢ rescinding the contract and returning the purchased vehicle;

e requesting a discount from the sales price in proportion to the defect and keeping the
purchased vehicle;

e requesting a free of charge repair with all expenses borne by the seller, if the repair
does not require extensive expense; or

e requesting replacement of the defective vehicle with a defect-free one, if possible.

The legislation provides a warranty period of two years after the date of sale of a vehicle.
If the vehicle contains a manufacturing defect, the consumer may assert the rights listed
above, even if the warranty period has passed. Furthermore, certain spare parts may have
different statutory warranty periods.
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Although recall cases are not very common in Turkey, pursuant to the Market Surveillance
and Inspection Regulation of Automotive Products, regional directorates of the Ministry of
Industry and Technology conduct recall processes for vehicles deemed unsafe or non-com-
pliant with technical regulations. Having said that, separate from the recall process, if a
consumer claims that the vehicle is not in compliance with applicable technical regulations,
the case is deemed a matter of product liability and examined by consumer courts within the
scope of the Turkish Law on Consumer Protection.

Although the Turkish Civil Procedure Code allows a type of class action by associations or
other entities on behalf of their members or groups whose interests they represent, in prac-
tice, class actions are not common for defective goods in Turkey.

DISPUTES
Competition enforcement

9 |What competition and antitrust issues are specific to, or particularly relevant
for, the automotive industry? Is follow-on litigation significant in competition
cases?

Sector-specific rules

Since 1998, the Turkish automotive industry has been regulated by sector-specific rules,
with the (most recent) Block Exemption Communiqué released in February 2017. These
sector-specific rules lay down the conditions to be met for vertical agreements in the auto-
motive industry to benefit from block exemptions from the prohibition on the allocation of
markets, interfering with sales conditions and exclusive dealing of article 4 (akin to article
101 of Treaty on the Functioning of the European Union] of the Law on the Protection of
the Competition No. 4054 (the Competition Law). The provisions of the Block Exemption
Communiqué apply to vertical agreements concerning the purchase, sale and resale of new
motor vehicles; the purchase, sale and resale of spare parts of motor vehicles; and mainte-
nance and repair services.

As long as the market share of the parties to the vertical agreement does not exceed 30 per
cent, exclusive distribution systems, quantitative distribution systems or qualitative distri-
bution systems can be concluded. Vertical agreements in which the market share of the
parties exceeds 30 per cent benefit from the block exemption only if they adopt the quali-
tative distribution system. The Block Exemption Communiqué aims to protect distributors
from immediate termination by regulating the terms of their agreements and the notice
periods for termination. Accordingly, to benefit from the block exemption, the agreement
must have a duration of at least five years and both of the parties must accept a provision in
the agreement to notify their desire not to renew at least six months before the expiration of
the agreement; where the agreement is for an indefinite duration, the notice of termination
period must be at least two years for both parties.
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Hardcore restrictions

The Block Exemption Communiqué contains a list of hardcore restrictions applicable to the
distribution of vehicles, spare parts and the aftersales market, and is supplemented by a
sector-specific guideline. The main restrictions can be summarised as follows:

restrictions on setting the distributor’s resale prices, with the exception of setting maximum
and recommended prices;

restrictions related to the region or customers to which the distributor may sell, with the
following exceptions:

e inthe case of an exclusive distribution system, restriction of active sales to an exclusive
region or an exclusive customer group allocated by the supplier to itself or to another
buyer, provided the restriction does not include sales by customers of the buyer;

e restriction on sales to final users by a buyer operating at the wholesale level;

e prohibition of sales by selective distribution system members to unauthorised distrib-
utors within the region allocated by the supplier for the operation of the system
concerned: and

e in the case of parts procured for assembly, prohibition on the buyer selling these parts
to manufacturing competitors of the supplier;

e restrictions on active or passive sales by selective distribution system members oper-
ating at the retail level to final users. However, the supplier is entitled to prohibit a
system member from operating at a location where it is not authorised. Furthermore,
prevention of sales and purchases between members of the selective distribution
system is prohibited; and

e restrictions on an authorised service station’s freedom to limit its operations to mainte-
nance and repair services, and spare part distribution.

Inits regulation of the distribution of spare parts, the Block Exemption Communiqué aims to
ensure that authorised distributors, authorised spare part distributors, authorised service
stations, independent spare part distributors, private service stations and end users are not
forced to depend on the motor vehicle supplier for the procurement of the goods in question,
and to allow other suppliers of such goods to be active in the market.

Non-compete obligations

Non-compete obligations are regulated separately under the Block Exemption Communiqué
for the distribution of motor vehicles, for the distribution of spare parts and for aftersales
services. A non-compete obligation is defined as any direct or indirect obligation placed on
the buyer forcing the buyer to make its purchases of the relevant goods or services in the
relevant market, or substitutes thereof, from the supplier or from an undertaking desig-
nated by the supplier at a level of over 80 per cent in the new motor vehicle sales market
and over 30 per cent in the aftersales market.

For the distribution of motor vehicles, non-compete obligations with a period of a maximum

of five years are within the scope of the block exemption. However, the distribution of spare
parts and aftersales services do not benefit from the block exemption.
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Investigations in the automotive industry

The automotive industry, including the spare parts sector, is a relatively frequent investi-
gation target of the Turkish Competition Authority (TCAJ. The first violation decision of the
Turkish Competition Board (the Board), a part of the TCA, related to Renault’s practices on
vertical agreements in 2000. Renault was fined for non-compliance of its distribution agree-
ments with competition rules, fixing discount rates, prohibiting the use of matching-quality
spare parts and prohibiting fleet sales by authorised dealers to public entities. Two subse-
quent decisions of the Board in 2001 against Dogus Group, which imports and distributes
Volkswagen Group brands in Turkey, and in 2004 against Peugeot related to vertical agree-
ments that were not in line with the requirements of permitted block exemptions.

In its most extensive investigation of the industry, the TCA initiated an investigation of 23
undertakings active in the automotive sector (both passenger cars and light commercial
vehicles] in 2009. The TCA alleged that the undertakings had discussed future pricing poli-
cies, stock data, sales targets and sales strategies. According to the Board's decision in
2011, 15 undertakings under investigation violated article 4 of the Competition Law. The
Board imposed fines on these undertakings totalling approximately 277 million lira. At that
time, it was the largest fine everimposed by the Board. In its decision, the Board emphasised
that exchange of future prices or price strategies can be deemed a violation of competition
rules. The Board indicated that unless otherwise proven by the investigated undertakings,
it is presumed that the undertakings used the exchanged information to coordinate their
actions in the market. Exchange of other information such as stock data, sales targets,
sales amounts and sales strategies among the undertakings was deemed as complemen-
tary to the exchange of future prices and price strategies. The appeals process against the
fines was concluded by the end of 2019. The Council of State dismissed the request of 15
undertakings to cancel the fines and approved the Board's decision.

Atwo-year investigation by the TCA, initiated in early 2020 against 24 car distributors, which
included companies such as Ford Otosan, Mercedes, Volvo, Tofas and Dogus, concluded in
March 2022. The Board decided that there was no infringement by the undertakings and did
not impose any fines.

The length of the appellate process for competition law violations often prevents claims for
damages by private action, as Turkish courts are unwilling to accept suits for damage claims
before the final decision on the underlying infringement has been issued. Additionally, it is
not possible to bring actions on behalf of multiple claimants in the form of a collective
action. Although the Turkish Civil Procedure Code allows a certain type of class action, class
actions are not used in practice, which can be considered as a barrier to damage claims
through private action.

Dispute resolution mechanisms
10| What kind of disputes have been experienced in the automotive industry, and
how are they usually resolved? Are there any quick solutions along the supply

chain available?

The main types of disputes seen in the automotive industry are disputes arising from
contractual relations and product liability.
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Disputes regarding contractual relations usually arise among main industry manufacturers,
sub-industry manufacturers, distributors and dealers. These disputes are usually resolved
by litigation. If the infringement of a contract constitutes an emergency that may prejudice
a party from exercising a right, such party may file for an interim injunction before filing a
case, provided it posts a deposit. After obtaining the court’s decision on an interim injunc-
tion, related legal proceedings must be initiated within two weeks. The parties are also free
to include arbitration and other ADR clauses in their contracts, or agree to such procedures
after the dispute has arisen.

Disputes arising from product liability can be divided into two groups: disputes between
automotive companies and other legal entities, and disputes between automotive compa-
nies and consumers. While product liability disputes between automotive companies and
legal entities are resolved by litigation through civil courts, specialised consumer courts
oversee consumer disputes. Furthermore, if the claim is for less than 66,000 lira, consumers
can apply to consumer arbitration commissions for an expedited resolution of the dispute.

For both disputes regarding commercial and consumer matters, applying for mediation
before filing a case is mandatory, except for applications to consumer arbitration commis-
sions and objections filed against consumer arbitration commissions.

Distressed suppliers

11|What is the process for dealing with distressed suppliers in the automotive
industry?

There are no specific provisions for dealing with distressed suppliers in the automotive
industry. Having said that, Turkish legislation in general aims to enable distressed suppliers
to continue their operations and to provide various incentives to improve their financial
status. There are various incentives foreseen for small and medium-sized enterprises, from
which sub-industry manufacturers can benefit. Such incentives include, but are not limited
to, loans with a low interest rate, tax deductions, debt relief and reorganisation.

Furthermore, one of the primary goals of the Turkish Code of Obligations, at the time of
inability to perform obligations, is to maintain the continuity of contractual relationships
rather than immediate termination. Accordingly, the Turkish Code of Obligations sets forth
that in a bilateral contract, if one of the parties is distressed, the other party may grant
additional time or request a judge to do the same to enable the distressed party to perform
its obligations. In such a case, a claimant can request compensation or termination only
if the distressed party cannot fulfil its obligation in the granted time. Having said that, as
a default rule, if the rights of a party to a contract are jeopardised due to the other party’s
inability to perform its obligation arising from the contract, especially if the non-performing
party is bankrupt or collection proceedings against it remain inconclusive, the jeopardised
party may refrain from performing its obligations until the performance of the other party is
secured without the necessity to grant additional time.
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Intellectual property disputes

12| Are intellectual property disputes significant in the automotive industry? If so,
how effectively is industrial intellectual property protected? Are intellectual
property disputes easily resolved?

The most significant intellectual property disputes in the automotive industry have tradi-
tionally been due to alleged infringements caused by companies that are not OEMs, which
constitute a majority of the market. The Turkish Industrial Property Law, which entered
into force in 2017, adopts a new method specifically for aftermarket and non-OEM parts.
Pursuant to this law, if the intended use of a good is indicated, the trademark owner can
no longer prevent third parties from using accessories, repair parts and non-OEM goods in
good faith, within the natural flow of commercial life.

From a design aspect, protection of vehicle parts is examined in different groups: repair
parts (must-fit parts and must-match parts) and equivalent goods. Must-fit parts (engine
pistons and the like) are designed in an imperative shape and size for a specific function and
cannot be replaced with a different shape. On the other hand, must-match parts (headlights
and the like) are visible and mandatory for the original appearance of a design, but not the
function. Designs of must-fit parts cannot benefit from protection over design rights and
OEMs cannot pursue any claims over must-fit parts manufactured by non-OEMs arising
from design rights.

On the other hand, must-match parts can benefit from protection of design rights, and the
most significant intellectual property disputes arise from the manufacturing of must-match
parts. An exception to this rule is that the use of a must-match part for repair purposes after
the part has been in the market for at least three years does not constitute an infringement
of design rights. This exception was adopted as a part of Turkey’'s harmonisation process
with European Union legislation.

The Turkish Industrial Property Law also protects non-OEMs with respect to their produc-
tion of equivalent goods to prevent intellectual property disputes between non-OEMs and
OEMSs. Pursuant to this law, the use for repair purposes of equivalent goods announced by
the Ministry of Industry and Technology does not constitute infringement of design rights
even for the first three years of the availability of the goods on the market.

There is no fast-track option for resolving intellectual property disputes. Disputes arising
from the infringement of intellectual property rights are examined by specialised civil and
criminal courts for intellectual and industrial property rights. The approximate trial period
is one to three years, excluding the appeal process, which may take more than two years.
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EMPLOYMENT ISSUES
Trade unions and work councils

13| Are there specific employment issues that automotive companies should be
aware of, such as with trade unions and works councils?

Pursuant to the Turkish Constitution, all employees have right to become members of trade
unions without the necessity to obtain permission from their employers. In practice, trade
unions actively operate with significant influence in automotive companies. Currently, there
are three trade unions whose members include automotive sector employees (in addition to
other sectors), namely, Tiirk Metal, Birlesik Metal-is and Ozcelik-Is. These three unions have
a total of approximately 339,266 members; of these, 258,928 are members of Turk Metal.

Provided that a trade union has at least 10 per cent of the employees of the sector as
members and its members in the given automotive company constitute a majority of the
employees, the union can apply to the Ministry of Labour and Social Security in order to
be authorised to sign a collective labour agreement. If the authorisation is granted by the
ministry, a collective labour agreement will be implemented at the company. Collective
labour agreements can be in force for up to three years. The negotiation process takes place
between the trade union that has the majority in the given automotive company and the
Turkish Employers Association of Metal Industries, the major employers” union for the auto-
motive sector, if the given automotive factory is a party thereto. If the automotive company
is not a member of an employers” union, the representatives of the company take direct part
in the negotiation process.

Turkish labour laws clearly forbid employers to terminate employment relationships due to
employees” membership of trade unions. In the event of a company’s non-compliance, the
employee will be entitled to claim compensation equal to no less than one year’'s wages,
in addition to any employment claims the employee is entitled to receive at the time of
termination.

NEW TECHNOLOGIES AND MOBILITY
Legal developments

14| What are the most important legal developments relating to automotive
technological and mobility advances?

Turkish legislation on the manufacturing of vehicles, and the automotive industry in
general, is drafted in accordance with United Nations norms and European Union legisla-
tion. Furthermore, to ensure compatibility with technical developments in the automotive
industry, there have been various recent amendments to Turkish legislation with respect to
the manufacturing and repair of vehicles.

The manufacturing of vehicles was regulated by the 2008 Regulation on the Manufacturing,
Modification and Assembly of Vehicles until late 2016, when it was replaced with a new
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regulation with the same name. With the new regulation, provisions relating to electric and
hybrid cars were introduced for the first time.

Pursuant to the Motor Vehicles Law in force, electric cars are not subject to motor vehicles
tax (MVT] because MVT is calculated based on the cylinder volume of the engine, which
electric cars normally do not have. Having said that, pursuant to the Law on the Taxation of
Motor Vehicles, MVT is applicable to electric cars too, at the rate of one-quarter of the MVT
of gasoline engine vehicles within the same price range and with equivalent engines starting
from 1 January 2019. On the other hand, MVT for hybrid cars is subject to the Motor Vehicles
Law and is not specifically regulated in any legislation. There are also specific tax discounts
foreseen for a special consumption tax for electric and hybrid cars to encourage the use of
these new technologies. Although the sale of electric cars has increased significantly as a
percentage (8,210 electric cars were sold in 2022, compared to 2,849 sold in 2021}, sales of
such vehicles are still negligible in the overall market. The sale of hybrid cars has seen a
small decrease, with 19,126 hybrid cars sold in 2022 compared to 20,915 sold in 2021.

The Charging Service Regulation entered into force in April 2022. Per this Regulation, the
Turkish Energy Market Regulatory Authority (EMRA) will oversee the establishment and
operation of electric vehicle charging stations. According to the Regulation, charging service
providers must apply for a licence to EMRA to obtain a charging service provider licence.
Over 100 companies have already been granted licences. Although Tesla has not yet started
to sell electric vehicles in Turkey, it is among the companies that have obtained the licence.
There are currently 3,728 charging stations in Turkey, of which 646 charging stations are for
fast charging (DC) and 3,082 are for slow charging (AC).

The operation of Uber and similar companies in Turkey was subject to great controversy
for a long time. To transport passengers in Turkey, a certificate for commercial passenger
transfer must be obtained. However, pursuant to the regulation in force, only taxis and
passenger vans [minibuses] with a certain number of seats are entitled to obtain this certif-
icate. This created a legal gap and for a period enabled ride hailing companies to operate
using commercially licensed vans without being subject to the high tax rates and taxicab
licence (that regular taxis incur). Marti, an e-scooter app operating in Turkey, has recently
developed a ride-sharing service called TAG that can be accessed through its application.
Marti currently does not obtain any commission fee for the ride-sharing service, and TAG
only operates as a platform service provider. There is an ongoing court case against TAG.

In response to a lawsuit filed by the Union of Taxi Drivers, an Istanbul court ruled in 2019
that the operations of Uber constitute unfair competition between the taxi drivers and Uber
operators. Accordingly, the court terminated Uber’'s commercial activities and prohibited
access to Uber services. Uber appealed the decision and, in January 2021, the appellate
court reversed the judgment. Following the reversal, the Information and Communications
Technologies Authority unblocked access to Uber’s services, and the company is currently
operating in 16 cities, expanding from three cities compared to July 2021, albeit essentially
as a taxi-hailing app. Other taxi-hailing services are currently operating in Turkey too.
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UPDATE AND TRENDS
Trends and new legislation

15| Are there other current legal developments, emerging trends or pending
legislation relevant to the automotive and mobility industry that should be
noted?

In November 2017, a consortium composed of five large Turkish companies, which later
incorporated a company under the name of Tirkiye'nin Otomobili Girisim Grubu (TOGG),
announced a new project to manufacture a domestic car designed, engineered and manufac-
tured solely in Turkey. In December 2019, TOGG presented prototypes of several passenger
electric vehicles. TOGG announced that in the next 15 years, an investment of 22 billion lira
will be made to establish a facility that can manufacture 175,000 cars a year. Recently, TOGG
has announced the prices for its electric vehicles, and started accepting applications for
pre-sales through a lottery for the first batch of vehicles.

In September 2019, Volkswagen incorporated a subsidiary in Turkey for the purpose of
setting up a factory in the Manisa province to produce Volkswagen Passat and Skoda Superb
models. Volkswagen announced it was expecting to make an investment of around €1.4
billion in this factory. However, in October 2019, due to political reasons relating to Turkey’'s
involvement in the Syria situation, Volkswagen announced that they had frozen the invest-
ment plan. In July 2020, Volkswagen announced that because of the pandemic, it has
decided to revise its investment plans and terminate its plans for expanding its produc-
tion facilities. In December 2020, Volkswagen initiated the liquidation process of its Turkish
subsidiary. The liquidation has been completed and the Turkish subsidiary has been closed
as of September 2021.

The Charging Service Regulation entered into force in April 2022. Per this Regulation, the
Turkish Energy Market Regulatory Authority (EMRA) will oversee the establishment and
operation of electric vehicle charging stations. According to the Regulation, charging service
providers must apply for a licence to EMRA to obtain a charging service provider licence.
Over 100 companies have already been granted licences. Although Tesla has not yet started
to sell electric vehicles in Turkey, it is among the companies that have obtained the licence.
There are currently 3,728 charging stations in Turkey, of which 646 are for fast charging (DC)
and 3,082 are for slow charging (AC).

Furthermore, the Union of Chambers of Turkish Engineers and Architects and the Chamber
of Electrical Engineers are currently working on a draft regulation setting forth the condi-
tions for the inspection of electric vehicles and charging stations. Additionally, with an
amendment in March 2022 to the Regulation on the Technological Products Investment
Support Program, investments regarding the establishment of fast charging stations for
electric vehicles were included in the support programme. The Ministry of Industry and
Technology has granted incentives to 46 projects and will be offering product and machinery
support for the establishment of fast charging stations.

These pieces of legislation are clear steps towards the synchronisation of Turkish legislation

with technological developments in this area, and an indication that there will be impor-
tant legal developments in the near future. It is estimated that the number of fully electric
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vehicles actively used in traffic is around 15,000 in Turkey, increasing from approximately
1,700 electric vehicles in 2020. However, to establish and operate a meaningful system of
electric vehicle charging stations, vehicle numbers must increase significantly.

In March 2021, Turkish conglomerate Ko¢ Holding and Ford Otosan announced that with an
investment of around €2 billion, Ford Otosan plans to establish an integrated production
facility to manufacture electric vehicles in Kocaeli. The factory is expected to have a capacity
of 650,000 commercial vehicles and a battery installation capacity of 130,000 per year. The
factory has not started its operations yet, despite the announcement that it would start its
operations in 2022.

The Law on Product Safety and Technical Regulations No. 7223 entered into force in
March 2021, and with it the Law on Preparation and Implementation of the Technical
Legislation on Products No. 4703 was repealed. Although the most relevant provisions have
not changed drastically, the new law has brought requirements for importers and exporters
on product liability that holds importers and exporters liable for damages their products
may cause to any persons or goods. Furthermore, importers and exporters that supply the
market with defective products may face fines of up to 1,518,153 liras.

There is also an ongoing dispute among Turkish scholars regarding the rules to be imple-

mented for autonomous driving and responsibilities of vehicle owners in the event of
accidents. Currently, there is no legislation on autonomous vehicles.
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