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 1.  OBJECTIVE 
 
The objective of this Directive is to determine the implementation principles regarding industrial 
participation/offset activities in line with the term “to coordinate the offset trade and the export 

of defence industry goods” stated in the Article 10.i of the Establishment Law 3238.  
 
 2. SCOPE 
 
The industrial participation/offset activities in SSM’s projects and the offsets transferred to SSM 
shall be subject to the procedures and principles of this Industrial Participation/Offset Directive. 
 
3. ABBREVIATIONS 
 
R&D  : Research and Development 
KOBİ  : Small and Medium Sized Enterprises (SME) 
IP/O  : Industrial Participation/Offset 
SSM  : Undersecretariat for Defense Industries  
RFP  : Request for Proposal  
DNAV  : Domestic Net Added Value 
 
4. DEFINITIONS 
 
4.1.    INDUSTRIAL PARTICIPATION/OFFSET (IP/O) 
 
 Within the scope of the Projects, the transactions which will be executed to use the 
production potential and capabilities of local industry, to increase the competitiveness of the local 
industry in the international markets and to provide technological cooperation, investment and 
R&D opportunities are defined as Industrial Participation/Offset. 
 
The following transactions are evaluated as IP/O: 
 
Category-A: 

The works to be given to Turkish industry within the scope of the Procurement Agreement (local 
content). 
 
Category-B: 

 
 a. The export of defence, aeronautics and aerospace goods and services; 
 b. The export of goods and services related to the Procurement Agreement.  
 
Category-C: 

 

In defence, aeronautics and aerospace industry and/or other fields requiring high technology; 
 

a. Technological cooperation,  
b. New and/or expanded investment,  
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c. R&D activities. 
 
 
4.2. PROCUREMENT AGREEMENT 
 
The Agreement determining the principles regarding the procurement of the goods and services 
required for the defence and security of the country and/or the Agreement causing the IP/O 
obligation.  
 
4.3. INDUSTRIAL PARTICIPATION/OFFSET (IP/O) AGREEMENT 
 
The Agreement, signed with the Contractor referring to the Procurement Agreement, determining 
the terms and conditions regarding the realization of the Contractor’s IP/O obligations. 
 
4.4. CONTRACTOR 
 

Contractor is the party with whom the IP/O Agreement is signed. 
 
4.5. ELIGIBLE PARTY 
 

The following entities are eligible to realize the IP/O commitments: 
 

a. Contractor and/or the partners of the Contractor whose minimum 10% shares belong to the 
Contractor, 

b. The sub-contractors of the Contractor under the Procurement Agreement,  
c. Companies included in the IP/O Agreement and/or companies proposed by the Contractor 

and approved by SSM. 
 
4.6. PRE-APPROVAL 
 

The required written approval of SSM which should be obtained by the Contractor before starting 
an IP/O transaction.  
 
4.7. CREDITING 
 

The reduction of the realized IP/O amount from the commitment specified in the Contractor’s 
IP/O Agreement. 
 
4.8.  TEMPORARY CREDITING 
 
The credit given to be converted to firm credit for the activities in Category-B and Category-C 
stated in Article 4.1. 
 
4.9. DOMESTIC NET ADDED VALUE (DNAV) 
 
DNAV within the scope of the Procurement Agreement and/or the export of the goods and 
services is determined by subtracting: 
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 a. the value of the goods and/or services imported by the producer and its subcontractors 
and vendors,  
 b. the fees to be paid to the foreigners under the relevant agreement 
from the invoice/agreement value. 
 
4.10 PROGRAM YEAR 
 
Each 12 (twelve) month period following the effective date of the IP/O Agreement. 
 
4.11.  SMALL AND MEDIUM SIZED ENTERPRISES (SME) 
 
Enterprises defined as SME within the scope of Small and Medium Industry Development 
Organization (KOSGEB) Directive published in Official Gazette no. 25795 dated 24 April 2005, 
as amended by KOSGEB Directive published in Official Gazette no. 26194 dated 10 June 2006.



WARNING! THIS IS AN UNOFFICIAL TRANSLATION 

SSM RESERVES THE RIGHT TO CORRECT TRANSLATION AND INTERPRETATION MISTAKES 
 
 
 1 

 
5. BASIC PRINCIPLES: 
 
5.1. It is essential that IP/O activities should be fulfilled without creating any financial burden 

to SSM. 
5.2 The IP/O ratio to be committed by the Contractor shall be at least 50% of the Procurement 

Agreement having a value 10 (ten) million US Dollars (or equivalent currency amount) or 
more. 

 
5.3. The Procurement Agreement value and the IP/O ratio stated in Article 5.2 can be changed by 

SSM in the relevant RFP according to the specification of the Project.     
 
5.4.  Effectivity period of the IP/O Agreement shall be equal to the effectivity period of the 

Procurement Agreement. Depending on the specifications of the Procurement Agreement, if 
deemed appropriate by SSM, the effectivity period of the IP/O Agreement can be maximum 2 
(two) years more than the effectivity period of the Procurement Agreement. 

 
5.5.  In order to support Turkish companies in international markets, the swap proposals can be 

evaluated by SSM related to the IP/O obligations of Turkish companies towards a foreign 
country arising from the export of defense and aerospace goods/services with the IP/O 
obligations of the companies of the relevant country towards SSM. 

 
5.6.  The issues concerning the needs of Turkish Armed Forces within the scope of IP/O 

applications are coordinated with the Turkish General Staff. 
 
 
 6. SUBMISSION OF PROPOSALS AND EVALUATION CRITERIA 
 
6.1. The IP/O proposals shall be submitted with the response to the RFP by the Contractor as a 

separate binder section according to the criteria stated in the RFP. 
 
6.2. The bidders shall fill out the Commitment Table enclosed as Appendix-A which indicates 

the IP/O commitments as per Program Period and shall unconditionally accept the 
following must criteria:  

 
 a. Minimum 50% IP/O Commitment Ratio of the Procurement Agreement value as long 

as it is not stated otherwise in the RFP, 
 b. Format and the content of the IP/O Bank Guarantee Letter,  
 c. Penalty sanctions, 
 d. Domestic Net Added Value Definition, 
 e. Escalation, 
 f. Applicable Law and Language of the IP/O Agreement (Turkish). 
  
The IP/O proposals of the companies that conditionally and/or partially accept the above 
mentioned criteria shall not be evaluated. 
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6.3. The IP/O proposals submitted to SSM are evaluated according to the following formula. 
 

∑
= +

=
CBA ,,i i

ii

/TD1

QMF  

 
 
F : IP/O value 
M : IP/O Coefficient (for Category-A and Category-B, MA= MB=1,00 and for Category-C, 

MC=0,40) 
Q : The ratio of IP/O commitment to the value of the Procurement Agreement 
D : Time interval between weighted average realization period of IP/O fulfillment and 

midpoint (T/2) of the realization period of IP/O.  
T : IP/O realization period 
i : IP/O Category 
 
 
7.  PRE-APPROVAL: 
 
In the planning phase, the IP/O transactions to be realized should be submitted by the Contractor 
to SSM with a formal letter in order to receive Pre-Approval. IP/O transactions should be initiated 
after receiving the written Pre-Approval from SSM. The transactions realized without a Pre-
Approval shall not be accepted as IP/O. Pre-approvals can be limited by SSM with respect to time 
and quantity.  
 
 
8. CREDITING: 
 
The pre-approved activities realized in the scope of the IP/O commitment by the Contractor are 
credited according to the following principles. 
 
8.1 The work packages to be given to local industry and the exports realized in the scope of the 

IP/O commitments are credited on DNAV basis. If it is deemed necessary by SSM, the 
documents stated in Appendix-B will be provided by the Contractor. 

 
8.2   If the DNAV ratio is more than 50%, then the whole invoice value of the product/service is 

considered in crediting for the export type of IP/O.  
 
8.3 In case the documents provided by the Contractor for the determination of the DNAV is 

deemed insufficient, an independent audit/expert inspection report from the Chamber of 
Industry or, at places where there is no Chamber of Industry, from the Chamber of 
Commerce can be requested by SSM.    

 
8.4 The administrative expenses (travel, accommodation, advisory services, etc.) of the 

Contractor to realize the IP/O obligations can not be credited as IP/O. 
 
8.5 If deemed appropriate by SSM, the multipliers stated in Appendix-C can be applied in 
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crediting the export type of IP/O. For other export type of IP/O transactions, no multiplier 
can be applied. 

 
8.6 Crediting of the investments type IP/O activities is possible with the condition that the 

Eligible Party does not transfer this investment to third parties for at least 5 (five) years 
following the realization of the investment. In case the investment is withdrawn from the 
invested company before the aforementioned period, the granted IP/O credit will be 
cancelled. 

 
8.7 If deemed appropriate by SSM, the multipliers stated in Appendix-C can be applied in 

crediting the investment and technological cooperation type of IP/O within the scope of 
Category-C. The Contractor’s share in the investment is taken into consideration in crediting 
of these activities.  

8.8 For investments to be counted as IP/O, a Pre-approval should be received from SSM before 
taking the “foreign capital investment permit”. The export of goods and services produced 
as a result of the investments is credited separately. 

8.9 For technological cooperation and investment type IP/O, SSM can request an export 
guarantee at an amount of the value of the relevant activity without applying any multiplier. 
In this case, Temporary Crediting is performed upon the completion of the technological 
cooperation and/or investment.  The temporarily credited amount is permanently credited in 
line with the realization of the committed exports and the export amount is separately 
credited. In case the committed export is not realized, the temporary credit given for the 
technological cooperation and/or investment is cancelled. 

 
8.10 For crediting of technological cooperation type IP/O activities, the real market value and/or 

equivalent value of the subject technology is used as a basis. This value is determined by 
SSM and/or by organizations deemed appropriate by SSM. For technological cooperation 
type IP/O activities to be considered for crediting, they have to be performed free of charge.  

 
8.11 Regarding the projects in the bidding phase, the companies can realize one or more of the 

transactions specified in Article 4.1 in order to be counted towards IP/O commitments in 
case the company is successful in the bid and the Procurement Agreement is signed.    

 
8.12 In case the realized IP/O exceeds the committed amount in the IP/O Agreement, upon the 

application of the Contractor, the excess amount can be counted towards its existing or 
future IP/O commitments to SSM.  

 
8.13 The Category-B type IP/O, realized after the effectivity period of the IP/O Agreement by the 

companies which fulfilled their IP/O commitments, can be counted towards their existing or 
future IP/O commitments to SSM.  

 
8.14 For the Category-B type IP/O, the exports to the new markets to be realized by the potential 

Contractors can be counted towards their potential IP/O commitments to SSM.  
 
8.15 The granted credits in scope of Article 8.11, 8.12, 8.13, and 8.14 shall be valid in order to be 

counted towards the Contractor’s existing or potential IP/O commitments that can occur 
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within 5 (five) years from the date of crediting. 
 
8.16 The IP/O realized in scope of Article 8.11, 8.12, 8.13, and 8.14 can be transferred to the 

other companies’ Category-B IP/O commitments with the following terms and conditions: 
 

- the company transferring its IP/O credits must be accepted as eligible party within the 
framework of the IP/O Agreement that the said credit is to be transferred, 

- the transferred IP/O credits can not be used to pay off any penalty to occur within a year, 
- the credit value of the said IP/O activity will be taken into account in the transfer 

transaction. 
 
8.17 At the end of each Program Period, if there is any unfulfilled IP/O commitment in Category-

C, upon the approval of the Contractor, the excess IP/O credits in either Category-A or 
Category-B can be transferred by applying a multiplier of 2 (two). However, the excess IP/O 
credit in Category-C shall not be transferred to the IP/O commitments in Category-A and/or 
Category-B. 

 
8.18 The excess IP/O realized in Category-A can be transferred one to one to the unfulfilled 

commitments in Category-B and similarly, the excess IP/O realized in Category-B can be 
transferred one to one to the unfulfilled commitments in Category-A. 

 
8.19 The Contractor can request temporary crediting with the condition that a written agreement 

including the purchase orders is signed by the Contractor and Turkish company. SSM will 
evaluate the request by taking into consideration the specifications of the project and the 
Program Periods under the IP/O Agreement. The validity period of the granted temporary 
credits is determined by SSM. 

 
9.  ESCALATION 

 
In case the related Procurement Agreement is subject to escalation, the IP/O commitments are 
also subject to escalation with the same manner or at a constant rate.  
 
The IP/O commitments that are not realized in a Program Period will be escalated at a constant 
rate (LIBOR+2, EUROBOR+2, etc.) and added to the following Program Period’s IP/O 
commitments.    
 
10. BANK LETTER OF GUARANTEE AND PENALTY SANCTIONS 
 
10.1. An irrevocable bank letter of guarantee is taken from the Contractor at an amount of 6% of 

the total IP/O commitments. The format of the irrevocable bank letter of guarantee is 
stated in the related RFP. 

 
10.2. The Contractor’s IP/O activities are evaluated at the end of the each Program Period. The 

penalty assessment is done at Program Periods. For IP/O Agreements with effectivity 
period of maximum 3 (three) years, there is one Program Period of (3) three years. The 
Program Period is each 2 (two) year time period for the Projects with more than three 
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years effectivity period. 
 
 
 In case the IP/O activities are not fulfilled in time with the conditions stated in the IP/O 

Agreement: 
 
a. At the end of any related Program Period, a pecuniary penalty at a rate of 1% for each 

delayed month during 6 month period (max. 6%) is applied to the unfulfilled IP/O amount. 
The application of the pecuniary penalty does not relieve the Contractor from the 
responsibility of fulfilling the IP/O commitment. 

 
b. IP/O commitments that are subject to penalty are not subject to penalty again during the 

following Program Periods.  
 
c. If there are unfulfilled IP/O commitments of the Contractor at the end of the last Program 

Period (effectivity period), then a committee is formed within 60 (sixty) days following 
the end of the date stated above in part (a) to reach an applicable agreement on how and 
when the unfulfilled portion of the IP/O commitment will be realized. In case an 
agreement cannot be reached within 60 (sixty) days following the set up date of the 
committee or if the IP/O commitment is not materialized in spite of an agreement, then the 
said unfulfilled commitment amount is added to the Contractor’s other current or future 
IP/O commitments towards SSM.   

 
10.3 The pecuniary penalty to be applied to the Contractor should be transferred to SSM’s 

account by the Contractor within 30 (thirty) days upon the written request of SSM. In case 
the subject penalty is not paid within 30 (thirty) days; this amount is, 

 
a. deducted from the payments to be made to the Contractor in the scope of 

Procurement Agreement and/or 
b. withdrawn from the Contractor’s irrevocable bank letter(s) of guarantees. 

 
11. REPORTING 
 
 The Contractor shall submit Annual Reports stating IP/O activities development status to 

SSM within 45 (forty five) days following the end of each related Program Year. In case 
the reports are not submitted on time according to the format given in Appendix–D, the 
Contractor should pay 5.000 (five thousand) US Dollars, or an equivalent currency 
amount, in accordance with Article 10.3 for each such report. 

 
 In case the Annual Reports are not submitted to SSM within 30 (thirty) days following 

their last submission date, it is deemed that no IP/O activity is realized in that relevant 
period.   

 
12. AUTHORITY FOR CONTROL AND CANCELLATION: 
 
12.1. The Contractor is responsible for taking the necessary precautions to have the local 
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manufacturers’ IP/O related documents/records be controlled by SSM or by an 
independent auditing organization. 

 
12.2. In case of multiple IP/O crediting or an excessive IP/O crediting due to a material 

mistake, the excess crediting amount will be cancelled by SSM within the 1 (one) year 
period following the completion of the effectivity of the IP/O Agreement. The company 
realizing the IP/O will be informed with a letter regarding this situation and the 
company will be given an appropriate time to realize the missing commitment, if any, 
regarding to the cancelled crediting amount.  

 
13. OTHER TERMS 
 
13.1 Within the framework of the procurement agreements which are not executed by SSM, the 

IP/O’s transferred to SSM are managed according to the terms of this Directive, except for 
the terms specified in Article 5.2 and 5.4.  

 
13.2 The proposal concerning “the application of the Articles of this Directive” to the Offset 

Agreements signed before the issuing date of this Directive is evaluated by SSM upon the 
application of the Contractor.    

 
13.3 For the Projects whose RFP’s have been published prior to the issuing date of this 

Directive, the Offset Agreement is signed with the terms and conditions stated in their 
corresponding RFP’s without being subject to the terms of this Directive. However, if it is 
deemed appropriate by SSM, the mentioned Projects may be subject to the terms of this 
Directive. 

 
13.4 The clauses regarding the price and the duration of the agreement, the meetings, force 

majeure, termination of the agreement, the resolution of the disputes, whether the 
agreement can be transferred or not and any other issues deemed necessary are also 
included in the IP/O Agreement. 

 
14. EFFECTIVITY 
 
This Directive comes into force at the date of its publication.  
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APPENDIX-A 

 
INDUSTRIAL PARTICIPATION / OFFSET COMMITMENT TABLE 

 
 

IP/O Commitments as of Program Periods ($/€) 

Category Priority Areas 
1

st 
Period 2

nd
 Period 3

rd
 Period 4

th
 Period … Period TOTAL 

A 

The work packages given to Turkish industry 
in scope of the Procurement Agreement 
(Local Content) 

      

B 
Export of defense, aeronautics and aerospace 
goods and services 

      

C 
Technological Cooperation, Investment, 
R&D 

      

 
TOTAL        
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APPENDIX-B 

 

REQUIRED DOCUMENTS FOR PERMANENT OFFSET CREDITING  

 
 
1. The realized export amount regarding the transaction subject to credit request in terms of the 
foreign currency stated in the IP/O Agreement 
 
2. The calculation of Domestic Net Added Value 
 a. A list of imported materials for the exported products (inclusive of their prices) 
 b. A list of domestic materials for the exported products (inclusive of their prices) 
 c. The payments made to the foreigners within the framework of the related Agreement. 
 
3. A copy of the manufacturer’s invoice for the exported products/services (The export 
amounts realized in another foreign currency other than that stated in the IP/O Agreement shall 
be converted into the currency stated in the IP/O Agreement by applying the cross exchange 
rates of the Republic of Turkey Central Bank for the date of the invoice.) 
 
4. A copy of Custom Declaration Form  
 
5. A copy of the pre-approval letter given by SSM for the related IP/O activity or its reference 
number 
 
6. A copy of the manufacturer’s bank statement proving that the invoice amount has been 
received 
 
If it is deemed necessary, SSM may also request the documents approved by a Certified Financial 
Consulting proving that the related exports have been realized and including the calculation of the 
Domestic Net Added Value as well as the aforementioned documents. 
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 APPENDIX-C 

LIST OF MULTIPLIERS 

 
TABLE-1 

 MULTIPLIERS FOR EXPORT 

PLATFORM 4 
SYSTEM 3 
SOFTWARE 3 
SUB-SYSTEM 2 
PART-COMPONENT 1 

 
• In case the exports are realized from SMEs, 1 (one) is added to the multiplier to be 

granted.  
• In case of the products whose R&D and/or design is realised in Turkey, 1 (one) is 

added to the multiplier to be granted.  
• In case of the export of the products produced for the first time in Turkey, 1 (one) is 

added to the multiplier to be granted if the product is deemed critical by SSM.   
• In the determination of the multipliers, the products related to the platforms, systems 

and sub-systems are identified by SSM. 
• The highest multiplier that can be granted is 5 (five). 
  

 

TABLE-2  

TECHNOLOGICAL COOPERTION, INVESTMENT, R&D 

MULTIPLIER* 

System Integration 3 

Network, Information, Satellite, Sensor Systems 3 

Electronic Warfare 3 

Missile, Guidence, Control 3 

For defense, aeronautics, aerospace industries and/or other areas 
requiring high technology; 

A. Technological cooperation,  

B. New and/or extended investment, 

      c. R&D activities 

2 

Investments in scope of  Advanced Technology Industrial Park and 
Airport (İTEP) Project 

2 

* These are the highest multipliers that can be granted for the relevant area. 
 
Note: This table can be amended according to the changes in priorities by SSM. 
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APPENDIX –D 

 

REPORTS 

 
The following information shall be included in the Annual Reports: 
 

1. The amounts of the IP/O realized prior to the reporting period (by years and in grand 
totals), 

2. The amounts of the IP/O realized in the reporting period, 
3. The detailed information related to the pre-approvals given within the reporting period,  
4. The amount of offset commitments that were required to be fulfilled but could not be 

fulfilled as of the end of the reporting period and the reasons for not being fulfilled, 
5. The planned IP/O activities.   

 
 


