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About Remells Law Firm 

Remells Law Firm is comprised of lawyers with significant experience in assisting 
multinational and local clients to successfully establish and operate their business in 
Azerbaijan. Our lawyers advise multinational and major local companies on all major 
aspects of their businesses in Azerbaijan, including corporate governance, merger and 
acquisition, capital markets, banking, oil and gas, information technologies, tax and 
employment. 

We are well experienced in complex cross-border transactions involving multiple parties. 
Our lawyers, who hold advanced degrees from US and European law schools, bring insight 
into local issues. 

We at Remells are committed to becoming advisors of choice. In every matter we handle 
we strive to add value to our clients' business. 

Please visit our website www.remells.com for more information.  For any questions and 
inquires you may contact Partner of the firm Rashid Aliyev at rashid.aliyev@remells.com   

~~~~~ 

 

 

 

 

 

 

 

 

 

 

 

 

©Remells Law Firm 2014.  This material and information in it are protected as copyright under 
Azerbaijan’s copyrights laws and regulations.   

The legal information in this material is provided for information purposes only.  This information 
is not and should not be deemed or accepted as legal advice.  For any specific legal information or 
legal advice relating to any particular case you may consider seeking advice of a lawyer authorized 
to practice law in Azerbaijan. 
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1. Investing in Azerbaijan: Legal Protection of Foreign Investment 

 

General Guarantees 

 

Adopted through a public referendum in 1995, the Azerbaijani Constitution declares Azerbaijan a 

democratic state governed by rule of law.  Azerbaijani Law On Protection of Foreign Investment 

(the “Foreign Investment Law” or “FIL”)
1
 and international treaties on protection of foreign 

investments are the principal laws aimed at protecting foreign investment in Azerbaijan.  Among 

other things, the Foreign Investment Law (1) affords national treatment (“no-less-favorable” 

treatment) to foreign persons in economic matters – i.e., equal treatment of foreign and local 

persons
2
, (2) requires payment of compensation for nationalization of foreign investment, and (3) 

allows foreign investors and Azerbaijani government authorities to agree on jurisdiction of courts 

and foreign arbitration as the dispute resolution mechanism. 

Foreign Investment: definition 

The Foreign Investment Law lists the type of activities that, if carried out in Azerbaijan by foreign 

persons, may be considered a “foreign investment”.  The list is set out in Section 3 of the FIL and 

includes contribution to capital of a local entity, establishment of a subsidiary, acquisition of 

securities and other assets in Azerbaijan etc.  Further, a foreign investors may agree with local 

persons on other
3
 types of foreign investment in Azerbaijan.  In certain cases, therefore, foreign 

persons doing business in Azerbaijan may want to specify in the agreement with local persons their 

methods of investment in order to benefit from the guarantees set out in the FIL. 

Waiver of Sovereign Immunity 

The Foreign Investment Law allows foreign investors to bring claims again Azerbaijani 

government agencies for any damage to foreign investors and their businesses
4
.  These provisions 

operate as the waiver of sovereign immunity.  Additionally, foreign investors and Azerbaijani 

government agencies may agree on foreign arbitration as the dispute resolution mechanism.  Please 

see below discussion on recourse to ICSID arbitration. 

Transfer of Currency Outside Azerbaijan 

Azerbaijani currency regulations are fairly flexible in allowing foreign investors to transfer their 

funds in foreign currencies outside Azerbaijan.  The Foreign Investment Law guarantees free 

transfer of foreign investors’ funds in different currencies outside Azerbaijan.  Local banks and 

other financial institutions, however, rather follow the regulations of the Central Bank of 

Azerbaijan (CBA). The CBA has adopted rules on transfer of foreign currencies in and outside 

                                                           
1
 Dated January 15, 1992 

2
 Section 5 of the Foreign Investment Law 

3
 “Other” meaning other than those specifically listed in the Foreign Investment Law 

4
 Section 12 of the Foreign Investment Law 
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Azerbaijan
5
.  These rules generally require the CBA’s consent for the transfer of foreign currency 

outside Azerbaijan.  There are, however, certain transfers for which the CBA’s consent is not 

required – i.e., banks may make those transfers without the CBA’s permission.  Most foreign 

investors doing business in Azerbaijan on a continuous basis may make, among others, the 

following transfers of foreign currency without the CBA permission:\ 

 payment for loans (interest and principal) and other similar debt, 

 payment of dividend outside Azerbaijan, 

 transfer of previously transferred foreign currency, and 

 investments outside Azerbaijan, and 

 transfers to deposits with foreign (non-Azerbaijani) banks. 

We have listed these transfers, as in practice foreign investors may use any of these exceptions (i.e., 

exception from the CBA permission) to transfer their funds in a foreign currency (mostly, USD and 

EUR) outside Azerbaijan, such as to their home country. 

Bilateral Investment Treaties 

Azerbaijan has entered into bilateral treaties on promotion and protection of foreign investment 

with over 35 countries.  The United States, Turkey, Great Britain, France, Germany and 

Switzerland are among those countries
6
.  Typical investment treaties guarantee national treatment 

of foreign investors, “prompt, adequate” and fair (fair market value of the compensated property) 

compensation for any nationalization or seizure of a foreign investor’s property.  These treaties also 

guarantee free transfer of investments and related funds outside Azerbaijan.  

Most such treaties provide for settlement of disputes in the International Center for the 

Settlement of Investment Disputes (ICSID) located in Washington D.C., United States.  This allows 

a foreign investor to apply to ICSID to resolve investment related disputes even if the investor has 

not agreed with the host state to resolve disputes via ICSID.  By way of illustration, the US-

Azerbaijan bilateral investment treaty defines an “investment dispute” as a dispute arising between 

a company of one state (e.g., a US company) and the other state (e.g., Azerbaijan), and which 

relates to an investment.  The treaty provides that these disputes can be resolved in national courts 

or through arbitration, including ICSID arbitration
7
.  It is not necessary for parties to a dispute (e.g., 

company and the state) to agree on ICSID arbitration in advance.  The investor may have recourse 

to ICSID without any agreement to that effect.  Investors may, however, specifically agree with the 

state on other regular commercial arbitration. 

 

2. Corporate Organizations and Registrations 

 

Sole Proprietor 

 

Azerbaijani law recognizes a sole proprietorship - in Azerbaijan, an individual may engage in a 

business activity without forming a legal person.  An individual obtains the status of a sole 

proprietor after registering with the Azerbaijani Ministry of Taxes.  Upon the registration, the 

                                                           
5
 The full name is the Rules On Currency Transactions of Residents and Non-residents.  They were adopted 

in 2002 and have since then amended few times.   
6
 The full list can be viewed at http://unctad.org/Sections/dite_pcbb/docs/bits_azerbaijan.pdf 

7
 See Article 9 of Treaty Between the Government of the United States of America and the Government of the 

Republic of Azerbaijan Concerning the Encouragement and Reciprocal Protection of Investment 

http://unctad.org/Sections/dite_pcbb/docs/bits_azerbaijan.pdf
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Ministry of Taxes issues to the sole proprietor a certificate, which indicates the person’s tax 

identification number (TIN).  For her business related matters in most cases a sole proprietor is 

identified by her TIN.  

 Sole proprietorship is more suitable for small businesses.  The most significant downside of 

operating as a sole proprietor is an unlimited liability that a person becomes exposed to – i.e., 

creditors may go after non-business related property of the sole proprietor. 

 

Partnerships and LLCs 

 

The Civil Code recognizes two types of partnerships: general partnership and limited partnership.   

In general partnership partners have unlimited liability – i.e., creditors may go after a partner’s 

personal property if the partnership property does not cover the partnership’s debt.  The default 

rules of the Civil Code entitle partners equal rights in governing the partnership.  Perhaps the most 

significant distinguishing feature of the partnership, however, is that many issues, such as 

governance and distribution of profit and loss, may be allocated among partners pursuant to an 

agreement between partners.  In other words, laws set out few mandatory rules (i.e., rules that may 

not be changed by agreement) and leaves many important issues to partners.  In a limited 

partnership general partners have unlimited liability, while limited partners (typically investors) 

may only lose their investment if the partnership becomes insolvent and gets liquidated.  There are 

very few registered partnerships in the Azerbaijani market
8
.   

Most individuals, who are engaged in business through a legal entity, prefer to form a 

limited liability company (LLC).  LLC, on one hand, offers relative flexibility in designing the 

governance structure, on the other hand, limits the liability of its participants (i.e., shareholders).  

General meeting of participants of an LLC (GMP) is the supreme governing body of an LLC.  In 

case an LLC has only one participant, that participant acts by issuing decisions.  The Civil Code 

allocates certain key decisions, such as reorganization (including merger), liquidation of an LLC 

and distribution of dividends, to the GMP’s exclusive competence.  Making decisions on most other 

issues may be assigned to other governing bodies of an LLC, which GMP may freely create.   

While participants may enter into a participants’ (or shareholders’) agreement, most 

governance related issues must be governed by the LLC’s charter.  The charter of an LLC, which is 

its key constitutional document, should govern in detail, among other things, procedure for 

convening GMP and other collegial bodies, appointment of LLC’s directors and officers. 

The Civil Code also provides for and governs additional liability companies (ADL).  

Participants of an ADL may take liabilities in addition to their contributions.  Participants’ 

liabilities must be determined in the ADL’s charter.  In most other matters, ADLs are similar to 

LLCs. It is fair to say that ADLs are not popular in Azerbaijan. 

 

Joint Stock Companies 

 

The Civil Code provides for two types of joint stock companies (JSC or stock company) – open and 

closed joint stock companies.  The idea of open joint stock companies is very similar to public 

companies.  They issue shares that may be traded in open securities market.  Closed joint stock 

companies (CJSC) are meant as closed corporations – shares of a CJSC can be traded among 

limited number of persons, such as its existing shareholders.   

                                                           
8
 This notwithstanding, there are many individuals doing business jointly with others.  However, unlike laws 

of many mature economies, Azerbaijani law does not recognize “default partnership” – i.e., two or more 

persons are deemed to have formed a partnership when they engage in a business jointly.  In Azerbaijan in 

order to rely on the partnership provisions of the Civil Code a partnership must be registered. 
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 A JSC may issues two types of equity securities – common shares and preferred shares.  

Holders of a preferred share are entitled to dividends irrespective of the company’s operation, 

except when as a result of distribution the JSC may become insolvent.  As a general rule, holders of 

a preferred share are not entitled to vote in the general meeting of shareholders.  They may, 

however, receive the right to vote on certain important matters, such as the reorganization and 

liquidation of a company.     

 General meeting of shareholders (GMS) of a joint stock company is its supreme governing 

body.  GMS’ decision on certain matters is a must.  In particular, it is the GMS that must ultimately 

decide on liquidation, reorganization (including merger) and distribution of dividends.  Any 

changes to a JSC’s charter must be approved by its shareholders.   

A stock company must have its supervisory council and audit committee, if the number of 

its shareholders exceeds 50.  Below that threshold supervisory council and audit committees are 

optional.  A supervisory council is meant as an institution, which oversees the executive 

management and assists the general meeting of shareholders.  A stock company must also have its 

executive management.   

 While the Civil Code does set out certain requirements with respect to corporate 

governance of JSCs, a charter of a JSC is an important document where most corporate 

governance-related matters, including powers of the JSC’s governing bodies, would be specified.  

For instance, passive investors, who want to retain a control over the executive management, may 

use the supervisory council for such purposes, provided the necessary control mechanisms are 

specified in the JSC’s charter.   

 With respect to distributions, a general meeting of shareholders of a JSC makes final the 

decision on distribution of dividends.  However, a supervisory council or, in the absence of the 

council, the company’s executive management must propose and include into the agenda the 

distribution of dividends.  Effectively, the authority to distribute dividends is shared between the 

management and shareholders (unless the charter contains a different procedure for distribution of 

dividends). 

 Dividends must be distributed out of net profits.  The Civil Code also sets forth a balance 

sheet test for the distribution of dividends: a JSC may not distribute dividends if as a result of this 

distribution the value of the company’s net assets will be lower than the value of the company’ 

charter (or stated) capital. 

 

Branches and Representative Offices 

 

Foreign investors, who do not wish to establish a subsidiary in Azerbaijan, prefer registering a 

branch or representative office. According to the Civil Code a branch or representative office, is not 

a separate legal entity, but part of a legal entity.  Therefore, any actions that branch or 

representative office takes are deemed to have been taken by the legal person itself. 

Registrations 

 

Registration of a legal person in Azerbaijan is primarily governed by the Civil Code and the 

Azerbaijani Law On Registration and State Register of Legal Persons
9
.  The Azerbaijani Ministry 

of Taxes is the government authority responsible for the registration of commercial legal entities.  

As a general rule, a person (physical or legal), who wants to register an entity in Azerbaijan must 

submit to the Ministry of Taxes, among other things, the decision on forming an entity, charter of 

the entity, its own identification documents (constitutional documents for legal persons and 

                                                           
9
 Dated December 12, 2003 
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passport or identification card for physical persons), bank receipt evidencing payment of a state 

duty.   

Foreign entities wishing to register their subsidiaries or branch (representative) offices in 

Azerbaijan typically submit documents (such as their constitutional documents) which are in a 

foreign language (i.e., non-Azerbaijani language).  Those documents must be legalized, and their 

Azerbaijani translation notarized locally.  Azerbaijan has acceded to the 1961 Hague Convention on 

apostille, and documents originating from member countries maybe apostilled.  Apostille is a 

certificate attached to a public document, which simplifies the procedure for legalizing a foreign 

document through approval of consular departments. 

 

3. Information Technology and Electronic Commerce 

 

3.1 Information and Communications Technology (ICT) 

 

Information technology and e-commerce are growing areas in Azerbaijan.  ITC is reported to be the 

second largest sector of Azerbaijan’s economy, behind only oil and gas sector.  Azerbaijani 

government has been taking measures to further develop the ITC sector by adopting new 

regulations and creating the infrastructure (See, in particular, our summary of special economic 

zones and technoparks). On February 7, 2013 Azerbaijan launched its first satellite.  This underlines 

the significance of ITC sector in Azerbaijan’s economy. 

 In 2005 Azerbaijan adopted the Law On Telecommunications (the Telecom Law)
10

.  The 

Telecom Law sets out rather general principles, based on which companies, individuals and 

government agencies may have access to and use telecommunication resources.  The Telecom Law 

requires licensing of a telecommunication activity, and obtaining a quality certificates for 

telecommunication products.  The law lists certain types of telecommunication services, such as 

cellular and wireless telephone services, Internet service, TV and radio broadcasting etc. 

Subsequently, several laws and regulations were adopted to govern specific areas of ITC.  In 

particular, the Azerbaijani Law On Television and Radio Broadcasting
11

 regulates TV and radio 

broadcasting, as the name suggests.    

      

3.2 Licensing and Intellectual Property Rights 

 

Azerbaijan recognizes and has adopted regulations governing patents, trademarks, copyright and 

know-how. The Azerbaijani Committee for Standardization, Metrology and Patent (Patent 

Committee) issues patents and registers trademarks, and related agreements. The State Agency for 

Copyrights registers copyrights (Copyrights Agency).    

The Azerbaijani Law On Patents, dated June 25, 1997 (Patent Law) governs, among other 

things, procedure for issue and protection of patents.  A patent can be issued to an invention, utility 

model and industrial design.  These terms are defined in the Patent Law.  In particular, the law 

defines an “invention” as technical solutions relating to any product or process.  The Patent Law 

further elaborates on the elements of an invention in Section 7: an invention must (a) be novel (or 

new), (b) not be obvious or known to others, and (c) be useful.  

In order to obtain a patent, the author or its patent attorney must submit application to the 

Patent Committee for the registration.  Azerbaijan has acceded to the 1883 Paris Convention on 

Protection of Intellectual Property, and Patent Cooperation Treaty. The Patent Law allows for 

international application for patents.  A patent issued to an invention is valid for 20 years from the 

                                                           
10

 Dated June 14, 2005 
11

 Dated September 28, 2004 
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date the authority submits application for registration.  For a utility model and industrial design a 

patent is valid for 10 years from the date of application.  

A holder of patent is entitled to exclusive economic rights attached to patents, such use of 

patented invention, utility model and industrial design for commercial purposes.  A holder of patent 

may license its rights to other persons.  The license agreement must be registered with the Patent 

Committee. Azerbaijani law sets out few requirements with respect to the content of patent 

licensing agreement, therefore, parties are generally free to structure their relationship as they wish.   

 

Azerbaijani Law On Trademarks and Geographic Indications
12

 (Trademark Law) and Law On 

Copyrights and Associated Rights
13

 (Copyright Law) govern registration and licensing of 

trademarks and copyrights, respectively.  A trademark must be registered with the Patent 

Committee in order to be enforceable – i.e., owner can claim exclusive economic rights to the 

trademark.  A person may register, among other things, words, symbols, pictures and their 

combinations as trademarks. A holder of copyright, however, does not have to register its copyright 

(or the product) in order for its copyrights to be enforceable.  A copyright to a product is created 

when the author creates the product.  Registration is only optional.  The Copyright Law lists the 

types of intellectual property that maybe protected as copyright – e.g., artistic works, scientific 

work, literature, music, video.  In particular, “computer programs”, which includes also software, 

are protected as copyrighted products.  

 Azerbaijan has acceded to the Madrid system
14

: it is possible to file for the international 

registration of trademarks.  The applicant must file the documents with the Patent Committee and 

indicate the countries where the registration should apply.  If the trademark was first registered 

outside Azerbaijan, after applying for international registration, the applicant would need to register 

the trademark in Azerbaijan as well, although for such registration the law sets out more simplified 

procedure.  

 Both the Trademark Law and Copyrights Law allow for licensing of trademarks and 

copyrights, respectively.  These laws set out few rather general requirements with respect to the 

content of trademark or copyrights licensing agreement.  Licensing of an intellectual property may 

arise in different contexts.  In particular, it is important to consider the relevant implications in 

franchising and distribution agreements.        

  

3.3 Azerbaijani Regulations on Special Economic Zones and Azerbaijan’s High Tech Park  

 

In 2009 Azerbaijani government adopted the Law On Special Economic Zones
15

 (SEZ Law).  The 

SEZ Law provides for tax and other benefits to companies operating in special economic zones 

(SEZ).  In 2013 Azerbaijani tax regulations were amended to provide additional tax benefits to 

entities (as well as sole proprietors) operating in technoparks.  

While special zones can be created for any type of technology driven business, one of the 

main purposes of this law is to further develop ICT sector by creating technology parks.  In 

November 2012 the President of Azerbaijan issued decree
16

 (the “HTP Decree”) on creation of high 

technologies parks (the “Hightech Park”).  The Hightech Park will be located at Pirallahi district, 

                                                           
12

 dated June 12, 1998 
13

 June 5, 1996 
14

 Main documents creating and governing the system are 1891 Madrid Agreement Concerning the 

International Registration of Marks and the Protocol Relating to the Madrid Agreement (1989).  Azerbaijan 

signed and ratified both documents. 
15

 Dated April 14, 2009 
16

 No. 736, dated November 5, 2012 
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which is near Baku, the capital city of Azerbaijan, and will cover around 50 ha of area.  More 

information about the Hightech Park can be found on its website http://hightech.az/.     

 

SEZ Management Structure 

 

Under the SEZ Law, an SEZ must have its administration – the local agency of the Azerbaijani 

Ministry of Economy and Industry (MEI).  The administration allocates land, registers businesses in 

the SEZ and performs other administrative duties.  The day-to-day management of the SEZ, 

however, is vested with the operator – a private person.  The MEI should select the operator on 

competitive basis.   

 The Presidential Decree
17

 implementing the SEZ Law designates the MEI as the principal 

government agency charged with implementing the policy relating to SEZs.  The Hightech Park, 

however, grew out of the project implemented by the Azerbaijani Ministry of Communications and 

Information Technology (MCIT).  The MCIT, therefore, is the principal agency charged with 

overseeing Hightech Park.  In particular, the HTP Decree created the High Technologies Park 

limited liability company to manage the Hightech Park.  The MCIT appoints the executive 

management and the members of the company’s supervisory council.  The MEI is also involved in 

implementing the Hightech Park project. 

 

Persons wishing to operate in the SEZ must apply for the SEZ residency.  After a resident is 

registered with the SEZ administration, the administration issues a registration certificate.  This 

certificate confirms the person’s residency. Residents would also need to enter into memorandum 

of understanding or similar document with the operator.   

 Physical persons and companies, as well as branch or representative offices of those 

companies may become SEZ residents.  The SEZ Law does not set out any limitations as to the 

resident’s or its shareholder’s nationality.  Therefore, as a general rule, foreign persons may become 

100 percent owner of an SEZ resident-company or they may establish their branch or representative 

offices.  In fact, the Hightech Park project and SEZ related regulations of Azerbaijan aim to attract 

foreign investment.  Only companies with 100 percent state ownership may not be an SEZ resident. 

 

Benefits 

 

The Azerbaijani Tax Code, which is effective from September 1, 2001 (Tax Code), provides for 7 

year exemption from income (profit) tax to residents of “industry and technology parks” – i.e., 

residents of techno parks do not pay income (profit) tax within 7 years (calculation of the 7 year 

period is discussed in the next paragraph).   The Tax Code exempts during the 7 year period from 

value added tax import of technology and equipment a resident intends to use in the technology 

park.    The Tax Code also provides for an exemption of a technology park resident’s property from 

property tax – the property must be located in the technology park in order for the property tax 

exemption to apply.   

As a general rule the 7 year period is calculated from the time
18

 the person becomes a 

resident.  Subsequent amendments to the Tax Code intended to partly attach the 7 year period to the 

“taxable property” and “investment project” rather than the resident. The term taxable object is 

defined in the Tax Code to mean essentially any asset subject to tax, such as profit, property etc.  

Those amendments provide that if a resident sells its taxable property, a new resident is entitled to 

the outstanding period of exemption relating to such taxable object.  If the resident decides to make 

                                                           
17

 No. 101, dated June 3, 2009 
18

 The Tax Code refers to “reporting year”. 

http://hightech.az/
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a significant investment and launch a new project, for that project it can benefit from the full 7 year 

exemption.          

 Section 18.2 of the SEZ Law provides that the SEZ residents pay tax on their gross profit 

(currently, includes also capital gains) at a reduced rate of 0.5 percent on quarterly basis.  It is not 

yet clear how this provision will apply in practice.   

Under the SEZ Law, among others, the SEZ residents’ following import and export is not 

subject to custom duties or taxes (these exemptions do not apply to products subject to excise tax, 

such as tobacco and alcohol): 

 

 import products into SEZ from outside Azerbaijan, 

 re-export of products outside Azerbaijan  

 export outside Azerbaijan those products, which the resident produces in the SEZ.   

 

The SEZ Law and its implementing regulations provide for a simplified customs formalities 

relating to SEZ’s residents’ customs operations.  For such purposes, the government intends to 

establish customs points in the SEZ.  

   

3.4 Electronic Commerce   

 

Azerbaijan’s Law On Electronic Commerce
19

 (E-commerce Law), largely based on the EU E-

commerce Directive
20

, is the main law that governs electronic commerce in Azerbaijan.  When 

discussing electronic commerce in Azerbaijan one would also need to take into account the 

Azerbaijani Law On Electronic Signature and Electronic Document
21

 (E-signature Law).   

 The term “electronic commerce” means a commerce using electronic medium of exchange.  

Most electronic commerce occurs over Internet.  The E-commerce Law requires sellers of products 

and services to disclose certain information.  They must, in particular, disclose their name, 

registration, tax identification number, and if they are in a licensed business, the number of their 

license etc.  A seller must provide further information about itself and its products (or services) 

when entering into an electronic agreement.  The E-commerce Law also regulates issues of 

responsibility of an intermediary – typically, the provider of trading platform to sellers and buyers.  

Intermediaries may act as “mere conduits”, or provide “caching” (store information and 

transmissions temporarily) or “hosting” (store information for some time) services, and the 

intermediary’s liability depends on the type of services provided.  An intermediary is generally not 

liable for content, products and services sold over their platform, unless they interfere with the 

seller’s transmission of information, or alter the seller’s information
22

.  

 Important issues arise with respect to enforceability of electronic agreements, such as 

“click-through” agreements, and in particular, whether electronic agreements must be signed with 

certified electronic signatures.  The general rule is that electronic agreements must be signed with 

certified signatures if Azerbaijani law requires those agreements to be in writing.  There are many 

types of agreements that need not be in writing.  For instance, there is no general requirement that 

parties to a mere sale and purchase of, say, cloths make their agreement in writing.  If parties to 

such agreement enter into electronic agreement, they do not need to use certified signatures to make 

sure their electronic agreement is valid and enforceable. While in the event of dispute there may be 

                                                           
19

 dated may 10, 2005 
20

 Directive 2000/31/EC on certain legal aspects of information society services, in particular electronic 

commerce, in the Internal Market (Electronic commerce Directive) 
21

 dated March 9, 2004 
22

 Section 12 of E-commerce Law.  This is similar to Articles 12, 13 and 13 of the EU E-commerce Directive 



         

   

    

  

 

12 
 

questions of proof (e.g., whether a person did in fact sign the agreement or not), this does not, in 

and of itself, require that e-signatures be certified.  A “certified electronic signature” means a digital 

signature (typically, a set of numbers) certified by an independent third party – in Azerbaijan, the 

government founded Certification Center.   

 Some agreements, however, do need to be signed by certified signatures.  The MCIT has 

established the Certification Center.  The Center issues electronic signatures (as part of public-

private key infrastructure) to individuals and legal persons.  

      

4. Capital Markets    

 

On May 16, 2011 the President of Azerbaijan approved the state program aimed at developing the 

Azerbaijani market for securities.  The program envisages adoption of new regulations, including a 

comprehensive law governing the securities market.  The Azerbaijani State Committee for 

Securities (SCS) is the principal regulator of the securities market.  Other government agencies, 

such as the Central Bank of Azerbaijan and Ministry of Finance, may be involved in regulating the 

securities market.  The SCS has been cooperating with few international institutions in preparing 

new regulations in the areas of capital markets. The World Bank has been financing the Capital 

Markets Modernization Project, which aims, among other things, to improve the Azerbaijani capital 

markets regulations.
23

 

 

Issue of Investment Securities 

 

Currently, key regulations on capital markets are the Civil Code and its implementing regulations.  

The Civil Code defines “investment securities”: it includes bonds and shares in stock companies.  

The procedure for issue of bonds and shares is very much similar.  The Civil Code sets out the 

stages of issue of investment securities.  The Rules On Issue of Investment Securities, approved by 

the SCS on May 11, 2012 governs the issue of bonds and shares in more detail.   

 The appropriate corporate body of the issuer (in case of shares, it is the general meeting of 

the issuer’s shareholders) approves the issue of investment securities. Following this, the issuer 

needs to prepare and submit registration documents to the SCS for the registration.  If the issuer 

intends to offer the securities publicly, among the documents the issuer must file is the prospectus.  

The prospectus must provide detailed information on the issuer, its business and assets. The issuer 

needs to attach its audited financial statements to the registration documents.  After the SCS 

registers prospectus and the securities, the issuer may market the securities and offer them to the 

public.  The issuer must disclose the prospectus before it starts placing the investment securities. 

 While not specifically required in the Civil Code, given that investment securities are 

issued in electronic forms, in most cases, the issuers enter into agreement with the National 

Depository Center (NDC)
24

 on providing depository services and the services of a register holder.  

Recently, the NDC has commenced providing the services of a paying agent – it may pay dividends 

on stocks and coupons on bonds on behalf of the issuer.  The NDC, while a private company, has 

been created by the SCS and the SCS oversees the NDC’s operations.       

 The Civil Code also requires the issuers to prepare, file with the SCS and subsequently 

disclose to the public report on the results of placement of the securities.   

 

 

                                                           
23

 http://www.worldbank.org/projects/P120321/capital-markets-modernization-

project?lang=en&tab=overview 
24

 www.mdm.az  

http://www.worldbank.org/projects/P120321/capital-markets-modernization-project?lang=en&tab=overview
http://www.worldbank.org/projects/P120321/capital-markets-modernization-project?lang=en&tab=overview
http://www.mdm.az/
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Capital Markets: Market Participants 

 

Current structure of the capital markets resembles the system in the United States.  The Civil Code 

defines brokers, dealers, stock exchange, depository, clearing house, holder of a registry and 

portfolio manager as the “professional participants” of the Azerbaijani securities market.  All these 

activities are subject to licensing – before engaging in any of those businesses one must obtain a 

license from the SCS.  The website of the SCS – www.scs.gov.az - provides substantial information 

on professional market participants.   

The SCS has created the NDC and Baku Stock Exchange
25

.  Baku Stock Exchange is the 

only organized and regulated market in Azerbaijan.  Even securities, which the issuer or its 

underwriters would like to place privately, may be admitted to trading through Baku Stock 

Exchange.  BSE in these situations acts more like a clearing house.  

BSE’s rules on listing distinguish three groups of companies, whose shares can be traded 

through BSE – first and second degree quoted companies and non-quoted companies.  Companies, 

which have been in existence for at least three years and with the value of their equity not less than 

AZN 5,000,000 (approx. USD 6,377,000), may be included into the list of the first group quoted 

companies.  Other entities may be listed as the second group quoted companies.  In order to ensure 

there is a liquid market for its equity securities, the issuer may admit its securities to non-quoted 

list.  This admission allows for trading of securities among brokers and dealers, who are members 

of BSE.   

It is likely that the new regulations, including the securities market law, will change the 

current structure of the market to make it resemble more the EU system, as set out in, among others, 

EU Directive 2004/34/EC
26

 (referred to as just MiFID).  In particular, MiFID defines “investment 

firms”.  Those are the financial institutions who engage in different businesses in capital markets, 

including executing client’s orders, trading in securities on their own behalf, portfolio management, 

providing investment advice etc.     

 

Collective Investment Schemes 

 

On the SCS’ initiative in 2010 the Azerbaijani Parliament adopted the new Law On Investment 

Funds (Investment Funds Law).  Investment funds are the collective investment schemes.  

Investment Funds Law provides for two types of investment funds – corporate investment funds 

and, what may be translated into English as investment trusts.  Corporate investment funds must be 

registered in the form of an open joint stock companies.  These funds collect investors’ 

contributions by issuing shares, which are publicly traded.  Investment trusts are not incorporated 

and the law defines them as “pool of assets”.  Investment trusts issue “investment fund units” – 

these are the securities issued to investors in exchange for the investors’ contributions.  Shares and 

units of investment funds must be deposited with a professional securities depositary.           

 Investment funds are managed by their licensed managers.  Managers also need to procure 

obtaining licenses for the fund.  The SCS issues licenses.   

 Corporate investment funds must be found by at least three persons.  All investment funds, 

including corporate funds, must prepare and disclose their “investment declaration” – essentially, a 

prospectus.  In the prospectus an investment firm must disclose its investment strategy, purpose and 

any limitations on the investment activity.  Corporate investment funds may invest their funds in 

                                                           
25

 www.bfb.az  
26

 EU Directive 2004/34/EC of 21 April 2004 on markets in financial instruments amending Council 

Directives 85/611/EEC and 93/6/EEC and Directive 2000/12/EC of the European Parliament and of the 

Council and repealing Council Directive 93/22/EEC 

http://www.scs.gov.az/
http://www.bfb.az/
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cash, various types of securities, including corporate and state issued, and real estate.  An investor’s 

return from investing in corporate investment fund may be in the form of a dividend (paid by the 

fund) or appreciation of its share, which the investor realizes upon the sale of its share.  Upon 

liquidation of a corporate investment fund an investor is entitled to residual value of the fund’s 

property.  In terms of management rights, shareholders of a corporate investment fund are entitled 

to participate in the general meeting of shareholders and vote on important corporate matters, such 

as reorganization, liquidation of the fund, distribution of dividends and appointment of a new fund 

manager and depositary.      

The Investment Funds Law distinguishes three types of investment trusts – open, interval 

and closed investment trusts.  The distinction is based on how often a trust sells and redeems its 

units. An open trust must issue and redeem its units at least once a week.  An interval investment 

trust must organize the sale and redemption of its units at least once a year, while a close 

investment trust sells or redeems its units when it closes down.  One other feature that distinguishes 

a closed investment trust from other two types of trusts is that closed investment trusts may hold 

real estate in their portfolio in addition to cash and securities. 

Holders of units in investment trusts can hope to obtain return from investing in the fund 

through the sale of its units back to the fund, when the fund redeems its shares, or appreciation of 

the unit.  As a general rule, an investment trust must redeem its shares at their net asset value 

(NAV).  The law defines NAV as the difference between the fund’s (or the trust’s) assets and 

liabilities.  The SCS enacted certain rules on calculating net asset value of an investment trust. 

Currently, there are no investment funds in Azerbaijan.  This may be partly due to the lack 

of detailed rules in Azerbaijan’s tax regulations on how proceeds of investment funds and 

distributions to shareholders or unit holders are taxed.  

 

5. Banking 
 

5.1 General 

 

Since the collapse of the Soviet Union Azerbaijan has been forming its banking system that would 

conform to international practice and in that sense Azerbaijan’s banking system is relatively young.  

In 2004 the old law On Banks and Banking Activity was replaced by the new Law On Banks (Banks 

Law), which, together with the Central Bank-issued rules, is one of the key regulations relating to 

Azerbaijan’s banking system.  The Central Bank of Azerbaijan (CBA)
27

 is the principal regulator of 

banks.  It is also a policy-maker in banking area.  

 At the moment there are over 40 banks in Azerbaijan with International Bank of Azerbaijan 

(IBA) being the largest by the size of its assets
28

.  The government of Azerbaijan (acting through 

the Ministry of Finance) owns slightly more than 50 percent of shares in IBA.  There are over 34 

non-bank credit organizations in Azerbaijan.     

While during the financial turmoil Azerbaijan’s banking system (and banks) remained 

relatively healthy, the CBA, nevertheless, was reluctant to admit new banks into the market. 

Instead, it welcomed merger of banks, believing that merged banks will be healthier and can 

achieve sustainable development.  To facilitate this process of business combination (the scope of 

                                                           
27

 www.cbar.az  
28

 www.ibar.az  As of the end of 2012 the Bank’s consolidated balance sheet showed total asset of over 6 

billion Azerbaijani mantas (this includes assets of its few subsidiaries).  As of December 1, 2012 the 

cumulative size of assets of all banks in Azerbaijan was close to 16 billion Azerbaijani mantas, and by 2013 it 

reached 20 billion.  See http://cbar.az/infoblocks/bank_actives   

http://www.cbar.az/
http://www.ibar.az/
http://cbar.az/infoblocks/bank_actives
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which has been limited), the CBA raised the capital requirement (cumulative capital – please see 

below) up to 50 million Azerbaijani mantas (approx. USD 63,742,900).   

 

5.2 Banks 

  

Under the Banks Law, banks can be organized only in the form of an open joint stock company 

(OJSC).  The Banks Law allows the CBA to establish limitations on foreign ownership in local 

banks.  The CBA, however, has not exercised this authority.  At the moment, there are no 

limitations on foreign ownership in local banks.  As banks are organized in the form of an OJSC, 

they may issue and publicly offer their shares.         

In Azerbaijan the banking business is a licensed activity.  The CBA issues a license to 

banks and branch offices of a foreign bank through the two stage process.  As part of the first stage 

a person wishing to establish a bank (or a branch office of a foreign bank) must submit to the CBA, 

among other things, its identification documents, including charter and registration document, as 

well as the business plan.  If the CBA approves the first set of documents (including the business 

plan), the founder must pay the charter capital and obtain corporate registration of the bank.  In the 

second stage, the CBA approves the bank’s or branch office’s registration documents and issues a 

license.  

 The Banks Law defines the business of “banking” as engaging in all of the three following 

activities: (1) accepting deposits, (2) issuing “bank credits”
29

 (including loans) and (3) transfer of 

currencies and cash operations.  These are the core banking activities.  The Banks Law allows 

banks to engage in other financial businesses, including issuing guarantees, providing factoring and 

leasing services, acting as financial intermediaries and agents etc.  Despite the Banks Law allows 

banks to act as brokers and dealers (including underwrite securities) in capital markets, subject to 

obtaining a license from the SCS, in practice the CBA is reluctant to allow banks to engage in these 

businesses directly.  Instead, banks participate in the capital markets through their subsidiaries or 

associated entities. 

 One of the core banking activities is accepting and serving deposits of their clients.  In 

Azerbaijan deposits up to 30,000 Azerbaijani mantas (approx. USD 38,260) are insured by the 

Azerbaijani Deposit Insurance Fund.  

 As banks are organized in the form of an OJSC, the Civil Code-stipulated provisions on 

OJSC apply to corporate governance in banks.  The Banks Law, however, sets out additional 

corporate governance rules, some of which are not quite in line with the Civil Code.  On occasions 

difficult questions of interpretation arise.  As with all OJSCs, general meeting of shareholders 

(GMS) is the supreme governing body of banks.  GMS has the exclusive authority on certain 

important matters, such as reorganization, liquidation of a bank, distribution of dividends, 

appointment of members of the bank’s supervisory council etc.  Banks must have their supervisory 

council (SC).  The Banks Law lists matters which fall within SC’s authority.  The SC has the 

authority to, among other things, determine the agenda of and convene the GMS.  A bank’s 

Management Board (Azerbaijani term “İdarə Heyəti”) is its executive governing body.  While the 

Management Board is a collegial body, in practice the Chairman of the bank’s Management Board 

has important powers in managing banks.  Typically, it is the Chairman, who has the authority to 

represent a bank before third parties and sign agreements and other documents. 

 The Banks Law sets forth rules on declaring banks bankrupt and liquidation of banks.   

 

                                                           
29

 We chose the term “credit” instead of “loan”, because the Banks Law defines “credit” (Azerbaijani term 

“kredit” is the transliteration of the English term “credit”) broadly to include many debt obligations other than 

loans.   
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Capital Adequacy Requirements 

 

The CBA has established capital adequacy requirements
30

, which aim to implement Basel Accords 

(Capital Adequacy Rules). In particular, these rules introduced the notion of tier I and tier II capital.  

Tier I capital includes payments received in exchange for ordinary and non-cumulative preferred 

shares, additional paid in capital, undistributed net profit for previous years.  Tier II capital includes 

profit for the current year, payments in exchange of cumulative preferred shares, general reserves, 

certain subordinated debt etc.  The Capital Adequacy Rules require that banks maintain their 

cumulative capital in the amount not below 50 million Azerbaijani mantas.  The “cumulative 

capital” defined as the sum of tier I and tier II capital less certain deductions. 

 Under the Capital Adequacy Rules banks must maintain the leverage ratio of at least 8 

percent.  Leverage ratio is essentially the ratio of a bank’s tier I capital to the sum of its assets and 

off-balance sheet liabilities.  

 

5.3 Non-bank Credit Organizations  

 

Prior to the beginning of 2010 when the Law On Non-Bank Credit Organizations
31

 (NBCO Law) 

came into force several non-bank credit organizations were established and operated as 

humanitarian organizations.  Most were micro-finance institutions.  After the NBCO Law entered 

into force, they were reorganized into and continue operating as commercial entities.   

 Non-bank credit organizations must obtain a license from the CBA before they operate.  

The CBA is the principal regulator of NBCOs.  It is fair to say that the legal rules regulating 

NBCOs, including the NBCO Law, are relatively flexible.   

The NBCO Law distinguishes NBCOs, which may take security interest in cash deposited 

at the NBCO, and those that may not take such security interest.  Under the NBCO Law, an NBCO 

can be organized in any legal-organizational form, including limited liability companies (LLC) and 

stock companies.  Most are organized in the form of LLCs.  The NBCO Law requires that an 

NBCO have at least head of its executive management, chief accountant, loan specialist and 

internal auditor.  An NBCO may establish its branches and representative offices.  An NBCO with 

no right to take deposit security may establish its branch and representative offices by providing a 

prior notice to the CBA. 

 Most NBCOs operating in Azerbaijan provide loans to customers.  The NBCO Law allows 

NBCOs to engage in other activities, including providing factoring and insurance agency services, 

issuing guarantees, providing financial advice to customers.  The NBCO Law specifically bars non-

bank credit organizations from taking deposits.  

 The CBA has issued certain rules on prudential management in NBCOs.  These rules are 

not as complex as those applying to banks.  Currently, the CBA requires that NBCOs maintain their 

charter (stated) capital in the amount not below 300,000 Azerbaijani mantas (approx. USD 

382,000).     

                                                           
30

 The Rules On Bank Capital and Calculation of Adequacy of Bank Capital, dated July 25, 2012 
31

 It was adopted on December 25, 2009, entered into force in January 2010 
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6. Dispute Resolution  

   

Court System in Azerbaijan 

 

Under the Azerbaijani Constitution in Azerbaijan the judicial power is vested with Azerbaijani 

courts
32

.  Azerbaijani Constitutional Court, the Supreme Court, courts of appeal and courts of 

general and specialized jurisdictions form the Azerbaijani court system.  The website 

www.courts.gov.az provides information about courts and judges in Azerbaijan.  

 The Constitutional Court of Azerbaijan was established in 1998.  No similar court existed 

in Azerbaijan before.  The Constitution sets out powers of the Constitutional Court.  The 

Constitutional Court has the authority to decide “constitutional matters”.  In particular, the Court 

may interpret laws and regulations in terms of their compliance with the Constitution.  The Court 

may declare a law or regulation not conforming to the Constitution and, therefore, invalid.  The 

Constitutional Court is vested with the authority to resolve disputes between other branches of 

government or between government agencies.  Ordinary individuals have the right to appeal their 

cases to the Constitutional Court.   

 At the lowest level of the hierarchy of Azerbaijan’s court system are the courts of general 

jurisdiction – called district courts (Azerbaijani: “rayon məhkəmələri”), and specialized courts.  

District courts, named by the district in which they are located, resolve civil disputes and non-

military criminal cases involving imprisonment for not more than 7 years.  There are military 

courts, which consider criminal cases involving military personnel.  Crimes for which 

imprisonment may exceed 7 years are considered by specialized courts for serious crimes. 

There are seven economic-administrative courts with each having jurisdiction over cases 

originating from certain parts of Azerbaijan’s territory.  There are two economic-administrative 

courts in the capital city Baku – Baku Economic-Administrative Court 1 and 2.  These courts act as 

courts of first instance for civil disputes between legal persons, or legal persons and government 

authorities.  They also act as first instance courts for administrative matters – disputes involving 

decisions of government authorities.  Any legal person or individual may challenge decisions, 

actions of government agencies or their failure to act in economic-administrative courts.  The 

procedure for doing so is set out in the Azerbaijani Code of Administrative Procedure.       

 A relevant party may appeal decisions of first instance courts (i.e., regional and specialized 

courts) to courts of appeal.  Similar to specialized courts, there are several appellate courts in 

Azerbaijan each having jurisdiction over certain areas of Azerbaijan’s territory.  For instance, the 

Baku Court of Appeals considers cases originating in Baku city and its neighboring territories.  The 

panel of three judges decides cases in appeal instance courts. 

 Decisions of appeal courts may be appealed to the Azerbaijani Supreme Court.  The 

Supreme Court is located in the capital city Baku.  The Supreme Court is authorized to review only 

legal matters (as opposed to factual matters) relating to a particular case.  Decisions of Supreme 

Court may be appealed to the Constitutional Court.  For most cases the Supreme Court is the final 

instance, as the Constitutional Court has the discretion in deciding whether to accept a case for 

consideration or not.      

 

Civil Litigation 

 

The Azerbaijani Code of Civil Procedure, which is effective from September 1, 2000, sets out the 

procedure for submitting and resolving civil disputes in Azerbaijani courts.  The Code governs 

                                                           
32

 Section 7 of the Constitution 

http://www.courts.gov.az/


         

   

    

  

 

18 
 

resolution of disputes in all court instances, except for review of cases by the Constitutional Court.  

“Civil dispute” includes those disputes, which involve claims for damage and property issues. 

 Any party, who wants to claim damage from another person or wants to protect property 

rights (plaintiff), may submit in writing a complaint to courts of first instance – i.e., district courts 

or economic-administrative courts.  Economic-administrative courts resolve disputes between legal 

persons.  The written complaint must indicate, among other things, the defendant – the person 

against whom a plaintiff submits its complaint, address of the plaintiff and reasons for the 

complaint.  The plaintiff must also serve the copy of the complaint to the defendant.   

A court commences a civil process based on a written complaint.  The court must inform 

the defendant about the date and time of the proceedings.  The court must try to ensure that parties 

have the equal rights and opportunities to present their cases, evidence and arguments.  The court is 

authorized to solicit opinion of experts and specialists in certain areas, order forensic examination 

of particular evidence.  After hearing arguments and examining evidence the court must issue its 

decision. 

 The party, who disagrees with the decision of the first instance court, may appeal the 

court’s decision to an appellate court.  The appeal must be submitted through the court of first 

instance – i.e., the disagreeing party must submit the written appeal to the court of first instance, 

which issued the decision, and the court of first instance must forward the complaint to the 

respective appellate court.  Courts of appeal are authorized to review cases as to legal and factual 

matters.  Despite the authority to appellate courts to consider factual issues, it is important for 

parties to organize their cases in the first instance court well.  While appellate courts do consider 

factual matters, they have limited authority in admitting new evidence.  As a result, appellate courts 

heavily rely on evidences, materials and arguments submitted to the court of first instance. 

 Decisions of appellate courts may be appealed to the Supreme Court for so-called 

“cassation review”.  The Supreme Court is authorized to review only cases as to legal matters.             

 

Arbitration 

 

Azerbaijan has acceded to the 1958 New York Convention On Recognition and Enforcement of 

Foreign Arbitral Awards.  Awards of international arbitrators are generally enforceable in 

Azerbaijan.  In addition, Azerbaijan has adopted the Law On International Arbitration
33

 

(International Arbitration Law), which is based on UNCITRAL Model Law On International 

Commercial Arbitration.  This law for the most part governs international arbitration in Azerbaijan.  

The International Arbitration Law defines “international arbitration”.  In particular, arbitration is 

considered international, if parties to a dispute are located in different countries or parties have 

expressly agreed that the subject matter of arbitration agreement is related to more than one 

country.  The CCP also governs certain issues relating to international arbitration. 

 The Supreme Court of Azerbaijan is responsible for the enforcement of arbitral awards.  A 

party wishing to enforce an arbitral award must submit to the Supreme Court a written request for 

enforcement.  The party must attach to its request copy of the arbiter’s decision. The Supreme 

Court must recognize and enforce the award, unless there are reasons for setting the award aside.  

The grounds for setting aside an arbitral award is set out in the 1959 New York Convention, and in 

particular, its Article V. If a party has not been duly informed about the time and place of 

arbitration and was not able to participate in the proceedings or the arbitration agreement is not 

valid or the dispute is “non-arbitrable”
34

, the Supreme Court must refuse to enforce the arbitral 

                                                           
33

 dated November 18, 1999 
34

 The term “non-arbitrable” refers to a group of issues that under laws of a jurisdiction, where arbitration is 

enforced, may not be settled through arbitration, instead these disputes must be resolved by courts.  In most 
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award.  Additionally, under the CCP certain issues fall within the exclusive jurisdiction of 

Azerbaijani courts and may not be resolved through arbitration.  For instance, disputes relating to 

intellectual property registered in Azerbaijan and validity of decisions of corporate body of a legal 

person registered in Azerbaijan fall within the exclusive jurisdiction of Azerbaijani courts. 

 

7. Tax 
 

The Tax Code of the Republic of Azerbaijan (Tax Code) entered into force on January 1, 2001.  It is 

the principal law that regulates taxation of personal income, corporate profit, value added tax and 

other taxes.  Since its adoption, the Tax Code was amended numerous times to meet the 

requirements of the changing business environment Azerbaijan.  Over 130 amendments were made 

to the Tax Code by the end of 2012, and those amendments entered into force on January 1, 2013.  

Many experts agree that more amendments to the Tax Code are required to facilitate further 

improvement of tax administration in Azerbaijan.  Other regulatory instruments relating to tax 

administration are the regulations issued by the Azerbaijani Cabinet of Ministers and the Ministry 

of Taxes aimed at implementing the Tax Code as well as the Azerbaijani Customs Code, which 

entered into force on January 1, 2012.   

 The Ministry of Taxes of the Republic of Azerbaijan (Ministry of Taxes) is the government 

authority charged with tax administration.  The Azerbaijani Customs Committee of is responsible 

for tax administration at the customs border. 

 Section 13 of the Tax Code lists the defined terms and provides their definitions.  In 

particular, the Tax Code defines residents, non-residents, income (profit) from Azerbaijani source, 

financial services, dividends, royalties etc.  Section 19 of the Tax Code defines a “permanent 

establishment” (PE).  PE is place which a non-resident uses to conduct its business for a 90 days 

period within 12 months.  A branch office, any office space, any division of a foreign entity in 

Azerbaijan may be considered a PE for tax purposes.  

 Azerbaijan has entered into double tax avoidance treaties with over 44 states.  The full list 

of those states and the respective treaties can be viewed at the website of the Ministry of Taxes - 

www.taxes.gov.az
35

. 

 Agreements on exploration and production sharing relating to oil and gas fields (often 

referred to as “PSAs”) in Azerbaijan contain provisions governing taxation of proceeds from the 

production and sale of hydrocarbon products.  PSAs have the status of law and their provisions take 

priority over other laws, including the Tax Code.        

 

Corporate Profit Tax 

 

Legal entities pay corporate profit tax at 20 percent of their net profit.  A sole entrepreneur’s 

business income is taxed at the same rate.  Net profit is the difference between a person’s revenues 

and deductable expenses and exclusions.  

Under the Tax Code expenses incurred “in connection with making profit” – i.e., business 

expenses – may be deducted from profit.  Despite the general provision in the Tax Code allowing 

deduction any “business expense”, it may sometimes become question of interpretation what 

constitutes a business expense.  The Tax Code governs deduction of certain expenses, such as 

interest on loans from a foreign lender, amortization and depreciation, research and development, 

                                                                                                                                                                                
jurisdictions tax, anti-competition, intellectual property related matters are non-arbitrable – parties may not 

agree to resolve these issues through arbitration.  
35

 http://www.taxes.gov.az/?name=beynelxalq&cat=54 

http://www.taxes.gov.az/?name=beynelxalq&cat=54
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uncollected receivables, repair and renovation costs etc.  The Tax Code allows for deduction of 

mandatory payments required by law from profit.  

 

Personal Income Tax 

 

Individuals pay personal income tax from their income.  The Tax Code distinguishes employment 

income and non-employment income.  Non-employment income, in its turn, is divided into two 

groups:  income from business activities and non-business income.  Any income from business 

activities, such as sale of goods or supply of services is considered a business income.  Passive 

income, such as returns from investing in securities, is considered non-business income.       

Employment income and business income is taxed on monthly basis.  The portion of such 

income up to 2500 manats is taxed at 14 percent, while the portion of the income exceeding that 

amount is taxed at 25 percent.  Employment tax is administered by way of withholding – i.e., an 

employer withholds taxes from the source and pays it to the state budget.  The employee receives 

his/her salary net of taxes.  Non-business income is taxed on yearly basis.  14 percent tax rate 

applies to the portion of annual non-business income up to 30,000 manats, while the portion of the 

income above 30,000 is taxed at 25 percent.  

 

Withholding Tax and Non-residents 

 

Income from Azerbaijani source of a non-resident operating in Azerbaijan without a PE is subject 

to the withholding tax.  This means that a person in Azerbaijan, who makes payments to such non-

resident, must withhold the respective tax from the payment and make the payment to the non-

resident net of taxes.  The general withholding tax rate that applies to a non-resident’s income is 10 

percent.  The withholding tax rate for royalties and rent is 14 percent.  The double tax avoidance 

treaties to which Azerbaijan is a party may establish lower rates particularly for dividends and 

royalties.  

 

Transfer Pricing 

 

Azerbaijani tax regulations do not govern issues of transfer pricing in detail.  The key provision in 

the Tax Code relating to transfer pricing is Section 14 of the Tax Code entitled Market Price.  This 

Section provides that the transaction price of goods or services is presumed to be market price, 

unless proven otherwise.  The tax authority may disregard the transaction price, instead determine 

the market price of goods or services, if those goods or services were part of transactions between 

“mutually dependent parties” – the term can be translated into English as “related parties”.  Section 

18 of the Tax Code defines related parties.  It includes, a legal person, who controls or is controlled 

by another person, or is under common control with another person.   

 The Tax Code contains rules for determining the market price.  The tax authority would 

first need to look at market prices of similar goods or services prevailing within 30 days from the 

date goods or services under consideration have been traded or supplied.  The Tax Code lists the 

factors tax authorities would need to take into account when determining the market price.  These 

factors include volume of goods or services, timing of the transaction, payment terms, country of 

origin of the goods, terms of supply etc. 

 The Tax Code also sets out the procedure for determining the market price, if it is 

impossible to determine the market price from publicly available sources.  The tax authority, in 

particular, would need to determine the resale price or determine the price by way of adding 

“justified expenses and profit” of the seller or supplier. 
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8. Oil and Gas 
 

On December 17, 2013 the partners at Shah Deniz Stage 2 Project, including energy giants like BP 

and Statoil, have made their decision to finally approve the project.  Shah Deniz is a gas filed in the 

Azerbaijani sector of the Caspian Sea with one of the largest gas reserves in the world.  It is 

estimated that 16 billion cubic meters of gas can be produced annually.  The project aims to deliver 

Azerbaijani gas to Europe via some 3,500 km of pipeline that will pass through Azerbaijan, 

Georgia, Turkey, Greece, and Albania before it reaches the Southern part of Italy.  The partners 

estimate that the project will cost 28 billion and additional investment will be required for 

constructing pipelines in the context of Trans Anatolian Natural Gas Pipeline (TANAP) and Trans 

Adriatic Pipeline (TAP) projects.  The Shah Deniz Stage 2 project will help Azerbaijan turn into 

one of the major gas producers in the world.     

 Azerbaijan has been known as the country with rich oil and gas resources. The country 

made an important and strategic decision in 1994 by opening its oil and gas reserves for 

development by multinational energy companies.  Since then number of production sharing 

agreements relating to Azerbaijan’s oil and gas reserves have been signed between multinational 

energy companies and Azerbaijan’s State Oil Company (SOCAR).  Shah Deniz Stage 2 project is 

continuation of an established and successful cooperation between Azerbaijan and multinational 

energy companies.   

 

Production Sharing Agreements 

 

There are few laws in Azerbaijan regulating exploration, development and use of natural resources, 

including oil and gas (please see below).  When it comes to oil and gas, however, production 

sharing agreements (PSA) are the major instruments.  PSAs are entered into between number of 

large and multinational energy companies.  SOCAR is a party to these agreements.  Typically, 

PSAs are signed with respect to a particular oil and/or gas reservoir.  For instance, currently there is 

one PSA in effect with respect to Shah Deniz filed: it is called the Agreement on the Exploration, 

Development and Production Sharing for the Shah Deniz Prospective Area in the Azerbaijan Sector 

of the Caspian Sea and governs the Shah Deniz Stage 1 project.  The terms of this PSA have been 

extended until 2048.   

 Azerbaijan has developed a legal tradition of approving important and strategic PSAs into 

laws – i.e., the Azerbaijani Parliament approves those agreements and they obtain the status of law.  

Azerbaijan views this tradition as a factor that helps to attract foreign investment for the 

development of Azerbaijan’s strategic assets and resources. 

 PSAs govern relationship of parties, their rights and obligations.  Azerbaijan participates in 

oil and gas related PSAs through SOCAR.  Most PSAs contain provisions governing in detail, 

among other things, each party’s interest (or share) in the project, the procedure for exploration of 

oil and gas reserves, formation of decision-making committees, procedure and criteria for making 

decisions in those committees, formation and functioning of operating companies.  Besides 

regulating these contractual matters, PSAs also regulate issues of taxation of proceeds from oil and 

gas operations in the context of PSAs as well as import and exports of products.  PSAs also regulate 

other matters that are normally within the ambit of regulations of general application (as opposed to 

contracts).  Number of regulations, such as the Azerbaijani Tax Code and Customs Code, do 

acknowledge the priority of PSAs with the status of law over other legal acts including the Tax 

Code and the Customs Code.   
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Azerbaijani Regulations of Energy Resources 

 

Azerbaijani Law On Use of Energy Resources
36

 (Energy Resources Law), the Law On Subsoil
37

 

(Subsoil Law) and the Law On Energy
38

 (Energy Law) are three main laws on the development, use 

and disposal of sources of energy, including oil and gas.  Most provisions of the Energy Resources 

Law are of declaratory nature – they do not contain specific requirements with respect to the 

development of reservoirs.  In particular, the Energy Law proclaims the government’s intention to 

achieve the efficient use of natural resources.   

The Energy Law contains more specific provisions.  It provides that any person, who wants 

to engage in the energy business, must either obtain a license from the relevant government 

authority, or enter into an “energy contract” with the relevant authority.  The Energy Law governs 

“energy contracts”.  Energy contracts are entered into between contractors and the respective 

government authority of Azerbaijan.  The agreements on exploration, development and use of 

natural resources, such as oil and gas, are considered energy contracts.  Under the Energy Law, 

energy contracts are awarded on competitive basis or as a result of negotiations. 

The Subsoil Law defines “subsoil” as part of the land, which is located below the surface 

and consists of, among other things, natural and energy resources (such as oil and gas).  The 

Subsoil Law provides that the Republic of Azerbaijan (acting through its government) owns the 

subsoil.  This implies that any natural resources below the surface of land belong to the government 

of Azerbaijan.  The Subsoil Law defines “use” of subsoil.  In particular, extraction of mineral 

resources is considered the use of subsoil.  In order to use subsoil a legal or natural person must 

obtain a license from the government.  The Subsoil Law allows for allocation of subsoil through 

negotiations with the government, although the law does not set out the procedure in more detail. 

 

Special Economic Regime for Oil and Gas Operations 

 

On February 2, 2009 the Azerbaijani Parliament adopted the Law On Application of Special 

Economic Regime to Export Oriented Oil and Gas Operations (Special Regime Law).  The law 

provides tax benefits to contractors and sub-contractors, who are engaged in certain oil and gas 

operations.   

The Special Regime Law applies to any transactions or operations relating to the 

exploration, development and processing of oil and gas outside Azerbaijan.  More specifically, to 

benefit from the special regime, a contractor’s business in Azerbaijan must be related to oil and gas 

operations conducted outside Azerbaijan.  The Special Regime Law further provides that it does not 

apply to supply of goods or services in connection with development of oil and gas reservoirs 

located in Azerbaijan (including the Azerbaijani sector of the Caspian Sea).  This implies that 

businesses that can benefit from the special regime would likely be those that provide products and 

services, which are auxiliary or aim to support the major oil and gas operations outside Azerbaijan. 

The Special Regime Law defines “contractors”: any legal person (i) registered in 

Azerbaijan, (ii) with the necessary capacity, expertise and knowledge of working in the oil and gas 

industry, (iii) engaged in the oil and gas related operations outside Azerbaijan, and (iv) which has 

entered into agreement with the foreign owner is considered a contractor.  While contractors must 

be registered in Azerbaijan, foreign persons may participate and be 100 percent owner of 

contractors.  The law also defines subcontractors – those are legal persons and individuals who 
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provide goods and services to contractors.  Contractors and subcontractors must apply for and 

receive from the Azerbaijani government a certificate confirming their status. 

The Special Regime Law allows contractors to elect one of two income (profit) tax 

regimes: they may either (1) elect to pay corporate profit tax effective at the time they obtained the 

certificate confirming their right to benefit from the special economic regime; any subsequent rise 

in tax rates would not apply to those contractors, or (2) pay tax at 5 percent from the gross amount 

of payments they receive.  Foreign subcontractors are liable for the 5 percent tax from their gross 

income.  Similar tax benefits do not apply to local subcontractors.  “0” percent value added tax 

(VAT) applies to a contractor’s export of operations.  

The Special Regime Law exempts all import and export operations of contractors 

subcontractors from customs duties
39

, provided those operations relate to “export oriented oil and 

gas operations” as defined in the law.  Further, the Special Regime Law provides free movement of 

currency in connection with such operations.      

 

9. Employment        
 

The Labor Code of Azerbaijan, which is effective from July 1, 1999 (Labor Code), is the main law 

that governs employment matters.  The Azerbaijani Cabinet of Ministers and the Ministry for Labor 

and Social Protection (MLSP) have issued number of regulations under the authority granted by the 

Labor Code.  The MLSP is the principal regulator of employment.  In particular, the State Labor 

Inspectorate, which is the department of the MLSP, is authorized to conduct employment audit in 

companies. Officials of the Inspectorate may impose fines and penalties on businesses that fail to 

comply with Azerbaijan’s employment regulations.  The violations for which the Labor 

Inspectorate may impose penalty are set out in the Azerbaijani Code of Administrative Offenses. For 

instance, if a legal entity employs a person without entering into an employment agreement, the 

Inspectorate may fine that legal person.  The amount of the fine may range from AZN 20,000 

(approx. USD 25,500) to AZN 25,000 (approx. USD 31,800).  It is fair to say that employment is a 

regulated area in Azerbaijan.     

          

Hiring and Employment Agreement 

 

An employment relationship is created by signing an employment agreement.  The agreement must 

be in writing.  The Labor Code set out certain requirements with respect to the content of 

employment agreements.  In particular, the agreement must indicate, among other things, legal 

name and address of the employer, the employee’s place of employment, his/her position and 

salary, term of the agreement. 

 It is possible to enter into employment agreement for a term – i.e., limit the term of the 

agreement to certain time period.  For instance, the employment agreement may be entered into for 

1 year, and then the agreement can subsequently be extended for another year unless any of the 

parties terminate the agreement upon its expiry.  If, however, the agreement has been in effect for 5 

consecutive years, such agreement will be extended indefinitely.  This means that an employer may 

not terminate the agreement due to the expiry of the term.   

 When hiring for the first time, an employer may set the probation period for up to 3 

months.  The probation period must be specified in the employment agreement.  If an employer 

believes that the employee has not properly discharged his employment obligation during the 
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probation period and, therefore, does not qualify for the job, the employer may terminate the 

agreement.  Such termination must be formalized by issuing a termination order.  The termination 

order must state the reason for the termination. 

 The Labor Code applies to agreements between local persons as well as employment 

agreements between a local employer and a foreign employee.  The Labor Code does not apply to 

employment agreement between foreign persons, even though the foreign employee may be 

required to perform certain work duties in Azerbaijan.  In order to hire a foreign individual, a local 

employer must obtain a work permit for the employee.  The recently adopted Azerbaijani Migration 

Code
40

 governs the procedure for applying and obtaining work permits.      

 

Termination of Employees 

 

The Labor Code sets for the grounds for terminating employment agreements.  It is important for 

employers to follow the procedure for the termination specified in the Labor Code.  A wrong 

termination may lead to fines and reinstatement of an employee into his/her job.  

 An employee is generally free to leave his place of employment by providing one month 

prior notice to the employer.  The employee does not have to provide a notice if he/she leaves the 

place of employment due to, among other things, moving to another location or entering into 

employment agreement by another employer.  An employer may unilaterally terminate the 

agreement on the following grounds: 

 

(i) liquidation of an employer, 

(ii) reduction of number of employees or job positions (“downsizing”), 

(iii) based on a confirmation from a relevant agency that the employee does not qualify for the 

job, 

(iv) the employee’s failure to fulfill his/her obligations under the employment agreement or 

commission by the employee of a serious violation, 

(v) the employee’s failure to show during the probation period that he/she qualifies for the job. 

       

The Labor Code specifies what may be considered commission of a serious violation per (iv) 

above.  An employee commits a serious violation if, among other things, he/she does not come to 

work without showing any reason, uses alcohol or narcotics during work hours, commits a crime, 

intentionally discloses employer’s confidential information. 

 In case of termination due to downsizing, the employer must provide two months prior 

notice.  The employer may terminate the agreement without providing the notice, provided the 

employee agrees and the employer pays the employee his/her two months’ salary.  Additionally, the 

employer must pay termination compensation in the amount of 3 months’ average monthly salary.  

 The termination of an employment agreement is formalized by the employer’s issuing a 

termination order.  The termination order must specify, among other things, name and address of 

the employer, reasons for the termination and specific provision of the Labor Code based on which 

an employee is terminated.  On the last day of the employee’s employment, the employer must 

ensure that the employee receives his labor book (a book which contains the employment record of 

a person), copy of the termination order and payments due to the employee on the last day of his 

employment.                  
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