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Overview of recent changes in the Azerbaijani legislation which could materially impact your
business

Tax and Legal Services

1. Amendments to the Tax Code were approved by the
President of the Republic of Azerbaijan

Document: Law of the Republic of Azerbaijan “On making amendments to the Tax Code of
the Republic of Azerbaijan” (“Law”)

Effective date: January 01, 2020

Commentary: The Law introduced a number of important additions and amendments to
the Tax Code.

I. Value Added Tax (VAT)

+ Electronic VAT invoice

Electronic VAT invoice will be replaced by Electronic Delivery Note. The main purpose of this
amendment is to minimize taxpayer's administrative burden by replacing duplicate
documents with single one.

Depending on type of the taxpayer's operations 9 different types of E-delivery Note will be
introduced.

In addition, from 1 January 2020 issuer of the E-Delivery Note will not be able to unilaterally
terminate it without the consent of recipient of services/goods.

+ Date of VATable transaction

Irrespective of the date of supply, the date of VATable transaction will be the date of receipt
of payment from the customer, i.e.:

+ The date when cash is received or funds are settled into the bank account; or
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+ During offset of liabilities - the date of settlement and/or termination of the liability;
+ For barter operations - the date of disposal of assets.

Introduction of this amendment will eliminate for taxpayers the VAT cash flow burden of
paying calculated output VAT to the state budget without the receipt of payment from the
customer.

Il. Venturous (Risky) Taxpayer and Non-substantiated Transaction

In order to enhance control and prevent tax evasion, the following definitions were included
into the Tax Code:

+ “Venturous Taxpayer” — person meeting criteria established by respective executive
authority, as well as performing unsubstantiated and/or risky transactions.

Decision that the taxpayer is Venturous Taxpayer, as well as to exclude the taxpayer
from the list of venturous taxpayers is made by the government body (authority)
established by the respective executive authority.

Certain procedures, including unscheduled tax audits, advance tax calculation, etc. are
to be enforced against Venturous Taxpayers.

+ “Non-substantiated Transaction” — transactions formalized in order to cover-up other
transaction and gain profit without actual supply of goods, works and services identified
during the tax control procedures.

Costs relating to Non-substantiated Transactions will not be accepted for tax deduction
purposes. Input VAT on these transactions will not be allowed for recovery. In addition,
tax liabilities will be imposed to actual beneficiary of these transactions.

Ill. Transnational Corporations

The following definition of “Transnational Corporation Group” will be added into the Tax Code:

¢+ “ Transnational Corporation Group” — corporation group comprising from two or more
enterprises that are residents in various countries or group including an enterprise that
is resident in one country but operating in other country through permanent
establishment.

Transnational Corporation Group includes an enterprise, its affiliates, controlled enterprises,
as well as branches and representative offices.

Special reporting form will need to be filed to the tax authorities by enterprises that are part of
the Transnational Corporation Group.

Failure to file such a report as per established format or by the established deadline may lead
to financial sanction in amount of AZN 500.

IV. Quarterly Tax Reporting

According to the law, from now on, all taxpayers irrespective of their status, will need to
report taxes to be withheld at source of payment from the employment income on quarterly
basis.

As a result, annual tax reporting obligation for VAT and simplified taxpayers in relation to
taxes withheld at source of payment from the employment income will be abolished.

V. Construction of Buildings

Starting 2020, simplified tax for persons engaged in construction of buildings will be replaced
by Income (Profit) Tax and VAT.




However, simplified taxpayers that started construction-assembly of the objects before
introduction of the new rules will continue to pay simplified tax.

Taxpayers that started construction-assembly activities after 1 December 2019 but did not
submit notification on selection of the simplified taxation by 1 January 2020 will be subject to
Income (Profit) Tax and VAT.

VI. Excise Taxes

Excise tax rates for alcohol and tobacco products will be changed as follows:

Excisable Goods

Excise Rate

old

New

Drinking spirit

2 manats/liter

3.2 manats/liter

Vodka, (vodka), dark drinks
and dark drink materials,
liqueur and ligueur products

2 manats/liter

3.2 manats/liter

Cognac and cognac
materials

6 manats/liter

3.2 manats/liter

Champaign vines

2.5 manats/liter

2.6 manats/liter

Vines and vine materials

0.1 manats/liter

0.2 manats/liter

Alcoholic beer

0.2 manats/liter

0.4 manats/liter

Cigarillos

20 manats/1000 pieces

31 manats/1000 pieces

Cigarettes

20 manats/1000 pieces

31 manats/1000 pieces

Alcoholic energy drinks

2 manats/liter

Non-alcoholic energy drinks

3 manats/liter

3.1 manats/liter

0.4 manats/liter

Other alcoholic beverages -

VII. Electronic Purchase Act

Electronic Purchase Act will need to be composed within 5 days upon purchase of goods
from physical persons who are not registered for tax purposes. Electronic Purchase Act will
be considered as document acceptable for tax deduction purposes only if it is signed by the
person supplying the goods.

Taxpayers failing to compose the Electronic Purchase Act may be subject to financial
sanction up to 40% of the value of undocumented goods.

VIIl. Exemptions and Incentives

The following exemptions and incentives are introduced:

+ Sale of animal and poultry meat, including sale of fodder and feed additives used in
livestock and poultry farms, are exempt from VAT until 2024;

+ Disposal of compulsory government’s share in residential and non-residential
premises by persons engaged in construction of buildings to the government is VAT
and withholding tax free;

+ Lease or rent of civil aircraft or civil aircraft engines to resident legal entities by non-
resident persons having no permanent establishment in Azerbaijan is VAT and
Withholding Tax free;

+ Provision of medical services funded from compulsory medical insurance fund as per
“Medical Insurance” law of the Azerbaijan Republic is VAT free up until 2021,

+ Duration of exemptions and incentives for residents of industrial and technology parks
will be extended to 10 years;

+  30% of the VAT will be refunded to physical person consumers purchasing residential
and non-residential premises from persons engaged in construction of buildings.*




* Rules of such refund will be separately established by the law.

IX. Financial Sanctions

Financial sanction up to AZN 6,000 will be imposed for the following violations:

+ Not installing POS-terminals at premises whereas installation of POS-terminals was
mandatory, as well as for refusal to accept cashless payment;

+ Engaging physical persons to supply of goods and services without “Receipt on payment
of fixed amount of simplified tax and state social insurance”

2. Law “On Medical Insurance” was amended in relation to the

implementation of the mandatory medical insurance system

Newly adopted amendments to the law "On Medical Insurance" aimed at introducing the
mandatory medical insurance system in the country, starting from January 1, 2020.

Upon implementation of the mandatory medical insurance system, all citizens, including
vulnerable population, who are unable to make payments, should have access to healthcare
systems. Healthcare facilities located in the territories where mandatory health insurance
applied will be funded through the paid insurance premiums in accordance with volume of
delivered medical services.

Under the new medical insurance system, insurance premiums in the amount of 90 manat
will be paid at the expense of state budget funds.

Additionally, employers and employees, as well as individuals who re-engaged in
entrepreneurial activity and operating under a civil law contract, will be charged the following
medical insurance fees:

Monthly income

Nat f th tivit
ature ot the activity Up to AZN 8,000 More than AZN 8,000
1. Employment relations By the By the By the By the
employer | employee employer employee
AZN 160 + AZN 160 +
1.1. State and oil sector 204 204 0.5% of the | 0.5% of the
amount over | amount over
AZN 8,000 AZN 8,000
AZN 80 + | A7N 80 +
0,
2020 1% 1% 0.5% of the | 0.5% of the
amount over | amount over
1.2. Other AZN 8,000 | AZN 8,000
AZN 160 + AZN 160 +
0, 0,
From 206 206 0.5% of the 0.5% of the
2021 amount over | amount over
AZN 8,000 AZN 8,000
2. Individuals performing
on the basis of civil law AZN 160 + 1 % of the income
agreement 2% of the income amount over AZN 8,000
3. Individual entrepreneurs 4% of the minimum monthly wage




The payment of the above-mentioned insurance fees will be effective from April, 01, 2020.

In addition to the above, special mandatory insurance premiums are determined with the
following amounts and rates:

- motor petrol, diesel fuel and liquid gas produced on the territory of the Republic of
Azerbaijan and directed to domestic consumption (whole-sold) and imported into the
territory of the Republic of Azerbaijan — AZN 0,02 per litre; (applicable since 01 April
2020)

- vodka, strong drinks and strong beverage materials — AZN 0,2 of excise rate imposed
by the tax payers per litre;

- beer (with exception of non-alcoholic beer) and other beverages containing beer
shall be — AZN 0,2 of excise rate imposed per litre;

- cigarillos (slim cigars) and cigarettes made of tobacco and their substitutes — AZN
1,5 of the excise rate imposed per 1000 pieces; and

- energy drinks shall be — AZN 0,1 of the excise rate imposed per litre;

These excise tax based insurance fees will be effective since January 01, 2020.

It is noted that the funds formed through insurance premiums will be used for healthcare
delivery services included in the benefit package, the investments necessary for the
preparation of healthcare facilities, strengthening of information technology infrastructure.
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Biznes faaliyyatinize shamiyyatli derecads tasir gostars bilacek Azarbaycan gqanunvericiliyina
edilan son dayisikliklarin icmalini Sizin diggsatiniza ¢atdiririq.

Vergi ve Huquq Xidmatlori

1. Vergi Macallasina dayisikliklor Azarbaycan Respublikasinin Prezidenti
tarafindan imzalandi.

Soanad: Azerbaycan Respublikasinin Vergi Macallesinde dayisiklik edilmasi hagginda
Azarbaycan Respublikasinin Qanunu

Qiivvaya minma tarixi: 1 yanvar 2020-ci il

Serh: 2020-ci ilden quivvedsa olacaq Vergi Macasllesine slave va dayisikliklerin asas
istiqamatleri agsagidakilardir:

|. ©lava Dayar Vergisi (9DV):

a) Elektron vergi hesab-faktura

Elektron vergi hesab-fakturasinin (E-VHF) elektron qaime-fakturasi (E-gaima) ile avez
edilir. Bu dayisikliyin baslica magsadi bir-birini tekrarlayan sanadlarin vahid bir sanadla
avaz edilmasi naticasinda vergi 6dayicileri Uzerina diisan alava vergi inzibatgihgi yukinin
azalmasidir.

Vergi 6dayicileri aparilan amaliyyatlarin xarakterine gére doqquz név e-qaima verilmasi
planlagdirilir.

Hamginin, 1 yanvar 2020-ci il tarixindan etibaren e-qaima gdndaran saxs, qarsi tarsfin
razihgi olmadan sanadi lagv etmak imkanina malik olmayacaqdir.

b) ©DV lzre emaliyyatin vaxti

ODV Uzre emesaliyyatlarin aparilmasi vaxti hesablama metodundan kassa metoduna
dayisdirilir.
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Belsliklo, ©DV amaliyyatinin vaxti, amaliyyatin vaxtindan asili olmayarag, édemanin
aparildigr vaxt (pul vasaitinin alindigi) hesab edilacak, yeni:

*

Nagd pul vesaitinin alindigi ve ya bank hesabina kdgurildiyl vaxt; ve ya
Qarsiligl hesablamalar aparildigda 6hdaliyin lagv edildiyi ve ya 6deanildiyi vaxt; ve ya
¢ Barter zamani - aktivlerin taqdim edildiyi vaxt ve s.

*

. Riskli Vergi Odayicisi ve Omtoasiz Omaliyyat

Vergiden yayinmaya garsi nazarsatin guclendiriimasi magsadi ile Vergi Macallasina
asagidaki anlayiglar slave edilir:

+ “Riskli Vergi Odayicisi” - mivafig icra hakimiyysti organinin miisyyan etdiyi
organin (qurumun) tasdiq etdiyi meyarlara cavab veran, o cimladen amtaasiz va (vo
ya) riskli smaliyyatlar aparan sexsdir. Vergi 6dayicisinin riskli vergi 6dayicisi olmasi,
habels riskli vergi 6dayicilar siyahisindan ¢ixarilmasi barada garar mivafiqg icra
hakimiyyati organinin miayyan etdiyi organ (qurum) terafindan gebul edilir;

Riskli Vergi Odayicisi hesab edilen saxslare garsi bir necas tadbirlerin kegirilmasi
nazarda tutulur, o ciimledan névbadankanar yoxlamalar, avvelcadan vergilarin
hesablanmasi ve sair.

+  “Omtoasiz Omeliyyat” - vergi nazarati tadbiri zamani askarlanan, basqa
amaliyyati pardalamak magsadils aparilan va faktiki olarag mallar, isler v
xidmatlar taqdim edilmadan manfaat alds etmak magsadils rasmilasdirilan
amaliyyat.

Omtassiz ©Omaliyyat carcivesinds alds edilan xarclar galirdan ¢ixilan xarclers aid
edilmayacak, bu emsalyyat tizre 6danilon ©DV aveazlasdiriimayacak, hamcinin vergi
ohdaliklari bu amaliyyatdan faktiki yararlanan sexslarin Uzarina qoyulacaqg.

Ill. Transmilli Sirkatlor ilo bagl alave vo dayisikliklar

Vergi Macallasine “Transmilli Sirkatlor Qrupu” anlayisi alava edilir:

* “Transmilli Sirkstlor Qrupu” - muxtelif 6lkalarde rezident olan iki ve ya daha gox
miassisenin daxil oldugu va ya bir 6lkade rezident olan ve basqa Olkede daimi
nimayandalik vasitasile fealiyyat gostaren muassisanin daxil oldugu sirkatler qrupu.
Transmilli sirketler gqrupuna daxil olan miassise dedikde hamin musassisa, hamin
miessisanin térema ve asili misssisaleri, habelo filial va niimayandasliklari nazarde
tutulur.”

Bu grupa daxil olan ve muayyan sartlers cavab veran yerli miassisalerin vergi organlarina
xususi hesabat formasi taqdim edilmasi miayyan edilir.

Hesabati miayyan edilmis middetds, formada ve qaydada taqdim edilmamasina goéro
vergi 6dayicisine 500 manat mablaginde maliyys sanksiyasi totbiq edilacak.

IV. Vergilarin Riibliik Bayan edilmasi

Qanuna ssasan, artiq muzdlu isla alagadar 6dema manbayinds vergi bayannamasinin
teqdim edilma muiddatlari vergitutma statusundan asili olmayaraq bitin vergi édayicilari
Ugln rublik olacaq. Bununla da, ©DV ve Sadalagdiriimis vergi édayicilari Gglin miisyyan
olunmus illik muzdlu isle bagl 6dema manbayinda vergi bayannamasi 6hdaliyi lagv edilir.

V. Bina Tikintisi

Vergi Macallasina dayisikliklare asasan, galan ildan bina tikintisi faaliyyati ile masgdul olan
soxslar tgln sadslasdirilmis vergi, Galir (Manfoat) va ©DV 6hdsliyi ile avezlanir.




Lakin, ganun qlivvaya minanadak tikinti obyektinin tikinti-qurasdirma iglerina baslamis va
sadaloesdirilmis vergitutma metodunu tetbiq edan vergi édayicisi hemin tikinti-qurasdirma
islari Gizre vergileri mévcud olan qaydada 6dayir.

Hamcinin, tikinti-qurasdirma iglerina 2019-cu il 1 dekabr tarixindan baslamis vergi 6dayicisi
hamin tikinti-qurasdirma isleri lizre segdiyi vergitutma metodu barede mealumat formasini
2020-ci il 1 yanvar tarixinedak teqdim etmadikde tikilen binalar Uzre yaranan vergi
Ohdaliklari Qanunla miisyyan olunmus qaydada yerina yetirilir.

VI. Aksiz Vergisi

Alkogollu igkilere ve titin mamulatlarina aksiz vergisi daracalarinin dayisdiriimasi
nazards tutulur. Yeni dayisiklera esasan, aksiz vergilerinin deracelari agsagidaki qaydada
dayisdirilecak:

Aksizli mallar Aksiz daracasi
Kéhna Yeni

icmali spirt 2 manat/litr 3.2 manat/litr
araq (vodka), tundlasdirilmis 2 manat/litr 3.2 manat/litr
ickiler va tindlagdirilmis icki
materiallari, likyor ve likyor
mamulatlari
konyak Vo konyak 6 manat/litr 3.2 manat/litr
materiallari
sampan sarabi 2.5 manat/litr 2.6 manat/litr
sorablar Vo sorab 0.1 manat/litr 0.2 manat/litr
materiallar
Alkogollu piva 0.2 manat/litr 0.4 manat/litr
Siqarilla 20 manat/1000 adad 31 manat/1000 adad
Sigaretlar 20 manat/1000 adad 31 manat/1000 adad
Alkogollu energetik 2 manat/litr 3.1 manat/litr
Alkoqolsuz energetik 3 manat/litr
Diger alkogollu ickilar - 0.4 manat/litr

VII. Elektron Alis Akt

Vergi organinda ugotda olmayan saxslerden mallar alindigda mallarin alinma tarixinden
5 giin middatinda elektron alig akti tartib edilmsalidir. Elektron alis akti ¢cap edilerak vergi
organinda ugotda olmayan fiziki saxs terefinden imzalandigi halda malin alisini tesdiq
edan sanad hesab edilacak.

Elektron alis akti olmadan fealiyyat gdstaren vergi 6dayicisine senadsiz alinan mallarin
dayaerinin 10-40 faiz mablaginde maliyys sanksiyasi tatbiq edilacak.

VIIl. Azadolmalar ve Guzastler
Dayisikliklera asasan, asagidaki azadolmalar ve guizestlar nezerds tutulur:

+ Heyvan ve qus atinin satigi, o ciimladen heyvandarliq ve qusculuq tesarrifatlarinda
istifade edilen yem va yem olavalerinin satisi Uzre dovriyyelar 2024-cii iledek ©DV-dan
azad edilir;

+ Bina tikintisi faaliyyasti ile masgul olan saxslar tarafindan tikilan binanin yasayis ve qeyri-
yasayIs sahalarinin dévlats ayrilan hissasinin teqdim edilmasi tUzrs ddvriyysler ©DV-dan
azad edilir;

+ Azarbaycan Respublikasinda daimi nimayandaslik yaratmayan geyri-rezident soexslarin
mulki aviasiya fealiyysti cargivesinde hava gamilarinin ve hava gamilsrinin
muharriklarinin rezident hiquqgi sexslere icareye ve ya lizinge veriimasi ©DV-dan va
6dama manbayinds vergiden azad edilir;




+ “Tibbi sigorta haqqinda” Azarbaycan Respublikasinin Qanununa uydun olaragq icbari tibbi
sigorta fondunun vasaiti hesabina tibbi sigorta xidmatlerinin gdstarilmasi 2021-ci iledak
©DV-dan azad edilir;

+ Senaye va texnologiya parklarinin rezidentleri ti¢iin nazerds tutulmus guzestler ve
azadolmalarin middatlari 10 il tagkil edacak;

+ Bina tikintisi faaliyyasti ile masgul olan saxsler tarafindan tikilen binanin yasayis ve qeyri-
yasaylis sahalarinin dévlats ayrilan hissasinin teqdim edilmasi tzrs ddvriyysler ©DV-dan
azad edilir;

+ Bina tikintisi fealiyyati ile masgdul olan saxslerden naddsiz qaydada alinmis yasayis ve
geyri-yasayis sahalarine gore 6danilmis ©DV-nin 30 faizi istehlakgi fiziki sexslera geri
gaytarilir*.

* ©DV-nin qaytarilmasi qaydalari ayri ganunvericilik akti ile misyyan edilacak.

IX. Maliyya Sanksiyalari

Asagida gosterilan hallar tGzre 6,000 manat mablagdine gadar maliyya sanksiyasi tatbiq
edilacak:

+ POS-terminallarin qurasdiriimasi macburi olan obyektlards onlarin qurasdiriimasindan
va nagdsiz 6danislarin gabul olunmasindan imtina;

+ “Sadslagdirilmis vergi (izre sabit mablegin ve macburi dovlet sosial sigorta hagqginin
O0danilmasi hagginda gabz” alds edilmadan iglerin yerina yetirilmasina calb edilmasina
gors

2. icbari tibbi sigorta sisteminin tatbigi ile slagedar “Tibbi Sigorta
haqqinda” Qanuna dayisikliklar edildi

“Tibbi sigorta” haqqinda Azarbaycan Respublikasinin Qanununa edilmis yeni dayisiklikler
2020-ci ilin yanvar ayinin 1-den etibaran 6lka Uzre icbari tibbi sigorta sisteminin tetbiqi
maqsadila gabul edilmisgdir.

icbari tibbi sigorta sisteminin tatbigi naticasinda, biitiin shali, o climladan tibbi xidmatler
Ucln ddenis etmak imkanina malik olmayan shalinin hassas tebagasinin tibbi xidmatlare
alcatanligi tam temin edilacak. icbari tibbi sigortanin tatbiq edildiyi srazilords yerlosan
sahiyye muassisalari g0dstardikleri tibbi xidmatlerin hacmina gdre d6dsnilen sidorta
haglarina hesabina maliyyslasdirilacakdir.

Yeni icbari tibbi sigorta sistemi ¢ercivesinds 90 manat mablaginde sijorta haqqi dovlst
biidcasinin vasaitleri hesabina ddsnilacak.

Bununla yanasi, isagétiran va isgilardan, o ciimladan sahibkarliq fealiyyati ilo masgul
olan va mulki-hiiqugi xarakterli mtgavils Uzrs fealiyyst géstaren fiziki sexslarden muvafiq
olaraq asagidaki qaydada tibbi sigorta haqq tutulacaq:

Ayliq galir
Foaliyyatin xarakteri 8000 AZN-dok 8000 AZN-den artiq
C Isgi | .. Co
1. Muzdla isloyen soxslore gore | Isegotiren | o |lsegétiren  lsgi
tarafindan dan torefinden |tarafindan
1.1. Dovlst va neft sektoru 0 0 160 AZN | 160 AZN
2% 2% + 8000 + 8000




AZN-dan | AZN-den

artiq artiq
hissenin hissenin
0.5%-i 0.5%-i

80 AZN 80 AZN
+8000 +8000

20?0-0 il 1% 1% AZN-den | AZN-den
uzrs artiq artiq
hissenin hissenin
1.2. Diger 0.5%-i ; 0.5%-i ;

160 AZN | 160 AZN
+8000 +8000
AZN-den | AZN-den

2021-ci ildan 2% 2%
artiq artiq
hissenin hissenin
0.5%-i 0.5%-i
2. Mualki-haquaqi xarakterli 160 AZN + 8000
miqavile esasinda igleri Galirlerinin 2%-i AZN-den artiq
yerina yetiran fiziki gaxslor hissenin 1%-i
3. Sahibkarligla masgul olan o _
fiziki saxslar tarafindan Minimum ayliqg emakhaqqinin 4%-i

Yuxarida qeyd olunan sigorta haglari 2020-ci ilin aprel ayinin 1-den etibaran
ddenilmalidir.

Bununla yanasi asagida geyd olunan manbalardan de icbari tibbi sigorta tzra sigorta
haglarinin tutulmasi misyyan edilir:

- Azarbaycan Respublikasinin srazisinds istehsal edilarak daxili istehlaka ydnaldilen
(topdan satilan) ve Azearbaycan Respublikasinin erazisinae idxal olunan avtomobil
benzininin, dizel yanacaginin ve maye qazin har litrine gora — 0,02 manat; (2020-ci ilin
aprel ayinin 1-den tatbiqg edilecak)

- Vergi 6dayicileri tarafindan araq (vodka), tindlasdirilmis ickiler ve tindlasdirilmis icki
materiallari, likyor va likyor mamulatlarinin har litrina géra tatbiq edilen aksiz deracasinin
0,2 manatt;

- Vergi 0dayicileri terafindan pive (alkogolsuz pive istisna olmagla) ve pive tarkibli
digar igkilarin har litrina gors tatbiq edilen aksiz daracasinin 0,05 manati;

- Vergi 6dayicileri terafindan siqarilla (nazik sigarlar) va titiindan hazirlanan sigaretloer
va onun avazedicilarinin 1000 adadina goérs tetbiq edilon aksiz daracasinin 1,5 manati;
vo

- Vergi 6dayicilari tersfindan energetik ickilerin har litrine goére tatbiq ediloen aksiz
daracasinin 0,1 manati.

Aksiz vergisi ila alagadar muayyan edilmis bu siorta haglar 2020-ci ilin yanvar ayinin
1-dan etibaran qlivvaya minir.

Qeyd edilir ki, sigorta haglari hesabina formalasan vasaitlar tibbi xidmatlarin gostarilmasi,
sohiyya muassisalerinin tikilmasi Uglin zaruri olan investisiya magsadleri, informasiya
texnologiyalari infrastrukturunun yaxsilasdiriimasi Gi¢lin istifade olunacaqdir.
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