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Absrtact

As a result of the 44-day war unleashed by Azerbaijan on September 27, 2020, the
whole economy of Artsakh, individuals, legal entities as well as taxpayers found themselves
in a difficult financial situation by suffering significant human, material and economic losses
which also caused great difficulties in tax collection. The current situation requires new
approaches and actions to transform the tax field of the republic and ensure the efficiency of
its further activities.

Introduction

The Government of the Republic of Artsakh is taking effective legislative measures,
both to expand the scope of tax benefits and to liberalize tax administration in order to
comprehensively address the economic and social losses caused by taxpayers and to create a
more favorable tax environment for business.

Particularly during the war, taxpayers faced a number of problems related to late
submission of accounts, non-payment of taxes, other mandatory payments or late payment
which resulted in fines and penalties. In addition, a number of organizations have provided
tax-free goods to local government and local self-government bodies.

It is very important to develop and implement effective mechanisms for regulating
relations of taxpayers in communities outside the control of Artsakh Republic.

Conflict setting

In order to solve the mentioned problems, the National Assembly of the Republic of
Artsakh has adopted a very important legislative package which will solve the possible further
problems of the existing tax legislation. Thus, according to the laws «On Profit Tax» and «On
Income Tax» of the Republic of Artsakh, it is written:

1) The amount of loan, its percentage, penalties and fines owed to a legal entity who has
died, become disabled or has been missing as a result of hostilities during the war in the case
of a remit by a bank or credit organization cause profit tax liabilitiesn and income tax
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liabilities for them. The problem is that these provisions of the law are an obstacle for the
remit of the obligations of the above-mentioned people by the bank or credit organization.

2) Business entities have suffered significant losses as a result of the war and the
economy needs investments, so it is purposeful to exempt taxpayers operating at a 10% profit
tax rate for a certain period of time while reducing banking, telecommunications, energy and
mining rates. In such a way, it is expedient to exempt individual entrepreneurs from paying
income tax in terms of income from business activities thus ensuring the continuity of their
activities [1].

According to the AR Law on «Income tax»

1) Income tax refund is made in the amount of percentage paid on the mortgage loan
service if the tax agent has no income tax liability at the time of application. The problem is
that the income tax refund is made quarterly based on the amount of income tax calculated
for each employee during each month of the given quarter while the fact of payment is taken
into account for all periods, which causes problems in practice.

2) The income tax is calculated from the income of individuals working under civil law
contracts and on hiring at a rate of 20%. The problem is that in the post-war situation there
was a need to take more intensive steps to encourage employment by reducing the tax on
income from work. Similar steps are needed to encourage the work of individuals involved in
agricultural production [2].

According to the AR Law on «Value added tax»

1) The sale of agricultural products produced in the republic, mechanized works carried
out during the cultivation of agricultural crops and perennial plantations, housing construction
and irrigation water supply transactions must be taxed with value added tax from January 1,
2021 which will hinder the activities of the sectors.

2) Cash method is used for VAT offsets which aims to exclude more offsets
(deductions) by taxpayers. Due to the fact that tax invoices are currently issued exclusively
through the electronic system, this provision has lost its purpose and creates additional
accounting difficulties for taxpayers [3].

According to the AR Law on «Sales tax» the sales tax is calculated based on the amount
of sales turnover, without taking into account the fact that the goods purchased by taxpayers
are documented, which does not encourage taxpayers to make documented acquisitions. In
addition, due to the war, there was a need to create more favorable conditions for taxpayers in
the sector [4].

According to the AR Laws on «Confirmed payments» and «Patented payments» the
defined fees are paid regardless of the amount of actual income received by the taxpayer, i.e.
the calculation of the latter is based on physical characteristics. Due to the current situation, it
is expedient to exempt activities taxed with fixed patent fees from taxation, which will
stimulate the development of small and medium enterprises by providing jobs [5].

According to the AR Laws on «Patented payments» and «Cash registers» in a number
of spheres of small business (services of hairdreser, shoes repairing, clothes, car services etc.)
should use cash registers since January 1st, 2021 [6].

According to the AR Law on «Funded pensions» the system of funded pensions has
been applied in Artsakh since 2019 July 1 the member of which collects 10 percent of his/her
income paying 2,5 percent and 7,5 percent is paid by the state. The participant should pay 5
percnt since 2021 January 1st which is an additional burden for the participant.
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According to the preliminary orders and corresponding to the relevant contracts, the
activity of providing public catering services in the objects intended for the internal
consumption of the customer is envisaged to be taxed through a system of fixed payments as a
result of which there is a need to make a corresponding change in the Law on «Taxes» [7].

According to the AR Law on «Payments on road construction, reconstruction and
preservation» was intended for providing budget incomes aimed at road construction,
reconstruction and preservation.

At the same time, legal entities are considered payers and individual entrepreneurs
engaged in the same activity are not payers. In a similar way, depending on the tax regime, a
legal entity may be considered to be making or not paying road tax which does not ensure the
principle of tax fairness.

Research results
Based on AR Law on 2021 February 1* «Tax privileges as a result of hostilities»
= From September 27, 2020 to January 31, 2021, the deadline for submission of
audotory reports, information and other documents to be submitted to the tax authority has
been extended until February 20, 2021.
= The deadline for taxes and other obligatory payments has been extended until february
20, 2021.
= Taxpayers were enabled to write off tax invoices that were not written off during the
war through the electronic system by February 20, 2021.
= Exemption of goods supplied by taxpayers donated to state and territorial
administration and local self-government bodies from value added tax, excise tax and (or)
trade tax.
= To enable taxpayers to write off goods acquired for sale in the event of actual loss,
destruction, damage or loss of quality due to hostilities without imposing a tax liability.
= Exemption from accounting for individual entrepreneurs who have actually operated
exclusively in the communities now under the control of the Republic of Azerbaijan due to
hostilities (except for those engaged in energy, mining, non-permanent activities due to their
nature (except for direct transportation activities)) from unpaid tax and other mandatory tax
liabilities and to return overpayments without inspections by in-house examination, in case of
liquidation to provide a certificate of absence of liabilities, to reset the product balances in the
tax authority database automatically and to return profit tax (income tax) and income tax
minimum prepayments for 2020[1].
According to the AR Law on ««Amendements in the Law on Income tax»
= If the amount of the loan, its percentage, penalties and fines of the individual who
died, became disabled or was missing as a result of hostilities during the war is paid by the
organization, these amounts should not be taxed by income tax.
= Since 2020 the tax rate for banking, energetics, minimg and telecommunication was
reduced up to 18 percent, then it has become 10 percent for energetics and telecommunication
since January 1st, 2021.
= Taxpayers operating at 10% profit tax rate are exempt from paying profit tax in 2020-
2022, except for taxpayers operating in the field of energy and telecommunications.
According to that, the prepayments made for 2020 will be returned to them in 2021. At the
same time, it is proposed to set the profit tax rate at 5% after the end of the privilege period.
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= To make corresponding editorial amendements in the Law on «Payments for road

construction, reconstruction and preservation» connected with its state of out of force [2].
The bill on «Making amendemets in AR Law on profit tax» states that

= To consider the incomes as decreasing incomes and exmpt from profit taxes bank or
credit institution as a resident organization the individuals who have died, become disabled or
missing as a result of hostilities during war with their spouse, cohabiting child or cohabiting
parents.

= Make an income tax refund in the amount of percents paid on the mortgage loan
service, if the tax agent has fully fulfilled the tax liability declared for the tax authority for all
months of the given quarter, declared by the income tax calculation without taking into
account the liabilities for previous periods.

= The profit tax rate was reduced defining 15 percent for 2021, 14 percent for 2022 and
13 percent for 2023 respectively.

= To set 3% of profit tax from the income equal to it for the individuals hired
exclusively for the taxpayer engaged in the production of agricultural products.

= A term income tax privelege has been established for individual entrepreneurs
exempting them from paying income tax from business income in 2020, 2021 and 2022 thus
allowing all individual entrepreneurs to waive this exemption by submitting a written
application to the tax authority by January 20 of the reporting year as a result of which the
latter will be counted for work experience for the period of activity [3].

According to the ammendements in AR Law on «Value added tax»

= Sale of agricultural products produced in the country, mechanized works carried out
during the cultivation of perennial plantations of agricultural crops, housing construction and
transactions irrigation water supply are not subject to value added tax until January 1, 2026.

= The transaction is done automatically immediately to the supplier’s tax account during
the accounting time independent of having actually paid the account [3].

Accordimg to AR Law on «Sales tax» and making ammendements in it

= The sales tax rate has been revised allowing taxpayers to make deductions for
documented gains and pay the sales tax at a rate of 1%. In particular, it would be better to set
the sales tax rate on sales turnover at 2% for 2021 and 3% from January 1, 2022 reducing it
by 1% of documented expenditures on goods purchased for sale (2% from January 1, 2022).
If, after reducing, the sales tax amount is less than 1% of the sales turnover, the sales tax will
be calculated at a rate of 1%, and the non-reduced portion will be deducted in consequent
periods.

= The misinterpretations in the law have been clarified and it was advised to edit the
Law on «Road constructions, reconstruction and preservation» to state it as out of force [4].

To make ammendements in AR Law on «Fixed payments» and «Patent payments»
taxpayers of which are exempted from making fixed and patent fees for three years, except for
refueling and according to pre-orders, in accordance with the relevant agreements for the
provision of public catering services in the objects intended for the internal consumption of
the customer [5].

According to the AR Law on «Patent payments» and «Cash registers» and making
amendements in them the deadline for investing cash registers in a numbers of spheres of
small enterprises is prolonged until 2026 January 1st [6].

According to AR Law on «Funding pensions» and making ammendments in it the
deadline of participation of state and citizens to funding payments is prolonged for a year and
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the rate ofsocial payments is defined 3.5 percent by gradual increasing since 2022 January 1st
and 5 percent from 2023 January 1st thus providing the equal participation of state and
citizens [7].

According to AR Law on «Taxes» and making ammendements in it the circle of
taxpayers who do not enjoy the tax privilege for a period of three months has been clarified
including those who provide public catering services in the objects intended for the customer's
internal consumption, according to the preliminary orders, in accordance with the relevant
contracts [8].

According to AR Law on «Payments for road construction, reconstruction and

preservationy» the law should be accepted as of out of force [9].
According to AR Law on «Defining patents on tax and other obligatory payments»
= Taxpayers having up to 10 min AMD credit debt are exempted from their loans,
penalties and fines on October 1%, 2020.
= Taxpayers exceeding 10 million AMD credit debt were exempted from their loans,
penalties and fines on October 1, 2020, as well as from the payment of credits in the amount of
10 million AMD in case of repayment of loans exceeding 10 million AMD on schedule.
Depending on the size of the taxpayer's debts the schedules will be signed in 12-month, 24-
month, 36-month or 48-month period.
= Taxpayers having exclusively fines niitigud fines and penalties on tax and other
obligatory payments are exemptedfrom their loans, fines and penalties on October 1, 2020.
The patents provided by the mentioned law will be extended to the obligations of the
taxpayers as a result of which there are court trials and bankruptcy proceedings [10].

Conclusion

More than 3800 taxpayers in the country have been liable for tax and other mandatory
payments since the beginning of the year, the repayment of which has become problematic
due to the war. Considering the current situation, it is advisable to declare tax amnesty as well
as liberal tax conditions which will allow business entities to acquire working capital ensuring
the continuity of operations.
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9KOHOMMUMKHU PECITYBJIMKH APIIAX

K.A.Hepcucsn, H.A. Mukaejsin
L ywunckuy mexHoao2u4ecKull YHUugepcumem
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