Support to the Ministry of Taxes of the Republic of Amgjan in Transfer Pricing and developing Anti-Tax Aveida
measures

TWINNING PROJECT FICHE

Ministry of Taxes of the Republic of Azerbaijan

1. Basic information
1.1 Programme: ENPI-Annual Action Programme 2013 forthe Republic of Azerbaijan
1.2 Twinning number: AZ/13/ENPI/FI/01/17 (AZ/50)

1.3 Title: Support to the Ministry of Taxes of the Repblic of Azerbaijan in Transfer Pricing and
developing Anti-Tax Avoidance measures

1.4 Sector: Finance

1.5 Beneficiary country: Republicof Azerbaijan

2. Objectives

2.1 Overall objective:

To introduce and implement an efficient TransfaciRg Legislation and Transfer Pricing Auditing the
Ministry of Taxes of the Republic of Azerbaijan

2.2 Project purpose:

To support the Ministry of Taxes of the RepublicA#erbaijan in aligning Transfer Pricing legislatiavith
European standards and establish resources foptaesice auditing processes.

2.3 Contribution to National Development Plan/Cooperatbn agreement/Association
agreement/Action plan

EU-Azerbaijan agenda

After its enlargement in May 2004, the EU facedeavrgeopolitical situation and adopted tBeropean
Neighbourhood Policy (ENPJ, which is a new framework for the relations with neighbours. The ENP
aims to go beyond the existing Partnership and @oaiion Agreements to offer neighbouring countties
prospect of an increasingly closer relationshiphwiite EU with the overall goal of fostering theipchl and
economic reform processes, promoting closer ecanomiegration as well as legal and technical
approximation and sustainable development.

The central element of the ENP is a bilatekation Plan (AP)? which clearly sets out policy targets and
benchmarks through which progress with an indiicheighbouring country can be assessed over several
years. The AP defines a considerable number ofifyriareas.

With regard to Taxation, the EU-Azerbaijan ENP AatiPlan sets out a list of priorities to be pursued
(Priority N°4 of the AP):

» Continue the modernization, simplification ane tnse of information and communication technologigs
the tax administration.

" http://eeas.europa.eu/enp/index_en.htm
2 http://pao.az/en/newsfeeds/list-all-news-feed-categories/digital-library/other-related-eu-documents/74-euazerbaijan-action-plan/file
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* Ensure the smooth and transparent enforcementhef Tax Code also by defining all necessary
administrative structures, procedures and policiesluding the cooperation with the taxpayers aad t
compliance, ethics policy, a fiscal control stratesudit and investigation methods.

In particular,section 4.5.50f the AP contains specific reference on coopenatietween Azerbaijan and the
EU in the field of Taxation, as follows:

* Continue efforts to complete the network of Etal agreements between Azerbaijan and EU;

* Member States on avoidance of double taxationudicg the improvement of transparency and the
exchange of information in accordance with inteoret! standards;

* Initiate a dialogue on the principles of the Elddeé of Conduct for Business Taxation with a view to
ensuring fair conditions for Azerbaijan in its fedyprocess of integration into the EU internal regirk

* Develop and implement a detailed strategy plaurteéo management and broaden opportunities fousieeof
information and communication technologies;

» Develop the tax system of the Republic of Azgarain compliance with general EU and international
principles.

Moreover a need in harmonisation of the tax systdnthe Republic of Azerbaijan to general EU and
international principles is underlined as the nabjective of the reform in the taxes sphere inltistitutional
Reform Plan 3 (irSection 3.7. “Taxes) within the EU Comprehensive Institution Buildi(@IB) mutually
agreed framework document.

The ENP-AP also includes co-operation tools, likdnhing, the Technical Assistance Information Exuipa
Office instrument (TAIEX) and the Support for Impement in Governance and Management initiative
(SIGMA) , which play an essential role in the askiment of the Action Plan priorities. In particyléne
Twinning instrument, which provides for direct cpewation between EU and Azerbaijani public bod@s t
support institution building activities, has provéa be particularly efficient in policy areas whettee
expertise required by the beneficiary country exisginly in the public sector.

Governmental policy and strategy

Leqislation related to the project
The main legislative document adopted to regulaesector is:

« 11" July, 2000 - Tax Code of Azerbaijan Republic apptbby the Law No0.905-IG of the Azerbaijan
Republic (with number of amendments)

Tax Code establish the tax system of the Republidzerbaijan, general principles of taxation in the
Azerbaijan Republic, rules for determining, paymamd collection of taxes, the rights and respolitsés of
taxpayers and State tax authorities, as well asrgtlarties to taxation procedures, tax control fornd
methods, liability for tax law violations and theopedures for lodging complaints against unlawftticams
(failure to take actions) committed by tax ageneieg officials thereof.

Under the Article 14 (where market price and tfangricing provisions are mentioned) of Tax Cote,

following cases the assesssment of taxes may bedaut according to market price:

v' Barter (Exchange of goods), during the trade ojmerait

v" When business transactions made between interdepepersons
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v" When prices for similar or homogeneous goods, agflly taxpayers, has changed (up or down) more
than 30% over the 30 days
v" When business property is insured for price excagis residual value
v"In event of necesity of determination of real es&{except housing stock) monthly rental fee fier t
purpose of taxation.
Market price is determined according to prices @mer during most recent operations for homogeneous
(similar) good (work, service) from 30 days (afterbefore) supply of good (service, work) till theoment
of sale of good (work, service). However, in thesesof absence of any operation with homogeneous or
similar goods (works, services) in relevant comityotharket, and lack of information about these dpo

(works, services) in oficial and open sourcespfeihg methods can be used:

v" On the basis of next sale price
v" Cost valuation method
v Via expert — if determination of prices for goodwotks, services) is not possible with
beforementioned methods, market prices are seh lexpert apponted via contract
Nevertheless, according to the Article 18 for thiepose of taxation interdependant persons are fegyabns
that can directly effect results of their econonactivities or activities of persons they represent.

Interdependant persons are:

v If one person directly or indirectly holds 20% bfse of property rights
v If one person is dependant from other person thrdig/her official status or directly or indirectly
under control of the other
v' Persons are under control of third person
Third person directly or indirectly is under jorantrol of other persons
According to the Tax Code (Article 13.2.65) of Republic of Azerbaijan arithmetical average of psian
comparable uncontrolled transactions are deterntiyeadividing the total sum of prices to the numben$
transactions. The transfer pricing concept is hiced to the Tax Code (Article 14-1) since Jan2axy7.
Taxes may be computed based on the transfer ricdeahsactions concluded between the followingqes:
1) aresident and a non-resident in a related pakyioaship;
2) a permanent establishment of a nonresident andreurcinesident or any representative office, branch
office or other unit of such non-resident in otheuntries;
3) aresident and (or) a permanent establishmenhohaesident and persons established (registered)
in a country with a favourable tax regime.
In such cases, corporate income (personal inccama tomputed based on the transfer price regesaie
the actual value of the transaction. The trangfieeps determined based on the following methods:
1) Resale price method;
2) Cost plus method;
3) Comparable profit method;
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4) Profit split method.
The methods are used only if it is establishedrbatomparable information exists or it is not polssto
obtain information on the price of the goods im$@ctions between other persons. The taxpayermotist
the tax authority of transactions subject to tranpficing where the total amount exceeds AZN 500 j0er

annum.

» 4th August, 2016 - Decree of the President of tbpuRlic of Azerbaijan N 2257 on “Directions of tax

reforms to be implemented in 2016 and improveméta»oadministration”.

Strategic documents:

“Azerbaijan 2020: Look into the future” Concept approved by the Decree of the PresidethisoRepublic
of Azerbaijan dated 29 December, 2012 highligh¢sttansition to active tax system as one of theamai
priorities for the country development in its Aléict.1. “Developing an economic model based orcéffe
state governance and mature market relations”.  thas'...In order to increase the competitivenesthef
economic system even further, while the measurbs warried out to improve tax rates will help teea
favourable environment for business activity”.

The Ministry of Taxes (MoT) has elaboratedeaw strategic plan for the development of the taxystem
for 2013-2020approved by the order of the Minister of Taxethef Republic of Azerbaijan No
1317040100175800 dated March 19, 2013.

The Strategy consists of 22 objectives and 86 mieasncluding improvement of efficiency of tax
administration, compliance with the tax legislatiorthe European Union laws and the requirementiseof
World Trade Organization, creation of institutiafd¢ax ombudsman and private tax consultants, esipan
of co-operation with public organizations of emmay, etc.

According to the paragraph 9 of the Strategic Bha&negislative and administrative control mechamnier
the regulation of the transfer pricing is identifiags the main goal of the Ministry.

International Conventions and Agreements

Council Directive (EU) 2016/881of 25 May 2016 amendingirective 2011/16/EUas regards mandatory
automatic exchange of information in the field a{ation
http://eur-lex.europa.eu/legal-content/EN/TXT/?@ELEX:32016L0881

This Directive and its predecessors regulate tiosbange of information and enhanced cooperatioribfax
administrations. For the purposes of Transfer Rgithe automatic exchange of Country by CountryQiCh
reporting and the exchange of tax rulings must batimned.

Council Directive (EU) 2016/1164 of 12 July 201gitey down rules against tax avoidance practices tha
directly affect the functioning of the internal rkat. http://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX:320161.1164

This Directive provides for EU minimum standardsafi-tax avoidance in terms of: interest limitatiale,
exit taxation, general anti-abuse rule and corgdolbreign company rule.

TheMultilateral Convention on Mutual Administrative As sistance in Tax Mattersamended by the 2010
Protocol:http://www.oecd-ilibrary.org/taxation/the-multilatd-convention-on-mutual-administrative-
assistance-in-tax-matters_9789264115606-en

This Convention regulates the exchange of informmedéind enhanced cooperation of all accessing tax
administrations.
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OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations 2010
http://www.oecd.org/tax/transfer-pricing/oecd-triamspricing-guidelines-for-multinational-enterprssand-
tax-administrations-20769717.htm

Transfer Pricing Documentation and Country-by-County Reporting, Action 13 - 2015 Final Report
http://www.oecd.org/tax/transfer-pricing/transfeieng-documentation-and-country-by-country-repugti
action-13-2015-final-report-9789264241480-en.htm

Aligning Transfer Pricing Outcomes with Value Creafon, Actions 8-10 - 2015 Final Reports
http://www.oecd.org/tax/aligning-transfer-pricingtoomes-with-value-creation-actions-8-10-2015-final
reports-9789264241244-en.htm

These 3 documents regulate the transfer pricerdatation and the OECD minimum standards for
documentation requirements and exchange of infeomat terms of transfer pricing.

Transfer pricing and developing countries

The Communication of the European Commission (i ,, Tax and Development — Cooperating with
Developing Countries in Promoting Good Governanc€ax Matters highlighted the need to support
developing countriéscapacity in mobilising domestic resources for diggment in line with the principles of
good governance in taxation. It is in this contlgtt PwC has been asked to conduct a study orférans
pricing (,TP*) and developing countries.
https://ec.europa.eu/taxation_customs/sites/taxéities/docs/body/transfer_pricing_dev_countries.pd

Practical manual on transfer pricing for developingcountries

This second edition of the United Nations PractMahual on Transfer Pricing for Developing
Countries (the Manual) is intended to draw uponetkgerience of the first edition (2013) including
feedback on that version, but it is also intendekflect developments in the area of transferipgic
analysis and administration since that time.

http://www.un.org/esa/ffd/wp-
content/uploads/2016/12/13STM_TPM_Foreword_Secoitidfd20161120 v3_clean.pdf

Joint Transfer Pricing Forum

The EU Joint Transfer Pricing Forum (JTPF) assiets advises the European Commission on transfangri
tax matters.

http://ec.europa.eu/taxation customs/business/coyata/transfer-pricing-eu-context/joint-transfargmng-
forum_en

The Platform for Collaboration on Tax: DISCUSSION DRAFT: A Toolkit for Addressing Difficulties

in Accessing Comparable Data for Transfer Pricing Aalyses

This discussion draft has been prepared in theewaork of the Platform for Collaboration on Tax et
OECD and the World Bank Group, under the respolitgiloif the Secretariats and Staff of the four maied
organisations. The draft reflects a broad conseaswmg these staff, but should not be regardeleas t
officially endorsed views of those organisation®btheir member countries.
http://www.imf.org/en/News/Articles/2017/01/24/PRBFThe-Platform-for-Collaboration-on-Tax-Invites-
Comments-on-a-Toolkit

Transfer Pricing and Developing Economies: A Handbok for Policy Makers and Practitioners

This handbook is part of the wider WBG engagemestipporting countries with Domestic Resource
Mobilization (DRM) by protecting their tax base amiths to cover all relevant aspects that have to be
considered when introducing or strengthening temgficing regimes.
https://openknowledge.worldbank.org/handle/109889%6

Transfer pricing legislation — a suggested approachune 2011

This paper, which has been prepared by the OECEeteiat, contains a suggested approach to thérdyaf
of transfer pricing legislation.

http://www.oecd.org/tax/transfer-pricing/4576568%.p
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3. Description of the project

3.1 Background and justification

Current situation in the Finance sector

Transfer pricing is characterized as a price agplientra-branch operations presented by personslated
enterprise for tangible and intangible property aaedvices. This price differs from market pricesralated
after negotiations of independent parties. Howewelike market prices, transfer pricing is notgetetween
existing independent parties, but associated emerand adjusted to market prices with the agiin of
arm's length principle. Nonetheless, this adjustrirequite sophisticated for implementation. At timee
being key issues facing tax administrations argnesstigation and verification of transfer pricesed by
transnational corporations. Analysis of issuesteelao transfer prices and appliance of transfieeprin
intra-branch operations is highly prioritised iceat years, both in developed and in developingtc@s. To
determinate these operations the relevant depatsrdealing with transfer prices are establishethiy
administrations. As it is known, a lot of interrmatal enterprises, corporations and transnatiormapemies
consisting of subordinate legal persons have beeducting business in Azerbaijan. Increase in nurabe
enterprises, in one hand empowers an economidigéaess of country, improves an investment clinaeme
creates more job places increasing living standandstaking the well-being and lifestyle of popidatto the
new level, on the other hand, forces tax admirtisina to conduct more detailed investigation ofrecr
determination of income and expenses and issugtedeio taxation. Implementation of proposed Twigni
project is aimed to assist the Ministry of Taxeshaf Republic Azerbaijan in modification of tax ikdgtion to
fight with the tax avoidance schemes and incremsegvenue by minimizing tax avoidance.

Problems (direct and indirect) to be addressed

Problems in Legislation

The definition for related parties is included e tstandard tax code. It does not cover requiresrient
transfer pricing.

Documentation requirements There is no statutory requirement in Azeri laattrequires transfer pricing
documentation to be prepared, apart from a genegairement for taxpayers to maintain and retain
accounting and tax records and documents. CbCtiegaloes not exist. Though there is exchange of
information there is no exchange of tax rulingsaeen foreign jurisdictions and Azerbaijan yet.

Transfer Pricing legislation: Currently, besides linked provisions stipulatedhe tax code, there are no
other specific regulations in Azerbaijan relatiogriansfer pricing. Problems are arising with tbaaept of
Production Sharing Agreements in the oil induddgsic Controlled Foreign Company (CFC) legislatimes
exist but needs to be refined to internationalddaas. Anti-Hybrid Instruments legislation does exist,
there may be open tax gaps between Azerbaijanaaiyh jurisdictions.

Advance pricing agreements (APAs)Currently, there are no procedures in Azerbdiarobtaining an
APA. However, it is possible to obtain a writteriropn from the tax authorities on transfer priciagues.
Such opinions are not binding.

Deduction of interest there don't exist thin capitalisation rules denest barriers or specific anti-abuse
rules. But the Azeri law allows only a maximum ambaf 125% on the inter-banking rate as interest
deductible limiting the excessive use of interextuttions for actual amount of interest on debtainbd
from abroad, and also paid to each other by interected persons.

Problems in Practice

Risk management and analysis in Transfer Pricingthere is already a risk analysis system estadadishut
there are no indicators (e.g. permanent losseswitaition companies) for the purposes of the djgec
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transfer pricing issues yet. There are no spegifigrammes to identify specific risks (e.g. whetthere are
low tax jurisdictions involved in procurement...).

Transfer Pricing audits: there is little experience in applying the tramgdricing as per OECD Guidelines
(Functions and risk analysis, selection of TranBiécing methodology and establishing a price ngibale
assets, group synergies etc.) in practice.

Business sectors expertisasince there is no specific Transfer Pricing Aindjtthere is little experience and
industry knowledge.

E-Commerce there are no experiences in dealing with theifipgroblems of information gathering and
implementing appropriate taxation.

Exchange of information there is no spontaneous or automatic exchanggasmation with foreign
jurisdictions in the field of transfer pricing, tt@eare no experiences in running Multilateral Colst{MLCs).
Azerbaijan is not represented in the OECD JITSIGvoek.

Abusive tax haven schemeghere is little experience by which existing legeeans (Transfer Pricing, Place
of effective management, permanent establishmatithelding taxes, beneficial ownership, substana o
form, abuse of law, non-deductibility of costs)daeschemes shall be tackled. Neither exist logedthemes
catalogues in order to spread this knowledge betaeditors.

Liaison with customs authorities The tax and customs authorities communicate eaith other on various
transfer pricing issues and have access to eaeln' ®tlespective databases. Different approachasagh
import price for customs and a low import price Teansfer Pricing must be noted. It is unclear hiogv
import pricing accepted for customs purposes i3 @kevant for Transfer Pricing.

Secondary adjustmentsThe impact of primary adjustments on withholdiages in tax treaties (e.g. on
services, royalties) needs to be clarified. Foritgaghifted due to wrong transfer pricing needbdoadjusted
for in the accounts in order to avoid constructiredends and capital contributions.

Impact of VAT in Transfer Pricing : Since there are no practical case experienéest clear which
mutual impacts exist. In the absence of practiaabexperiences the impact of transfer pricing il V
calculation is unclear.

Access to international data basesven though there is a useful compilation of dstingax data, there is
no use of international data bases e.g., commesg#ters, Van Dijk Orbis, Bloomberg etc. for Tséer
Pricing purposes.

Human resources currently there are local auditing competenceEransfer Pricing. There is not always
sufficient English knowledge in order to go forwafficiently in eventual audits. Qualification dbff is a
critical factor in implementing a reasonable audit.

Horizontal monitoring : tax compliance activities of the authority and based on traditional ex post audit
activities. Specifically transfer pricing may prdeifor a broad scope of uncertainty about the taxes due.
Investment decisions can therefore not be suppostedclear expectation of the investor in termtheftax
framework.

3.2 Linked activities

Other related EU activities
Twinning projects:
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* As regards developing efficiency of tax audit tdges and reducing tax evasions risks, assistaase w
provided by the Dutch Tax and Customs Administratimder the two-yeaEU Twinning project
“Support to the Ministry of Taxes of the Republic ofAzerbaijan in the field of Computer Assisted
Audit system’. The project was successfully completed in Mayt20esulting in the development of a
legal basis for e-audit, in building an e-auditteys, which meets the EU best practice standardk,tteé
establishment of an e-audit database, the elabarafi an e-audit methodology and a methodological
documentation with training of auditors on the &mglon of the e-audit methodology, etc.

« Starting from September 2014, tk&) Twinning project “Support to the Ministry of Tax es of the
Republic of Azerbaijan in Human Resources Developmm” is being implemented by the Spanish
Institute for Fiscal Studies/IEF in consortium witte French Public Finance General Directoratehén
period of 2 years (extended till® IDecember 2016) the Project will draft the HumansdReces
Development Strategy and Development Plan alonly thi¢ set of normative guidelines and procedures
manuals which will play a regulatory role to ensdevelopment and effective management of human
resources at the Ministry of Taxes. In additiorsuatainable education and multi-stage trainingesyst
will be designed in accordance with the EU expexeand latest information technologies in order to
increase the level of professionalism of the staff.

* The Overall Objective of thEU Twinning project “ Support to reforms in the field of standards of
taxpayers service, optimal management model and threvaluation” (in pipeline) is to increase
efficiency of taxpayers-focused and in generateiitfocused service delivery by the Ministry of &ax
of the Republic of Azerbaijan.

The project will have four main components:

I. Continuous Improvement Programme in TaxpayeviSerProcesses

II. Identification and Management of Service Demand

Ill. Identification of KPI's of Taxpayer Service dinmprovement of existing

IV. Setting up the Data Analytics Support Tools Eathanced Service Provision across all Channels
based on the best methodologies.

TAIEX projects :

» Expert Mission “Improvement of Performance Evélua System” (11-14 March, 2014). During four days
mission European experts dealt with analysing agrsguation in the field of performance assessnaert
made proposals for advancement.

» Expert Mission “Taxation of e-commerce” (13-15rAp2015). The aim of this assistance was to disdax
prospective of e-commerce in four major market sags1 business to business, business to consumer,
consumer to consumer and consumer to businesamigseon covered the legal framework of taxatioreof
commerce as well as the administrative frameworlaxétion of e-commerce.

* Workshop on “Stimulation of cashless transactioatended by Mr. Adam Janisewski Tomasz,
representative of Polish Financial Supervision Auty took place on 5-7 May 2015, in the framewaork
TAIEX Expert Mission. The aim of the expert missimas to discuss possible measures in diminishish ca
payments and stimulating cashless transactions zerbaijan. This included legislative as well as
administrative measures.

» Another workshop on “Application of e-invoice tax system” in the framework of TAIEX Expert Misgio
was held on 1-3 September 2015, with the involveroéMr. Lucien Gimenez, representative of the Ming
of Economy and Finance of the Republic of Frafte aim of this assistance was to provide the haagf
with knowledge and support on e-invoices, including legislative and administrative sides of thav@ice
system, the management of technical processesiarekthange of best practices.

» TAIEX Study Visit to the Tax and Customs Direetts General of Hungary on Taxation of E-Commerce
and on Non-Cash Payments (1-3 December 2015). ithefathe study visit was to provide the benefigiar
with knowledge on e-commerce operations with a vidvimproving the efficiency of audit operationsdan
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combating tax evasion by regulating e-commerce.iruthe study visit “Technical background of online
cash register, the audit of cash register”, “Trangfricing”, “One-Stop-Shop-Scheme (MOSS) systemd a
“Internet payment systems like PayPal, SMS payrgstem and Bitcoin” were presented to participants.

* TAIEX Study Visit to Spain on Voluntary Compliamof Taxpayers (14-16 December 2015). The aim of
the study visit was to transfer knowledge on daitaing (ZUJAR tool) and voluntary compliance.

» TAIEX Expert Mission on the Establishment of amdépendent Institute for Taxpayers’ Rights Probecti
took place on 13-15 June 2016 with the involvem&intMs. Elsa Henriques Dias, representative of the
Ombudsman Office of the Portuguese Republic. Thedithe mission was to provide the beneficiaryhwit
detailed information on the establishment and fionatg of an independent institution conceived torpote
and protect taxpayers’ rights.

* TAIEX Expert Mission on the Taxation of Househdbrkers on 14-15 September 2016. The aim of the
mission was to discuss legislative as well as athtnative aspects of Tax Control of Household Woskét

the end of the mission a draft input to the legisfa as well as tax guidance for governing housghol
employees was mutually prepared.

* TAIEX Study Visit to Estonia on Combating Tax @e in the Digital Economy (19-21 September 2016).
The aim was to explore best practices in the prémerand control of tax evasion and fraud in thgitel
environment, by combining the experience of fodfiedént host institutions.

Related international initiatives

* From 2003 to 2008 the Ministry of Taxes hostedesident technical assistance mission from the US
Treasury which provided support in the field ofimal audit, strategy planning and management,reiRing
and audit methodology improvement.

» The Ministry of Taxes was also the beneficiarysbbrt term missions from IMF experts. In 2005 Hki&
missions provided assistance in strengthening yseem of VAT administration. In 2008 an expert bé t
IMF on tax compliance carried out two short-termssions, preparing recommendations for the Tax
Administration Reform Strategy for 2009-2012 aslveal proposals for the introduction of a compugstis
audit system.
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3.3 Results
Result 1:Effective transfer pricing legal framework is dexaded in line with best EU standards.

Key output indicator(s)

» Drafts of specific transfer pricing provisions irttee Tax Code and the relevant legislative acts.
This may refer to some possible simplified legislas or guidance (e.g. on safe harbours, low addihge
services, management fees and on specific TP pnalid guidance for its application).

* Recommendation on implementation of administragivielance and monitoring processes

Result 2:"Advance Pricing Agreements” system in the field wansfer pricing is developed.

Key output indicator(s)

* New administrative approach to dispute preventiwh @nflict resolution in transfer pricing.

This may be the introduction and implementatiohaizontal monitoring procedures.

* Recommendation for development of bilaterally cepmndent Advance Pricing Agreements and such
practice.

» Concept of Advance Pricing Agreements system imsesf EU standards.

Result 3:Setting up the administrative supervisory mechanismin the field of transfer pricing
regulation in compliance with the EU standards andncrease an institutional capacity of MoT in this
area.

Key output indicator(s)

» Creation and structuring of special transfer pgdigam/unit of 20-30

» Sources of information that should constitute blsislatabase necessary for transfer prices’ cbntro

» Transfer Pricing methodology

» Setting up of a Transfer Pricing Risk managemenateqy, implementing it (incl. governance aspects)
» Design of a Transfer pricing program and roadmap

» Definition of taxpayers' rights and obligations

» Training sessions for relevant MoT staff on Trangfecing methodology and its applications

» Adapted appropriate risk management system inajulansfer pricing risks’ rules and procedures

3.4 Activities
In order to meet the specific mandatory results this project, the partners may agree on alternatioe
complementary activities and outputs to those idéed in this section.

Project kick-off event
A meeting aiming at presenting the Twinning projecthe main involved stakeholders shall take pktcthe
beginning of the project implementation.

Project closing event
A conference shall present the main results acHidweing the project implementation and shall bgaaised
before the conclusion of the project.

Activities related to Result 1:

Activity 1.1 Present two or more EU-countries’ approaches definihe “control” of related parties for
transfer pricing purposes

10
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This shall include issues such as: minimum (pesg®)t requirements of common control, mediation of
control by individual persons as beneficiaries efdl entities, transparent or non-transparent futrdsts,
foundations, family relationship and all other tygfedirect or indirect control.

Activity 1.2 Present the EU TPD and two or more EU-countriegal documentation requirements

This shall cover the legal obligation for filingatrsfer pricing information in tax returns in advarand all

legal stipulation for the entitlement of tax autities to receive information in tax audit procedur8pecial
focus shall be put on information requirements andtents of the so called Masterfile and Counthy. fi
Special provisions in terms of taxpayers’ obligaido provide information related to activitieslaw tax

jurisdictions abroad and other related tax hav@uulsttions, legal assumptions for information gaiting

purposes shall be presented. This refers to thegioa of evidence (such as presenting witnessmEsjLenting

details, identification of involved trade partneestended liability of the taxpayer to cooperate}erms of
transactions effected abroad.

Activity 1.3 Present the legal stipulations of the OECD and ByMementation of the Country by Country
reporting including IT implementation aspects,tie tontext of BEPS Action 13 report/DAC 4

This includes all the domestic and bilateral retioites which put these provisions into practicerddtiction
to high level risk analysis of CbCR on centralised case level and shall be given. Administratinee@sses
for the appropriate and effective use of CbCR dhalestablished. Further introduction shall be miteethe
mandatory exchange of tax ruling information in Eig.

Activity 1.4 Present two or more EU-countries’ Transfer Pricimgvisions.

The advantages and disadvantages of rather gereersfer pricing law (general arm’s length prinejpand a
comprehensive set of sophisticated provisions sgfeakhown. A clarification of the relationship afrdestic
and international transfer pricing law shall beyided. This should cover presentations about s
such as:

e Safe harbour legislation

¢ Particularities of low value adding services, fio@hsector, commodities

¢ Penalty provisions

« Specific provisions about small and medium sizergmises

« Definition of permanent establishments and prdfitcation thereto (AOA)

« Specific provisions and guidance on profit splibss€Contribution arrangements

Activity 1.5 Review the relevant Azerbaijani legislatidn assess their compatibility with EU and
international legal norms.

The legal relationship of the Azeri stipulations time oil industry the so called “Production Sharing
Agreements” with transfer pricing law to be implertedl in Azerbaijan needs to be clarified. Therals®
scope for the application of transfer pricing lawteansactions between Azerbaijani companies insidax
exempted industrial zones with other Azerbaijammpanies. In addition other related legal provisisnsh as
“Foreign tax law” or tax haven legislation in forshall be explained. Legal approaches to aligniran3fer
Prices with value creation and combating Hybridtrbmaents/situations, Controlled Foreign Corporagion
(CFC) shall be added. CFC legislation is in foreg shall be scrutinised upon further needs. Perntane
Establishment stipulations in national and inteomat tax law (BEPS Action 7) shall be illuminatethe
scope of the term Permanent Establishment in Agarthdaw in force shall be clarified and evaluatgaer
international standards.
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Activity 1.6 Provide a report with table of concordance and t§trecommended primary and secondary
legislative acts and amendments, including amentbrierTax code.

This refers to: safe harbours, low adding valueises, management fees and on specific TP penaltids
guidance.

Activity 1.7 Provide the assistance of legal experts to the MioThe drafting of new laws, amendments and
secondary instruments.

Introduction plans for new law and improvement gléor the legislation in force shall be establishddch
allow corresponding taxation between Azerbaijan fudign jurisdictions and arm’ length pricing betwn
taxable and tax exempted Azeri entities. This sefater alia to safe harbours, low adding valueises,
management fees, permanent establishments (s@kicepecific TP penalties and guidance.

Activity 1.8 Conduct a legal review of the interest deductiostey and provide adjustment plans for the
legislation.

There is a broad scope of international treatmismtétion of interest expenses. Presentations dhall
provided how the excessive or artificial deductdnnterest is encountered by legislators in tweonore EU-
Countries. This refers to traditional models ohthapitalisation rules (debt/equity ratios), spedix haven,
general anti-abuse rules and hybrid instrumensrdlae Azerbaijani law allows a maximum amount 26%

on the inter-banking rate as interest deductibleis Tcreates a safe harbour for taxpayers but ige qui
restrictive. This must be scrutinised with its impan the corresponding treatment in other jurisois and
terms of the relation to other internationally newoended methodologies limiting interest deductions.
Adjustment plans for the legislation in force shmdlestablished.

Activity 1.9 Draft recommendations on implementation of admiaiiste guidance and monitoring processes

Activities related to Result 2:
Activity 2.1 Present at least two examples of EU Member Statearfe Pricing Agreements procedure.

This should cover presenting and enhancing therdifices between unilateral and bilateral APAs hadink
to the exchange of informatiomhis includes a detailed description of the law athé@dministrative
regulations in force and how it is put into praeti®rocedures in connection with taxpayer guidamce
service as well as EU standard transparency matt@tsbe considered.

Activity 2.2 Present at least two examples of EU Member Statesamtal monitoring procedures.

Procedures in connection with taxpayer guidancesandce as well as EU standard transparency reatter
shall be considered.
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Activity 2.3 Determine an administrative approach to disputevprgion and conflict resolution in transfer
pricing.

Good practices illustrating also issues dealingp@idministration capacity, governance, relationskijh
taxpayers should be presented. The UN and JTPFswimid. on monitoring the EU AC) are very usekége
also work of the FTA MAP Forum (peer-to-peer reviamd questionnaire.

Activity 2.4 Identify and develop an appropriate “Advance PrigiAgreements” system in the field of
transfer pricing.

Focus shall be given on the EU work on APAs, transpcy and exchange of information (DAC 3).
Procedures of integration of Tax ruling informati@teived from third states into risk analysis eyt shall
be presented.

Activities related to Result 3

Activity 3.1 Develop a Transfer Pricing methodology based o& @ECD Transfer Pricing Guidelines,
recommendations on the relevant issues includeBlage Erosion and Profit Shifting (BEPS) and thet bes
practices on the implementation of transfer pricethe EU member states.

This also refers to the EU JTPF Reports (incl.gfanpricing risk management, secondary and cooretipg
adjustments, CCAs) the draft report on comparabieshe JTPF and Draft OECD toolkit for developing
countries on the same subject.

Activity 3.2 Conduct the comprehensive training sessions ifioff@ving fields:

- General Transfer Pricing Training: Performing Fumtal and Risk analysis, determination of
the tested party and of appropriate transfer pgicmethods to align transfer prices with value
creation. Focuses on some particular aspects, Bajineation of the transaction and risk
analytical framework, actual conducts and re-char@ation, comparable searches. Specific
cases of restructuring and intangibles (incl. Hardalue intangibles) — economic valuation and
transfer pricing. Specific cases of commodities; &mlding value services, safe harbours.

- Industry tailored Transfer Pricing training: a sjpédraining shall follow concerning the
business sectors:

Crude oil and oil products, natural gas

Agricultural and food processing

Food and non-food retail

Banking and insurance

Hotel/Tourist services

Construction

Telecommunication and mobile communications

Chemical products

Beverage production

Wholesalers/importers e.g. cars machinery, pharat@ed products

Activity 3.3 Improve relevant e-commerce and digital economyegulares.

Different approaches against artificial shifting pfofits to tax havens related to E-commerce shall
explained. Best practice guidance on tackling eelgiroblems shall be established in order to akottee tax
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base to countries where economically it belong&xamples of international cooperation in ordeestablish
the relevant facts for appropriate taxation shalpkesented.

Activity 3.4 Improve the procedures to tackle an abusive taxehachemes and tax fraud.

Descriptions of examples how Multi National Entésps (MNE) may organise international planning, tax
avoidance (transfer pricing, base companies, stgpgione strategies, treaty shopping, thin capéttin,
financial service centres, hybrid schemes) andievdkickbacks, other types of omission) shall bevizled.

A best practice guidance shall be establishedhgjgtiossible existing legal means (e.g. TransfarirRyj Place

of effective management, permanent establishmeitithalding taxes, beneficial ownership, substaneero
form, abuse of law, non-deductibility of costs)drder to tackle these schemes. There shall benmies
ways of enhancing voluntary compliance through comication, disclosure of guidance, transparency, et

Activity 3.5 Draft Secondary adjustments

The impact of primary adjustments on withholdinge® in tax treaties (e.g. on services, royaltiés)l e
shown. Accounting measures in order to balanceralé constructive dividends or capital contribos
shall be presented. The issue of levying penattiesto transfer pricing adjustments shall be deilt. The
impact of VAT, other related taxes in transfer jprgcshall be explained and clarified.

Activity 3.6 Improve liaison with customs authorities.

Best practices in cooperation between transferinipeople and custom officers shall be presenfed.
clarification of the different approaches estalifighmport prices for customs and transfer prichugposes
shall be established. Show how these approachedelagrmonised.

Activity 3.7 Improve Exchange of information (EOI) with EU M&ictries.

Examples of collaboration of EU-member statesamdfer pricing shall be presented. This refersotih the
proper use of legal instruments (such as modeltteaty art. 26 EOI, EU-Directive on EOI, OECD
Multilateral Convention EOI) in general and to {@cedures conducting Multilateral Controls (MLG@sid
joint audits. The activities of the Forum of Tax rAuhistrations (FTA) and good practices on exchaggin
information at global level shall be introduced dacther, the OECD JITSIC network shall be presgrae a
platform for enhancing the exchange of informatior the purposes of EOI the use of CCN (Common
Communication Network) shall be presented, thebdistanent of secure international communicatiomsin
for EOI purposes considered.

Activity 3.8 Improve the usage of domestic and internation#hlblases, knowledge management platform for
transfer pricing purposes.

The possible use of international data bases ssidfiaa Dijk Orbis, Bloomberg etc shall be explaireet
shown in practice. Methods of collection of puldiata by tax authorities for Transfer Pricing ergeiinet,
commercial registers etc shall be presented. utistital knowledge platforms for transfer pricingaihbe
presented and guidance shall be given on the edtatdnt of an internal (transfer pricing) knowledge
platform. See also JTPF report on comparables,ntestudy commissioned by the commission on
comparables and the OECD toolkit for developingntdes on comparables.

Activity 3.9 Capacity building to implement transfer pricingcehanism at the MoT.
Tax audit force of 20-30 people shall be estabtist®5 legislative experts are provided as interféar

legislative amendments and immediate “plug the Holee.
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Activity 3.10 Improve risk management and analysis procedures.

Different approaches and good practices of riskyaisaand management shall be presented (incegezds
governance dimension). Risk indicators and ruletherareas of activity for transfer pricing purposball be
established for the use in the existing data bEsgic and project related to risk analysis appreachall be
presented as well as monitoring approaches TFhaudit work plann the 2013 JTPF report on Transfer
Pricing Risk Management shall be presented asagseajood practices in the same report, with prdctica
illustrations and cases in EU MSs.

Activity 3.11 Develop a Transfer Pricing Risk management strategl/draft recommendation on its
implementation (incl. governance aspects)

Activity 3.12 Design a Transfer pricing program and roadmap

Activity 3.13 Define the taxpayers' rights and obligations

It should be noted that the various activities, lmmmarks, schedules and means of verification may be
subject to revision during the preparation of themtract between the Twinning Institutions.

3.5 Means/ Input from the MS Partner Administration

The MS partner administration is expected to preuvide Project Leader (MS PL) and Resident Twinning
Advisor (RTA) as well as a team of short term expdo support them in implementation of the project
activities.

The MS PL should be a high-ranking civil servanequivalent staff commensurate with the requiren@nt
an operational dialogue and backing at politicaéle

The MS PL is the key link between the partnerdngcit an overall operational and strategic leVae MS

PL is complemented by the RTA. The RTA is secorafadiresides in the BC. He/she co-operates dayyto-da
with the BC partners and coordinates the inpuhefSTEs. STEs will work in Azerbaijan on the baxdis
specific Terms of Reference (ToR) which will beidgasd by the RTA for each mission together with the
Beneficiary.

It has proved to be an advantage for the projeptédmentation in previous Twinning projects when th&
has designated a senior STE to be responsibleaidt enandatory result/component of the project é.e.
component leader) and to liaise with the respedativ@ponent leader to be nominated by the Beneficiar
Administration (BA). The BA will nominate countemtgato these key roles (see section 6.2).

The required MS experts must either be civil/puldiErvants of the relevant MS administration or be
permanent staff of authorised mandated bodiesedtlerts must comply with the requirements set & th
Twinning Manual.

The nature of work for technical assistance abmeggiests strong initiative, good analytical, inezgonal
and language skills. All experts shall possesstijesilities.

The RTA will be supported by a permanent RTA AssittIn collaboration with the BA, the RTA assidtan
will handle administrative arrangements for comfiees, training, seminars, etc. including provismn
interpreters and the ensuring the translations. &@séstant will be selected during the Twinning tcact
preparation period.

A full-time interpreter/translator may also be rgted in Azerbaijan and funded by the project. €ESill
perform most of the required interpretation/tratista services. Whenever required and needed ora cl
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justified request, e.g. for simultaneous intergretaduring seminars and workshops, additionalrpretation
may be procured and funded by the project. (S)Hepnovide day-to-day interpretation/translation ttee
RTA and project experts during meetings.

The RTA is supported in his or her MS administnafior logistics, accounting and administrative task

3.5.1. Profile and tasks of the Project Leader (PL)

The Project Leader (PL) from the MS should be danking civil servant or an equivalent senior agar
in a MS national body with sufficient work expergenin the field relevant to the project. The PLIwil
supervise and coordinate the overall thrust optiogect.

The PL will supervise and coordinate the overailish of the project. (S)he will direct the projecid will
ensure that all the required strategic supportapetational input from management and staff of\t&side
are available. Together with the Beneficiary P)héswill organize the Project Steering CommitteSCP
meetings.The MS PL would continue to work in her/his MS admnistration but should devote a
minimum of three working days per month to the progct in Azerbaijan with an on-site visit to
Azerbaijan at least every three months to participée in the project SC meetings

Profile:

Qualification and skills

* An university degree ireconomics/lawor another relevant discipline and experience m tiational
implementation of international instruments

* Good command of written and spoken English

General professional experience

» Preferably at least 7 years of professional expeget a senior management level in her/his MSipubl
service in theax sector

» Experience in project management

Specific professional experience

» Broad knowledge of current EU-policies, existingistures and methods in the sector

» Experience in project organisation

» Experience inncome taxatiorwould be an asset

» Specific experience in the management of the impteation of international instruments would be an
asset

» Experience in EU funded projects would be an asset

Tasks:

« Liaising with the BC Administration at the politidavel

» Overall co-ordination, guidance and monitoring

» Ensuring the direction of the project work

» Ensuring the achievement on time of the mandatojept results

» Ensuring the availability on time of MS-Short TeERrperts and other MS resources
» Executing other administrative tasks

3.5.2. Profile and tasks of the Resident Twinning Advis@TA)

The Resident Twinning Advisor (RTA) seconded frdme EU MS should have &tast five years’ work
experience as a staff member in a M&x administration, working directly in the field oincome taxation
A network of functional contacts with related EUdalMlember State institutions will also be an as$ee
RTA will be in charge of the day-to-day implemeidatof the Twinning project in Azerbaijan. (S)heosid
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co-ordinate the project, including the implememtatdf activities according to a predetermined wolda and
liaise with the RTA counterpart in Azerbaijg®s)he will reside for the entire implementation peiod of 24
consecutive months in Azerbaijan and work full-timefor the project. The RTA is expected to be actively
involved in the implementation of all activities.

Profile:

Qualification and skills
* A University degree imrconomics/lavor another relevant discipline
* Good command of written and spoken English

General Professional Experience

« Atleast 5 years’ experience in tineome/corporate tasector

* Working experience in Transfer Pricing

» Experience in managing teams of experts

» Experience in developing, co-coordinating and catidg training programmes

Specific Professional experience:

» Familiarity with current EU-policies, existing sttures and methods in theex sector

* Good knowledge of the institutional environmentatiely to the implementation and enforcement of
relevant EU legislation

» Experience in conducting legal reviews would basset

» Experience in working in a different cultural eroriment would be an asset

Tasks

» Day-to-day coordination and implementation of tihejgct activities in Azerbaijan

» Preparation of Terms of Reference (ToR) for STESSsions

* Managing inputs of short-term experts

» Substantial provision of own expertise

* Ensuring the coherence and the continuity of tipet;mand the on-going progress

» Assessing continuously the Twinning-project at stthges and comparing actual progress with the
specified benchmarks and time-frame

» Guaranteeing smooth implementation of the diffeeentivities;

» Liaising with the BC Project Leader and RTA Coupget on regular basis

» Liaising with the EU Delegation and the PAO of Azaijan

* Preparing interim, quarterly and final reports

* Reporting to the MS-Project Leader

3.5.3. Profile and tasks of the short term experts (STES)

All required EU institutional and technical expeetiwill be covered by the short-term experts. Tetsterm
experts should have good experience in the relesgvject matter. They should have worked in theired
fields for not less than 3 years and have apprtgpgaalifications and necessary skills to implenteatabove
mentioned activities.

There should be a pool of short-term experts taensmooth implementation of the project. The STEs
should be identified by the Project Leader/RTA aiiltibe agreed with the Beneficiary Administratidaring

the negotiation phase of the Twinning contract.

Indicative profile of the short-term experts:

Qualification and skills
* Relevant university degree
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* Good command of written and spoken English

General Professional Experience
» Atleast 3 years’ proven experience in the reletfiaid
» Working experience in foreign countries would beaaret

Specific professional experience
» Up-to-date knowledge and current experience inébpective field of project activity
* Project and training experience would be an asset

Indicative fields of experience for the short-termexperts:

* Income/corporate tabaws and regulations in transfer pricing and schepofenternational tax avoidance
and evasion.

» Experience in development and use of relevantlogas

» Taxationpolicies and strategies

e Corporate Tax and transfer pricing auditing in leaBusiness Audit departments

e Profiling of horizontal monitoring processes

» Development and implementation of risk analysitesys

» Others (to be defined in the proposal and/or duttiegcontracting phase)

STESs’ main tasks:

» Provision of their specific expertise

» Know-how transfer according to the ToR preparedhgyRTA and BA
* Reporting on their missions

In addition to their missions in Azerbaijan, theESTare expected to contribute actively in develgpin
programmes for the study visits proposed in thgegto

3.6 Reporting and monitoring

The MS Project Leader must draw up Interim QuartBeports and a Final Report. (S)he will be resjas
for submitting them to the relevant authority.

For templates and requirements to reporting andtoramy, see the Twinning Manual.

Project Steering Committee (PSC)

The PSC will be convened at least every three nsofithe PSC will be chaired jointly by the MS PL ahd

BC PL. The PSC composition will be defined in theoing Plan according to requirements set in the
Common Twinning Manual. Representatives from theOP#&f the Republic of Azerbaijan and the EU
Delegation, the RTA counterpart and BC PL as weltlee RTA, MS PL and BC component leaders will
participate in the PSC meetings. Observers froraratistitutions may be involved from time to tinmedross-
cutting issues. Representatives from other admatishs or short term experts, may also be invifed
necessary. The PSC will follow the achievementhef project results and the timely implementatiorihef
project activities in order to identify and rectifgny problems that may arise in the course of the
implementation of the project.

The secretarial support of the PSC will be provitlgdthe RTA and RTA Assistant, who will prepare the
agenda of the meetings, the documents to be destw@sswell as the minutes of the meetings.

The working language of the Project implementatiolh be English. Translation and interpretation Ivde
provided where permitted in the provisions of thérining Manual.
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4. Institutional framework

Ministry of Taxes of the Republic of Azerbaijan
The Ministry of Taxes of the Republic Azerbaijansiget up by the Decree of the President of the BRiepof
Azerbaijan No 281 on 11 February 2000.

The activity of the Ministry is based on the Congion of the Republic of Azerbaijan, the Tax Cade¢he
Republic of Azerbaijan and other laws, decreesaddrs of the President of the Republic of Azedrgijhe
decisions and the orders of the Cabinet of Minsstéithe Republic of Azerbaijan, and also on these
regulations.

The Ministry of Taxes is the authority of centralyer which realizes the state tax policy within lingts of
the united financial and budgetary policy, provgliimely and full receipt in the state budget ofemand
other deductions and carrying out the state coirirtilis sphere.

To carry out its functions, the Ministry of Taxeasaurrently structured in a Central AdministratiBriviain
Departments under the Ministry of Taxes, territiotdx departments and rayon tax sectors, a TraiGwrmftre
and includes the Ministry of Nakhchivan Autonom&egpublic.

See the organisational structure of the Ministrifakes and the Central Administration of the Miryisif
Taxes in Annex 2.

The staff working within the Ministry of Taxes ismposed by 3015 staff members of whom approx. 460 a
managers of senior and middle levels.

Main Focal Points of the beneficiary institutiom fhe project implementation are:

. International Relations and Tax Monitoring in &frcial Institutions Main Department
. Tax Policy and Strategic Research Main Department

. Tax Risks Analysis and Control Main Department

. Tax Audit and Operative Control Department

. Taxes DepartmemNel under the MoT

5. Budget

The maximum budget allocated to this Twinning pebje € 1,200,000

The Azerbaijani beneficiary administration will pide the RTA and other MS experts with office spircis
main building in Baku, equipment (computers, printelephone and internet access) and other pomgsas
stated in the Common Twinning Manual.

6. Implementing arrangements

6.1 Implementing Agency responsible for tendering, camacting and accounting
The Implementing Agency responsible for tenderaamtracting and accounting is the European Comanissi
represented bthe Delegation of the European Union to the Repuldiof Azerbaijan.
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The persons in charge of this project at the Deilegaf the European Union to the Republic of Azgjdm
are:

Mr Jeroen WILLEMS

Head of Cooperation

Delegation of the European Union to the Republidoérbaijan
Landmark Ill, 11th Floor, 90A, Nizami str.,

AZ 1010 Baku, Republic of Azerbaijan

Tel. +994 12 497 20 63 (ext. 853)

Fax +994 12 497 20 69

E-mail: Jeroen.Willems@eeas.europa.eu
Website:http://eeas.europa.eu/delegations/azerbaijan

Mr Rza Zulfugarzade

Programme Manager

Delegation of the European Union to the Republidodrbaijan
Landmark Ill, 11th Floor, 90A, Nizami str.,

AZ1010 Baku, Republic of Azerbaijan

Tel. +994 12 497 20 63 (ext. 812)

Fax +994 12 497 20 69

E-mail: Rza.Zulfugarzade@eeas.europa.eu
Website:_http://eeas.europa.eu/delegations/azarbaij

6.2 Main counterparts in the Beneficiary country

Programme Administration Office in Azerbaijan (PAO)
The person in charge of this project at the PAO is:
Mr.Ruslan RUSTAMLI, Director of PAO
Head of the Department on Cooperation with Intéeonal organizations
Ministry of Economy of the Republic of Azerbaijan
6th floor, Government House,
84 Uzeyir Hajibayli str.
Baku, AZ 1000
Republic of Azerbaijan
Tel.: (+994 12) 493 88 67 (ext. 2115)
Fax: (+994 12) 598 07 86
E-mail: ruslan.rustamli@economy.gov.az
Website:_http://pao.az

Ms. Gunel QULIYEVA , PAO Manager

Department on Cooperation with International orgations
Ministry of Economy of the Republic of Azerbaijan

6th floor, Government House,
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84 Uzeyir Hajibayli str.

Baku, AZ 1000

Republic of Azerbaijan

Tel.: (+994 12) 493 88 67 (eX2367)

Fax: (+994 12) 598 07 86

E-mail: gunel.quliyeva@economy.gov.az

Website: http://pao.az

Beneficiary Administration — Ministry of Taxes oht Republic of Azerbaijan

The Beneficiary Administration has nominated itdmm@unterparts to the MS PL and RTA:

Project Leader — Mr. Zaur FATIZADE

Director of International Cooperation

and Tax Monitoring at Financial Institutions Mairartment
Ministry of Taxes of the Republic of Azerbaijan

L.Landau st. 16, Baku, AZ 1073, Azerbaijan

Tel.: (+994 12) 4038090

Fax: (+994 12) 4936425

E-mail: z.fati-zadeh@taxes.gov.az

RTA counterpart —Mr. Ulvi YUSIFOV

Director of International Cooperation Department
Ministry of Taxes of the Republic of Azerbaijan
L.Landau st. 16, Baku, AZ 1073, Azerbaijan

Tel.: (+994 12) 4038754

Fax: (+994 12) 4936425

E-mail: ulvi.yusifov@taxes.gov.az

During the contracting phase of the project, theeffieiary administration will nominate leaders &ach of the
three components.

6.3 Contracts

Only one Twinning contract is foreseen for thisjpct.

7.

8.

Implementation schedule (indicative)

7.1 Launching of the call for proposals: April 2017
7.2 Start of project activities: December 2017
7.3 Workplan duration: [24] months

Sustainability
The Twinning project will have to seek sustainabddutions and approaches based on the adoptioredif b

practices and thus prepare the grounds for Azerianhanced compliance with the selected EU Acguids
specifically best European practices in the fidldarreditation of conformity assessment bodies.

Sustainability is highly dependent of the committnef the Beneficiary Administration. Therefore the

nomination of a responsible person within the Biemly Administration, for each component of theifiming
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project, is highly recommended. This person willombnate and promote the activities during the
implementation of the project. Thedmponent leadet will then ensure, for her/his component that #dtdons
and work of the COA are in line with the resultstoé projects after its completion.

Besides, in the final report, twinning partners |wilclude specific recommendations and strategms f
consolidating and safeguarding the achievementasfdatory results in the beneficiary administration.

To ensure sustainability, Beneficiary Administrasoshould be provided with the training materiaddl (
handovers) in both languages, English and Azenmaijahat means that a budget for the translation of
Guidelines, Handbooks, Glossaries, Methodology Mésuetc. developed within the project should be
foreseen.

9. Cross-cutting issues

9.1 Equal opportunity

The proposed project will comply with EU equal odpaity policies. Equal treatment of women and niren
project implementation at all levels will be onetloé most important principles in the project marmagnt and
implementation. The beneficiaries are already eqppbrtunity employers. In particular, great atemwill be
given to the equality principle in the training pérsonnel and the recruitment of the STEs. Of &urs
appropriate professional qualifications and expegewill be the main decisive factors in persomeetuitment
and evaluation but, subject to that, both womenraad will have identical prospects.

9.2 Environment

The principle of implementation of this Twinningopect is based on a paperless work environments Thi
means, in particular, minimising paper use duringjget implementation by the maximum feasible ute-o
mails and, if available, project web-site and/aojgct electronic data base for co-operation betwssiners.
Documents are automatically saved in electronicédr

10. Conditionality and sequencing
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ANNEXES

1. Logical framework matrix in standard format

2. Structure of the Ministry of Taxes of the RepulgfcAzerbaijan
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ANNEX 1: Logical Framework Matrix*

Support to the Ministry of Taxes of the Republic ofAzerbaijan in Transfer
Pricing and developing Anti-Tax Avoidance measures

Ministry of Taxes of the Republic of Azerbaijan

Programme name and number:
ENPI AAP 2013

Contracting period expires:

Total budget: 1.2 million EUR

AZ/13/ENPI/FI/01/17 (AZ/50)

Disbursement periodrezp

Objectively Verifiable Indicators

| Sources of Verification |

Assumptions

Overall objective:

» To introduce and implement an efficient
Transfer Pricing Legislation and Transfer
Pricing Auditing by the Ministry of Taxes o
the Republic of Azerbaijan

A new Transfer Pricing system is in place

and ready for use

Annual Reports of the
Ministry of Taxes
* ENP AP Progress
report Azerbaijan

W

Project purpose:

« To support the Ministry of Taxes of 1
Republic of Azerbaijan in aligning Trans
Pricing law with European standards
establish resources for best practice auc
processes

The MoT applies state-of-the-art methods
for Transfer Pricing and auditing

processes

Tax audit force of 10-15 people
established to implement transfer pricing

mechanism at the MoT

Orders of the
Minister of Taxes

* Regular reports of
international
organisations

* Project Interim
Reports

» Project Final report

The Government of Azerbaijan

maintains its commitmen
regarding adoption
methodologies, tools, techniques

and governance structures for
transfer pricing in accordance with
best European practices and modgls
There is political will at the to
management of the MoT to promdte
introduction of the Transfer Pricing
system

Possible institutional changes @o
not affect the existing roles and
responsibilities of relate
institutions and departments

The MoT retains its key staff wh
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possess relevant knowled(
competences and skills to contin
implementing thetransfer pricing
mechanism

€,

Mandatory Results:

1. Effective transfer pricing legal framework is

developed in line with best EU standards

5e

At least 2 examples of EU Member Stat
Transfer Pricing provisions presented
Recommendations on amendments of
relative legislation for the implementatic
of Transfer Pricing in Azerbaijan
prepared and accepted by beneficiary
Recommendations on amendments of
relative legislation for the interest

deduction system prepared and accepted

by beneficiary
Recommendations on implementation ¢
administrative guidance and monitoring
processes

esList of needed revisionse

of the legal and
normative framework
rr Recommended texts
revised laws, decree
and bylaws
» STES' mission reports
* Project Interim Reports

=

of
>

The MoT has a good knowledge

of

best practises of EU countries and

different type of Transfer Pricin
provisions

Collaboration and cooperatic
among the stakeholders are good
Strong involvement an
commitment of MoT staff at a
levels

Coordination between departme

J

ts

and institutions connected with the

Project is ensured

Access to indispensable informati
and documents is ensured
Required data are available

on

2. “Advance Pricing Agreements” system in t

field of transfer pricing is developed.

At least 2 examples of EU Member StatesConcept of “Advance

Advance Pricing Agreements and

horizontal monitoring procedures
Study visits to EU Member States with ¢
view of understanding and considering

transfer pricing mechanisms that can be

applied in the Ministry of Taxes
implemented

New administrative approach to dispute
prevention and conflict resolution in
transfer pricing developed
Recommendation for development of

Pricing  Agreements
system
1e Texts of developec
Advance Pricing
*  Agreements an
horizontal monitoring
procedures

* Reports on the stud
Visit(s) with

A e

)

involvement of relevanf-

Capacity of beneficiary is sufficient

to absorb the projects results
Collaboration and cooperatic
among the stakeholders are good
Strong involvement an
commitment of MoT staff at a
levels

Sufficient staff at MoT in terms @
qualification, guantity and
availability

Coordination between departme

f

ts
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appropriate Advance Pricing Agreemen|ts MoT staff

and horizontal monitoring procedures fa
Azerbaijan prepared

“Advance Pricing Agreements” system i
the field of transfer pricing is in place an
ready for use

re STES’ mission reports
* Project Interim Reports

[@Xps]

and institutions connected with the
Project is ensured
Access to indispensable informatipn
and documents is ensured

Required data are available

Setting up the administrative supervisory
mechanisms in the field of transfer pricing
regulation in compliance with the EU
standards and increase an institutional
capacity of MoT in this area

Relevant procedures introduced to tack
harmful e-commerce schemes and is
ready for implementation

Procedures to tackle an abusive tax ha
schemes and tax fraud improved and a
ready for implementation

Liaison with customs authorities
improved

Exchange of information with EU MS
countries in Transfer Pricing enhanced
Usage of domestic and international
databases, knowledge management
platform for transfer pricing purposes
improved

Transfer pricing audit methodology
developed and implemented

Risk management and analysis
procedures developed and implemente
Transfer Pricing Risk management
strategy developed and implemented

e Transfer pricing audi

methodology
» Texts of risk
ermanagement an

e analysis procedures

» Texts of procedures t
tackle
commerce schemes

» Texts of procedures t
tackle an abusive ta
haven schemes and t
fraud

* Training needs
assessment report
e Training  programme
strategy
* Reports on delivere
d trainings with

relevant er

involvement of relevant »
MoT staff and other

MoT establishes appropriate
cooperation and informati
exchange links with other relevant
EU MS institutions

MoT establishes appropriate
information exchange links with
State Customs Committee o0n
transfer pricing issues
Capacity of beneficiary is sufficient
to absorb the projects results
Collaboration and cooperatign
among the stakeholders are good
Strong involvement and
commitment of MoT staff at all
levels
Sufficient staff at MoT in terms df
qualification, quantity and
availability
Coordination between departments
and institutions connected with the

Transfer pricing program and roadmap | institutions Project is ensured

designed * Reports on the s Access to indispensable informatipn
Taxpayers' rights and obligations defined internship with and documents is ensured

At least 5 staff members of the MoT involvement of relevante Required data are available
completed the Training of Trainers (ToT) MoT staff r
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courses on General and Industry tailoreel Scoping documents for
Transfer Pricing Training courses the pilot project

e MoT trainees perform pilot transfer » STES’ mission reports
pricing audits under supervision by STE ¢ Project Interim Reports
to ensure their capacity

* Internship to EU Member State for up tc
5 MoT audit trainees to work alongside
transfer pricing auditors in EU country
and encompass the study of methods and
electronic means that MS use in audits
implemented

| Means | Costs

Visibility actions

0.1. Kick-off meeting

0.2. Quarterly meetings of the Steering
Committee

0.3. Final conference

Activities to achieve result 1:

1.1. Present two or more EU-countries’ RTA, STEs
approaches defining the “control” of related
parties for transfer pricing purposes

1.2. Present the EU TPD and two or more EU{ RTA, STEs
countries’ legal documentation requirem

1.3. Present the legal stipulations of the OECD RTA, STEs
and EU-implementation of the Country by
Country reporting including IT implementation
aspects, in the context of BEPS Action 13
report/DAC 4

1.4. Present two or more EU-countries’ TransfeRTA, STEs
Pricing provisions

1.5. Review the relevant Azerbaijani legislation ARBTEs
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to assess their compatibility with EU and
international legal norn

1.6. Provide a report with table of concordance
and list of recommended primary and secondg
legislative acts and amendments, including
amendments to Tax code.

» RTA, STEs
ry

1.7. Provide the assistance of legal experts to
MoT on the drafting of new laws, amendments
and secondary instruments

tHETA, STES

1.8. Conduct a legal review of the interest
deduction system and provide adjustment plar
for the legislation

RTA, STEs
S

1.9 Draft recommendations on implementation
administrative guidance and monitoring
processes

&TA, STEs

Activities to achieve result 2:

2.1. Present at least two examples of EU Men
States Advance Pricing Agreements procedur

RTA, STEs

D

2.2. Present at least two examples of EU Men
States horizontal monitoring procedures

lRTA, STEsS

2.3. Determine an administrative approach to
dispute prevention and conflict resolution in
transfer pricing.

RTA, STEs

2.4. Identify and develop an appropriate
“Advance Pricing Agreements” system in the
field of transfer pricing

RTA, STEs

Activities to achieve result 3:

3.1. Develop a Transfer Pricing methodology
based on the OECD Transfer Pricing Guidelin
recommendations on the relevant issues inclu
to Base Erosion and Profit Shifting (BEPS) an
the best practices on the implementation of
transfer prices in the EU member states

RTA, STEs
BS,
ded
1|

3.2.Conduct the comprehensive training sessi

ons  RTASST
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3.3.Improve relevant e-commerce and digital | RTA, STEs
economyprocedure

3.4. Improve the procedures to tackle an abusj@TA, STEs
tax haven schemes and tax fraud

3.5. Draft Secondary adjustments RTA, STEs

3.6.Improve liaison with customs authorities RTA, STEs

3.7. Improve Exchange of information with EU| RTA, STEs
MS countries

3.8. Improve the usage of domestic and RTA, STEs
international databases, knowledge management
platform for transfer pricing purposes

3.9. Capacity building to implement transfer | RTA, STEs
pricing mechanism at the M

3.10. Improve risk management and analysis | RTA, STEs
procedures

3.11 Develop a Transfer Pricing Risk RTA, STEs
management strategy and draft recommendatjon
on its implementation (incl. governance aspecits)

3.12 Design a Transfer pricing program and | RTA, STEs
roadmap

3.13Define the txpayers' rights and obligatic | RTA, STE:

* - This Logical Framework Matrix is tentative. TRginning partners shall revise the content oflltbgical Framework Matrix, mainly measurable indioet / benchmarks basis of
commonly agreed activities and outputs during tfedtohg of the work plan for this project
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ANNEX 2: Structure of the Ministry of Taxes of the Republic of Azerbaijan

[

1st Deputy Minister

J/

N

Tax Policy and

Strategic Research

Department

J

N

\
Department for Work

with Regional Tax
Bodies

-

Human Resources
Department

~

Apparatus of Ministry of Taxes

[ Deputy Minister ]

Department for
Internal Security

Department for
Control over
Execution of Tax
Legislation Debts

/

Baku Local
Revenue
Department

Baku Tax
Department for
work with Small
Rusinesses

Department for
Control over Tax
Debts

National Revenue
Department

Primary
Investigation of Tax
Crimes Department

Deputy Minister ]

~N

Legal Department

Department for
International
Cooperation and Tax
Monitoring at
Financial Institutions

/

[
{
|
[
|

~
Finance and Logistics
Department
/)
Media and

Communication Center

Call Center

Training Center
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[

Deputy Minister ]

Department for
Analysis and Control
Ovel Tax

-

Taxpayers' Service an
transparent tax
partnership Departmen

Ve

-

Accounting Division J

Information
Technologies Center

Division of Special
Affairs
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