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Foreword

Steven Snaith

The aim of CEE Tax Notes is to provide our readers with a  Another trend has been the increasing introduction
summary of the tax, legal and regulatory systems in CEE. of flat-rate personal income tax regimes. Each year,
two or three countries in the region replace their
progressive personal income taxation with a flat-rate
taxation regime. So far, the feedback appears positive,

With GDP growth over 6%, the CEE region is still one of
the highest growth regions of the world. Most of the local

currencies have risen against the euro or the American
dollar in the last few years. The political environment is
generally stable, despite some volatility in certain
countries. The financial and manufacturing sectors are
still attracting foreign investors. In fact, the CEE region
attracted over USD 100 billion foreign direct investment

and none of the countries have restored their old
regimes.

As the region’s economy has expanded, not only has
the number of PricewaterhouseCoopers offices
increased, but staff numbers in the existing offices and

in both 2006 and 2007. In addition to the settlement of
multinational companies, the number of domestic
enterprises continues to grow. Finally, ten of the region’s
countries are now official members of the European Union,
and the number of transactions within the Union and with

the range of services has also expanded. Our internal
policies ensure that clients receive the same standard
of professional services throughout the region,
regardless of which office they contact for advice.

countries outside the Union has increased significantly.

Driven by continued globalisation there has been

a growth in the amount of business commuting,
short/long-term secondments and international projects.
Some of the personal income tax consequences of
re-location are discussed in the lead article by William
Schofield, CEE Human Resource Services Network
Leader.
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All our regional offices have contributed to this
publication. The period of year-end closing and tax
changes is usually extremely busy, and | would
therefore especially like to express my thanks to the
contributors.

Steven Snaith
CEE Tax and Legal Services Leader
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Getting it right

By William Schofield, Human Resource Services Leader for CEE, Moscow

PricewaterhouseCoopers’ Human Resource Services
(HRS) network is the largest network in the tax practice.
In our region there are over 200 full time employees
covering a number of services, including such diverse
issues as personal tax compliance and consulting, pension
consulting, development of remuneration structures and
the benchmarking of salaries and HR effectiveness.

The network works closely with clients’ HR and tax teams
and through this is seeing a significant increase in
business activity in our region as well as the flexing of
the region’s business strength beyond its borders.

With globalisation and increasing performance pressures
on businesses, there continues to be an ever-increasing
need to be close to suppliers and customers, to build a
global corporate culture and brand and to provide
employees with development and leadership opportunities.
These goals often require an organisation to move beyond
its domestic spheres and grow on a global basis, which,
despite the continuing improvements in communication
tools, almost inevitably leads to employees working to
some extent outside their “home country”. Our region is no
different, with our HRS teams continuing to see growing
numbers both of “foreign” employees in our territories and
of our regional employees exploring business opportunities
in western Europe and further afield.

Moving employees around the world has never been
straightforward and that is no different today. Be it for a
short business trip or a longer term assignment, there are
myriad issues to consider, beyond the immediate business
imperatives. Forward planning, and getting it right, is
essential — failure to comply with local requirements can
bring adverse publicity to a business, potentially very
damaging to a brand.

Getting it right

As mentioned, having an employee working “away from
home” will throw up many issues, not least the question of
which jurisdiction, or jurisdictions, has the right to tax the
individual’s employment income. Accordingly, a good
understanding of the personal tax implications is
imperative, to ensure that there are no surprises when

it comes to determining the personal tax liability of an
employee travelling on business. Whilst corporate taxation
issues may receive greater “headline” emphasis due to the
— generally — higher numbers involved, planning for
personal taxation is equally important. If the personal tax
treatment adversely impacts the employee, it is distinctly
possible that the individual will either seek additional
compensation or refuse to travel, both with obvious
negative business consequences.

The taxation status of an employee will generally

determine where and how much tax the individual will be
required to pay. Clearly, much will depend on the nature of
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the foreign travel; in my view there are five types of
business traveller:

— The “business” visitor: very short term and occasional,
generally for the benefit of the home entity, for training or
as a result of regional responsibilities;

— The commuter: the employee who lives in one country
but works in a second country;

— The project worker: the employee working away from
home on a specific project, be it short- or long-term;

— The short-term assignee: there is no definition of
short-term, but a timeframe of around 12 months is not
an unreasonable starting point;

— The long-term assignee: assignments of 12 months or
more.

For the purposes of this article, | propose discussing just
the first three categories as these present a number of
interesting, and sometimes surprising, outcomes and are
highly prevalent in our region when compared to other
parts of the world.

The business visitor

It is a not uncommon practice for business travellers, and
their employers, to agree to a “business trip” without
considering the personal tax implications that could arise.
Whilst in many instances this “laissez-faire” approach may
not create any issues, it is one that could potentially lead
to incorrect outcomes and is not, therefore, to be
recommended. Generally, when an individual travels to

a different (host) location on a “business trip”, the view is
that the corresponding employment income will not be
taxable in the host location, remaining taxable solely in the
home country. This assumed exemption from tax in the
host location is generally premised on the application

of the terms a Double Tax Treaty. However, for such
exemption to apply, several conditions need to be
satisfied, the first being that the individual is and continues
to be a tax resident in their home location.

The other conditions that need to be satisfied are usually
found in the “dependent personal services” article of a
Double Tax Treaty. While treaties differ, there are generally
three tests to be found in this article and each one of them
needs to be met before exemption from tax in the host
location can be considered. The three tests are as follows:

— The individual is present in the host location for not more
than 183 days (in the relevant 12 month period);

— Their remuneration is paid by, or on behalf of, an
employer not resident in the host location; and

— Their remuneration is not borne by a permanent
establishment which the employer has in the host
country.
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For most employees in this category of business
traveller, the above conditions would be met and
their employment income would be exempt from
tax in the host location.

t right

However, in our region a couple of very important
issues need to be considered further. While there
is a reasonable network of treaties in force, it is
by no means comprehensive. The table at the
back of this publication summarises the treaties
in force, and you will note that, even within our
region, there are some gaps — for example, there
is no effective treaty between Russia and
Estonia. Also, by way of example, only twelve
treaties exist between countries of our region
and the US and just two with New Zealand.
Accordingly, should a business visitor travel
between two countries where a treaty is not in
force, exemption from income tax cannot be
obtained through the treaty network. Domestic
legislation in the host country may provide for
relief instead, but this would need to be carefully
considered.

INg |
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The second point of interest concerning business
visitors relates to those who travel extensively,
for example an executive with regional
responsibility. Not only might there be travel to
non-treaty countries, but the first requirement

for obtaining treaty relief, that of remaining tax
resident in one of the treaty countries, may be
compromised. Each country will have its own
domestic rules relating to tax residence, so these
comments can only be general. However, a
number of countries within our region have a test
of residence based purely on number of days of
physical presence in the country. If an individual
does not meet the required number of days they
will be considered a non-resident, taxable only on
locally derived income and unable to claim treaty
protection in countries to which they travel.

Take, for example, a senior executive based in a
country that requires 183 days of physical
presence for him/her to be considered a resident.
If this individual travels extensively throughout
the region and beyond and does not attain 183
days in the home country, there will be an
exposure to tax in every country visited for work
purposes.

Clearly, being exposed to tax in a “foreign”
jurisdiction will mean that a number of additional
issues need to be considered, for example tax
filings, payroll withholding requirements and
social security.

The business commuter
Perhaps this category of “business traveller” still
remains relatively rare, although in Central and

Eastern Europe, where border towns are
relatively close, there is the possibility that the
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number of business commuters will increase as
employment opportunities develop and the free movement
of labour, certainly within the European Union, takes hold.
From a tax perspective, the employee will need to consider
both the tax laws of the country in which they live and the
country in which they work. It is distinctly possible,
especially if the individual is a daily commuter, to be
considered tax resident in both countries under the
relevant domestic legislation. Should this be the case,
leaving aside any specific local legislation that may be
relevant, consideration would need to be given to the
“tie-breaker” test, found in most Double Tax Treaties, to
determine which country would have the primary taxation
rights.

Generally, there are three progressive tests in a
tie-breaker provision. However, while each step is
considered independently, consideration of the “next” step
is only required if the former test is not determinative.
Again, although there is little uniformity in the overall
tie-breaker provisions, a significant number of treaties

use the following three progressive tests:

— the permanent home test;

— the centre of vital interests (i.e. personal and economic
ties) test; and

— the habitual abode test.

Broadly, therefore, if an individual’s treaty residence
position cannot be determined under the permanent home
test, consideration must be given to the centre of vital
interests test, and ultimately the habitual abode test. For a
“commuter”, it is likely that they will have one permanent
home, in the country where they live rather than where
they work. This would result in the home country having
primary taxation rights over the individual’'s income and the
country of work being restricted to taxing income from
sources within that country.

On the assumption that the individual would be employed
by an entity in the country of work, it would not be possible
to exempt the employment income from tax in that country,
regardless of time spent there. This would result in the
individual paying tax on their employment income in their
country of work, and being required, assuming domestic
legislation in the home country allows for it, to claim a tax
credit (or other relief) for those taxes. In principle this
appears relatively straightforward; however, there can be
some onerous steps required to claim foreign tax credits,
including obtaining various certificates of tax paid and
convincing the relative tax jurisdiction of the merits of the
case.

Regardless of the ease, or otherwise, of obtaining tax
credits, an employee would also need to take into
consideration the impact of differing tax rates and rules
between countries. Taking a couple of simple examples
to highlight the issues:

— An individual is employed and works in a country with a
flat rate tax of 15% which is withheld at source from the
relevant employment income. Unfortunately, he lives in
the neighbouring country where the tax rates are
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progressive, and where there is a top rate of 40%. In this
instance, the maximum credit that could be obtained in
the home country would be the 15% tax withheld at
source. Additional tax would, therefore, be payable in the
home country.

— Continuing the above example, the individual is provided
with an interest-free loan by his employer, as this is a
tax-free benefit in the country of employment. However,
in the employee’s home country this would be considered
a taxable benefit and would have to be reported as such.
The individual would therefore need to be aware of how
to calculate the taxable value of this benefit in his home
country, so that it could be appropriately reported and the
tax ultimately paid.

The project worker

The final category of business traveller to discuss is the
project worker. While there are no time limitations
associated with this category of traveller, for the purposes
of this article | will assume that the individual will be in the
host country for less than six months.

Before considering the tax implications for this category of
traveller, it is important to consider what type of work the
individual will undertake in the host location. This category
of traveller will most likely remain employed by their home
employer but be seconded to the host entity to fulfil a
particular, well defined task for that entity. In other words,
the individual is likely to work for the benefit of the host
entity and become integrated into their local business
processes. This would be in contrast to the “business
visitor’, who would most likely remain under the control of
the home entity and merely be in the host location for a
short period and for the continued benefit of the home
entity.

As you will recall from the first category of business
traveller, a Double Tax Treaty, assuming there is one in
force, can be applied to exempt employment income from
tax in a host location if certain conditions are met. This is
the “dependent personal services” article and, in addition
to the basic requirement of remaining a tax resident in the
home country, the three tests described above need to be
satisfied.

From the first instance, it would appear that the project
worker, as described above, would satisfy these tests,
given the time in the host location is less than six months
and their employment continues with their home employer.
We will assume, as is often the case, that their home
employer does not have a permanent establishment in the
host location.

However, in recent years the question of the identity of
“the employer” for Double Tax Treaty purposes has been
under review. Guidance issued by the OECD in the early
1990s, with their commentary on the Model Treaty,
concluded that when considering the provision concerning
exemption for short-stay employees, the “economic
employer”, and not the formal employer, should be

CEE Tax Notes 2008/1

considered for the purposes of applying the
provision.

Effectively, under the “economic employer”
theory, where an employee works in the business
of the host company and it is that company that
obtains the benefits and bears any risks in
relation to the work undertaken by the employee,
that company is treated as the employer. This
conclusion is further reinforced if the home
employer cross-charges the relevant employment
costs to the host entity — and given the transfer
pricing regulations in force in many countries, this
is a typical procedure. When considering the
terms of the treaty and using the economic
employer interpretation, exemption from tax in
the host location could not be obtained because
at least point two above could not be satisfied.

Ing it right
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While this interpretation of the word “employer”
is not particularly prevalent in our region at the
moment, it is becoming more “fashionable”
elsewhere. Consequently, when employees from
our region are sent to work for a relatively short
period of time elsewhere, for example to the UK
or the Netherlands, even if remaining employed
and paid by their home employer, it is possible
that a foreign tax liability will arise due to that
country’s interpretation of the word “employer” in
the Double Tax Treaty. It is also, perhaps, just a
matter of time before countries in our region start
to apply this interpretation to the word because it
is likely to create an additional source of tax
revenue.

Conclusion

In a short article like this it is clearly not possible
to cover all areas that require consideration
relating to employees working outside their
“home” jurisdiction, and as this is a tax
publication the article is centred around tax
issues. However, that having been said, it is
imperative that before an employee travels
abroad, a business ensures, for example, that
such matters as visa, work permit and other
labour law requirements are satisfied, as well as
considering the need to adjust an employee’s
remuneration in light of whether there are cost of
living issues to consider, whether participation in
short and long term incentive plans will be
affected and what, if any, the consequences for
an employee’s pension and social security
entitlements will be. PricewaterhouseCoopers’
Human Resource Services network in the CEE
region is experienced in dealing with these and
many other assignment-related questions. Our
teams throughout the region work closely with
businesses to ensure not just that the personal
tax issues discussed above are understood, but
that the broader HR-related matters are given
due attention.
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Albania

Highlights

* The Government has reduced corporate income tax
from 20% to 10%.

* The rent of buildings and land (with some exceptions)
is VAT-exempt.

* The Government has approved a new, flat tax rate of
10% on personal income, as opposed to the former
progressive tax rates.

The exchange rate between the Albanian lek (“ALL”)
and the euro (“EUR”) used in this report is

ALL 121.75 = EUR 1.00. This rate is not fixed and
approximates to the market rate on 1 January 2008.

Corporate taxation

Corporate tax

The standard rate is now 10%.

The following entities are exempt from tax on profit:
foundations or non-bank financial institutions
established to support the government’s development
policies through credit activities, and film studios for
cinematographic productions that are licensed and
funded by the National Cinematographic Centre.

Inventory is valued at the end of each tax period using
the methods stipulated in the Accounting Law, which
should be applied systematically.

Entertainment and other promotional costs are
deductible up to 0.3% of annual turnover.

Non-deductible expenses include the costs of benefits in
kind, dividends, fines and other tax-related sanctions,
wages, bonuses and any other form of income deriving
from an employment relationship and paid to the
employee (including administrators) in cash, payments
made in cash of amounts exceeding ALL 300,000
(approx. EUR 2,460) in each transaction and payments
for services and goods made in cash in excess of 10%
of the total annual purchases, entertainment and other
promotional expenses exceeding 0.3% of the annual
turnover, sponsorships exceeding 3% of profit before
tax, and sponsorships of press and other publications
exceeding 5% of profit before tax, expenses for gifts,
and any expense which the taxpayer does not support
with a fiscal invoice.

The interest paid on outstanding loans and prepayments
which exceed four times the amount of the net assets
should be added to the corporate tax base.
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* Bad debts are only deductible if all of the following

conditions are met:

— An amount corresponding to the bad debt has been
included earlier in taxable income.

— The bad debt is removed from the taxpayer’s
accounting books.

— All possible legal action to recover the debt has been
taken.

The straight-line method of depreciation is used for
buildings and machinery and other fixed structures
installed in the building. They are depreciated at an
annual rate of 5%. The depreciation of intangible assets
is calculated separately for each asset at the rate of
15% using the straight-line method. For other assets,
depreciation is calculated on the basis of a declining
pooling system. The maximum depreciation rates are
25% for computers, software products and information
systems, and 20% for all other assets. Land, fine art,
antiques and jewellery are non-depreciable assets.

* The special reserves of banks and insurance companies

are deductible.

Capital gains/losses deriving from the sale of a
company’s fixed assets are taxed at the same rate as
the company’s ordinary business income.

e The corporate income tax base should be increased by

the amount of interest paid in excess of the average
twelve-month credit interest rate applied in the banking
system, as determined by the Bank of Albania. The thin-
capitalisation rules limit the deduction of interest paid on
loans to the interest paid on the part of the loan that
does not exceed four times the company’s share capital
(i.e. a debt/equity ratio of 4:1). The rules apply to loans
granted not only by shareholders or by a related party,
but also by third parties such as banks, suppliers, etc.
The rules do not apply to banks or to leasing and
insurance companies.

Losses may be carried forward for three years. Losses
may not be carried forward if more than 25% of direct
or indirect ownership of the share capital or voting rights
of the company is transferred during the tax year.

* The tax year is the calendar year. The final tax return

for tax on profit is due by 31 March of the year following
the tax year-end. Advance tax payments are due by
the 15th of each month. The payments for each month
for the months of January to April are based on the
amount of corporate income tax declared in the
previous year (e.g. tax year 2006 for 2008) and are
equal to one-twelfth of the profit tax declared in that
tax return. The payments for the remaining months
are equal to one-eighth of the profit tax paid in the
preceding tax year (e.g. tax year 2007 for 2008), less
payments made for the months of January to April.
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If the taxpayer’s monthly advance payments do not
exceed ALL 10,000 (approx. EUR 82) in the current
year or did not in the preceding tax year, the advance
payments can be made quarterly.

There is no group taxation.

There is no Controlled Foreign Company (CFC)
legislation.

Companies have to decide on the use of their prior
fiscal year's after-tax profit within six months in the
subsequent year and report the decision to the tax
authorities no later than 31 July. The decision should
state the amount allocated to the statutory reserves,
the amount to be used for investment and for increasing
the share capital, as well as the amount destined for
dividend distribution. If this deadline is not met, a
monthly penalty of ALL 25,000 (approx. EUR 205) is
imposed. In addition, the company has to pay the tax
authorities the tax on dividends no later than 30 July of
the year the financial results are approved, even if the
dividends have not yet been distributed.

Withholding tax

The gross amount of interest, royalties, dividends and
shares of partnerships’ profits paid to non-resident
companies are subject to 10% withholding tax, unless a
Double Tax Treaty provides a lower rate.

Withholding tax of 10% is levied on the gross amount of
payments for technical, management, installation,
assembly or supervisory work, as well as payments to
management and board members.

If a non-resident company does not create a permanent
establishment in Albania, and a Double Tax Treaty

exists between Albania and the foreign company’s home
country, the payment of withholding tax can be avoided.

Double Tax Treaties

Albania is party to 24 Double Tax Treaties.

Transfer pricing

Transfer pricing adjustments may be made if the
conditions set in a transaction between related parties
differ from those that would have been set if the parties
were independent. In particular, the following are
regarded as related parties: (1) a legal entity and any
person that owns, directly or indirectly, at least 50% of
the shares or voting rights in that entity; and (2) two

or more legal entities if a third person owns, directly or
indirectly, at least 50% of the shares or voting rights in
each entity.
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Indirect taxation
VAT
¢ The standard rate is 20%.

* Exported services and goods and the supply of

Albania

goods and services related to the international
transport of goods or passengers and the
supply of goods and services related to trading
activity at sea are zero-rated (with credit).

The sale of buildings is not subject to VAT,
although the construction process itself is
subject to VAT. Taxable persons are all
individuals and legal entities registered, or
required to be registered, for VAT purposes.
Any person providing taxable supplies and
whose annual turnover is ALL 8 million
(approx. EUR 65,700) or more, is required to
register, although voluntary registration is also
possible. Wholesalers whose turnover is below
the ALL 8 million (approx. EUR 65,700)
threshold are not obliged to register for VAT
purposes.

Taxable transactions include the import of
goods into Albania by a taxable person. The
following transactions are also taxable:

— transactions carried out for no consideration
or for a consideration less than the market
value;

— barter transactions;

— the private use of taxable goods by a
taxable person (self-supply).

The following services are VAT-exempt
(without credit) in Albania:

— the sale and leasing of land (subject to
certain exceptions);

— the rent of buildings, except in cases where
the rental agreement does not exceed two
months and accommodation in hotel and
holiday resorts;

— financial services;

— educational services provided by private or
public educational institutions;

— postal services;

— gambling, casino and totalisator services;

— written media and books;

— advertising in electronic media (TV).

The VAT on machinery and equipment
imported by Albanian-registered entities for
any type of business activity will be subject
to the VAT deferral scheme under which the
payment of the VAT is postponed for up to
six months.
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Albania

The standard VAT period is one calendar
month.

When commodities are transferred under a
lease contract or a sale contract, the VAT is
applied to the whole value of the commaodities
and is calculated on each installment,
irrespective of when the ownership is
transferred.

Interest payments on leasing transactions are
no longer subject to VAT.

The provision of services related to the
processing of semi-finished goods intended for
export, duly authorised pursuant to Customs
Code provisions, is VAT-exempt.

The taxpayer has the right to claim a VAT
credit if:

— it has carried forward a tax credit balance
for more than three consecutive months,
and

— the tax credit balance exceeds
ALL 400,000 (approx. EUR 3,285).

Customs duties

Albanian registered entities that import
machinery and equipment for use in their
business activity, independently of the type of
the activity, are subject to custom duties at the
zero rate.

Custom duties on imports of vehicles are 0%.

Excise duties

* Albania levies excise tax on the following

products: fruit juice, water and refreshments;
beer, wine and other alcoholic drinks;
petroleum; cosmetic articles and perfumes.
The excise tax on petroleum, cosmetic articles
and perfumes is defined as a percentage of
the sales turnover (e.g. 60% for cosmetic
articles and perfumes), whereas the excise
tax for other products is based on quantity
(e.g. ALL 130 /approx. EUR 1.07/ per litre for
alcoholic drinks with an alcohol content over
12% by volume).

* The excise tax on unroasted coffee, coffee

husks and skins, and coffee substitutes
containing coffee, increased from ALL 40
(approx. EUR 0.33) per kilogram to

ALL 50 (approx. EUR 0.4) per kilogram.
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The excise tax on spirits also increased, depending

on the alcohol strength. The excise duty for alcoholic
beverages with an alcohol strength of less than 12%

is ALL 50 (approx. EUR 0.4); with an alcohol strength
over 12% it is ALL 150 (approx. EUR 1.2); and for Raki
(grape spirit) it is ALL 100 (approx. EUR 0.8).

* The excise tax on cigarettes is ALL 40 (approx.
EUR 0.33) per packet.

* The excise taxes paid on fuel used by entities engaged
in the construction of energy resources with installed
capacities of not less than 5SMW for both its own needs
and for sale are reimbursable.

* The excise tax paid on fuel used in greenhouses as
well as in the production of industrial and agricultural
products is reimbursable.

Individual taxation
Personal income tax

* Personal income tax on wages is calculated as follows:
If monthly income is ALL 30,000 (approx. EUR 246)
or less, the first ALL 10,000 (approx. EUR 82) is now
tax-exempt and the remaining income in the range
between ALL 10,000 and ALL 30,000 is subject to 10%
personal income tax. If the monthly income exceeds
ALL 30,000, total personal income is taxed at 10%.

* The employer withholds the personal income tax and
remits it to the tax authority’s account by 20th of the
subsequent month.

* Individuals whose income is generated in the Republic
of Albania and whose income has not been subject
to taxes withheld at source must pay their personal
income tax by 20th of the month following the month
of payment. In addition, such individuals should make
a self-declaration of the income earned to the tax
authorities by 30 January of the subsequent year.

* Individuals are deemed to be resident in Albania if they
have a permanent home in Albania or stay in Albania
for more than 183 days in a calendar year, either
consecutively or intermittently.

* Partnerships are separate taxable persons, which
means that an individual participating in more than one
partnership should report separately for each of the
partnerships he/she belongs to.

* Resident taxpayers are subject to income tax on their
worldwide income. The tax is calculated separately for
each income category. No personal allowances or
deductions are allowed from the personal income tax
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base. The following categories are subject to income
tax:

— salary and other remuneration from employment;

— dividends and shares of partnerships’ profits;

— interest, except interest received on treasury bonds
and other securities issued by the government before
21 January 1999;

— license fees and other royalties;

— rental income; and

— proceeds from the transfer of immovable property.

Benefits in kind earned through the employment
relationship are exempt from personal income tax.

Capital gains deriving from the sale of shares are
taxable at 10%. The tax base is the difference between
the sales price and the purchase price of the shares.

The transfer of ownership of real estate, either land or
buildings, is subject to 10% tax on the capital gain on
the sale transaction (with some exemptions).

Non-resident expatriates are subject to personal income
tax on income generated in Albania. Foreign individuals
who come to Albania under a local employment contract
are required to pay income tax in the same manner as
local employees. Alternatively, foreign individuals
working in Albania under a foreign contract (e.g.
secondment contract) are required to pay 10% personal
income tax on all income generated in the Republic of
Albania no later than the 20th of the month following the
month of payment.

Social security

e Social security contributions are payable on employment

income.

Employees pay social security contributions at the rate
of 11.2%. The employee’s contributions are made up of
a 9.5% social insurance contribution and a 1.7% health
insurance contribution. Employers are liable to pay
social security contributions for their employees at the
rate of 21.7%. The employer’s contribution is made up
of a 20% social insurance contribution and a 1.7%
health insurance contribution. The monthly minimum
and maximum contribution bases are ALL 14,000
(approx. EUR 115) and ALL 65,700 (approx. EUR 540),
respectively.

Social security contributions are withheld and paid by
the employer.

VAT-registered businesses have to pay social security
contributions on their employees by the 20th of the
following month. Small businesses have to pay the
contributions quarterly, i.e. by 20th of the first month
following each quarter. In addition to paying social
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security contributions on employees,
individuals registered as small businesses
must also declare and pay social security
contributions for family members.

For social security contribution purposes,

a company’s shareholders who also have
administrative roles in the company are treated
as employees. The company is required to
calculate and pay social security and health
contributions for such individuals at the same
rates as for all other employees.

Albania

* The law states that all employers must present

the tax authority with a written declaration of
newly hired staff one day before they start
work.

Foreign individuals who come to Albania under
a local employment contract are required to
pay social security and health contributions in
the same manner as local employees.
However, foreign employees working for a
foreign employer in Albania have the right to
chose between the Albanian Social Security
and Health Insurance scheme or another one,
whichever is the more favourable.

Other taxes
Property tax

* Property tax is levied annually on all resident

and non-resident owners of agricultural land or
buildings in Albania. Agricultural land is
classified into ten groups and taxed at rates
varying from ALL 700 (approx. EUR 5.75) to
ALL 5,600 (approx. EUR 46) per hectare.
Buildings are classified according to their

use and taxed at rates ranging from ALL 5
(approx. EUR 0.04) to ALL 200 (approx.

EUR 1.6) per square metre. A 50% tax credit
is available for tax due on buildings located in
rural areas. The local municipality may vary
the tax rates set by the law by 30%. In
addition, it decides on the tax payment
schedule and on reductions for prompt tax
payment.

Buildings owned or in use within the territory of
approved tourist villages are subject to a tax of
ALL 200 (approx. EUR 1.6) per square metre
per annum.

Newly-constructed buildings are taxed on the
value of the investment they represent at rates
ranging from 2% to 4% in Tirana and Durres
and from 1% to 3% in other municipalities. The
local municipality sets the actual rate.
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Armenia

Highlights

* Recent amendments placed a number of restrictions
on the simplified tax regime during 2007.

e Under certain conditions, dividends received by
non-residents from Armenian sources are taxed at
zero rate.

* The corporate income tax incentive for foreign
investments up to AMD 500 million (approx.
EUR 1.1 million) no longer applies, starting from
2008.

The exchange rate between the Armenian dram (AMD)
and the euro (“EUR”) used in this report is

AMD 443.38 = EUR 1.00. This rate is not fixed and
approximates to the market rate on 1 January 2008.

Corporate taxation
Corporate tax

* The corporate income tax rate is 20%. Taxable profit is
defined as gross income minus deductible expenses.

* Simplified tax is the tax on business activity that
substitutes for VAT and corporate income tax.
Taxpayers are entities whose total turnover in any type
of business activity has not exceeded AMD 50 million
(approx. EUR 113,000) during the previous year.

The tax is applied on gross sales turnover, and different
tax rates apply, depending on the type of activity.
Companies that carry out State-licensed activities and
for which the cost of obtaining the licence is more than
AMD 1 million (approx. EUR 2,300) are not eligible for
the simplified tax regime.

* The corporate income tax year is the calendar year.
* In general, the following expenses are not deductible:

— expenses not related to the generation of income
(such as tax fines and penalties);

— expenses exceeding the statutorily permitted rates
(e.g. allowances for special nutrition and uniforms,
expenses for advertising outside Armenia, per diem
expenses);

— expenses that are not supported by relevant
documentation.

* The straight-line method of depreciation applies to fixed
assets for tax purposes. Asset depreciation is allowed,
based on the useful life of the assets. The minimum
asset depreciation periods are:
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Type of asset Age terms (years)

Buildings 20
Hotels, spas, guest-houses 10
Production lines, machinery 3
Computers and calculating devices 1

Other fixed assets 5

* The taxpayer is entitled to fully deduct the costs of

purchased, produced or leased fixed assets in the year
when the fixed assets are put into operation (a form of
capital allowance).

Deductions are permitted for banks and companies.
Losses can be carried forward for five years.
Thin-capitalisation rules are not applicable in Armenia.

Capital gains on sales of fixed assets and securities are
included in the taxpayer’s gross income and are subject
to corporate income tax at the standard rate of 20%.

A corporate tax return has to be submitted before

25 April of the year following the reporting period.
Non-resident companies (branches and representative
offices) have to submit annual income tax returns to the
Tax Inspectorate before 15 April of the year following
the reporting period. Within the following 10 days, the
taxpayer receives notification of the final amount of
calculated profit tax, which has to be paid within one
month of receiving the notification.

* Advance corporate tax payments are made monthly,

if the amount of corporate income tax paid by residents
exceeded AMD 500,000 (approx. EUR 1,100) in the
previous year. These payments are based on 1/16 of
the actual profit tax paid during the previous year.
Payments are made before 25th of the current month.
Newly registered taxpayers do not have to make
advance corporate income tax payments until 25 April
of the following year.

Non-resident companies (branches of foreign entities)
must make advance payments twice a year if the
amount of income tax paid during the previous year was
greater than AMD 2 million (approx. EUR 4,500).

These payments are based on 1/4 of the actual profit
tax paid for the previous year. Payments are made
before 1 July and 31 December of the reporting year.

* The tax treatment of foreign companies (branches and

representative offices) is the same as for local
companies.

Group taxation is not recognised under Armenian tax
legislation.
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Withholding tax * This corporate tax incentive is not available
from 1 January 2008. Incentives already
* Foreign legal entities which earn income from Armenian granted will remain valid for 2008 and 2009,
sources, other than through a permanent establishment, as in the table above.

are subject to withholding tax at the following rates,
depending on the type of income:
Indirect taxation

Armenia

Dividends 10%
Interest 10% VAT
Royalties 10%
Insurance and re-insurance premiums, and indemnity * The standard rate of VAT is 20%, which
payments for loss of or damage to freight 5% applies to the sale of all goods and services
Income from services rendered in Armenia 10% that are not subject to zero-rate VAT or are
Other Armenian-sourced income 10% otherwise exempt from VAT.

+ Dividends received by foreign entities from Armenian * The following transactions are subject to

sources are subject to a 0% rate of tax if the following zero-rate VAT:
conditions are all met at the same time:
— exports;

— if the dividends received by the non-resident are not — commodities for the official and personal use
subject to tax in his country of permanent residence; of diplomatic representatives and consular

— if the participation (share) of the non-resident in the institutions;
share capital of the resident company paying the — transit transportation of foreign freight
dividends comprises no less than 25% of the share through the territory of Armenia;
capital for a period of not less than two calendar — maintenance, repair and re-equipment of
years; the means of transport for international

— the participation (share) from which the dividends are transportation;
paid has belonged to the non-resident for not less — the processing and assembly of products
than two calendar years; from raw materials, semi manufactured

— the non-resident to whom the dividends were paid is goods, and materials provided by foreign
their actual owner: residents and exported out of Armenia;

— the organisation distributing dividends holds a — services provided outside Armenia; and
certificate issued by the tax authority stating that the — retail sales of goods to international flight
non-resident gaining the income meets all the passengers in airports, in places especially
requirements specified above; and designated for that purpose beyond

— the non-resident should not be registered in an customs and passport control areas, etc.

offshore zone listed by the Government. _ _ _
* The main categories of goods and services

that are exempt from VAT are as follows:
Double Tax Treaties ) ) .

— products and services imported to Armenia
« Armenia has Double Tax Treaties with 27 countries, for humanitarian and charitable purposes;

which are in force as of 1 January 2008. insurance, reinsurance and banking
operations;

sales of newspapers and magazines;
scientific research work;
education material such as music books,

Investment incentives

» When the total amount of investment in the equity sketchbooks, children’s and school
capital of a resident with foreign investments literature;
(except banks), invested by foreign investors after — chemicals and fertilizers used in agricultural
1 January 1998 constitutes at least AMD 500 million production;
(approx. EUR 1.1 million), the amount of the profit tax — sales of bread;
for the resident in question will be reduced: — sales of fuel oil;

— radio and TV broadcasting, not paid for by

Year of the : the users;
. Corporate tax relief . . .
investment — sales of precious and semiprecious stones

1998 100% in 1999-2000 and 50% in 2001-2008 on a Government-approved list; and

1999 100% in 2000-2001 and 50% in 2002-2009 — tuition for secondary, professional, and

2000 100% in 2001-2002 and 50% in 2003-2008 high schools, etc.

2001 100% in 2002-2003 and 50% in 2004-2007

2002 100% in 2003-2004 and 50% in 2005-2006 * A VAT-payer is any entity or individual carrying
2003-2007 100% for the two years following out entrepreneurial activity.

inclusive the investment
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e VAT credit is allowed if the following
requirements have been met:

— tax invoices were submitted to the tax
authorities during the reporting period;

— the amounts of VAT indicated in tax invoices
issued by suppliers are for goods and
services received in the reporting period for
industrial and other commercial use in
Armenia; and

— the payments are made by bank transfer.

Armenia

* Generally, the reporting period for VAT
purposes is the calendar quarter. However, for
those whose preceding year’s revenue from
taxable transactions exceeded AMD 60 million
(approx. EUR 135,300), the reporting period is
the calendar month. VAT has to be paid to the
state budget by the 20th of the month following
the end of the reporting period.

Customs duties

* All exports from Armenia are exempt from
customs charges.

* The import tariff rates are 0% or 10%. The
10% tariff is levied mainly on consumer and
luxury goods.

e Tariffs are in ad valorem terms and are levied
on CIF values.

* Armenia uses the Harmonized Code System
for tariff classification.

* No import customs duties are payable in the
following circumstances:

— imported capital goods (included in a
Government-defined list) forming a part of
an investment in a business;

— transit goods transported through the
territory of Armenia;

— the means of transport (e.g. trucks) used
for regular interstate freight transport;

— currency and stocks;

— goods temporarily imported into Armenia
and temporarily exported from Armenia for
processing or reprocessing.

* All payments must be made in Armenian
drams (AMD).
Excise duties

* Excise tax is levied on specific goods which
are produced in Armenia or imported. Excise
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tax is generally calculated on the quantity of the goods
by volume, weight, etc.

Excise tax is charged on the following main types of
goods: alcoholic drinks, manufactured tobacco
substances, crude oil and oil products, petroleum gases
and other gaseous hydrocarbons.

Exports of excisable goods are exempt from excise tax.

Environmental protection and nature utilization fees

The Environmental Protection fee is paid by individuals
and entities for polluting emissions, including automobile
exhaust emissions, sewage, etc.

The Nature Utilization fee is paid on the extraction, use
and consumption, etc, of natural resources.

Individual taxation

Personal income tax

Table of progressive taxation of individual annual
income for 2008:

income brackets (in AMD)

up to 960,000 10%

96,000 + 20% on the amount
above 960,000 above 960,000

An employer is generally liable for withholding income
tax on salary payments and remitting it to the state
budget.

Individuals become tax-residents if:

— they have been in Armenia for a total of 183 days or
more, starting or ending in a tax year (from 1 January
to 31 December inclusive); or

— their centre of vital interests is in Armenia.

Non-resident individuals are only taxed on their
Armenian-sourced income.

From 1 January 2008 the personal allowance deductible
from taxable income is AMD 25,000 per month

(approx. EUR 56). This does not apply to income
received by foreign citizens and persons without
citizenship.

Social security

An employer is required to pay social security
contributions on employees’ salaries.
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* Table of progressive social security contributions on
employees’ monthly salary:

Income brackets . . o
(in AMD) Social security contribution

up to 20,000 7,000
20,001 to 100,000 7,000+15% on the amount above 20,000
above 100,000 19,000+5% on the amount above 100,000

* Employees are also required to contribute 3% from
their gross salary. The employer is responsible for
withholding and paying these contributions.

* There is no cap on the employees’ annual social
security contribution base.

* Foreign citizens are exempt from social security
payments.

Pensions

* There are no obligatory contributions to employee
pension funds.

Other taxes
Real estate and land tax

* Property tax is payable to local state authorities
(municipalities), according to the surface area of the
property. For public and industrial buildings owned by
legal entities it is 0.3 % of the cadastral (i.e. officially
registered) value.

* Land tax is payable at the rate of up to 1% of its
cadastral value.

Presumptive tax

* Presumptive tax is an obligatory and non-refundable
payment substituting for VAT, corporate and personal
income tax. The following main types of business are
considered subject to the presumptive tax:

— retail sales of consumer goods and services;

— retail sales of petrol and diesel fuel;

— business activity related to gambling businesses
(casinos).

* Presumptive tax is calculated on a number of different
bases, depending on the type of activity. The tax base
includes factors such as the size of trading space
occupied, number of gambling tables or machines, etc.
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Legal and other developments
Foreign currency regime

* The main restriction under Armenian currency
regulations is that monetary quotations and
settlements have to be made in the national
currency, the Armenian dram (AMD).

In long-term obligations, indexation of
payments may be specified in terms agreed
by the parties.

Armenia

Labour code

* Employment relationships are regulated by the
Labour Code in force from 25 July 2005.

e Labour relationships without an employment
contract are prohibited. The Labour Code
prescribes the minimum content of
employment contracts.

* The standard working week is 40 hours.
Overtime is only permitted in specific situations
described by the Labour Code. Enhanced
hourly rates must be paid for each hour of
overtime worked.

¢ Paid annual leave is not less than 28 calendar
days.

» Foreigners have to obtain special work
permits.

* The procedure for terminating an employment
contract before the contractual termination
date is prescribed by the Labour Code.

* The courts are competent for all labour
litigation. The Civil Proceedings Code is
applied during litigation.

Competition law

* The Protection of Economic Competition Law
was issued on 6 November 2000. The law
establishes the rules and measures for the
protection of fair competition and restriction of
monopolies. It defines economic activity that
is subject to the regulation and competence
of the State Competition Commission, the
authority responsible for overseeing such
measures.

Intellectual property
e The legal aspects of intellectual property are

mainly regulated by the Civil Code, the Law on
Patents, the Law on Trade Names, the Law on
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Armenia

the Legal Protection of Integral Microcircuit
Topologies, the Law on Intellectual Property,
etc. Armenia is a signatory of the major
intellectual property and patent protection
agreements.

An invention is protected under the Patent Act
if it meets the criteria for novelty, inventiveness
and usefulness. A patent is valid for 20 years
from the time the application for patent
registration is submitted. If a patent has
previously been registered in another country,
the term of its validity is the same as for the
primary, previously registered patent but
cannot exceed 10 years. Copyright protection
covers works from the time of their creation,
throughout the author’s lifetime, and for 70
years after his/her death.

Consumer protection

» Consumer protection is regulated by the Consumer

Protection Law of 26 June 2001. The areas subject to
regulation by this law include the safety of consumer
products, the liability to provide consumers with full
information about products, and liability for defective
products, etc. The price-rates for some public service
utilities are subject to state regulation.

Company law

* Types of legal entity and their transformation are

governed by Civil Code. Following types of enterprise
can be created: General Partnerships, Limited
Partnerships, Limited Liability Companies, Joint Stock
Companies and Cooperatives.

Company reorganisation is not subject to VAT.
Environmental law

* A special procedure has been introduced for company
* The regulation of environmental protection is liquidation and bankruptcy.
provided by several laws. Environmental
protection and resource utilisation payment

rates are prescribed by law.

* When the number of shareholders in a Limited Liability
Company exceeds 50, the company must be
reorganised into Joint Stock Company within one year.
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Azerbaijan

Highlights

* The tax loss carry-forward period has been extended
from three to five years.

* The Tax Code has introduced VAT deposit accounts.

* The range of the first personal income tax bracket
has been doubled.

The exchange rate between the Azerbaijanian manat
(“AZN”) and the euro (“EUR”) used in this report is
AZN 1.24 = EUR 1.00. This rate is not fixed and
approximates to the market rate on 1 January 2008.

Corporate taxation

Corporate tax

In 2008 the tax rate on an enterprise’s profit will remain
unchanged at 22%. Profit tax is calculated on the basis
of an enterprise’s taxable profit. Taxable profit is
generally determined on the basis of gross realisation
(receipts) less deductible expenses (defined as any
expenses related to the generation of profits, with
certain disallowed or limited expenses).

Simplified tax is available for businesses whose turnover
does not exceed AZN 22,500 (approx. EUR 18,100)
over three months. The simplified tax is in lieu of profits
tax, VAT, personal income tax and property tax. The
simplified tax is charged at 4% on gross revenue
(without any tax deductions) for taxpayers operating in
Baku and 2% on gross revenue (without any tax
deductions) for taxpayers operating in other regions of
Azerbaijan. Taxpayers providing automobile passenger
and freight transportation services within Azerbaijan (i.e.
excluding international transportation) are also subject to
simplified tax (at special rates depending on the number
of passenger seats or load capacity). Taxpayers in the
residential building construction business are subject

to a simplified tax which is levied at rates multiplying

by the ratio ranging from 0.5 to 5, depending on the
location of building, on a fixed tax base of AZN 225
(approx. EUR 181) per square metre. This regime does
not apply to manufacturers of excisable products, or
insurance and investment companies, among others.

Profit tax liabilities should be calculated and paid
quarterly in advance.

The Tax Code provides the right to the refund of
overpaid taxes. However, in practice, due to a lack of
funds in the state budget, overpaid taxes can only be
offset against the taxpayer’s other tax liabilities.

From 1 January 2008, the loss carry-forward is five
years (previously it was three years), without any
restrictions.
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* All legal entities (including foreign legal entities) engaged
in business activity in Azerbaijan must pay profit tax.

* In addition to profit tax paid by the permanent
establishments of non-resident entities, all amounts
remitted to head offices are taxable at the rate of 10%.

* For tax purposes, leasing may be under financial or
operating leases. The Tax Code specifies that if assets
are leased under a financial lease, the lessee is
considered the beneficial owner of the property.
According to the Tax Code, in order for a lease to be
considered a financial lease, one of the following criteria
must be met:

— Ownership of the leased assets is to be transferred
to the lessee at the end of the lease period, or the
lessee is entitled to purchase the assets at a pre-set
price when the lease period ends.

— The lease period is longer than 75% of the useful life
of the leased assets.

— The residual value of the leased assets when the
lease ends is less than 20% of their market value at
the beginning of the lease.

— The value of the rental payments to be paid is greater
than or equal to 90% of the market value of the
assets at the beginning of the lease.

— The leased property has been produced for the
lessee by special order and may not be used any
person other than the lessee when the lease period
ends.

* There is a general provision in the tax legislation limiting
the deductibility of interest on loans taken out overseas
and loans between related parties to 125% of average
interbank credit rates published by the National Bank
(currently, between 15% and 20% depending on the
currency and maturity of the loan).

* Only insurance companies and banks may deduct
payments to reserve funds, within limits established
by the Ministry of Finance and the National Bank.

Withholding tax
e Foreign legal entities without a permanent establishment

in Azerbaijan are subject to withholding tax on income
derived from sources in Azerbaijan at the following rates:

Dividends 10%
Interest 10%
Rent of movable and immovable property 14%
Royalties 14%
Freight income 6%
Telecommunications services 6%
Financial leasing and insurance payments 4%
Other income 10%
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Azerbaijan

Double Tax Treaties

* Azerbaijan has signed Double Tax Treaties
with 27 countries (23 treaties are in force as of
1 January 2008). A treaty with Switzerland
became effective on 1 January 2008.

* Treaties signed by the former Soviet Union are
not recognised, with the exception of a treaty
with Japan.

Transfer pricing

* Under the Azerbaijan Republic’'s Tax Code, the
following transactions (among others) should
be based on fair market prices:

— import and export operations;
— barter transactions;
— transactions between related parties.

* The following persons are considered to be
related parties:

— a person directly or indirectly participating
in the equity of another person, with a
minimum participation share or voting right
of 20%;

— a person reporting to another person due to
his service ranking, or who is under the
direct or indirect control of another person;

— persons both under the direct or indirect
control of the same third person;

— persons who both have direct or indirect
control over the same third person; and

— family members.

Indirect taxation
VAT

* In general VAT is charged at the rate of 18%
on the value of imported goods and on
supplies of goods and services in Azerbaijan.
The reverse-charge VAT system applies to
supplies made in Azerbaijan by non-registered
entities.

* The following goods and services are exempt
from VAT:

— the value of state property purchased
through privatisation;

— rental fees from the renting of state property,
payable to the state budget;

— financial services and insurance;

— the supply or import of national or foreign
currency and securities;

— the import of certain specific types of goods
(e.g. aircraft, vessels, wheat);
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— contributions to the charter fund of businesses
(excluding imports);

— state duties and charges;

— editing, printing and publishing activities related to
mass media, children’s literature and textbooks;

— the import of goods and the provision of work and
services related to the fulfilment of the National
Bank’s functions;

— the transfer of fixed assets, movable property and
other assets in any form to the State Oil Fund, under
production sharing agreements, agreements on export
pipelines and other agreements of a similar nature;

— the provision to the National Bank of gold and other
valuables.

* The following goods and services are subject to the 0%

VAT rate:

— goods and services for official use by the
representatives of international organizations and
diplomatic missions and consulates of foreign
countries, and for the personal and other use of the
diplomatic and administrative-technical staff of such
representatives and their family members who live
with them;

— import of goods and the provision of goods, works
and services to the recipient of grants from financial
aid (grants) donated by foreign countries;

— the export of goods and services (where the place of
supply is outside Azerbaijan);

— international and transit freight and passenger
transportation (except international postal services),
the performance of work and the provision of services
directly related to international and transit freight and
passenger flights;

— oil and gas operations in certain oil fields under
Production Sharing Agreements and Host Government
Agreements (subject to parliamentary ratification).

VAT registration is mandatory if the taxable supplies of
a business exceed AZN 22,500 (approx. EUR 18,100)
over a three-month period. Taxpayers are obliged to file
their VAT returns monthly.

The Tax Code has introduced the system of “VAT
deposit accounts” to be used for crediting input VAT
against output VAT. In general, under the new system,
customers will be required to pay the input VAT amount
on a supplier invoice into a special VAT account which
can only be used for paying output VAT to the budget.

Customs duties

e Customs duty rates levied on the value of imported

commodities range from 0% to 15%, depending on
the type of goods.

Customs processing fees at the rates of 0.15% or 0.3%
of the value of imported commodities are payable on all
imports/exports, depending on the specific conditions of
importation/exportation.
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Excise duties

* All types of alcoholic beverages, tobacco products,
petroleum products and vehicles are subject to excise
tax. The rates of excise tax vary depending on the type
of excisable product.

* Excise tax applies on the manufacturing and imports of
the following goods:

— The domestic production of spirits, beer and all types
of alcoholic drinks is subject to excise duty from
AZN 0.08 (approx. EUR 0.06) to AZN 0.8
(approx. EUR 0.65) per litre, while the import of
these products is subject to excise duty between
USD 0.05 and USD 3.

— The domestic production of tobacco products is
subject to excise duty at 12.5%, while the excise
duty on imports is USD 1.8 per 1,000 units.

— The excise duty rates for the domestic production
of oil products range from 3.82% to 106.58% of the
wholesale price, while the excise rates on imports
range from USD 1 to USD 250 per tonne.

— The excise duty rates on imports of cars and
recreational marine vessels depend on the engine
capacity at progressive rates from AZN 0.15
(approx. EUR 0.12) up to AZN 4 (approx. EUR 3.2)
per cubic centimetre.

— The excise duty rate on automobiles, yachts and
other ships for leisure and sports purposes which are

produced in Azerbaijan is AZN 0 per cubic centimetre

of engine capacity.

Individual taxation
Personal income tax

* Progressive taxation of individual annual income for
2008:

Social security

* The employer is required to pay an amount
equal to 22% of the employee’s gross salary
to the Social Insurance Fund; employees are
required to pay 3% of their gross salary to the
Fund.

* Employee contributions should be withheld
from the gross salary and transferred to the
state budget by the employer.

* Foreign employees are obliged to pay social
insurance contributions at the same rates as
local staff. This does not apply to companies
that are parties to Oil and Gas Production
Sharing Agreements and Host Government
Agreements or their subcontractors (see the
“Oil and Gas consortia tax regimes” section
below).

* There is no cap on the social security
contribution base.

Pensions

* Obligatory contributions for employee pensions
are included in the above Social Insurance
Contributions (i.e. 22% by the employer and
3% by the employees).

Other taxes

Real estate, land, road and mining taxes

* Property tax at the rate of 1% is payable on

the annual average residual value of an
enterprise’s fixed assets (except cars).

Income brackets (in AZN) e Land tax rates per square metre depend on

up to 24,000 14%

above 24,000 3,360 + 35% on the
amount above 24,000

* The employer is responsible for withholding and
remitting personal income taxes to the tax authorities
on behalf of each employee on the day on which the
employee receives his take-home salary.

* A person becomes resident for tax purposes in
Azerbaijan if he/she is present in Azerbaijan for more
than 182 days in a calendar year. Foreign employees
who are tax residents of Azerbaijan are taxed on their
world-wide income.

* Non-resident foreign employees are taxed only on their

Azerbaijan-sourced income, such as salary, bonuses,
gifts, etc.
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the use (agricultural, industrial, construction,
transportation, etc.) and location of the land.
The current minimum rate is AZN 0.001
(approx. EUR 0.0008) per square metre
and the maximum rate is AZN 0.06

(approx. EUR 0.05) per square metre.

* Annual road tax on taxpayer’s cars is
calculated per cubic centimetre of engine
capacity at the rate of AZN 0.011
(approx. EUR 0.009) for cars and AZN 0.022
(approx. EUR 0.018) for lorries and buses.

* Mining tax is payable on the extraction of
natural resources on the basis of the
wholesale price of the minerals or per cubic
metre, depending on the type of natural
resources extracted.

Azerbaijan
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Oil and gas consortia tax regimes

* There are 28 legally ratified Oil and Gas

Production Sharing Agreements (PSAs) and
two Host Government Agreements (HGAs) for
oil and gas export pipelines. Each PSA has its
own separate taxation regime, which applies to
each contracting party, operating company
and sub-contractor.

Under a PSA in Azerbaijan, foreign
sub-contractors are subject to a simplified tax
regime in the form of tax withholding in lieu of
corporate income taxes (i.e. profit tax and
branch tax). The withholding tax rates range
from 5% to 8% depending on the PSA, and on
the gross payments received for goods, work
and services supplied in Azerbaijan; however,
some later PSAs state that foreign
subcontractors’ income should be taxed in
accordance with statutory tax legislation (i.e.
applicable profit tax rate on gross realisation
/receipts/ less deductible expenses) from the
start of the PSA’s development and production
period.

Under HGAs, which are host government
agreements between the Government of
Azerbaijan and investors for pipeline
construction and the transportation of
hydrocarbons, no corporate income tax is
payable by foreign subcontractors.

No customs duties or taxes, other than
documentation fees at 0.15%, are payable
under the PSAs and HGAs. These rates are
subject to confirmation by the customs
authorities. VAT is 0%, also subject to
confirmation by the tax authorities.

Local PSA company employees are taxable in
accordance with the general tax legislation but
can still enjoy VAT and customs exemptions
under PSAs.

Legal and other developments
Foreign currency regime

* Azerbaijan’s currency control legislation

distinguishes between “residents” and
“non-residents”. Residents are subject to more
stringent requirements than non-residents.

* An Azerbaijan legal entity is considered a

“resident” for purposes of the currency law and
regulations and thus is subject to control.
Invoices should only be issued in Manats, and
an offshore bank account can only be held if
the National Bank of Azerbaijan grants
approval. Manats may, however, be used to
purchase foreign currency, which can be held
in an onshore foreign currency bank account,
but only for payments that have to be made in
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foreign currency. For an Azerbaijan legal entity to be
able to invoice in a foreign currency and to receive hard
currency cash and bank transfer payments, a foreign cur-
rency licence is needed.

* Non-residents can invoice in foreign currency and
payments may be received into an offshore foreign
currency bank account.

* The National Bank of Azerbaijan is responsible for
ensuring that no settlements are made in Azerbaijan in
foreign currency (only in Azeri Manats).

Labour code

* The labour relations of all employers and employees in
Azerbaijan are regulated by the L