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The Law No. 1033-VIQD dated December 5, 2023, on amending the Tax Code of the Republic of Azerbaijan
was approved by the President of the Republic of Azerbaijan and published on December 28, 2023.

We draw your attention to a number of important amendments and changes envisaged in the law.

e Taxpayers providing utility and communication services calculate and reflect the duration, volume, cost,
payments, and other economic indicators of the services offered to subscribers. This information is essential
for the calculation of taxes and for conducting mutual settlements with other service providers. It is within the
rights of the Tax Authority to demand direct or remote access to the systems that store this information,
and it is the responsibility of taxpayers to fulfil this request.

e Taxi order operators are mandated to transfer monthly information, using the information system they own,
to the electronic information system of the authority (institution) determined by the relevant executive
authority, no later than the 20th of the following month after the completion of each month. Failure to submit
or presenting altered information within the specified period may result in the imposition of a financial penalty
of 1000 manats on taxi dispatch operators.

e To obtain relevant supporting documents to verify the vendor’s business reputation, financial status, and
legal possession of relevant goods by taxpayers providing goods (works, services) during economic
operations, as well as to assess whether they have the necessary employees, resources, knowledge, and
skills for the provision of works and services is the responsibility of taxpayers. At the same time, access to
the information of those taxpayers in the tax authority for these purposes is attributed to the rights of
taxpayers.

The period covered by the on-site tax audit may be extended if the deadline for submitting a tax return for profit,
income, property, and land taxes, either individually or collectively, expires during the period of the on-site tax
audit.

Similar to an on-site tax audit, the period covered by operational tax control is determined as follows:

e 3 years after the reporting period;

e 5years for those incomes in cases where relevant information from the competent authorities of foreign
states on incomes obtained abroad is received by the tax authority;

e 7 years for tax audits specified according to the Criminal Procedure Code.

The financial sanction is cancelled due to failure to record income and expenses in accordance with the Code.
The following new financial sanctions are introduced:

e Financial penalty of 1000 manats for taxi order operators for failure to submit monthly information
through their owned information system within the specified period or for presenting falsified information;
¢ Financial penalties for a high-risk taxpayer based on non-commodity transactions conducted during the
calendar year:
o First offense: 10% of the transaction amount;
o Second offense: 20% of the transaction amount;
o Third and subsequent offenses: 40% of the transaction amount.



The period for considering complaints about decisions (acts) of the tax authority or actions (inactions) of
authorized individuals of the tax authority by the taxpayer or another liable person is set at 30 business
days. In cases requiring additional time to determine the important circumstances of the complaint, this
period may be extended by an additional 30 business days once.

The law envisages the submission of an electronic invoice for advance payments. The aforementioned
electronic invoice must be sent on the day the advance payment is received.

The use of information available in the tax authority about a taxpayer engaged in activities analogous to the
taxpayer's activity in order to determine the tax to be paid based on related information will be disregarded
in relation to profit and income tax.

When income generated by the taxpayer is not formalized, but relevant information about the expenses
deducted from the income is available, the taxable profit (income) will be calculated, taking into account a
profitability of 50 percent.

In cases where it is not possible to directly determine the profit (income) obtained by the taxpayer, the
method of calculating the profit (income) according to the decision No. 55 of the Cabinet of Ministers (“20%
deemed profitability method”) dated March 1, 2001, is cancelled.

When calculating taxable capital gain on alienation of participation interest or shares, other expenses
incurred in connection with the income obtained through those transactions will also allowed to be
deducted;
The following compensations paid by the employer are not included in the taxable base for income tax of
an individual, within the limits determined by the relevant authority:

o representation expenses;

o accommodation and meal expenses related to employees;
Additionally, the income obtained as a result of the above-mentioned costs being incurred directly by the
employer is not considered taxable income.
Individuals with deposits in the national currency in local banks, including in the branches of foreign banks in
Azerbaijan, are exempt from tax on monthly interest income in the following order: Interest income up to
200 manats - without time limitation; when the deposit is placed for 18 months or more, and if the deposit is
repaid not earlier than 18 months, the full amount of income - for three years.
The tax-exempt portion of income, applicable to gifts, financial assistance for educational expenses, and
one-time benefits, is raised from 1,000 manats to 2,500 manats.
The extension of the exemption on dividend income for individuals participating in legal entities, particularly
resident entities involved in the production of agricultural products (including industrial methods), is
prolonged for an additional 3 years.
Income derived from the reduction of the VAT amount by up to 50% on medical services provided to the
population through non-cash payments via POS terminals during the reporting period by individuals engaged
in private medical practice is exempt from income tax.

When calculating taxable capital gain on alienation of participation interest or shares, other expenses
incurred in connection with the income obtained through those transactions will also allowed to be
deducted;

Dividend incomes of state authorities, budgetary organizations, local self-government bodies, and public
legal entities created on behalf of the state are not covered by the exemption.

Incomes of the Compulsory Insurance Bureau are exempt from the profit tax.

The application of exemption on income derived from the production of agricultural products is extended for
another 3 years.

Income derived from the reduction of the VAT amount by up to 50% on medical services provided to the
population through non-cash payments via POS terminals during the reporting period by medical institutions
is exempt from corporate income tax.



Two additional conditions have been introduced for the application of a 75% tax benefit on income or
profit tax for micro-entrepreneurs:

o The average monthly number of employees should not be less than 3 for the respective year.

o There should be no debts in compulsory state social insurance contributions.
If the taxpayer does not meet the above conditions and transitions from being a micro-entrepreneur to
another category of entrepreneur in the next reporting year, 75% of the income tax/profit tax calculated and
paid in the previous 3 calendar years operating as a micro-entrepreneur will be set off against tax liability
arising in the periods when taxpayers operate as another scale entrepreneur (i.e. small, medium or large
scale entrepreneur).
Individuals operating as micro-entrepreneurs and serving as income taxpayers can deduct 25% of the
annual mandatory state social insurance fee paid for themselves from the income tax liability calculated
based on the taxpayer's calendar year results for the 3-year period starting from January 1, 2024, after
deducting the losses from previous years (provided that it does not exceed the amount of those obligations).
Individuals operating as micro-entrepreneurs and serving as simplified taxpayers can deduct 25% of the
monthly mandatory state social insurance fee paid for themselves from the simplified tax liability
calculated within the ruble for the 3-year period starting from January 1, 2024 (provided that it does not
exceed the amount of that obligation).

It is not allowed to deduct expenses from income that are not formalized in the manner established by law.
However, when determining the profit (income) subject to tax, the actual profit (income) formalized with
documents is determined until January 1, 2025, with a profitability level of no more than 50 percent.
After this period, the taxable profit (income) is determined on the basis of the actual income and expenses
formalized with documents.

If a sanction (10, 20 and 40 percent) was applied due to the lack of documents confirming the purchase or
receipt of goods, the value of those goods deducted from income is determined based on the following:

o Purchase price;

o Ifitis not possible to determine the purchase price, the wholesale price;

o If information about the goods, including their names, is not indicated in the electronic invoices
for the purchase of goods, their value deducted from income is calculated by dividing the
purchase price by 1.2 (20% trade surcharge).

Representation, housing and meal expenses are allowed to be deducted from the taxable income within
the limits determined by the relevant authority.
With the exception of goods that can be purchased from individuals in cash, real estate, motor vehicles and
movable fixed assets, in relation to the goods are purchased on the basis of a purchase act from individuals
who are not registered with the tax authority as a taxpayer, or on the purchase of goods from taxpayers on
the basis of a control cash register check, the upper limit of the deductible expenses is limited to 2
percent of the highest of the income and expenses of the taxpayer for each year in each case, and the
amount above this limit is not deducted from the income;
The special norm for deducting repair expenses on cargo vehicles from income is determined at 8%.
The existing regulation regarding the deduction of repair expenses incurred for the repair of fixed assets not
accounted for in the lessee's balance and not compensated with the lease fee, or not reimbursed by the
lessor, is amended. Specifically, these repair expenses are amortized over the years as follows:

o If the remaining contract period is more than 5 years after these expenses are incurred, the

proportional amount is deducted based on the actual remaining years;

o If the remaining contract period is less than 5 years after these expenses are incurred, the

expenses are amortized by dividing them by 5.

In relation to taxpayers who use the accrual method for profit and income tax purposes, the payment
condition for deducting insurance costs from income is eliminated;

Amounts resulting from the application of lower rates for depreciation and repair expenses during the period
when the taxpayer has the right to a tax exemption on income tax will not be allowed to be carried
forward to the subsequent years after the expiration of the tax exemption.

The withholding tax rate on dividends is reduced from 10 percent to 5 percent.

A taxpayer who temporarily suspends their activities during the tax year and resumes them later in the same
tax year must submit the adjusted return within the following periods:



o Special notaries, no later than the 20th of the next month after the end of the quarter.
o Other taxpayers, no later than March 31 of the year following the reporting year.
If a taxpayer who is not subject to income tax but is subject to VAT accounting retroactively conducts VAT
accounting, the taxpayer must submit a notification of income tax for the legal entity's profit or the individual's
income tax for the previous period to the tax authority within 90 days after submitting the notification.
e For taxpayers who had no taxable profit (income) in the previous year, when calculating quarterly estimated
tax payments of CIT and PIT, the carry-forward loss amount will be taken into account.
e Current tax payments will be calculated, taking into account the privileges and exemptions provided in
the Code, and after the end of the reporting year, they will be re-evaluated.

e If the financial leasing agreement is terminated before its due time, and the operation does not meet the
requirements outlined in the Tax Code (such as transfer of ownership, lease term, residual value, and the
amount payable for lease), the transaction will not be considered a financial lease when the property is
leased. In such cases, tax adjustments arising on such requalification are made in the period of such
termination and are reported accordingly;

¢ In the case where the lessee, under the financial leasing agreement, transfers its rights and obligations
under this agreement to another person, the relationship established between the lessor and the new
lessee is considered a financial lease as the continuation of the previous financial leasing agreement is
taken into account.

After the amendments, the following individuals are considered VAT payers:

e Non-resident individuals who earn income from the provision of goods and services in e-commerce to
residents through the use of an internet information resource (with the exception of permanent
establishments envisaged by Article 19 of the Tax Code);

At the same time, the following individuals may voluntarily register for VAT purposes:

e Individuals engaged in passenger transportation, including taxi services, within the territory of the Republic of
Azerbaijan using the motor vehicles in their own possession or use and receive the value of the services in a
non-cash manner (with the exception of individuals engaged in taxi services).

For the categories of activities requiring a use of a control cash register, the taxable transaction is deemed to
have taken place at the following moment:

e On the date when the cash register receipt is generated for cash or non-cash payments.

After the changes, the following VAT exemptions have been envisaged:

e Interest paid on financial leasing transactions;

e Alienation within financial leasing agreements of the assets (fixed assets) obtained within the framework of
operations exempt from VAT or not subject to VAT;

e  Provision of advisory services related to the implementation of duties envisaged by legislation and related to
the implementation of the objectives and functions of the Central Bank by the Central Bank, including the
import, execution of work, provision of services, and provision of services and performance of operations for
the Central Bank of the Republic of Azerbaijan;

e Provision of medical services at the expense of the compulsory medical insurance fund in accordance with
the Law "On Medical Insurance”, as well as the funds created for public and social purposes, the list of which
is approved by the body (institution) determined by the relevant executive power body - from January 1,
2024.

VAT Exemptions Applied from January 1, 2024 for a period of 3 Years:

e Turnover from the sale of agricultural products produced by agricultural product manufacturers (including
industrial methods);

e Turnovers related to the import and sale of wheat, production and sale of wheat flour and bread, sale of meat
from animals and birds, production and sale of bran, and sale of feed and feed additives;



Performances based on contracts concluded with the relevant state public legal entities, previously approved
in their regulations and allocated funds from the state budget for the fulfillment of duties assigned and
transferred to them;

Provision of goods and services based on contracts concluded with the relevant authority (institution) related
to F1 and F2 races until the end of 2027;

Provision of medical services in medical institutions functioning as educational bases;

Provision of medical services to the funds created for public and social purposes, approved by the relevant
authority (institution);

Import of machinery, equipment, and tools for the production and processing of jewelry made from gold and
silver, based on the approving document of the institution determined by relevant executive authority;

Import of raw oil and natural gas within the framework of swap operations based on the approving document
of the institution determined by relevant executive authority.

During the reporting period, formed based on cashless payments for medical services provided to the
population by healthcare institutions and individuals engaged in private medical practice are exempted from
its total taxable turnover for the period of 3 years from January 1, 2024. Cashless payments must be made
through a POS terminal integrated into the control-cash register device within the unified operation system.

Operations involving the reciprocal offsetting of financial obligations arising from the value of provided goods
(works, services) or transactions conducted through the notary's deposit account, wherein the value of the
transaction is paid to the deposit account opened by the notary in the bank, are treated equivalently to the
payment to the bank account of the person presenting the goods (works, services) at the VAT-free value of
the transaction.

Taxpayers engaged in wholesale and retail sales of imported agricultural products have the right to offset
the VAT paid for the imported agricultural products and calculate the VAT at the full value of the
transaction when presenting these products. For this purpose, these individuals must submit to the tax
authority, by their own choice, the information form approved by the relevant executive authority (institution)
by the date of their choice until January 1, 2024, regarding the importation of agricultural products. Failure to
submit the form will result in the calculation of the trade margin, and the VAT paid will not be refunded.
Within the framework of factoring operations on debts incurred in relation to purchased goods (works,
services), the amount of VAT is recovered when the transaction value is paid to the factor's bank account,
and the VAT amount is paid to the seller's VAT deposit account.

Representation expenses, residential and meal expenses related to employees will be eligible for VAT
recovery within the prescribed norms.

Individuals engaged in public catering activities whose volume of taxed transactions exceeds 200,000
manats in any month of the consecutive 12-month period can apply for the status of a simplified taxpayer. If
approved, they can continue their activities as a simplified taxpayer starting from the 1st day of the month
following the month in which the volume of taxed transactions exceeded 200,000 manats, within 10 days
from that date, by submitting a written request to the tax authority.

If the total amount of taxed transactions of a taxpayer does not exceed 100,000 manats during the preceding
full 12-calendar-month period and the taxpayer has operated under this regime for at least 1 year, including
cases where the VAT registration of the taxpayer is canceled, the taxpayer can apply at any time to continue
their activities as a simplified taxpayer or as an income (profit) taxpayer.

Producers of agricultural products, including those produced industrially, benefit from an exemption applied
to the revenue obtained from the sale of agricultural products they produce.



Credit organizations are exempt from property and land tax for the property and land transferred to their
ownership as collateral for loans, starting from the tax year in which the property and land are
recognized on the balance, for a period of 2 years.
Except for Baku, Sumgayit, Khirdalan cities, and Absheron district, property tax for immovable property
used in hotel and sanatorium activities in other cities and districts of the Republic, including the Nakhchivan
Autonomous Republic, is reduced by 75% for the period of 3 years from January 1, 2024.
Institutions calculate the land tax annually based on the size of the land and the rates of land tax, and submit
the tax return no later than January 31 of the year following the reporting year (no later than May 15
according to previous rules).
A legal entity or a permanent establishment of a non-resident legal entity is obliged to submit the land tax
declaration to the tax authority within 30 days from the date of submission of the liquidation balance to the
registration authority.
Enterprises are required to make current tax payments for land tax, with each payment amounting to half
of the tax calculated in the preceding tax year. For enterprises that were not land tax payers in the
previous fiscal year but become such in the subsequent year, and for newly established enterprises that
become land tax payers upon acquiring land plots (including rights to lease or use land owned by the state
and municipalities on other grounds), they must, no later than August 15 and November 15, respectively,
fulfill current tax payments for those land plots in the amount of 50 percent of the annual land tax amount
that should be calculated for each payment.
Current tax payments on land tax are attributed to the amount of tax held from the taxpayer for the tax year.
After the completion of current tax payments on land tax for the reporting year, a new reconciliation is carried
out. At this point, if the calculated current tax amount exceeds the tax amount for the reporting year, the
excess calculated current tax and the corresponding interest amounts are reduced.
When ownership rights, lease rights, or other usage rights to land are established or terminated
during the reporting period of the taxpayer, the calculation of the tax amount related to the land area in
question is performed based on the number of months that have passed since the month following the
month in which the land area became part of the taxpayer's ownership.
e Legal and natural persons engaged in the production of agricultural products, including industrial
methods, are exempt from property tax for the period from January 1, 2024, to 3 years.

e The amendments have been made to the list of excise goods including the motorcycles that must be
state registered.

e Excise tax rates will undergo various changes (increases).

e Mandatory labeling of the certain excisable tobacco products and their substitutes, single-use
electronic cigarettes, hookahs, and their alternatives, as well as liquid products for electronic cigarettes
produced or imported within the Republic, is subject to excise taxation - the amendment is effective
as of 1st of July, 2024.

e If a legal entity involved in the production of tobacco products and their substitutes, disposable
electronic cigarettes, hookahs, and their alternatives, as well as liquid excisable goods for electronic
cigarettes, undergoes liquidation or terminates its activity, it is entitled to a refund of paid excise tax
amount for the non-activated purchased mandatory labels - the amendment is effective as of 1st of
July, 2024.

e In the event of a change in excise rates, the difference between the tax paid for non-activated
mandatory labels and the tax rate in effect for the month of the rate adjustment should be accurately
reflected in the excise declaration of that month and remitted to the state budget (resulting in a reduction
of excise liability) - the amendment is effective as of 1st of July, 2024.



On November 20, 2023, Azerbaijan officially joined the Multilateral Convention on Mutual Administrative
Assistance in Tax Matters, recognized as the "Multilateral Convention for the Implementation of
Measures to Prevent Base Erosion and Profit Shifting under the Tax Agreement,"” also known as the
BEPS Convention. The signing ceremony took place in Baku. By joining the BEPS Convention,
Azerbaijan has expanded the scope by converting it into the 102nd jurisdiction and, thereby, extended
the coverage to more than 1,900 bilateral tax treaties worldwide.

It is worth noting that on October 11, 2022, a law was passed regarding the accession to the "Inclusive
Framework on Base Erosion and Profit Shifting" as an associate member in the associative part of the "Inclusive
Framework on the erosion of the tax base and the transfer of benefits" project. By joining the Inclusive
Framework of the Organization for Economic Cooperation and Development, Azerbaijan had undertaken to fulfill
its obligations related to BEPS activities.

Joining the Multilateral Convention (MLI) for the Implementation of Measures Related to the Prevention of Base
Erosion and Profit Shifting under the Tax Agreement is a requirement under BEPS Action 15. Considering that
renegotiating and amending existing bilateral agreements is a time-consuming and resource-intensive process,
the Multilateral Convention provides governments with an opportunity to modify bilateral tax treaties
synchronously and efficiently without the need for individual renegotiation.

Thus, the signing of the Multilateral Convention enables Azerbaijan to introduce a series of changes to its existing
bilateral tax treaties with other states, facilitating the modification of these agreements in a synchronized and
effective manner without the need for additional resources during the implementation of tax treaty measures
prepared during the BEPS Project.

Note that Azerbaijan has currently signed the Convention on Avoidance of Double Taxation and The Prevention
of Fiscal Evasion with Respect to Taxes on Income and on Capital with 54 states. The convention comprises 17
articles, with Azerbaijan having reserved 13 of them and agreeing to apply the remaining 4 articles in accordance
with international agreements on the elimination of double taxation. The agreed-upon articles propose the
following changes to existing agreements:

1. In the Preamble of international agreements on the elimination of double taxation, an addition will be
made to the sentence "with the desire to further develop economic relations and expand cooperation in
tax matters."

2. A benefit under the Covered Tax Agreement shall not be granted in respect of an item of income or
capital if obtaining that benefit was one of the principal purposes of any arrangement or transaction that
resulted directly or indirectly in that benefit, unless it is established that granting that benefit in these
circumstances would be in accordance with the object and purpose of the relevant provisions of the
Covered Tax Agreement

3. Article 14 of the Multilateral Convention addresses the split of contracts to avoid permanent
establishment status with the 12-month limit of Article 5(3) of the Model Tax Convention. Article 12 aims
to eliminate the loophole by combining the operating periods of related enterprises and ensuring
compliance with the 12-month limit in Covered Tax Agreements. Azerbaijan reserves the right for the
entirety of this Article not to apply with respect to provisions of its Covered Tax Agreements relating to
the exploration for or exploitation of natural resources.

4. Article 16 of the Multilateral Convention proposes the addition of the "Mutual Agreement Procedure"”
concerning non-compliance with the provisions of Covered Agreements with rules incompatible with
those envisaged in the agreements. In the event of actions leading to tax avoidance contrary to the
provisions stated in the Covered Tax Agreement, the claim must be submitted to one of the contracting
states within a specified period, not exceeding three years from the initial notification of the action.

It is important to note that the agreed-upon articles in Azerbaijan's BEPS Convention will come into force only if
the respective states also accept the same changes in their Double Taxation Avoidance Agreements with
Azerbaijan.

On July 28, 2023, the Collegium of the Ministry of Economy adopted a Decision regarding amendments to
the "Form and Procedure for Submitting a Request for a Controlled Foreign Company by Resident
Individuals and Legal Entities to the Tax Authority."

It is worth noting that the concept of a "controlled foreign company" was introduced to Azerbaijani tax legislation
through additions and amendments to the Tax Code in 2021, which came into effect in 2022.

For the purposes of tax imposition, non-resident entities in the Republic of Azerbaijan are considered controlled
foreign companies and their income is subject to taxation in Azerbaijan under the following three conditions:



1. If a person or a mutually dependent resident or non-resident person, together directly or indirectly, holds
more than 50 percent of the voting rights in the foreign company or owns more than 50 percent of its
share capital or receives more than 50 percent of the benefits of that foreign company.

2. If the actual tax paid on the income of the controlled foreign company is equal to or less than 75 percent
of the income tax that should be paid on that income according to the Tax Code.

3. If the portion of the annual income of the foreign company, exceeding 30 percent, is derived from
financial assets, interest earned from financial leases, royalties obtained from intellectual property,
income from the sale of shares and participation shares, income from financial operations such as
insurance, banking, and other financial transactions, or income from goods and services that do not
create any economic value.

By the decision of the Cabinet of the Ministry of Economy dated April 19, 2022, the "Procedure and Rules for the
Submission of a Request for a Controlled Foreign Company by Resident Individuals and Legal Entities to the Tax
Authority" were approved.

On July 28, 2023, the Regulation was amended based on the decision of the Ministry of Economy. According to
the decision, the name of the Regulation has been changed to "Procedure for Inclusion of the Income of a
Controlled Foreign Company in the Taxable Income of a Person Considered a Resident of the Republic of
Azerbaijan, as well as the Procedure and Rules for Submitting a Request for a Controlled Foreign Company by
Resident Individuals and Legal Entities to the Tax Authority."

Here are some important additions made to the regulation:
e Taxable Income of Resident Company:

The taxable income of a resident company is calculated based on the share of the controlled foreign company in
the total denominator (interest ratio) of the specific interest. In other words, the taxable income of the controlled
foreign company is initially calculated according to the Azerbaijan Tax Code. Then, the calculated amount is
multiplied by the interest ratio of the resident company in the controlled company's share to calculate the resident
company's taxable income.

e Elimination of Double Taxation:

The income tax paid in the countries or territories where the controlled foreign company is a resident is deducted
from the income tax payable in Azerbaijan, according to the interest ratio of the resident's share in the total
denominator. In other words, the tax amount paid by the controlled foreign company in its country of residence is
multiplied by the interest of the resident company in the share, and the resulting amount is deducted from the tax
amount of the resident company.



