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BAKU, 25 july 2001

General Review

1. Resident and Non- Resident individuals are obligated to pay Income Tax.

2 Foreign Employees who are Tax Resident shall only be liable to pay Azerbaijan personal income Tax on their income earned as a direct result of their employment in the Azerbaijan Republic. Foreign Employees who are not Tax Resident shall not be liable to pay Azerbaijan personal income Tax.

The questions of the taxation of the Foreign Employees are considered by the Protocols constituted by Government of the Azerbaijan Republic and Contract parties on the basis of the Agreement on the Joint Development and Production Sharing of the Oilfield in the Azerbaijan Sector of the Caspian Sea.

Certain principles concerning Taxes are contained in the Agreement on the Joint Development and Production Sharing for the Azeri and Chirag Fields and the Deep Water Portion of the Gunashli Field in the Azerbaijan Sector of the Caspian Sea entered into on 20 September 1994 by and among the State Oil Company of the Azerbaijan Republic and the Contractor  Parties, which was enacted by the legislature of the Azerbaijan Republic giving it the full force of law in Azerbaijan and  which became effective on 12 December 1994 ( the PSA).

The Government of Azerbaijan Republic and the Contractor Parties have agreed to enter into Protocols to establish the procedures Concerning Taxation of Foreign Employees.

For each Contractual and Perspective Blocks in the Azerbaijan Sector of the Caspian Sea exists own Protocol

This Protocols shall deal with the taxation of employees of Contractor Parties, their Affiliates and Foreign Sub- contractors who are citizens of any country other than the Azerbaijan Republic and shall be deemed as Foreign Employees.

3.
in accordance with Production Sharing Agreement (PSA): income earned as a direct result of employment in the Azerbaijan Republic ( Taxable Income) includes the following:

(i) 
wages and salary paid in respect of days spent in the Azerbaijan Republic and vocational leave; and

(ii) 
location allowances paid in respect of days spent in the Azerbaijan Republic; and 

(iii)
payments made for travel costs for Foreign Employers or their families in excess of two return trips  per person per Calendar Years. 

Moving expenses and travel costs of Foreign Employee and  his family associated with commencing employment in the Azerbaijan Republic  shall not be included in Taxable Income and shall not be counted purposes of two return trips stated above; and

(iv)
education costs for children.

(v)
the amount of Azerbaijan  personal income Tax paid in respect of items 3 (i) thought (iv) above on behalf of the Foreign Employees to meet their Azerbaijan personal income Tax liability.

Procedure for Notification of Tax Residency and Paying Income Tax

4.
Within 15 days after the end of each calendar month in which a Contractor Party, Affiliate, Foreign Sub-contractor  has any Tax resident Foreign Employees, it or where applicable its administrative agent will provide the Tax Inspectorate a form as set out at Appendix 1.

5.
Each Contractor Party, Affiliate, Foreign Sub-contractor or where applicable its administrative agent shall assign each Tax resident Foreign Employee a unique Tax identification number and this number shall be included in  all correspondence with the Tax Inspectorate related to that Tax Resident Foreign Employee.

6.
When a Foreign Employee becomes a Tax Resident in a Calendar Year, the relevant Contractor Party, Affiliate, Foreign Sub- contractor or where applicable its administrative agent shall make payments of Azerbaijan personal Income Tax on all Taxable Income paid to the Employee. Foreign Employees’ Personal Income Tax retained by the relevant Contractor Party, their Affiliate, Foreign Sub- contractor or where applicable its administrative agent and remitted on his behalf to the State Budget of Azerbaijan Republic monthly.

7. Foreign Employees why are Tax Resident in the Azerbaijan Republic during a Calendar Year shall be responsible for submission of a completed Azerbaijan personal income Tax return to the Tax Inspectorate for each such Calendar Year in the form as shown in Appendix 2. 

Such Azerbaijan personal income Tax returns shall be submitted  on or before 1 February of the following calendar Year. 

8.
The Tax Inspectorate Issue a notice to a Foreign Employee within thirty (30) days of receipt of the Foreign Employee’s Azerbaijan personal income Tax return with copies to the relevant Contractor Party, Affiliate, Foreign Sub-contractor and where applicable the administrative agent. The notice shall show details of the Azerbaijan personal income Tax due for the Calendar Year, the Azerbaijan personal income Tax paid in respect of the Calendar Year and the amount of any under or overpayment.

If the foreign Employee (or if applicable the relevant Contractor Party, Affiliate, Foreign Sub- contractor or its administrative agent) does not agree with the notice, an appeal should be made by advising the Tax Inspectorate in writing within thirty (30) days of receipt of such notice of the reason for the disagreement Both parties shall meet together to resolve the issue as soon as practically possible.

The Tax Inspectorate shall issue the Foreign Employee an original Azerbaijan personal Income Tax receipt showing the currency and amount of Azerbaijan personal Income Taxes paid for the Calendar Year in the form as set out in Appendix 3 within thirty (30) days of receiving the Foreign Employee’s completed Azerbaijan personal Tax return.

Tax rates

9.
Foreign Employees' Azerbaijan personal income Tax liabilities will be calculated using the Azerbaijan personal income Tax rates in the Azerbaijan Republic applicable at the date of payment of their Taxable Income. Monthly Income Taxable rates is shown in the form as set out in Appendix 4.

Elimination of double taxation

The Government of the United Kingdom of Great Britain and Northern Ireland and the Government of the Republic of Azerbaijan have agreed to enter into Convention for the avoidance of double taxation.  This Convention shall establish the procedures of taxation of Employees who are the citizens of the United Kingdom and being worked in the Azerbaijan Republic.

10.
Azerbaijan tax payable  under the laws of Azerbaijan  and in accordance with this Convention, whether directly or by deduction, on profits, income or chargeable gains from sources within Azerbaijan (excluding in the case of a dividend tax payable in Azerbaijan in respect of the profits out of which the dividend is paid)  shall be allowed as a credit against any UK tax computed by  reference  to the same profits, income or chargeable gains by reference to which the Azerbaijan tax is completed.

Definitions

11.
Foreign Employee is acknowledged as Tax Resident when:

(i)
a natural person who is present  in the Azerbaijan Republic  for  183 days or more in that Calendar Years; or 

(ii) a natural person who is  present in the Azerbaijan Republic  for a period of 30 consecutive days or more in the Calendar Year, in which case such person shall be liable for Azerbaijan personal income Tax only on his or her Taxable Income earned as a direct result of his or her employment in the Azerbaijan Republic   during such periods which exceed 30 consecutive days or more. 

A natural person who is  present in the Azerbaijan Republic  for any  period exceeding 30 consecutive days or more  in the Calendar Year  or succeeding Calendar Years but who is present in the Azerbaijan Republic   for periods which cumulatively  exceed 90 days or more in such Calendar Year shall be liable for Azerbaijan personal income Tax only on his or her Taxable Income earned after the 90 day in the Azerbaijan Republic   as a direct result or employment in the Azerbaijan Republic; or

(iii) a natural person who is present in the Azerbaijan Republic   on a routine basis for regularly scheduled periodic employment as his or her primary place of employment and which employment is not incidental to the exercise of that primary employment outside the Azerbaijan Republic, including those natural person commonly known as “Rotator” or “Rotating Employees”

12.
Each Contractor Party  Affiliate, Foreign Sub-contractor may appoint an administrative agent to assume administrative responsibility  for Azerbaijan personal income Tax filing obligations and for the making of all  Azerbaijan personal income Tax payments with respect to its Foreign Employees. In such a case, the Contractor Party, Affiliate, Foreign Sub-contractor shall notify the tax Inspectorate in writing within 30 days of such appointment. The administrative agent shall assume administrative responsibility  for Azerbaijan personal income Tax as described above from the date Tax Inspectorate is notified.

13.
The Tax Inspectorate will issue all notices and other correspondence to the Foreign Employee,  with copies to the relevant Contractor Party, Affiliate, Foreign Sub-contractor and where applicable its administrative agent.

Summary

The personal incomes of your clients working in Azerbaijan on the basis  8 weeks on & 3 weeks off as well as other (Rigblast could be also) having the non- resident status in the part of legal relation but being the Tax Residents , are the subject to be taxed in Azerbaijan under the rates indicated in Appendix № 4.
As subject to the provision of the Convention for the avoidance of double taxation the tax paid in accordance with the Law of the Azerbaijan Republic shall be deducted from any tax payable in the United Kingdom.
Acknowledgement by the Company the tax retained from the Foreign Employees i.e. the sums of the withheld tax as the own incomes (as you have indicated in the letter earlier and if we correctly have understood it) is impossible or it is nonsense. 

From another hand when the Representative agency, Contractor Party involved  in the agreement pays to the Sub- contractor or other legal body (not to the natural person) the contractual amount with retaining from them 5, 6, 8 (or other percents from the incomes, repaid according to provision by the certain agreement under the  PSA umbrella) for the purpose of further transfer of them in the budget of Azerbaijan as the form, stipulated by the Protocol, corporation tax retained on a place of disbursement of the incomes. 

It means that these deductions are made from the Representatives Agencies, Companies, and other legal bodies. It is not applicable to the individuals personal incomes deemed as Foreign Employees being  worked in Azerbaijan who are paying the taxes by the appropriate Contractor Parties, Affiliates, Foreign Sub- contractors or where applicable the administrative agents on their behalf.
On each Contractual Field the certain Protocol on the taxation of the Foreign Employees is constituted. The order and the principles of the taxation of the natural persons in the various Protocols are identical. 

Nevertheless you should refer on the actual Protocol of taxation of the Foreign Employees (being effective for Development and Production Sharing of the certain Field under the PSA umbrella) in which your clients are involved as the employees.
Enclosed you will find the sample of calculation of the monthly income tax for the Foreign Employees being worked in Azerbaijan Republic under provision of the Production Sharing Agreement. See Appendix 5.

The given information is prepared on the basis of arisen queries and delivered by the AA&B Company, and is intended only for study and use inside the Company. 

The rendered information is not the subject to be distributed publicly or/ and shall not be served for any other purposes unless the above mentioned.
Ali N. Nabiyev

For “Balance- Audit” Company

Appendixes

Appendix № 1

Notification of the Taxable Income of Tax Resident Foreign Employees

and Azerbaijan personal income Tax Payments

Name of Contractor Party/ Affiliate/

Foreign Sub-contractor
__________________________________________
Calendar Moth Ended


__________________________________________

	 Name of Foreign Employee
	Tax Identification Number
	Taxable Income

(Currency of Payment)
	Taxable Income (Dollars or Manats)
	Income Tax Paid

(Dollars or Manats)

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


I acknowledge that the above details are correct.

____________________________


________________

Signature of Company Representative


Date

_______________________________

________________

Signature  of Tax Inspectorate



Date

Appendix №2

Azerbaijan income Tax Declaration for Foreign Employees

Year Ended 31st December, 200…

1. Name






__________________________

2. Country of citizenship




__________________________

3. Foreign Employee ‘s 

Address in Azerbaijan




__________________________

4. Foreign Employee’s

Tax Identification Number




__________________________

5. Employer






__________________________

6. Name and address of Agent,

If applicable





__________________________

Description
Taxable Income

Taxable Income

(Currency of Payment)
(Dollars or Manats)

7. Wages and salary

_______________

__________________

8. Location allowances
_______________

__________________

9. Excess Travel Costs
_______________

__________________

10. Education costs

_______________

__________________
11. Less Allowances

_______________

__________________

12. Taxable Income 

(Before Inclusion of Tax)

(lines7+ 8+ 9+ 10- 11)
_________________

__________________

13. Income Tax Payable on Line 12 Above 

(Line 12 x tax Rate)
_________________

__________________

14. Total Taxable Income for calendar Year

(Line12+ line 13)

_________________

__________________

15. Taxes owed 

(Line14 x Tax Rate)
_________________

__________________

16. Less Income Tax Payments

Made for the Calendar Year
___________

__________________

17. Income Tax  Owed or (Refund due)

(Line 15– line 16)


____________
__________________

I acknowledge that the above details are correct.

__________________________________________

________________

Signature of Company Representative




Date

__________________________________________

________________

Signature  of Tax Inspectorate





Date

Appendix №3

Receipt for Payment of Azerbaijan Republic Personal Income Tax

Name of Foreign Employee



_________________________________

Foreign Employee Tax Identification Number
_________________________________

Foreign Employee 

Address in Azerbaijan Republic


_________________________________

Year ended 31 December 200.


_________________________________

Amount of Azerbaijan Income Tax

 Paid for Calendar Year  (Dollars or Manats)

_________________________________

I hereby confirm that the details given above are correct

_______________________________


___________________________

Signature  of Tax Inspectorate





Date

Appendix № 4

Azerbaijan National Tax Tiers

(Taxable monthly income)
Effective as of January 1st 2000

	Taxable monthly income

	Tax



	Up to 100,000 Manats
	 No tax

	From 100,001 to 600,000 Manats
	12% of the amount in excess of 100,000 Manats

	From 600,001 to1,400,001 Manats
	60,000+ 20% of the amount in excess of 

600,000 Manats

	From 1,400,001 to 3,000,000 Manats
	220,000 Manats + 25% of the amount in excess of 1,400,000 Manats

	From 3,000,001 to 5,000,000 Manats
	620,000 Manats +30% of the amount in excess of 3,000,000 Manats

	More than 5,000,000 Manats


	1,220,000 Manats + 35% of the amount in excess of 5,000,000 Manats


Appendix №5

Azerbaijan income Tax Declaration for Foreign Employees

Year Ended 31st December, 200…

1. Name






__________________________

2. Country of citizenship




__________________________

3. Foreign Employee ‘s 

Address in Azerbaijan




__________________________

4. Foreign Employee’s

Tax Identification Number




__________________________

5. Employer






__________________________

6. Name and address of Agent,

If applicable





__________________________

Description
Taxable Income

Taxable Income

(Currency of Payment)
(Dollars or Manats)

7. Wages and salary

_______________

143,133.14_________

8. Location allowances
_______________

23,888.38__________

9. Excess Travel Costs
_______________

2,057.76___________

10. Education costs

_______________

__________________
11. Less Allowances

_______________

__________________

12. Taxable Income 

(Before Inclusion of Tax)

(lines7+ 8+ 9+ 10- 11)
_________________

169,079.28_________

13. Income Tax Payable on Line 12 Above 

(Line 12 x tax Rate)
_________________

67,631.71__________

14. Total Taxable Income for calendar Year

(Line12+ line 13)

_________________

236,710.99_________

15. Taxes owed 

(Line14 x Tax Rate)
_________________

94,684.40__________

16. Less Income Tax Payments

Made for the Calendar Year
___________

94,684.40__________

17. Income Tax  Owed or (Refund due)

(Line 15– line 16)


____________
0,00_______________

I acknowledge that the above details are correct.

__________________________________________
_______________

Signature of Company Representative




Date

__________________________________________
________________

Signature  of Tax Inspectorate





Date

EXPLANATION

Explanation of the paragraph 1 of the summary
The Foreign Employees working in Azerbaijan under РSА umbrella on the rotation basis i.e.  8 weeks in and 3 weeks off are are obligated to pay Income Tax at a rate of 35 % from their incomes. Then these taxes will be taken into account in the United Kingdom.

The taxes from them will retain and transfer to the Budget of Azerbaijan by the company which has employed them.

We have sent you earlier the exemplary of tax return on tax withholding from the Foreign Employee working under РSА umbrella (at the rate 40 % having been effective up to January 1, 2000). See Appendix # 5. 

It is necessary to recount the expected incomes of your clients as per offered example, multiply Line12 of the Appendix # 5 i.e. US$ 169,079.28 on the rate of 35 % which is effective Azerbaijan personal income Tax Rate and follow further as it shown in the Appendix # 5.

Explanation of the paragraph 3 of the summary
In the first letter dated from July 7, 2001 you have set a question:

« - Baku returns have been being submitted for the companies profits in Baku but we do not have the information available as to what has been deducted for salaries through these returns ».

We attempted to answer in  the paragraph 3 of the summary on the above-stated question. Reworded it will look as follows:

Lets assume that the Contractor Party or any Foreign Sub- contractor both being acted under the PSA umbrella has to pay an amount to any other foreign sub- contractor for work or services performed. The amount to be paid will be for example US$ 1000. The Contractor Party or any Foreign Sub- Contractor are required to withhold from any other foreign sub- contractor the tax (Withholding Tax) at a rate of 5 % (existing rate of  WHT for AIOC/ BP and various protocols have various rates.) Withheld taxes are required to be transferred to the budget of the Azerbaijan Republic.

It is stipulated under РSА the form of the corporate tax retained on a place of disbursement. Thus Contractor Party or Foreign Sub- contractor being acted under the PSA umbrella shall pay US$50 to the budget of Azerbaijan and US$950 to another foreign sub- contractor for work or services performed in connection with the PSA.

Whether these US$50 will be taken into account in the United Kingdom or not it is outstanding question for initially required task framework. However it concerns the companies (i.e. their corporate tax) and not applicable to natural persons (i.e. their income tax.)

The natural persons are taxed as we already have written in the information at the rate of  35 % (if their incomes are exceeded AZM5,000,000.00 per month, or US$1,080.00 approximately.)

Yours Faithfully, 

For Balance – Audit Company

Ali N. Nabiyev

