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Review of recent changes in the Azerbaijani legislation, adopted by
governmental and regulatory bodies, as well as draft amendments to
Azerbaijani legislation that could significantly impact on your business.
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The Law “On Amendments to the Tax Code of the Republic of Azerbaijan”
has been approved. The Law will be effective as of 1 January 2017. Changes
to the Tax Code include 201 total changes, including 115 new provisions, 83
changes related to the existing clauses and 3 revocation of existing clauses.
We are presenting the short content of the significant amendments below:

1. Transfer Pricing

According to the Tax Code, if comparable information for separate
transactions is not available and (or) it is not possible to obtain information
on sale price of goods (works, services) between independent persons from
the official and public sources, transfer prices could be used.

Transfer pricing will be determined based on the resale price, value
accumulation method, profitability method and profit sharing method.
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Taxes on the basis of transfer pricing will be calculated on the transactions
implemented between the following persons:

- Resident of the Republic of Azerbaijan and non-resident persons
interrelated with the resident;

- Permanent establishment of the non-resident and the non-resident
itself or any of its representatives, branches and other divisions
located in other countries;

- Resident of the Republic of Azerbaijan or permanent establishment
of the non-resident located in the Republic of Azerbaijan and
subjects established in the countries with favorable tax conditions.

According to the amendments, during the transactions conducted between
the above mentioned persons, if prices applied by taxpayer to the saleable
goods (works, services) are lower than the minimum price level applied by
other persons (except the above mentioned persons) in the same conditions,
taxes will be calculated with transfer pricing, if higher than the maximum
level, taxes will be calculated based on the actual selling price.

Additionally, more detailed additions regarding the transfer pricing are
expected to be made to the legislation.

2. Tax Control

- The tax authorities will have the right to conduct e-audit in addition
to on-site tax audit.

- The tax authorities can conduct tax monitoring of the financial
institutions to ensure the compliance with international agreements
related to exchange of tax and financial information to which the
Republic of Azerbaijan is a party.

3. Responsibility for Violation of Tax Legislation

In the event taxpayer sales goods (works and services) by breaching
legislative requirements on cash payments, the following financial sanctions
shall be imposed:

I If breach took place once during a calendar year: 10 % of
the transaction amount

Il. If breach took place second time during a calendar year:
20 % of the transaction amount

Il If breach took place third or more times during a calendar
year: 40 % of the transaction amount.

Embezzlement of funds belonging to the taxpayer from registration during
on-site tax audit and operative tax controls: financial sanction of 5% of the
funds exceeding AZN 1,000, if such action took place during a year; financial
sanction of 10 percent of the funds exceeding AZN 1,000. In absence of at
least one of the following: invoice or e-invoice confirming the purchase of
goods, ownership proving documents by a taxpayer for purchased goods,



import customs declaration in respect of imported goods or relevant
documents stipulated in accordance with the rules on registry of income and
expenses whereas such products were produced by taxpayer himself, the
following financial sanctions shall apply: 10% of the value of procured goods
if such action took place once during a calendar year, 20% of the value of
procured goods if such action took place twice during a calendar year and
40% of the value of procured goods if such action took place third or more
during a calendar year.

4. General provisions on tax payment

Pursuant to the amendments, individual entrepreneurs and legal entities
engaged in provision of goods, works and services, shall provide e-invoice.
Those who are not duly registered with the tax authorities as taxpayers,
does not have the right to issue e-invoice.

5. Individuals’ Income Tax
The following changes were made related to individuals’ income tax:

- The amount of prizes received from sports betting games, lotteries,
as well as other contests and competitions having monetary value
shall be taxable at a rate of 10%;

- Annual interestincome on deposits of individuals in local banks and
branches of foreign bank operating in the Republic of Azerbaijan, as
well as dividends, discounts (the difference resulted by virtue of the
lower nominal value of bonds) by issuer over investment securities
and interest income shall be exempt from income tax up to 1
February 2023.

6. Individuals’ Income Tax and Profit (Corporate Income) Tax of
Legal Entities

The following changes were made related to individuals’ income tax and
profit (corporate income) tax of legal entities:

- Therate of annual depreciation of machinery and equipment applied
to be reduced from 25% to 20%;

- Only 40% of amortisation (depreciation) costs of the assets
procured at the investment expense funds of the State Budget may
be deductible from the income;

- Direct or indirect payments by residents or permanent
establishments of non-residents in the Republic of Azerbaijan to the
subjects incorporated at countries involving favorable tax regime
shall be taxed at 10%;



- Transfer of funds by residents of the Republic of Azerbaijan to non-
residents’ e-wallet account shall be taxed at 10% at the source of
payment by a local bank, branch office of foreign bank in the

- Republic of Azerbaijan or by a national postal operator conducting
such transfer;

- Relevant executive authority shall approve the list of countries or
territories involving preferential tax rates on an annual basis.

7. Value Added Tax Implication of E-commerce

- Provision of works and services by e-commerce vendors (suppliers),
as well as hosting lotteries and other contests and competitions held
in electronic form shall be subject to VAT via reverse charge VAT
mechanism;

- If the receipients of e- commerce work and services, as well as the
participant of lotteries, other competitions and contests organized
outside the Republic of Azerbaijan in an electronic form is not a VAT
taxpayer, VAT should be paid to the State Budget at the cost
(expense) of buyer of a local bank or a branch of a foreign bank in
Azerbaijan Republic which proceeds the payment.

8. The Resolution on the Determination of the Tax Liability in Advance
(Advance Tax Ruling)

The following is brief of the changes made related to advance tax ruling:

- A taxpayer submits the application to the tax authority "on administrative
proceedings” to proceed a resolution on issuance of advance tax ruling;

- Taxpayer should remit state duty of AZN 500 for this purpose;

- Invarious cases, such as if the value of transaction for which the resolution should
be adopted is less than AZN 10 million, the adoption of resolution will be rejected;

- The commitment of the tax violation based on the resolution “on advance tax ruling”

or as a result of its implementation will be assessed as a circumstance that exclude
the guilt of the person.

9. Excise Tax

The excise tax rates applied to light vehicles, leisure and sports yachts, import of gold, to
other domestic products prepared from gold were increased.
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terefindan goabul edilan, arbitraj tecriibssi, elece de Azarbaycan
ganunvericiliyinde nazarda tutulan ganunvericilik layihalerini eks etdiren
son dayisikliklerin haftalik icmall.

2016-c1 il tizro bitin yeniliklor -+ Bizimlo alage

27 Dekabr 2016-ci il
Vergi ve Hiqug Xidmatlaeri

Azarbaycan Respublikasinin Vergi Macallasine dayisiklikler edilmasi
hagqinda Azerbaycan Respublikasinin Qanunu tasdiq olunmusdur.
Qanun 2017-ci il yanvarin 1-den quvvays minir. Vergi Macallasine 115
yeni madde, 83 dayisiklik, 3 maddenin legvi de daxil olmagla 201
dayisiklik nazerds tutulur. Asagida Size esas dayisikliklerin qisa
xillasasini taqdim edirik.

1. Transfer Qiymati

Yeni dayisikliklore asasan, ayri-ayri ameliyyatlar haqqinda migayise
edile bilan malumatlar mévcud olmadigda ve (ve ya) resmi ve aciq
manbalerden mallarin (islerin, xidmatlarin) mistaqil sexsler arasinda
taqdim edilma giymati barade malumat alda etmak mimkin olmadiqda,
transfer giymeatleri tatbiq edilocak.

Transfer giymati tekrar satis giymatine, dayarin toplanmasi Usuluna,
rentabellik Gsuluna va manfestin  bdlglisi  Usuluna asasan
muayyanlasdirilacakdir.

Transfer giymati esas goturilmakle vergilor asagidaki sexsler arasinda
hayata kecirilan amaliyyatlardan hesablana bilar:

- Azerbaycan Respublikasinin rezidenti ile onunla qarsiligh
suratde asili olan geyri-rezident saxsler arasinda;

- geyri-rezidentin Azarbaycan Respublikasindaki daimi
nimayandsaliyi ile hamin geyri-rezidentin 6zu ve ya onun basqa
dovletlerds yerlagan har hansi nimayandaliyi, filiali ve diger
bélmasi arasinda;

- Azerbaycan Respublikasinin rezidenti va (va ya) geyri-rezidentin
Azearbaycan Respublikasindaki daimi nimayandaliyi ile guizastli
vergi tutulan Olkslards tasis edilmis (geydiyyatdan kecmis)
subyektlar arasinda.

Dayisikliklore asasan, yuxarida goOsterilon sexsler arasinda aparilan
amaliyyatlar zamani vergi 6dayicisinin taqdim etdiyi mallara (islers,
xidmatlara) tatbiq etdiyi giymatler eyni emsaliyyat Gglin yuxarida gdsterilon
soxslor istisna olmagla, diger saxsler arasinda eyni soraitde tagakkil
tapan giymatlerin asagi haddindan az olduqda, vergilar transfer giymati
ils, yuxari haddindan ¢ox olduqda isa faktiki satis giymati ila hesablanir.
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Qeyd edak ki, transfer giymati hagqinda qanunvericiliya daha atrafli
alavelarin edilmasi gozlenilir.

2. Vergi nazarati

Vergi orqanlari Sayyar vergi yoxlamalarindan slave, elektron
audit do hayata kecirs bilacokdir.

Vergi orqani vergi ve maliyya malumatlarinin mibadilesini
nazerde tutan Azerbaycan Respublikasinin tarafdar cixdigi
beynalxalq muigavilalerin telablarine amal edilmasini tamin
etmak maqsadile maliyys institutlarinda vergi monitoringi apara
biler.

3. Vergi Qanunvericiliyinin Pozulmasina gora Masuliyyat

Qanunla nagd qaydada hayata kecirilmasi mshdudlasdirilan
amaliyyatlarin nagdsiz qaydada hayata kecirilmamasina goére
mal (isi, xidmati) teqdim edan vergi 6dayicisina ganunvericilik
pozulmagla aparilan amsaliyyatin imumi mablaginin taqvim ili
arzinda bels hala birinci dafs yol verdikds 10 faizi, ikinci dafs yol
verdikde 20 faizi, U¢ ve daha c¢ox dafs yol verdikde 40 faizi
hacminda maliyys sanksiyasi tatbiq edilacekdir;

Sayyar vergi yoxlamasi ve operativ vergi nazarati zamani vergi
Odayicisine maxsus pul vasaitlerinin ugotdan yayindiriimasina
gore: pul vasaitinin AZN 1000-dan ¢ox olan mablaegds ucotdan
gizladilmasina va ya ugota alinmamasina gére — AZN 1000-dan
¢ox olan hissasinin 5 faiz miqgdarda, il arzinde bels hala takrar
yol verdikde AZN 1000-dan ¢ox olan hissasinin 10 faiz migdarda
maliyya sanksiyasi tetbiq edilir;

Vergi ddayicisinin sahibliyinds olan mallarin aligini tesdig edan
gaima-faktura va ya elektron gaima-faktura va ya elektron vergi
hesab-faktura, idxal mallarina munasibatde idxal gomrik
bayannamasi, hamin mallar vergi 6dayicisinin 6zl terafindan
istehsal edildikds ise galirlarin va xarclarin ugotunun apariimasi
gaydalarina uygun olaraq tartib edilen sanadlerdan an azi biri
olmadiqda: aliciya teqvim ili arzinde bels hala birinci defe yol
verdikde alinmig mallarin 10 faizi, ikinci defe yol verdikds 20
faizi, 0¢ ve daha ¢ox dafs yol verdikde 40 faizi miqdarinda
sanksiya tatbiq edilir.

4. Vergi Odenilmasi lizre Umumi Qaydalar

Dayisikliklare asasen, foerdi sahibkarlara ve hiquqgi sexslere mallari
teqdim edan, isleri goran ve xidmatlari gdstaran saxs onlara elektron
gaime-faktura verir. Vergi 0dayicisi kimi vergi orqanlarinda ucota
alinmayan saxslarin elektron gaima-faktura vermak hiiququ yoxdur.

5. Fiziki gaxslarin galir vergisi

Fiziki saxslarin galir vergisine dair asagidaki dayisiklikler edilmisdir:



idman merc oyunlarinda, lotereyalarin kegiriimasinds, habele
diger yariglardan ve musabigealerdan pul saklinde alde edilen
uduslardan 10% daraca ils vergi tutulacaqdir;

Yerli bank ve xarici bankin Azarbaycan Respublikasinda
foaliyyat gOstaren filiali tersfindan fiziki sexslerin amanati lzra
Odanilen illik faiz gelirlari, habele emitent terafindan investisiya
giymatli kagizlari Gzre 6danilan dividend, diskont (istigrazlarin
nominalindan asagi yerlasdiriimasi naticaesinds yaranmis farq)
ve faiz gelirlari 2023-ci il fevralin 1-dek galir vergisinden azad
olacaqdir.

6. Fiziki saxslarin galir vergisina va hiiquqi saxslarin
manfaat vergisina aid olan maddalar

Fiziki Saxslarin Galir Vergisinae ve Huqugi Sexslerin Manfast Vergisina
dair asagidaki dayisikliklar edilmigdir:

Masin va avadanliglar Ugun tatbig olunan illik amortizasiya
normasi 25%-dan 20%-o gadar azaldilir;

Dovlet miessisalarine Dovlst Bldcasinin investisiya xarclari
hesabina ayriimis vasaitlar hesabina alinan aktivlarin normalara
uygun hesablanmig amortizasiyanin yalniz 40%-i galirden cixila
biler;

Guzestli vergi tutulan Olkslarde tasis edilmis (geydiyyatdan
kegmis) subyektlora  rezidentlor ve  qeyri-rezidentlarin
Azarbaycan  Respublikasindaki  daimi  ndmayendalikleri
torefinden birbasa ve ya dolayisi ile edilan 6danisler 10%
daracaesi ila vergiys calb olunacaqdir;

Azarbaycan Respublikasinin rezidentleri tersfinden qeyri-
rezident gsoaxsloere mexsus elektron pul kisesinda yaradilan
hesaba pul kécirulerken, amaliyyati hayata kegiran yerli bank,
xarici bankin Azarbaycan Respublikasindaki filiali ve ya poct
rabitesinin  milli operatoru hamin rezidentdan kocurilan
mablagin 10% migdarinda 6dema manbayinds vergi tutur;

Har il Ggun glzestli vergi tutulan dlkslerin ve ya arazilerin
siyahisi mivafiq icra hakimiyysti orqani tersfinden tasdiq
edilacakdir.

7. Elektron Ticaratin ®lava Dayar Vergisina Calb Edilmasi

Elektron ticaratin saticilari (toechizatgilari) tarafindan iglerin va
xidmatlarin taqdim edilmasi, habelse elektron gaydada tagkil
olunan lotereyalarin, diger vyariglarin ve misabigalerin
kecirilmasi qeyri-rezidentin ©DV-ya calb olunmasi Usulu ile
ODV-ys calb olunacag.

Elektron ticarst qaydasinda islerin ve xidmatlerin alicisi, habela
Azarbaycan Respublikasinin hidudlarindan kenarda elektron
gaydada teskil olunan lotereyalarin, diger yarislarin ve



musabigalerin istirakgisi vergi orqanlarinda ucgotda olmayan
soxs olduqda 6denisi aparan yerli bank ve ya xarici bankin
Azerbaycan Respublikasindaki filiallari tarefindan hesablanan
ODV alicinin vasaiti hesabina biidcaya ddanilir.

8. Vergi Ohdaliyinin dvvalcadan Miiayyanlasdirilmesi (Advance
Tax Ruling) barada Qarar

Asagidakilar Vergi Ohdaliyinin &vvelceden Misyysnlaesdirimasi (Advance Tax
Ruling) barada olan dayisikliklerin qisa xllasesidir:

- Vergi 0Odayicisi vergi ohdasliyinin avvalcedan muayyanlasdirilmasi
barads gararin gabul edilmasi magsadils vergi organina “inzibati icraat
haqqinda” eriza taqdim edir;

- Vergi 6dayicisi bunun d¢in AZN 500 mablaginds ddvlst risumu
O6demalidir;

- Bircox hallarda, misal Gigiin nazarda tutulan amsaliyyatin dayari AZN 10
milyon asagi oldugda, vergi organi terefinden qararin qabul
edilmasindan imtina edilir;

- Vergi qanunvericiliyi ile bagl hiquq pozuntusunun vergi 6hdaliyinin
avvelcadan miayyanlesdiriimasi bareds qgerara ssaslanmagla ve ya
onun icrasi naticasinda toéradilmasi sexsin tagsirini istisna edan hal kimi
giymatlondirilacak.

9. Aksiz Vergisi

Minik avtomobillerina, istirahat ve idman UGgln yaxtalara, idxal olunan qizilin,
ondan hazirlanmisg diger maiset memulatlara tstbig olunan aksiz vergi
daracalari artirilmigdir.
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