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vergi muafiyetleri tanimaktadir. Bu

muafiyetlerin - mesrulugu ulusal ve

uluslararas1 olarak korunan diisiince,

vicdan ve din Ozgiirliigiine
dayanmaktadir. Bu sebeple dini organizasyonlarin
uluslararas1 vergi kurallar1 ve muafiyetleri ile
uyumlu olmasi onemlidir. Bu ¢alisma, Amerika
Birlesik Devletleri'nde (ABD) ve Avrupa
Birligi’ndeki (AB) dini vergi muafiyetlerini
Tiirkiye’dekiler ile karsilagtirmayi, din tabanli vergi
muafiyetlerindeki  temel farkliliklari  ortaya
cikarmay1 ve genel olarak dini organizasyonlar i¢in
olan  vergi  muafiyetlerini  degerlendirmeyi
amaclamaktadir. Dini vergi muafiyetleri, ilgili
kanunlar, vergi politikalar1 mahkeme ve komisyon
kararlar1 degerlendirilerek karsilastirilmistir. Bu
caligmada goriildiigii lizere dini organizasyonlara
kars1 vergi politikalarinda heniiz bir fikir birligine
vartlmamigtir. Bu ¢alismanin bulgulann Tiirkiye,
Avrupa Birligi ve Amerika Birlesik Devletleri
arasinda din tabanli vergi politikalarinda belirgin
farkliliklar  ortaya ¢ikarmistir.  Problemlerden
kacinmak igin ulusal ve uluslararasi yasalar bu
catigmay1 ortadan kaldiracak sekilde ¢ikariimalidir.
Vergi regiilasyonlar1 diisiince, vicdan ve din
Ozgiirligiinii koruyan yasalar ile uyumlu olmalidir.
Aksi takdirde vergi politikasindaki bu 1srarci
farkliliklarin politik, kiiltiirel ve tarihsel etkileri

olmas1 muhtemeldir.
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Mahkemesi, karsilagtirmali ¢alisma.
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INTRODUCTION

Houses of worship and religious organizations have received tax exemptions
since ancient times. Especially in democratic states, governments often exempt these
institutions from inheritance, gift, and sales taxes and allow parishioners to deduct their
donations from income or corporate taxes. The legitimacy of these exemptions remains
a topic of debate among scholars and policy makers. Advocates argue that these
exemptions help separate the state from religious institutions and that they serve the
public interest because houses of worship and religious organizations meet societal
needs (e.g., helping the poor and promoting moral behavior, healthy lifestyles, and
honesty). In this aspect, exemptions promote values that benefit society (Martin, 2017;
Shertreet, 2007). However, opponents argue that exemptions encourage state
participation in and subsidization of religious institutions. Moreover, some government-
subsidized organizations can obtain sufficient donations on their own, making tax
exemptions unnecessary (McCormack, 2011; Roemhildt, 2003; Whitehead, 1991; Yalti,
2013).

Underpinning these tax exemptions are the rights to freedom of thought,
conscience, and religion, which are legally protected in many countries and by
international conventions such as the European Convention on Human Rights (ECHR).
Countries can implement policies that reflect specific consideration of their
constituents’ needs and the public interest, but increasing globalization requires that
these policies comply with international law. Indeed, several lawsuits have been filed
around the world in national and international courts to challenge these exemptions.
These cases cite violations of freedom of thought, conscience, association, and religion;
prohibition of religious worship; and discrimination against houses of worship.
Religious organizations may be especially targeted for lawsuits because in many
countries they also serve as nongovernmental foundations and associations with
fundraising and income that are managed under civil legal entities. The very high
revenues of these organizations often attract attention from tax authorities. Moreover,
these organizations frequently interfere with domestic corruption scandals, though such
activity is beyond the scope of this study.

Taxation of houses of worship and religious institutions is a particularly sensitive
topic in regions with diverse religious populations, such as the United States (US) and
the European Union (EU). Although Turkey has a Muslim majority, it is home to many
Islamic sects (e.g., Alawism and Sunnism), as well as Christians, Jews, Jehovah's
Witnesses, and Mormons. Turkey began its accession to the EU in 1963 with the
Ankara Agreement (also known as the Association Agreement). After becoming a
candidate member in 1999, Turkey began full membership negotiations in 2005 and has
since worked to adapt to the EU community acquis. Turkey is a signatory to the ECHR,

Hacettepe University Journal of Economics and Administrative Sciences |
Vol 38, Issue 3, 2020
609



TOSUN | Dini Organizasyonlar I¢in Vergi Muafiyetleri: Amerika Birlesik Devletleri, Avrupa Birligi. ..

under which Turkish citizens can file individual applications to the European Court of
Human Rights. It is therefore important that Turkey implement policies that align with
international laws, including those concerning tax exemptions granted to houses of
worship.

This study aims to compare religious tax exemptions and religious freedom laws
in the US and the EU with those of Turkey, assess Turkish tax policy toward religious
organizations, and make policy recommendations for Turkey. To do so, religious
freedoms and tax exemptions were investigated in these regions, along with income,
corporate, real estate, value added, and sales taxes. By evaluating relevant laws, court
documents, and commission decisions and judgments, the study revealed important
differences in religious-based tax exemptions in the US, the EU, and Turkey.

Additionally, examination of a large volume of literature demonstrated that no
prior studies on this issue had been published. Thus, this study also aims to fill this
existing research gap.

1. RELIGIOUS FREEDOMS AND TAX EXEMPTIONS IN THE UNITED
STATES, THE EUROPEAN UNION, AND TURKEY

This section addresses some general rules related to religious freedoms and tax
exemptions in the US, the EU, and Turkey.

1.1. United States

Examining the general rules regarding religious freedoms and tax exemptions in
the US requires some understanding of the U.S. Constitution, which separates the
church and the state. The First Amendment of the U.S. Constitution states,

Congress shall make no law respecting an establishment of religion, or
prohibiting the free exercise thereof; or abridging the freedom of speech, or of
the press; or the right of the people peaceably to assemble, and to petition the
Government for a redress of grievances.

Religious organizations in the US may be required to pay taxes at both federal
and state levels. At the federal level, religious organizations are generally exempt from
many taxes under Section 501 of the US Internal Revenue Code. Individual states also
grant tax exemptions, although an organization that is exempt at the federal level may
not be exempt at the state level. Section 501(c)(3) of the US Internal Revenue Code lists
the following criteria for tax exemption:
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Corporations and any community chest, fund, or foundation, organized and
operated exclusively for religious, charitable, scientific, testing for public safety,
literary, or educational purposes, or to foster national or international amateur
sports competition (but only if no part of its activities involve the provision of
athletic facilities or equipment), or for the prevention of cruelty to children or
animals [...]

Although religious organizations qualify for substantial tax exemptions under
Section 501, they may lose their status if they create propaganda, influence legislation,
participate in political campaigns, or violate fundamental public policies (Crimm, Winer
2013; Vaughn 2004). Some studies suggest that racist or anti-same-sex marriage views
may disqualify churches from tax exemptions (Brunson, Herzig 2017). For example, in
1983, the nonprofit religious and educational institution, Bob Jones University, lost a
lawsuit with the Internal Revenue Service after losing its tax-exempt status due to racist
practices that conflicted with federal policies (Brunson, Herzig 2017).

1.2. European Union

After the Second World War, the Council of Europe was founded to build
reconciliation and mutual trust among people in Europe through establishing common
institutions, standards, and conventions. Of the 47 Council of Europe member states, 28
are members of the EU. All Council of Europe member states belong to the ECHR,
which was drafted to protect human rights, democratic values, and the rule of law.

Article 9 of the ECHR protects freedom of thought, conscience, and religion. It
states,

Everyone has the right to freedom of thought, conscience and religion; this
right includes freedom to change his religion or belief and freedom, either alone
or in community with others and in public or private, to manifest his religion or
belief, in worship, teaching, practice and observance. Freedom to manifest one’s
religion or beliefs shall be subject only to such limitations as are prescribed by
law and are necessary in a democratic society in the interests of public safety,
for the protection of public order, health or morals, or for the protection of the
rights and freedoms of others.

The ECHR does not limit religious beliefs. However, it recognizes that in diverse
and democratic societies, limitations may be required to reconcile interests among
various groups. The European Court of Human Rights acknowledges that religious
organizations in many countries operate as associations. As such, the Court considers
both Article 9 of the ECHR, which protects the freedom of conscience and religion, and
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Article 11, which protects freedom of assembly and association, in decisions concerning
religious practice and tax exemptions.

According to Article 11 of the ECHR,

Everyone has the right to freedom of peaceful assembly and to freedom of
association with others, including the right to form and to join trade unions for
the protection of his interests ... No restrictions shall be placed on the exercise
of these rights other than such as are prescribed by law and are necessary in a
democratic society in the interest of national security or public safety, for the
prevention of disorder or crime, for the protection of health or morals or for
the protection of the rights and freedoms of others. This article shall not
prevent the imposition of lawful restrictions on the exercise of these rights by
members of the armed forces, of the police or of the administration of the
State.

Different countries may classify religious institutions as associations or houses
of worship, which can be problematic when the Court intervenes to address disparities
in treatment among these organizations. Sometimes, the government allows exemptions
for religious entities that are defined as houses of worship. At other times, however, it
prohibits exemptions for entities defined as associations (e.g., religious sects and new
religious movements). These inconsistencies can lead to conflict when both current case
law of the European Court of Human Rights and the ECHR grant religious groups and
their individual members equal protection under the law (Council of Europe Research
Divisions, 2011). Thus, the Court also considers Article 14:

The enjoyment of the rights and freedoms set forth in this Convention
shall be secured without discrimination on any ground such as sex, race,
colour, language, religion, political or other opinion, national or social origin,
association with a national minority, property, birth or other status.

1.3. Turkey

The Constitution of the Republic of Turkey establishes Turkey’s government,
including its guiding principles, rules of conduct, and responsibilities to citizens. Article
24 of the Constitution protects freedom of thought, conscience, and religion:

Everyone has the right to freedom of conscience, religious belief and
conviction. Acts of worship, religious services, and ceremonies shall be
conducted freely, provided that they do not violate the provisions of Article
14. No one shall be compelled to worship, or to participate in religious
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ceremonies and rites, to reveal religious beliefs and convictions, or be blamed
or accused because of his religious beliefs and convictions ...

Although Turkish tax law grants many tax exemptions to houses of worship and
religious organizations, the European Commission criticized the low number of
nonprofit organizations that benefit from these exemptions in its 2014 Progress Report
of Turkey (European Commission, 2014).

2. INCOME AND CORPORATE TAX IN THE UNITED STATES, THE
EUROPEAN UNION, AND TURKEY

The comprehensive definition of income tax includes both personal and
corporate incomes. Since most houses of worship and religious institutions are nonprofit
organizations, many countries do not consider them to be income tax payers. However,
to fulfill their goals and purposes, these organizations often participate in activities such
as selling books and organizing concerts that generate revenue. In these scenarios, they
may be required to pay income or corporate tax.

2.1. United States

Section 501 of the US Internal Revenue Code exempts many organizations,
including religious institutions, from federal income tax if they meet certain
requirements. Taxpayers’ donations to these organizations can also be deducted from
their personal income tax. However, tax-exempt organizations may have to pay
unrelated business income taxes if they engage in revenue-generating activities. These
taxes are complicated, though, because it can be difficult to determine which activities
are exempt. Section 501 defines activities in terms of unfair competition against the
private sector. Particularly, if a private-sector organization performs a specific activity
that generates a profit, then income generated by a tax-exempt religious institution
performing that same activity is taxable (Fricke, 2016).

2.2. European Union

In some EU countries, such as Germany, Italy, and Denmark, churches act as tax
collectors, not taxpayers, because they collect taxes (i.e., church tax) from their
communities. Church taxes usually include a proportion of income tax (Berghammer
vd., 2018). Similar to the US and Turkey, religious organizations in many EU countries
operate as nonprofits and thus are exempt from income and corporate taxation. Also
similar to EU and Turkish law, revenue generated by these organizations is taxable
(corporate or income) if it comes from commercial activity (Anheier, Seibel, 1993;
Archambault, 1997; Barbetta, 1999). Due to historical, religious, and cultural
differences across member states of the EU, tax policies regarding donations to religious
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organizations vary. Unlike in the US, where such donations can be deducted from
income tax, many EU countries impose an upper limit on charitable contribution
deductions. For example, in Germany, taxpayers can deduct up to 20% of their pre-tax
income as donations to non-profit organizations that are recognized by the tax office. In
the Netherlands, the tax benefit on donations is capped at 10% of the annual taxable
income (Centre d’Etude et de Recherche sur la Philanthrophie, 2015; European
Fundraising Association, 2018; Faulhaber, 2014).

2.3. Turkey

In Turkey, many religious institutions are organized as nonprofit organizations
that are exempt from income or corporate taxation. However, revenue from their
commercial enterprises (e.g., selling religious books or educational courses) is subject
to income or corporate taxes.

Turkey often changes its tax policies regarding deductions for religious
donations. From 1985 to 1998, Law No. 3239 stipulated that all expenses related to
mosque construction and assistance were tax-deductible. In 1998, Law No. 4369
abolished this broad tax deduction, limiting such deductions. Law No. 6322 in 2012
expanded the legislation to include all donations to all houses of worship. Specifically,
Article 10/1/¢ of the Corporate Tax Law and Article 89/5 of the Income Tax Law allow
deductions for

all expenditures made due to the construction of [...] houses of worship
[...] and the construction of facilities providing religious education under the
supervision of the Directorate of Religious Affairs

and provide that

all kinds of donations and charities granted to these organizations for the
construction of these facilities, and all kinds of cash and in-kind donations and
charities granted to enable the existing facilities to continue their activities can
be deducted from profit in the corporate tax base.

Article 10/1/c of the Corporate Tax Law and Article 89/4 of the Income Tax Law
allow limited deductions for donations granted to associations and foundations that offer
public benefit.
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2.4 Comparing Income and Corporate Tax Policy in Turkey with Policies in
the United States and the European Union

The US, the EU, and Turkey levy income or corporate tax on the commercial
activities of religious organizations if those activities create unfair competition in the
private sector. Many EU member countries levy a church tax, which is an income tax
that religious organizations collect from their members. There is no such practice in
Turkey, and the First Amendment of the US Constitution explicitly prohibits such a tax.

In the US, religious organizations are exempt from income tax, and individual
donations to these institutions can be deducted from the income tax. To keep their
exempt status, organizations must refrain from creating propaganda or violating public
policy. Even with these requirements, the US offers comprehensive tax exemptions to
religious organizations, although its limits and conditions are stricter than those in
Turkey and many EU countries. Turkey generally supports religious organizations and
does not prevent them from intervening in politics or violating policy. In Turkey, all
donations toward the building and maintenance of houses of worship and religious
schools are tax-deductible. However, Turkey allows only a small portion of donations to
nonprofit organizations that offer public benefit to be deducted from the donor's income
tax. In the US, such donations are fully deductible from income taxes. Practices in EU
countries vary. In Turkey, unlike the US and many EU countries, worship is not broadly
defined, which makes charitable contribution deductions difficult since they may be
deductible only if they are made to a particular religion or sect.

3. PROPERTY TAXES IN THE UNITED STATES, THE EUROPEAN
UNION, AND TURKEY

Property owners pay taxes on the land and buildings they own, and these taxes
can be significant sources of income for municipalities. Religious organizations in the
US, the EU, and Turkey often own numerous properties, including houses of worship,
land, cemeteries, schools, hospitals, elder care homes, shelters for the poor and
homeless, and orphanages. Thus, property tax exemptions for these organizations often
comprise large holdings. The legitimacy of these property tax exemptions is a common
issue of debate and judicial discussion (Brown, Mahon 1959; Fisher, 2002). Lawsuits
have challenged whether these exemptions protect freedom of thought, conscience, and
religion. The resulting court decisions often involve careful consideration of
discrimination, preferential treatment, and special conditions.

3.1. United States

US property taxes are important sources of revenue for many local governments,
each of which may have different tax procedures. Religious exemptions are subject to
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debate and judicial proceedings. For example, in the 1970 case Walz v. Tax Commission
of the City of New York, a real estate owner sued the New York City Tax Commission
for property tax exemptions granted to religious organizations. The plaintiff claimed
that the exemptions represented a subsidy that indirectly forced him to contribute to
those churches. As such, they violated the US Constitution and its guarantee of freedom
of thought, conscience, and religion. The US Supreme Court ruled that the exemption
did not violate the First Amendment, stating that complete and perfect separation
between houses of worship and the state would be impossible and that the aim of the
constitutional amendment instead was to prevent excessive intervention. It found that
property tax exemptions implied a benevolent neutrality toward churches and religions
that neither promoted nor punished a particular religion, church, or group (Howard,
1971; Walz v. Tax Commission of the City of New York, 1970). This decision settled the
question regarding the constitutionality of property tax exemptions for houses of
worship and religious organizations.

Sometimes, the courts must decide whether religious organizations deserve
property tax exemptions. For example, in Golden Writ of God v. Dept. of Rev. (1986),
the Supreme Court of Oregon decided that a religious group known as the Golden Writ
of God was ineligible for a property tax exemption for 230 acres of agricultural land
that was not used exclusively for religious and charitable purposes (Fisher, 2002).

3.2. European Union

In the EU, definitions of property tax, eligibility for property tax exemptions, and
whether these taxes are collected at the local or state level vary from country to country.
Generally, lands and properties used for religious purposes are exempt, though the issue
has been challenged in court. In the 1992 case Salvador & Moratilla v. Spain, the
Protestant Church of Spain claimed that the Catholic Church received an unfair tax
exemption that violated Article 9 of the ECHR. The European Court of Human Rights
ruled that Article 9 does not exempt all houses of worship from all forms of taxation.
The Court found that the different treatment (i.e., property tax exemption) was legal
because it was based on a contract between Spain and the Vatican. Thus, they found no
violation of Article 1 or Article 9 (Iglesia Bautista El Salvador & José Aquilino Ortega
Moratilla v. Spain 1992)

In the controversial 2014 case, Church of Jesus Christ of Latter Day Saints v.
UK, the Church of Jesus Christ of Latter Day Saints, known also as the Mormon
Church, sued the United Kingdom for granting dual exemptions to religious
organizations. The United Kingdom allows a 100 percent exemption of property taxes
for public places of worship and an 80 percent exemption for private ones. In this case,
the Mormon temple in Lancashire, Preston, was only partially open to the public, thus it
was not fully exempt from property taxes. The Mormon Church filed a complaint, citing
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discrimination based on provisions in Article 14 and Article 9. The church explained
that according to the nature of its worship, only church members were allowed to enter
the temple. The Court decided that the lack of property tax exemption had not caused
any difference in treatment between comparable groups because the tax law in question
had been applied in the same way to all religious organizations, including private
worship rooms, with similar results for all. Thus, the Court ruled that neither Article 14
nor Article 9 had been violated. Furthermore, it held that there was reasonable and
objective justification for the difference in taxation and that all other religious groups in
the country were subject to the same rule. Thus, no human rights had been violated (The
Church of Jesus Christ of Latter-Day Saints v. UK 2014).

3.3. Turkey

Property taxes are important sources of revenue for municipalities in Turkey.
Building and land owners pay these taxes annually. Pursuant to Paragraph g, Article 4,
of the Property Tax Law,

The houses of worship which are for the performance of
religious services and open to public and their outbuildings shall be
permanently exempt from the real estate tax, provided that they are
not leased.

The Property Tax Law further clarifies which properties are exempt: buildings
belonging to associations that serve public benefit and that are not leased or otherwise
subject to the corporate tax (Paragraph e, Article 4); buildings belonging to tax-exempt
foundations that follow the law regarding such foundations (Paragraph m, Article 4);
and lands belonging to associations that offer public benefit and that are not owned by
enterprises subject to the corporate tax (Paragraph c, Article 14). Notably, lands and
parcels belonging to foundations that are granted tax exemption are not exempt from
property tax.

Granting property tax exemption only to houses of worship creates problems for
religious organizations that are not considered as such. In 2016, in lzzettin Dogan and
Others v. Turkey, the applicants argued that the Presidency of Religious Affairs limited
its governance to houses of worship of the Sunni sect and excluded djemevis, which are
houses of worship in the Alewi sect, thus prohibiting property tax exemptions for
djemevis. The European Court of Human Rights found Turkey to be in violation of
Article 9 and Article 14 of the ECHR. Initiatives were established to designate djemevis
as houses of worship in Turkey (lzzettin Dogan & Others v. Turkey, 2016).
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3.4. Comparing Property Tax Policy in Turkey with Policies of the United
States and the European Union

Comparing property tax exemptions can be difficult, because the concepts of
property differ across each country. In terms of religious organizations, the US, Turkey,
and the EU grant large-scale exemptions for property taxes that usually require
buildings to be open to the general public, offer public benefit, and not be used for
commercial purposes. This exemption has been criticized in the US, as in the case of
Walz v. Tax Commission of the City of New York (1970), for forcing people who do not
subscribe to a religion to subsidize its houses of worship. In Turkey, lands and parcels
belonging to religious foundations that are granted tax exemption are not given property
tax exemption.

4. ESTATE, INHERITANCE, AND GIFT TAXES IN THE UNITED
STATES, THE EUROPEAN UNION, AND TURKEY

Estates, inheritances, and monetary gifts often are taxed to prevent the
accumulation of wealth and to correct income distribution. Opponents of this tax argue
that it creates a disincentive for capital accumulation. Usually, inheritances and
donations to charities are exempt from taxation because these organizations offer
services that benefit society (Johnson, Eller, 1998). Although inheritance and estate
taxes have been around much longer than gift taxes, the latter has become more
prominent as individuals have learned to avoid posthumous taxes by giving away their
fortunes while still alive.

These taxes vary around the world. For example, inheritance tax is an
acquisitions-based tax that is applied to the beneficiary at different rates, depending on
the degree of consanguinity. Estate tax focuses on what the decedent owned at the time
of death. Both taxes involve inheritance, but have different applications. Each country’s
policy varies, depending on whether the donor or gift recipient pays the tax. Unrequited
donations and inheritances are generally taxed if they exceed a certain amount, though
there are many exceptions.

4.1. United States

The US is one of many countries that collects taxes upon transfer of ownership.
Its federal government has three different methods for taxation of wealth transfer. The
first is the estate tax, which is collected based on the net value of the assets of the
deceased that have been transferred due to death. The second is the gift tax, which is
collected from the donations made to other persons when the grantor was alive. The
third is the generation-skipping tax, which is imposed when grandparents transfer their
assets to their grandchildren without leaving them to their children (Greene, 2009).
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The federal government agrees to deduct transfers to qualified charitable
institutions to reach the taxable estate (tax base). This tax is not imposed frequently,
because the amount of federal estate tax exemption is quite high, at $11,180,000 US
dollars for 2018 (Garber, 2018a).

In the US, the gift tax is generally collected at the federal level (in Connecticut, it
is imposed at the state level), with rates of up to 12%. Exemptions apply for donations
made while someone is alive. As of 2019, donations made once a year and multiple
donations made to the same person in one calendar year are subject to the gift tax unless
they exceed the annual gift tax exemption limit of $15,000 US dollars (Garber, 2019).

Wealth that has been transferred due to death is taxed separately in the states.
Some states collect both estate and inheritance taxes. Since 2016, six states (lowa,
Kentucky, Maryland, Nebraska, New Jersey, and Pennsylvania) have collected
inheritance taxes. Maryland and New Jersey also collect estate and inheritance taxes
(Garber, 2018b).

The Internal Revenue Service exempts many donations (e.g., bequests to houses
of worship) from estate and gift taxes (Gale, Slemrod, 2001). According to Martin
(2017), such donations are acts of worship and thus not taxable, because the US
Constitution guarantees that the state will not interfere with worship.

4.2. European Union

The EU has no standard regulation on inheritance and gift taxes. In EU countries,
there are more than 15 different practices for handling these taxes. Double taxation may
arise because of different applications by member states, and tax rates may also vary
between them (Soniaeveldt, Zuiderwijk, 1995).

According to case law from the European Court of Human Rights, excessive
taxation violates Article 9 of the ECHR if it prevents normal functioning of religious
communities. For example, in 2011, France demanded a penal supplementary tax from
the Jehovah’s Witnesses Christian denomination on the grounds that it was a religious
sect, and thus its donations did not qualify for the same exemptions that applied to gifts
and legacies. The Court found this penal supplementary tax to be severe enough to
bankrupt the institution and ruled that it infringed on the organization’s freedom of
thought, conscience, and religion (4ss’n of Jehovah Witness v. France 2011; Yalti,
2013).
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4.3. Turkey

In Turkey, the inheritance and gift tax is a dual, progressive tax, meaning that its
rate changes depending on who receives the bequest and its amount (the higher the
amount, the higher the tax rate). In accordance with Article 3-b of the Inheritance and
Gift Tax Law, exemptions include

organizations belonging to legal entities that are open to the public and
established for [...] purposes such as science, research, culture, art, health,
education, religion, charity, development, [or] sport.

In accordance with Article 4-k, assets allocated to tax-exempt foundations for or
after their establishment are exempt from the inheritance and gift tax.

4.4 Comparing Inheritance and Gift Tax Policy in Turkey with Policies in
the United States and the European Union

Donations to houses of worship are exempt from the gift tax in the US. Other
nonprofit religious organizations must be deemed a charitable institution by the Internal
Revenue Service to be exempt from estate and gift taxes. Some countries in the EU tax
these donations. However, the European Court of Human Rights ruled that excessive
taxation impedes the freedom of conscience and religion. Turkey grants exemptions to
houses of worship and other nonprofits via its Inheritance and Gift Tax Law. In Turkey,
the fact that a nonprofit religious organization is not subject to this tax does not
necessarily grant it status as a qualified charitable institution, as it does in the US.
Exemptions from taxes on inheritances and bequests are granted only if everyone
benefits from the organization’s services, a determination that is made by the tax
administration.

There is a fundamental difference in inheritance and gift taxation between the
US and Turkey: In Turkey, the beneficiary pays the tax, but in the US, the donor pays it.
Specifically, a charity in the US has no liability related to the donations or bequests it
receives. In Turkey, a nonexempt religious association or foundation that is not open to
the public must pay the inheritance and gift tax.

5. VALUE ADDED TAX AND SALES TAX IN THE UNITED STATES,
THE EUROPEAN UNION, AND TURKEY

Although value added tax (VAT) and sales tax are both consumption taxes,
VATs include general, indirect, and domestic consumption taxes on products at each
stage of the supply chain, from production to sale, while sales tax is a consumption tax
imposed only on the final retail sale. VATSs and sales taxes apply to most commercial
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activities. For religious organizations, this can mean taxing sales of religious
publications, or products such as souvenirs. Generally, these taxes do not constitute an
obstacle to the fulfillment of religious obligations. However, organizations have
challenged the validity of a VAT on the cost of constructing or repairing houses of
worship.

5.1. United States

Unlike Turkey and EU countries, the US imposes sales tax but no VAT. Each
state has its own sales tax and sales tax exemption laws for houses of worship. More
than 10,000 sales tax rates are imposed across all states (Zelinsky, 2017). Some states,
such as Connecticut and Alabama, offer sales tax exemptions for materials that will be
used to construct houses of worship (Pinho, Rappa, 2016). In the 1989 case of Texas
Monthly Inc. v. Bullock and the 1990 case of Jimmy Swaggart Ministries v. Board of
Equalization of California, the Supreme Court decided that the sale of religious
publications is profit-oriented and thus subject to general sales tax without violating the
constitutionally protected freedom of worship (Martin, 2017).

5.2. European Union

As countries in the EU have attempted to align the various, country-specific
VATs, the European Commission has initiated several investigations into these tax
policies. For example, in December 2005, it requested that Spain amend its VAT policy
for goods sold to the Catholic Church, noting that its exemption practice violated EU
policy (Curtit, Fornerod 2015). In Denmark, nonprofit sector organizations (including
religious institutions) receive a comprehensive exemption, but in 2008, the European
Commission warned that these exemptions exceeded permissible levels and formally
requested that Denmark change its laws (Curtit, Fornerod 2015). Except for the United
Kingdom, most EU countries do not exempt construction or repair costs from taxation,
although it has been periodically discussed (Seely, 2013).

5.3. Turkey

Turkey has attempted to align its VAT system with that of the EU. Article 13/k
of the Value Added Tax Act exempts deliveries and services of those who donate to the
construction of schools, health facilities, and houses of worship, including institutions
that provide religious education under the supervision of the Department of Religious
Affairs. However, there is no VAT exemption for commercial activities, such as selling
religious publications or souvenirs, or for goods and services delivered by nonprofit
organizations.
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5.4. Comparing Value Added Tax Policy in Turkey with Policies in the
United States and the European Union

The US differs from Turkey and the EU in its taxes on consumption. The US
collects sales tax from consumers at the final stage of consumption. The EU and
Turkey, however, use a VAT system, which collects taxes at each stage of production.
The US, the EU, and Turkey impose these taxes on revenue from the sale of religious
publications and souvenirs, although there is no uniform application. Individual US
states may grant partial exceptions or exemptions. The European Commission has
examined this issue in recent years and issued warnings to countries whose VAT
policies violate EU law. In 2018, Turkey released a comprehensive VAT exception for
the building of houses of worship. Except for the United Kingdom, no country in the
EU has this kind of exemption, though there are recommendations and discussions on
the subject.

CONCLUSION

Taxation is a sensitive matter in diverse countries like the US, those in the EU,
and Turkey, where people from different religions and sects live together at increasing
rates. All these regions grant significant privileges to houses of worship and nonprofit
religious organizations. However, tax regulations must comply with laws that protect
freedom of thought, conscience, and religion, which can make taxation policies for
houses of worship and religious organizations both complicated and unique. This
study’s findings revealed differences in religious-based tax policies between the US and
the EU, compared with those of Turkey.

Turkey is geographically close to the EU. In its application to join the EU,
Turkey implemented policies that aligned with those of EU countries and the US. For
example, Turkey follows the US in not imposing a church tax like that of the EU.

The US has more extensive exemption privileges compared to EU member states
or Turkey. However, those exemptions are subject to much more stringent rules than
anywhere else, and tax-exempt organizations in the US can easily lose their status.

EU countries and Turkey are more cautious than the US in allowing income tax
and corporate tax deductions for donations, even those made to tax-exempt
organizations, which receive limited reductions. However, as mentioned previously,
although the US grants full exemptions, it stipulates conditions that are not imposed in
the EU or Turkey.

The definition of a house of worship is much narrower in Turkey than in the US
or the EU. Turkey grants tax exemptions only to houses of worship of major religions
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(e.g., mosques, churches, and synagogues). However, in line with recent decisions by
the European Court of Human Rights, Turkey will likely expand its definition.

Property tax exemptions were also similar across the countries studied in that
properties had to be open to the public and not used commercially. In Turkey, however,
lands and parcels belonging to religious foundations are not exempt from property tax.

Estate, inheritance, and gift taxes, as well as related policies for religious
organizations, differ across countries. The study found that Turkey had the most
extensive exemptions for inheritances and gifts based on its Inheritance and Gift Tax
Act.

Finally, Turkey and EU countries differed from the US in terms of consumption
taxes, such as VATs and sales taxes. The former countries have been aligning these
policies via court decisions and other statutes, and these taxes have not been found to
constitute an obstacle to the fulfillment of religious obligations.

No consensus has been reached regarding tax exemptions for houses of worship
and other religious organizations. The persistent differences in tax policies across the
US, the EU, and Turkey are likely to have historical, cultural, and political effects. To
avoid problems, national and international laws should be enacted to eliminate this
conflict.

In this study, the tax policies of the US, the EU, and Turkey were examined in
the context of religious institutions. It should be noted that these laws may vary between
states in the US and between countries in the EU, and that this study only addressed the
general aspects of both systems. Future studies should analyze the differences between
state policies in the US and national policies in the EU.
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