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~Ministry of Taxes of the Republic of Azerbaljan has aiways boon commitied to

REFORMS IN THE TAX SYSTEM OF THE REPUBLIC OF AZERBAIJAN

conducting reforms in the field of taxation aimed at reduclag tax burden, streagthening of tax
cantrol, promoting favorable business climate and foreign investments, as woll as providing
comprehensive taxpayoer services in Azerbailan. This docurnent highlights major reforms
undertaken In tax policy and administration In the years 2015/2016.

Actording to amendments, taxpaycrs invalved in the construction of bulldings are
grantad wilh the right to become a simplified taxpayer. Under previous law a person engaged
in the construction of buildings would pay both simplified and VAT tax at {he same time. Now,
once making choice in favor of simpllfied tax regime, legal entities wili be oxempted from
VAT, profit and property taxes, whereas individuais will benefit from VAT and income tax
exemption.

According to another amendment, volume of taxable uperations generating ebligation
for the submission of application on registration for VAT purposes has been increased from
the previous 120 000 manats to 200 000 manats. This change provides taxpayers with an
opportunity to continue thewr business activity under simplificd tax regime It the wlume of
their taxable operations is under 200 000 manals.

Enlities, Involved in trading and (or} public catering activities, whose volume of taxabie
transactions in any month (months) during a consecutive period of 12 months exceeds
200,000 manats, are granted with the right to become the payer of simplified tax at the rates
of 6% und 8% respectively. Thus, the nbovementioned category of taxpayars will be immune
from the cbligation to register for VAT purposes even if they excecded the threshoid of 200
000 manats.

Individuals and legal enfiies who have been granted an investment prometion
certificate in a manner prescribed by the law, are exempt frorm VAT, propetty and land tax, as
well as from 50 percent of thelr incoma for the period of 7 years framn the dote of recelpt of
that certilicate. Where the ontity who has received the investment promotion certificate
supplies (sells) industriai and other taxable objocts by the end of the grace period provided in
the Tax Code, the tax reliefs to a new entity who has obta:ned economlc and other taxable

'objects and have underfaken to launch and proceed the production of goods (work and

cantiraa) In complianes with evieting invoctmont projart, aro applied for tha raat of tho givon
period.
Tax tncentives in the agricultural sector have been applicd on a regular basis with the

law adopted in 1999, Later those incentives were incorporated in the Toax Code and the
;
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~ period of concesslons granted to the individuals and legal entities volved tn the production

i - of agrlcuftural goods, h(m been extended until 1 Jﬁnudry, ?010 Mnmowr 18 cording to {he Z
Iateat amendmants o the Tax Gode Import and sale of whe.ut produuuon and sale of wheat

ﬂour and bread have benn exempted from VAT until 1 tanuary, 2047,

I Incorme from annyal interest baing pald by banks, as well as income from an Issuer-paid
dividend, discount and interest on investment securitios shall nat be subject to income tax
within a 3-year period starting from 1 February 2016.

Import, an the basis of the document approved by the Ninistry of Econorny, of ail kinds
of goods by the resident of Garadagh Industrial Park Involved In shipbullding activity for the
purposes of the same activity is exempt from VAT over the period of § years beginning from
1 May 2018,

Alsc, proﬁsion of goads, works and services to the resident of Guradagh Industiae Park

invoived in shipbuilding activily by contractar and to the contractor by subcontractor who has

a signed coritract with that contractor for the purposes of this activily is taxed at zero (0) rate

VAT over the period of 5 years beginning from May 1, 2016,

import and sale of follawing items have been exempted from VAT:

- breeder animals;

- sasds and seedlings;

- mineral fertifizers, pesticides;

- equipments for sced breeding, poullty and beekecping, as weil as laboratory
equipments and machines for cloaning, sorting or callbration of seeds, grains and
legumes,

- direct agricultural Irigation and othar facilities, vehicles, equlpment and technlques;

- import of velerinary drugs used for prevention, diagnosis and troatment of

- agriculturat animale and birds.

Stnce June 2018, "Tax Free" system was intioduced in Azerbaljan. Forelgners and

stateless persons visiting Azerbaljan, who are over tho ego of 14 will be able to take the

advantage of these opportunities white shopping and will be able to refund 12 % of paid VAT
amount,

While purchasing goods at TAX FREE labeled shop forelgn citizen must inform a
alesperson on his/her intention to benefit from TAX FREE, then present passport confirming
citizenship to the salesporson to fill In the elactronic-invoice enabling VAT refund. The

alesperson after filling in passport details will provide 2 copics of signed and stamped e-
ihvaice. The c-invoice, along with other information, will cantain the amount of paid VAT, as

well as the expiry date of VAT refund. In order to benefit rom TAX FREF:, the cost of
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purchased goods per one a-invoice must be not less than 300 manats including VAT, The
goads should be taken out of the teritory of tho counfry within 0 days from the purchase

T e
Foreign citizen can recelve puyment on forelgn or focal currency, depending on the
chosen mathod,
Ministry of Taxes launched "Centralized risk management” tool with the purpose of
taxpayer assessment on risk criterla and centralizing risk management.
‘Centralized risk nianagement” {ool enables e-managemont of tax cvasion cases, more
preciso tisk and tax capacity assessment on the basis of modern technologios. The tool is
offective In verification of every tax evasion case in @ more accurale manner revealed other

via electronlc or other means, as well as ensurlng correct assossment and selectlon of

! appropriste lax control measura,

~As tax control meatsures are selected through "Centralized risk managoment® tool, this
will allow tax administration to ensure contralized tax control over tax veriflcation measures.
Thus it will prevent tax administration from initiating tax verification cases not based on
relevant tlsk criteria, na well as those casea which do not fall under *he risk of lax evasion,
in 2015 and 2016 the Ministry of Taxes bas undergone a number of structural changes
zimed at qualitative Implementation of its functions, more eflictent use of human resources
capacity, and achiving zyility in tax administration. Thus fomier Department of Tax Audit and
Baku City Tax Department was merged into newly cstablished Baku Tax Department under
the Ministry of Taxes. Also, Tax Department No 1 under the Ministry of Taxes was
established with a view to render tax services to the taqayers placed under special rogime
and nan-commercial entitics.
Measures have been continued towards optimizaticn of arganzational units within the

inistry of Taxes’ Headquarters as well, Thus with the aim of improving tax administration
nd more afficient implomentation of functions new Call Center Department under the
dinlstry of Taxes was established. Moreover, previously sepaiate Tax Audit Head
beparﬂneilt and Operative Control Department was merged into Tax Audit and Operative
ontroi Gapartmen!, whereas Intemational relations Department and Tax Monitorng at
lnancial Institutions Department merged into the International cooperation and Tax
onitoring at Financlal lnstitutions Main Depariment.
Along with it, Head Depatment for Analysis of Tax Crmes and Tax Debt Fnforcement
vas estobiished with the aim of improving bietter recovery of outstanding tax debts Into the
state budget and achieving more elficioncy in this field, whereas tHead Depattment dealing

with Roglonal Tax Bedies and Tax Risks Analysls and Control t{oad Departrment were
d
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- established with a view to achive an enhanced control over regional lax bodies and easure

© 'ull scale payments by the taxpayers,
7 Al recent reforms and positive changes undertaken in the filelds of lax policy and

jadministration resulted in the improving of Azerbaijan’s ranking n intarnational business

‘rsporm. Thus, Azerbajjan Improved its Starting Business ranking in the Doing Business

Report 2016 by rising from the 11th to the 7th place among 189 countries.
Reforms towards creation of favourable tax environmoent for business are slili to

continuies in the following years.




