INTERNAL AUDIT LEGISLATION
IN AZERBAIJAN REPUBLIC
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General information

Day of the establishment of the Republic of Azerbaijan

Day of Independence

Day of joining the OSCE

Day of joining the UN

Day of joining the Council of Europe

Territory, thousand km?2

Population, thousand (as of beginning of 2008)

Density of population in 1 km?

Capital
Official language
Currency

November 2008

May 28 1918
October 18 1991
January 30 1992
March 2 1992
January 17 2001
86.6

8629.9

99.65

Baku
Azerbaijani
manat
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Structure of the Gross Domestic Product in 2007

m Industry m Social and other individual services
Net taxes m Construction

m Agriculture m Trade and senices

m Transportation m Communication
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Specific value of public and private sectors in GDP
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GDP per capita, US$
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Foreign Trade Turnover, min. US$
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The Law “On Auditor Service” of the Republic of Azerbaijan was
adopted on September 16, 1994.

The Law “On the Chamber of Accounts” of the Republic of
Azerbaijan was adopted on July 2, 1999.

The Law “On Internal Audit” of the Republic of Azerbaijan was
adopted on May 22, 2007.
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"AUDIT-AZERBAIJAN”
MEMORANDUM OF UNDERSTANDING ON
COOPERATION BETWEEN “AUDIT-

AZERBAIJAN" CHAPTER OF IIA AND I[IA-CHINA

According to the Memorandum “Audit-Azerbaijan” Chapter of IIA and I1A-
China:

shall thoroughly support the development of cooperation in the field of internal audit
between their countries during fulfilment of professional activities;

shall create favorable conditions for their members and specialists on the basis of a
set of purposes and obligations aimed at development and regulation of
professional services;
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taking the advantage of exchange of professional activities experience, shall ensure

the joint work on drafts of professional legislative acts and regulations; combine their
efforts in preparation, application and implementation of international education and

ethics norms and standards in their countries;

will submit to each other different publications (books, brochures, magazines) and
other documents issued by the two professional bodies;

taking into account the importance of recognition of their activities in the field of
internal audit by foreign partners, shall conduct joint activities for creation of relations
with international audit unions and institutions, as well as will support each other in
becoming members of international bodies;

in order to fulfil the above obligations, after interchange of information and
experience within the law of both countries, shall organize joint seminars,
symposiums, conferences, prepare educative practice tools and methodical
instructions; conduct regular consultations on professional matters, exchange the
worked out documents; coordinate the preparation of relevant comments and
recommendations;

will participate in the national events organized by one of them and in other events
organized by other professional bodies.
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Creation stages of the Law “On Internal Audit” of
the Republic of Azerbaijan

Requirement of adoption of the Law “On Internal Audit” in “the State
Program on Fight against Corruption (2004-2006)” approved by the
Decree of the President of the Republic of Azerbaijan of September 3

2004
l

2. The Draft Law was submitted to the Cabinet of Ministers of the Republic of

l

3. The Draft Law was submitted to the Presidential Administration on April 24
2006.

Azerbaijan on January 11 2006.
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The Law “On Internal Audit” of the Republic of Azerbaijan was adopted at
4. the meeting of Parliament of May 22, 2007.

l

The Decree of the President of the Republic of Azerbaijan on
5. implementation of the Law “On Internal Audit” of the Republic of
Azerbaijan was signed on June 29, 2007.

l

The Cabinet of Ministers of the Republic of Azerbaijan adopted a decision
6. | On Terms of Stage-by-Stage implementation of the Law “On Internal Audit”
of the Republic of Azerbaijan with regard to economic entities, which are the
objects of obligatory audit” on October 5, 2007.
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The Law on Internal Audit of
the Republic of Azerbaijan of
May 22, 2007

Chapter |
General Provisions
Article 1. Main definitions
Article 2. Application of law

Chapter Il
Organization of internal audit

Article 3. Duties of the relevant authority responsible for organization of
internal audit service

Article 4. Duties of internal audit service

Article 5. Independence of internal audit service
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Chapter Il
Internal auditor

Article 6. Rights of internal auditor

Article 7. Duties of internal auditor

Article 8. Requirements for internal auditor

Article 9. Duties of the head of internal audit service

Article 10. Requirements for the head of internal audit service

Chapter IV
State regulation and coordination of internal audit activity

Article 11. State regulation of internal audit activity

Article 12. Mutual relations between employer and head and staff of internal audit
service

Article 13. Self-regulation of internal audit

Chapter V
Final provisions
Article 14. Responsibility
Article 15. Transitional provisions
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Internal audit - is an objective, ensuring and advisory activity
In order to help economic subject to achieve its goals through
management of risks aiming at increasing of development and
efficiency of economic subject, evaluation of control and
management efficiency and systematic approach to its

development.

(Article 1, Para 1.0.1)
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Article 2. Application of law

2.1. This Law is applicable to all economic entities operating in the
territory of the Republic of Azerbaijan and are objects of obligatory audit

regardless of their property and organisatory-legislative form.

2.2. The provisions of this Law could be applicable on voluntary basis

to other economic entities not mentioned in Para 2.1

November 2008 Seite 23



Approved by the decision

No. 155 dated October 5, 2007
of the Cabinet of Ministers of
the Republic of Azerbaijan

Step-by-step application of the Law of the Republic of Azerbaijan
“On internal audit” with regard to economic entities, which are the

November 2008

objects of obligatory audit

Time-frame

1.Banks — end of 2007

2.Non-budget funds — July 1, 2008

3.0rganizations with public importance — July 1, 2008

4.Legal persons (holdings) using united (consolidated and review)

reports— July 1, 2008
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5.Natural monopolies — July 1, 2008
6.Non-bank credit organizations — January 1, 2009
7.Insurance (re-insurance) companies — January 1, 2009
8.Financial-industrial groups — January 1, 2009
9.Stocks — January 1, 2009
10.Joint-stock companies and Ltd-s:
-annual turnover more than 100 thousand manats — January 1, 2009,
-annual turnover less than 100 thousand manats — January 1, 2010
11Municipalities and municipality institutions — January 1, 2010
12.NGQO's — January 1, 2010

Note: In case different time-frames in several Paras applied to economic entities,
which are the objects of obligatory audit, soonest period should be applied.
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Article 4. Duties of internal audit service

4.1. The duties of internal audit service are the following:

4.1.1. Ensuring regular and efficient activity of the economic entity, risk
management in order to achieve goals, determining efficiency and adequacy of
internal control system had been created in order to make prompt response to any
changes;

4.1.2. Examination of accuracy and reliability of accountant and financial reports;
4.1.3. Evaluation of efficiency of expenditures of economic entity;

4.1.4. Examination of conformity of activities of structural divisions of economic
entity and its subsidiary companies and organizations (its filial) to regulatory acts
and approved action plan;

4.1.5. Evaluation of efficiency, accuracy and control of resource usage and

sufficiency of protection from the damage.
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Article 6. Rights of internal auditor

6.0. Internal auditor has the following rights:

6.0.1. Inquiring documents on funds, immovable property, material
assets and etc., including electronic information in order to analyze
activity of economic entity;

6.0.2. Investigating accuracy of efficient and appropriate use of financial
assets;

6.0.3. Expressing the opinion on a result of audit;

6.0.4. In case of necessity to inquire additional information and
explanations from authorized person of economic entity;

6.0.5. Implementing other rights as specified in legislation.
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Article 7. Duties of internal auditor

7.1. Internal auditor conducts internal audit in accordance with the work plan
approved by the relevant authority or Audit Committee.

7.2. While conducting internal audit, internal auditor shall follow the legislation of
the Republic of Azerbaijan, Statue of internal audit service, professional
standards, principles, instructions and rules determined by the Institute of
Internal Auditors of which the Republic of Azerbaijan is a member.

7.3. While performing duties, internal auditor bears responsibility that his/her
activity is in accordance with the legislation.

7.4. Internal auditor shall refuse execution of any task not related to his/her
authorities, reporting in a written form to the relevant management of internal
audit service or economic entity.

7.5. During internal audit internal auditor shall not impede normal activity of
economic entity, shall not abuse information of commercial secrecy character

gained during his/her activity and shall follow principle of confidentiality.
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Article 8. Requirements for internal auditor

8.1. Internal auditor must have higher education in economy or law or higher
education on another profession and have four years of work experience in
audit or related areas.

8.2. Persons deprived of the right to hold some positions at financial-economic
areas or to deal with some activities in accordance with enforced decision of
the court and persons whose sentence on these punishments are still in force
can not hold the position of internal auditor.

8.3. It is prohibited for an internal auditor to conduct internal audit in an
economic entity with his/her personal interest, where he/she is a founder or
shareholder, has direct alliance with a person who is a member of the relevant
management board or is responsible for preparation of account (financial)
reports.
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Article 13. Internal Audit’s self-regulation

13.0. Internal audit’s self-regulation is conducted by their public union as
following:

13.0.1. practical assistance to internal audit service related to its activity;
13.0.2. methodological assistance to internal audit service in the area of
following approved internal audit procedures;

13.0.3. measures aimed at organizing trainings and courses to increase
level of proficiency of internal auditors;

13.0.4. consulting services on internal audit;

13.0.5. elaboration of proposals on internal audit procedures for internal
audit services;

13.0.6. elaboration of rules and comments on implementation of internal
audit standards approved by the Institute of Internal Auditors.
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Article 14. Responsibility
Persons guilty of violating the requirements of this Law will be
accountable as required by legislation.
Article 15. Transitional provisions

Step-by-step application periods of this Law is determined by the
relevant executive authority.
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The Decree of the President of the Republic of
Azerbaljan on implementation of the Law
“On Internal Audit” of the Republic of
Azerbaijan of June 29, 2007
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The Law “On the Banks” of the Republic of
Azerbaijan of January 16, 2004

The Audit Committee shall have the following authorities:

Determine the audit policy and strategy of the bank;
Approve the internal audit plan and monitor the audit department;

Give recommendations to the bank’s corporate organs (management
bodies) on the appointment of external auditor;

Cooperate with the external auditor to help with implementation of audit
results and recommendations;

Build relationship between bank’s corporate organs and external auditor
and supervisory authorities;

Give recommendations to the General Meeting of Shareholders and
Board of Supervisors on the improvement of supervision system;

Perform other duties in accordance with National Bank regulations.
(Article 27)
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Action Plan for Implementation of the National Strategy on
Increasing Transparency and Fight against Corruption(2007-2011)

6. Improvement of audit service

Name of the
event

Measures to be taken and expected results

Responsible body

45

Implementation
of international
audit standards

Elaboration of methodic instructions and
recommendation manuals regulating internal audit
service in accordance with international standards

Compatibility of supervision system of auditor
activities with international standards

Cabinet of Ministers,
relevant authorities,
the Chamber of
Auditors -
recommended

46

Improvement of
guality of auditor
service

Elaboration of legal-normative acts increasing
responsibility of auditors

Improvement of legal-normative basis regulating
internal audit service

Ensuring transparency in account and financial
reports of economic entities

Cabinet of Ministers,
relevant authorities,
the Chamber of
Auditors -
recommended
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THANK YOU FOR YOUR ATTENTION
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Address: 14, S.Y.Bakuvi, Baku AZ1072, Azerbaijan
Direct dial: +994 12 498 28 55
Switchboard : +994 12 465 65 35
Fax: +994 12 498 28 55
e-mail: audit-azerbaijan@azeurotel.com
website: www.audit.gov.az
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