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Executive Summary 

This assignment aimed at updating the legislation on licensing renewable energy sources (RES) of the 

Azerbaijan Republic (AZ) in line with best practices in the European Union (EU). The specific goals of 

this assignment included: review of the current rules for issuing special permits for activities in the 

area of RES and capacity building of the AZ State Agency on Alternative and Renewable Energy 

Sources. 

Licensing is one of the most important tools for regulating activities of RES generation as ineffective 

and non-transparent licensing procedure can be a barrier to develop RES. This report proposes ways 

to optimize the licensing procedure and RES promotion in Azerbaijan in compliance with best EU 

practice. The report consists of 4 chapters and annexes. 

Chapter 1 provides background information on the scope of work, site visits and activities under this 

assignment. 

Chapter 2 discusses the key goals and licensing principles in the energy sector which are being 

applied in the EU. This Chapter also demonstrates the practice of RES licensing through the examples 

of Denmark, the United Kingdom (UK) and Lithuania. The EU experience demonstrates that the 

development of transparent and coherent RES licensing procedure is a tool to ease barriers to the 

development of RES.   

Chapter 3 analyses the current legislation framework in the area of licensing. The Chapter 

systematises all the permit procedures for RES in Azerbaijan, the key findings and conclusions of the 

analysis and identifies the key obstacles for RES.     

Chapter 4 offers key recommendations based on the findings of the analysis conducted in Chapters 2 

and 3. The recommendations include a new version of rules for special permits for RES facilities and a 

set of measures aimed at updating the practice of RES licensing and improving the investment 

climate in the country. The full text of the draft rules for issuing special permits for RES sites in 

Russian and Azerbaijani is attached as an Annex to this report. The presentations given by the ITS 

experts during the two missions to Baku can be downloaded from the INOGATE webportal by the 

following link: 

http://w1.inogate.org/index.php?option=com_inogate&view=activity&layout=documents&pid=72&c

id=441&Itemid=75&lang=en   

http://w1.inogate.org/index.php?option=com_inogate&view=activity&layout=documents&pid=72&cid=441&Itemid=75&lang=en
http://w1.inogate.org/index.php?option=com_inogate&view=activity&layout=documents&pid=72&cid=441&Itemid=75&lang=en
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1. Introduction  

The assignment was carried out in compliance with the technical assistance application 

"Improvement of the legal framework" submitted by the Azerbaijan State agency for alternative and 

renewable energy sources (further the Agency). The assignment was implemented from April to 

August 2014.  

The scope of work according to the Terms of Reference (ToR) included the following tasks:  

• analysis of the current legal framework (primary and secondary legislation) regarding 

licensing and issuing special permits in the area of RES; 

• familiarisation of the beneficiary with the key principles of licensing and issuing special 

permits for activities linked to RES in the EU members; 

• Presentation of three case studies of licensing and issuing special permits for activities linked 

with RES in the EU members;  

• Development of proposals on improvements of the current legislation on RES licensing in the 

Republic of Azerbaijan. 

All the tasks on this assignment have been fully implemented. The assignment started with a fact 

finding mission to Baku in April 2014. The mission provided  an opportunity for  the ITS experts to 

familiarize themselves with the legal context , the key legislative acts, present a review of licensing 

and RES support tools in the EU and better understand the beneficiary's expectations. During a 

second mission to Baku in June 2014, the Agency and Energy Ministry received the preliminary 

findings and recommendations for discussion as well as case studies of RES licensing in Denmark, the 

UK and Lithuania.  

In view of the previous experiences of implementing similar TA projects in Azerbaijan, the ITS experts 

changed the approach and prepared not only a report and recommendations for improving the 

current Rules for issuing special permits for RES facilities, but also developed a new version of the 

Rules complying with the best EU practice.  
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2. Key objectives and principles of licensing in the energy sector 

Licensing is one of the most important regulatory tools to ensure the stable functioning of the energy 

system and a more effective regulation of construction and development of new energy facilities in 

the country.  

The key objectives of licensing in the energy sector are to ensure:  

- safe, reliable and effective energy supply;  

- transparent operational activity;  

- fair competition;  

- clear interrelations with clients and with regulators; and 

- confidence of investors. 

To achieve these objectives it is imperative not only to establish equal terms for all the energy 

companies but also to ensure adherence to such terms. Economically, it is important that the same 

regulation principles are applied to all licensees regardless of their legal status and ownership.  

Generally, it should be noted that a license (permit) is a document given by the authorised authority 

for economic and commercial activity in compliance with specific and concrete operational 

requirements. It should be noted that according to EU practice, there is no significant difference 

between "a license" and a permit". One or the other term is used depending on the current legal 

framework in a specific country. Since in the European practice of energy regulation the term 

"licence" is mostly applied, then this report will use this term. 

The key principles of licensing are: 

1) ensuring the unity of economic regulation on the territory of a whole country; 

2) establishment of licensed activities at the level of law; 

3) establishing the common principle of licensing separate types of activities; 

4) establishing an exhaustive list of requirements regarding the licensed activities; 

5) openness and availability of information on licensing, excluding information with dissemination 

prohibited or limited by the legislation; 

6) inadmissibility of collection charges from licenses applicants and licensees for execution of 

licensing, excluding national duty in the amount and manner prescribed by the legislation; and 

7) observance of the law when performing licensing. 
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2.1. Review of RES support measures in the EU 

Over the last years, a number of countries have accepted obligations to develop alternative and 

renewable energy to the policy objective of reducing of GHG emission. In compliance with the 

Directive 2009/28/EC “On the promotion of the use of energy from RES” and national programmes of 

RES support, the EU member states have agreed to increase RES share in the total energy 

consumption in the region to 20% by 2020.  

EUROSTAT data have demonstrated that the share of RES utilisation in the EU has grown from 5.8% 

of gross energy consumption in 2004 to 14.1% in 2012. The state has a key role in the 

implementation of national programmes to develop unconventional energy, especially during the 

initial period. The fulfilment of RES targets is ensured by administrative and economic measures that 

effect both green energy producers and consumers.  

Obligations to develop RES are as a rule formalised legally and have a short, medium and long term 

character. Important measures that have been used in the EU member states for fulfilment of 

obligations include economic measures as well as administrative measures. 

Key economic measures include:  

 Feed-in tariffs on energy produced from RES; 

 Quota obligations (tradable renewable certificates, renewable portfolio standards); 

 Tax exemptions and investment incentives inclusive preferential taxation of the profit 

invested in RES development and accelerated depreciation; 

 Provision of priority access to the grid system (over non-renewables). 

Economic measures are closely related to the reduction of risks, as the risk pattern of RE 

technologies is very different from that of conventional energy producing technologies. First of all, 

investment costs amount to a larger share of the life-cycle costs than conventional technologies, 

increasing the sensitivity to revenue volatility. Secondly, RE production is associated with additional 

risk factors, such as technology risks, security of energy supply, and policy risks when the revenue is 

influenced by the availability of national support schemes. 

As regards feed-in tariffs, they set a fixed price for the purchase of one unit of RE. To promote RE the 

price is normally above the market price, and the level is guaranteed for a number of years. The feed-

in tariff scheme can be formed in different ways more or less independent on the market price: 

 Feed-in premiums on top of the market price. A floor and a ceiling may be defined in order to 

create a certain level of security; 

 Feed-in tariffs combined with a hard cap; 
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 Feed-in tariffs with fixed annual ‘digression’ rates;  

 Fixed, but annually adjustment mechanism of the feed-in tariffs depending on the market 

development. 

An efficient feed-in-tariff or feed-in-premium system for commercializing technologies should be 

based on a country-specific and technology-specific calculation of the market based internal rate of 

return. In that way project investors are assured that efficiently operated projects will yield a 

reasonable rate of return above a required minimum threshold.  

Although feed in tariffs are less bureaucratic (as support is given directly to the producer) and 

provides more financial certainty, some countries favour more market and competition oriented 

mechanisms including renewable quota obligations scheme and tendering for certain applications. 

While feed-in tariffs are paid for by the electricity consumers via the system tariff, tax and 

investment incentives are usually financed through taxes. Obviously those two funding mechanisms 

have different wealth distributional effects. The major strength of investment incentives from the 

project developer point of view is that it reduces overall project risks as well as the need for capital 

acquisition. On the other hand, depending on scheme-design, the mechanism could reduce the 

incentive to cut the technology costs as well as the incentive to increase energy production 

efficiency.  

As an alternative – or in addition – to investment subsidies investment tax credits may be offered. 

These may take the form of write-off and an accelerated depreciation, which secures that the 

investor receives the tax benefit within a short period of time. Also production tax credits have been 

used, whereby part of the revenue from sales of RE is tax exempt. 

Key administrative measures include:  

 coordination of the project documentation and issuing licences for construction and 

operation of facilities; 

 organisation of tenders for RES project implementation; obligatory quotes for power 

generation (consumption) from RES and fines for non-fulfilment of established obligations; 

 information support to the development of renewable energy; 

 facilitation of governmental bodies with advertising campaigns, exhibitions, presentations, 

etc.  
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2.2. Review of RES licensing practices in the EU 

Licensing is one of the most important and widely applied tools for supervising RES power producers. 

On the other hand, RES licensing procedures could become a barrier to the development of new RES 

technologies. Thus, to optimize the licensing procedures at the government level it is necessary to 

prepare and adopt detailed regulations (rules).  

A license includes parameters and criteria as well as  rights and responsibilities for the companies 

executing the regulated activity. Licenses for construction and power generation are usually given by 

national energy regulating bodies. 

In general, to become a RES power producer, in some cases, companies have to pass through a 

rather lengthy licensing procedure. The rules for issuing permits for construction of RES facilities in 

the EU are country specific, but common to all the EU countries it is necessary to obtain the following 

permits and documents: 

1. positive expert opinion on Environmental Impact Assessment (EIA) issued by an 

environmental regulatory body;  

2. permit for construction issued by the local authorities;  

3. technical conditions of connection to the network provided by the network operator; 

4. license (permit) for the construction and operation of power unit issued by the energy 

regulator. 

Along with the key permits the investors may have to obtain additional permits or consents from 

some other competent authorities, such as aviation authorities, fire-fighting service, healthcare 

bodies, etc.  

Both the response time for licence issuing and the number of competent bodies involved have a very 

important role in the licensing process. An intricate, lengthy and unpredictable licensing process is a 

serious barrier to RES development.  

Transparent licensing is a precondition for investments in RES and that is confirmed by the Directive 

on renewable energy: "The procedure used by the administration responsible for supervising the 

authorisation, certification and licensing of renewable energy plants should be objective, 

transparent, non-discriminatory and proportionate when applying the rules to specific projects” 

(2009/28/EC Preamble, Article 40). It is important to note that the licensing procedure can differ 

depending on the applied technology and on a consideration of the various impacts of the resource 

usage. 
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Another institution which guarantees fairness and non-discrimination based on each particular case 

is the appeal body to which enterprises (investors) can refer with complaints. Either the energy 

regulator or the responsible ministry or court can be such an entity. 

An effective licensing procedure should ideally: 

- minimize the length and cost of issuing a licence for RES use; 

- be transparent and provide clear and well-defined requirements for obtaining licences, freely 

available to all potential applicants; 

- be non-discriminating (e.g., for repeat projects the same licensing requirements); 

- include the mandatory deadlines for receiving answers from the bodies issuing licences;  

- designate the body to consider the received complaints. 

2.2.1. Example of RES licensing in Denmark 

An effective energy saving formula singles Denmark out from other countries. A correct combination 

of the legislative policy and economic instruments (taxation, state subsidies, optimisation of the 

energy tariff structure, development and production of relevant equipment) has helped Denmark to 

become an example not only for the EU but also for the world in the area of effective energy 

utilisation and energy production from RES. Denmark is a leader in Europe in RES utilisation. In 2013 

wind power covered 33.2% of the total power consumption in Denmark1, and by 2020 the 

Government of Denmark plans to increase this to 50%. 

Legal Framework 

Offshore wind farms are a key component of RES development in Denmark. The terms for their 

establishment and licensing are set out in the Law "On promotion of renewable energy sources" 

(№1392 of December 27, 2008).  

According to the legislation the rights to utilize for wind energy within the territorial waters and 

exclusive economic zone (up to 200 nautical miles) around Denmark lies with the state of Denmark.  

Overall three types of licences are required for an offshore wind park in Denmark namely:  

1. licence for pre-investigations (on which the Environmental Impact Assessment (EIA) and 

technical development of the offshore wind energy project is based; 

2. licence for establishment of an offshore wind park (provided that the EIA demonstrates that  

                                                        

 

1 http://www.energinet.dk/EN/El/Nyheder/Sider/2013-var-et-rekordaar-for-dansk-vindkraft.aspx  

http://www.energinet.dk/EN/El/Nyheder/Sider/2013-var-et-rekordaar-for-dansk-vindkraft.aspx
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the project complies with the requirements (primarily that impacts are acceptable or 

mitigated)  

3. licence for wind energy utilisation for a certain time period including power generation are 

issued if all the terms of the licence for construction of an offshore wind park are fully met. 

All the licences listed above are issued step by step for each specific project, and if a project can be 

implemented, then an Environment Impact Assessment (EIA) should be conducted before issuing the 

licence for the establishment of an offshore wind park. A choice of procedure for the EIA in terms of 

offshore wind parks is foreseen by the order of the Environment Ministry (№815 of August 28, 2000 

that implements EC Directive on EIA (97/11/1997). 

Licensing of wind units up to 6 kW is not required. 

Licensing body 

All three licences are issued by the Danish Energy Agency (DEA) which is a "one-stop-shop" for 

applicants (project developers). The Danish Energy Agency ensures that the application is processed 

by the relevant authorities such as the Nature Agency, the Marine Authority, the Transport 

Authority, the National Museum (in case archeologically significant wrecks or other sites of interest 

are found in the area) etc.  The DEA also develops and approves the guidelines for EIA for all the 

offshore wind projects. 

Essential terms and licensing procedure  

Basically, two types of offshore wind farms are considered:  

 large 200 MW+ offshore wind farms typically located 10 – 20km off-shore or more; 

 smaller (up to 200 MW) nearshore wind farms.  

The nearshore wind farms can be implemented in two different ways: 

 by a public tender procedure which is organised by the DEA; 

 through as so-called "open door" procedure.  

The larger offshore wind farms will virtually always be implemented using the public tender model. 

Regardless of the chosen procedure, each project developer (applicant) should always obtain the 

three licences mentioned above. 

"Public tender" procedure  

 Danish Energy Agency identifies a site suitable for an offshore wind farm of a given capacity (e.g. 

400MW), based on an evaluation of a range of factors such as wind conditions, water depth, 

soil/seabed conditions, proximity to port facilities, connection point to the transmission grid etc. 
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When a site has been identified, the Ministry of Energy instructs the Transmission Grid Operator, 

(TSO), which is owned by the Ministry for Climate and Energy, to establish the electrical 

infrastructure required to connect the wind farm. The TSO is also responsible for the pre-

investigations and the EIA, and the Danish Energy Agency is responsible for the permitting process as 

described. The DEA invites developers - who has full access to the site data – (wind, water depth, 

wave climate, soil conditions etc.) collected by the TSO.  

This enables the tenderers to prepare a bid for the wind farm with a minimum of reservations to 

account for risks and uncertainties, which would have applied had this extensive data package not 

been available. 

The tenderers are given time to analyse the data and design as well as specify the turbines, 

foundations, cable system etc. to make up the optimum configuration. Based on this they prepare 

and submit a bid in the form of a fixed price per kWh delivered to the offshore substation (which the 

TSO is responsible for along with the export cable to shore for the connection to the transmission 

grid), for a number of full-load hours specified in by the DEA (e.g. 50,000 full load hours) of the wind 

farm (for a 400 MW wind farm, this is 20 TWh). After the 20 TWh has been delivered, the owner 

receives the system/market price for the power delivered. The Tenderer offering the lowest price per 

kWh wins the right to develop, construct and operate the wind farm. Once the winning Tenderer is 

found, he is obliged to cover the cost incurred by the TSO for the initial investigations and EIA work. 

"Open door" procedure: 

The “Open-door” procedure makes it possible for basically any applicant or developer to apply for 

permission to develop a wind farm at an offshore location and capacity of his own choice. The first 

step is to apply for a permission to carry out the pre-investigations. The Danish Energy Agency will 

grant the permission if no known issues prevent a wind farm from being built at the selected site, 

and the Agencies and Authorities previously mentioned do not have issues which cannot be 

mitigated by the applicant. The applicant must cover all costs for the required investigations and EIA. 

The developer (applicant) must pay for the connection of his turbine(s) to the nearest connection 

point of the power transmitting network. 

The application for a pre-investigation must include at least a technical project description, projected 

scope of the pre-investigations, turbine's size and quantity and the boundaries of the project's 

geographical location. The applicants must demonstrate that they have the required technical and 

financial capability to complete the investigations. If there is more than one developer submitting 

applications for a study in the same geographical area, the permission is granted on a first come, first 
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served basis. If the pre-investigations and EIA show that the proposed project can be implemented, a 

licence permit is granted to the project developer by DEA for the development of the of the project. 

Once the project is developed – and the terms and requirements of the licence are met, the DEA will 

issue a licence allowing the operation of the wind farm for certain number of years and to deliver 

power to the transmission grid. 

Danish certification system for wind energy turbines 

All wind turbines installed and operational on Danish territory on and offshore must be certified 

according to the Danish certification system.  

The purpose of the wind turbines certification is to ensure that all turbines comply with the 

requirements set out in the Rules for power production, safety and environment. All the certification 

rules and procedures are approved by Order of the Ministry for Climate, Energy and Construction 

"On the technical system of wind turbines' certification" (№73 of January 25, 2013). 

Other terms (specific features) of licensing  

A licence for a preliminary study is valid for a limited period of time and is usually issued for a year 

after which an EIA report must be submitted for the DEA for consideration.  

Following the receipt of the EIA report, the DEA will initiate an 8-week procedure of public hearings. 

The hearings are announced both nationally and locally. This enables the authorities, stakeholders 

and general public to comment on the applications and EIA reports. 

If no well-founded objections or issues are raised during the public hearings and consultations, the 

DEA will issue a construction permit (licence). Such a permit is issued according to Danish legislation 

and includes a set of requirements and terms to be fulfilled by the developer. 

After the DEA issues the licence for an offshore wind park, any interested party may challenge it in 

the Energy appeal council within a four week period. The construction of a wind park cannot begin 

before this appeal window has passed. During the construction of a wind park the DEA will 

continuously monitor the process. 

Once the construction of the wind park is completed, the DEA will issue a licence for the operation 

and generation and delivery of power provided that all the requirements and terms set out in the 

licence for the construction of the offshore wind park are met. The licence is issued for typically a 

minimum of twenty years with a possibility of its extension. 

The issued licence could be revoked if: 

1) the provisions and terms set out in the Law or Rules in compliance with the current law have 
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repeatedly been violated; 

2) when submitting the application for a licence or permit misleading or circumventing information 

has been submitted; or  

3) the licensee informs about a non-payment, announces a bankruptcy and is declared bankrupt. 

Appeal body: The party whose licence has been revoked has the option to challenge the decision 

through the judicial system, by which the ruling of the DEA may or may not be reversed. 

2.2.2. Example of RES licensing in the UK 

The United Kingdom (UK) is the first country in the world which adopted legislation framework 

setting forth the benchmarks to reduce emissions of carbon dioxide (CO2) and other Green House 

Gasses (GHGs), e.g. methane. Renewable energy including wind energy has been defined as an 

essential measure to fulfil the formulated policy objective of achieving 15% of RES share in the 

energy balance of the UK by 2020. 

Currently the Renewables Obligation (RO) is a key instrument to support large RES projects in the UK. 

The scheme came into effect in England, Wales and Scotland in 2002 followed by Northern Ireland in 

2005. The RO is regulated by three separate legal documents in order to reflect the responsibilities of 

decentralised administrations in the UK.  Overall, there are no contradictions between these legal 

obligations since in the UK there is a wide market for mandatory RES certificates.  

RES certificates commit all the licensed power suppliers in the UK to buy a certain volume of RES 

generated electricity. The obligation is established annually on the basis of the projected amount of 

electricity to be consumed in the UK and the quantity of certificates to be issued to RES electricity 

producers. 

Legal Framework 

RES licensing is foreseen in the following legal acts: 

1) Law on RES; 

2) Law on Electricity; 

3) Obligation to meet the set share of RES2  

The document contains the guidance on the RO set and is applied to all the licensed power suppliers 

                                                        

 

2 https://www.ofgem.gov.uk/ofgem-publications/87949/renewablesobligation- 

guidanceforlicensedelectricitysuppliersmay2014.pdf 

https://www.google.co.uk/search?hl=en&q=judicial&spell=1&sa=X&ei=IK9cVOzaG4zSaKmXgMgK&ved=0CBwQBSgA
https://www.ofgem.gov.uk/ofgem-publications/87949/renewablesobligation-%20guidanceforlicensedelectricitysuppliersmay2014.pdf
https://www.ofgem.gov.uk/ofgem-publications/87949/renewablesobligation-%20guidanceforlicensedelectricitysuppliersmay2014.pdf
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in the UK. The document is subject to periodical reviews and is as such not a final guidance document 

for the RO. 

4)  The Guidance on applying for gas and electricity licences3: 

The document provides guidance on the licensed activities and applications for a certain licence, its 

expansion, limitation, area change, transfer of licences to other legal entities and process of refusal 

to grant the licence. 

Licensing body 

All the functions related to licensing and managing the RO schemes are the responsibilities of the 

Regulator (OFGEM)4. 

Essential terms and licensing procedure  

In the UK the following licences are required for RES plants: 

1) Power generation licence; 

2)  Licence to sell electricity that allows the licence to supply electricity to end consumers. 

The costs of issuing licences are 500 GBP (~632 EUR) – per a generation licence, and 450 GBP (~568 

EUR) – per a power sale licence.  

All the applied procedures have non-discrimination character, high transparency and proportional 

use. To issue the set licences the OFGEM uses a multilevel system to process an application taking 

into consideration risks. 

Level One  

Along with an application for a licence the applicant is obliged to submit the following 

documentation: 

- basic information about the applicant, including ownership and management structure; 

- registration address, telephone and other contact data;  

- legal status of the applicant; 

- information about applicant's criminal records, information about individuals owing more than 20% 

                                                        

 

3
 https://www.ofgem.gov.uk/ofgem-publications/59439/supplementaryappendix2-

guidanceforgasnd0electricityapplications.pdf 
4 https://www.ofgem.gov.uk/ 

https://www.ofgem.gov.uk/ofgem-publications/59439/supplementaryappendix2-guidanceforgasnd0electricityapplications.pdf
https://www.ofgem.gov.uk/ofgem-publications/59439/supplementaryappendix2-guidanceforgasnd0electricityapplications.pdf
https://www.ofgem.gov.uk/
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of the applicant's share capital, information about individuals having decision making power (if there 

is no board of directors); 

- information about issued licences or submission of other applications by the applicant or persons 

linked to the applicant; information regarding other licences  that have been withdrawn over the last 

three years; details of previous refused applications of the applicant or persons linked to the 

applicant;  

- notarized copy of the public registration and a VAT certificate.  

Level Two  

At this level, the applicant is required to submit the following documentation: 

- proof of registration by the tax authorities;  

- notarized copies of any documents, which information is under scrutiny,  are attached as annexes; 

- detailed information regarding any licence or permit that have been refused, cancelled or ceased by 

any other regulation body;  

- information regarding the applicant's bank, auditors and lawyers.  

Level Three  

At this level, the applicant must submit all original documents, proving the identity of the applicant 

and an interview with the Regulator (OFGEM). 

Procedure of risk assessment  

It is worth noting that it is not always necessary to pass all three levels to reach a final decision about 

the licence issuance or rejection. Information about the rejection of a licence could be made at any 

moment during the application process if the submitted documents do not comply with the 

requirements or if other specific criteria for a licence have not been met.  

Time frame for licence issuing  

The Regulator aims to issue licences within a 45 working day period from the date the application is 

deemed as compliant with the established requirements.  

Appeal body: Any person whose licence is cancelled in line with the law has the right to refer to the 

court so that the court could reverse the Regulator's decision (OFGEM). 

2.2.3. Example of RES licensing in Lithuania 

Lithuania is one of the EU members which uses the term "permission" for RES licensing. But it should 
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be noted that unlike many other EU member countries Lithuania issues both licences and 

permissions for activities in the electricity sector.  

In Lithuania, the law clearly defines that all infrastructure activities (mainly for natural monopolies) 

such as power transmission and distribution need licences and the other activities in the electricity 

sector require permissions. At the same time all the requirements and terms applied to specific 

activities as well as the licensing procedure itself is similar to and complies with the requirements of 

"good practice" of RES licensing in the EU. 

Legal Framework 

In Lithuania, RES licensing is foreseen by the Law "On RES" which stipulates that all existing energy 

facilities, expansion of generation capacities and construction of new RES facilities is only permissible 

when permission for expansion of generation RES capacities has been obtained.  

The procedure of issuing permissions is regulated by the following legal acts and bylaws: 

1. Law "On Energy"; 

2. Law "On electricity"; 

3. Law "On Renewable Energy Sources";  

4. Regulation of the Lithuanian Government "On approval of Rules for licensing in the electricity 

sector" (№ 723 of June 20, 2012); 

5. Order by the Energy Ministry "On approval of Rules for issuing permissions for activities in the 

electricity sector" (№ 1-212 of October 22, 2013). 

Following the commissioning of a RES facility, a separate permission is issued for power generation. 

Licensing body 

The laws "On RES" and "On electricity" establish that the above mentioned permissions are issued by 

the Energy Ministry of the Lithuanian Republic (hereinafter- the Ministry). 

Essential terms for licensing  

Permissions for the following activities are issued by the Ministry: 

1) expansion of generation RES capacities;  

2) power generation. 

There fee for issuing such permissions are 100 LTL (~30 EUR) – per permission to expand generation 

RES capacities and 150 LTL (~44 EUR) – per permission to generate power. 

Permissions are not required in case when an applicant plans to generate electricity for internal 

needs and the installed capacity of generating unit is below 10 kW. If an applicant plans to sell 
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electricity or when the excess generated electricity is bought according to the established manner, 

then the applicant is required to obtain both permissions. In this case, the required permissions are 

issued through a fast track procedure. Permissions are issued based on applications by legal entities 

or physical persons (regardless of ownership and legal status). 

List of mandatory documents 

The following documents should be attached to an application for  above mentioned permissions: 

1. Copy of the applicant’s identification document or when a legal entity is an applicant, a copy of 

registration certificate;  

2. Proof of the applicant's property ownership or the site (area) rent or for the power plant; 

3. Assessment of the planned activity on the environment (EIA report); 

4. Positive decision by the responsible executive body stating that the activity comply with all the 

legal requirements for public health safety in line with the procedure established by the Government 

or its authorised body. (Scheduled assessment is not carried out in cases when the installed capacity 

is below 30 kW for any power plants or below 250 kW for solar power plants). 

5. Copy of the document issued by the network operator that establishes the preliminary terms and 

point of grid connection or a confirmation of the possibility to connect to the transmission or 

distribution networks; 

6. Document (document of territorial planning, photo or topographic map of the region) which 

graphically presents the power plant’s construction and its connection to nearest point of the 

transmission or distribution network, as well as showing the boundaries of landownership in 

compliance with the preliminary terms issued by the relevant power network operator; 

7. Document demonstrating payment of the state duty. 

Response time the Ministry is required within 30 calendar days from the date of receipt of the 

required data and documents to respond. If the Ministry does not respond within 30 days, then it 

means a positive decision about the permission except for the cases when the applicant has received 

a justified denial in issuing a permission.  

Validity period: 

- a permission for RES power generation is not limited, the permission is issued for an indefinite 

(lifetime) period of time; 

- a permission for the expansion of RES generating capacity should not exceed 24 months. The 

issued permission may be extended for up to six months provided that the applicant submits proof 



 

18 
 

 

that the implementation of the planned work has been  delayed due to the state, third parties or 

force majeure, or  circumstances beyond the control of the applicant. 

Terms when an issued permission may be suspended: 

1. In the event that the application contains invalid data and after being notified in due time the 

applicant fails to submit the revised information; 

2. If the applicant violates the established requirements and terms after receiving notice from the 

Ministry; 

3. If the applicant fails to meet the established requirements which were met when the permission 

was issued; 

4. If the applicant submits an application for the suspension of the permission.  

Final list of cases when an issued permission may be repealed: 

1. The applicant, whose permission is suspended for a certain period, fails to rectify the irregularities 

which have led to permission suspension; 

2. The applicant, whose permission is suspended, continues to be engaged in the regulated activity; 

3. The applicant, whose permission is suspended on several occasions over the last 12 months, after 

resolving the issue of suspension repeatedly violates the set requirements or terms of the regulated 

activity; 

4. The permission holder submits an application to the Ministry to repeal the issued application or 

introduce changes and/or issue a new permission based on the current one; 

5. The permission holder (legal entity) is closed out or reorganised; 

6. The permission holder (physical person) has died; 

7. The permission holder has not been engaged in the regulated activity for over three years; 

8. The validity period of the permission expires, and the applicant does not apply for its extension in 

line with the provisions and terms of the Rules. 

Appeal body: 

 The applicant, whose permission has been suspended (or repealed), has the right to refer the 

Ministry's decision to the courts. 

In general it is important to note that the approved Rules foresee all the required and well detailed 

procedures (with specific timing) needed to obtain the permissions and may serve as a clear 
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illustration of "good practices" in RES licensing in the EU members. 

2.3. Conclusions  

Licensing is one of the most important and widely applied tools for the establishment of a basis for 

RES development. 

Importance of removing of artificial administrative barriers  

The procedure of RES licensing is a potential barrier to the development of new RE technologies. To 

optimize the licensing procedure at the government level it is necessary to adopt detailed regulations 

(rules).  

To streamline the procedures involved, it is important to establish a principle of "one-stop shop". The 

time frame for project coordination by regulatory bodies should be clear and dynamic. Equally 

important is priority access to the transmission and distribution networks. RES should be legally 

guaranteed a priority access to the networks.  

Recommendations for the development of RES licensing rules 

The key elements that should be foreseen in the licensing rules include: 

- duration and types of licences;  

 - competences of the licensing bodies;  

- list of specific conditions and requirements for licensed activity;  

- requirements for reporting about the licensed activity;  

- duration of the licence issuing procedure;  

- exhaustive list of cases where a licence (permission) could not be issued or changed;  

- responsibility (sanctions) for violating the terms of licensed conditions. 
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3.  Analysis of current legal framework in the area of licensing 

The procedure for issuing permissions (licences) in the electricity sector of Azerbaijan is regulated by 

the following legal acts and bylaws:  

- Law "On electricity" (of April 3, 1998); 

- Law "On electrical and heat energy plants" (of March 6, 2000); 

- Law "On energy" (of November 24, 1998); 

- President's Decree "On improving of the Rules for special permits (licences) for some types of 

activity" (№782 of September 2, 2002) with two annexes: 

 Annex №1 "Rules of issuing special permit (licence) for some activities in the Republic of 

Azerbaijan" (approved by President's Decree №782 of September 2, 2002); 

 Annex №2 "List of activities execution of which requires a special permission (licence) and 

amount of state fee paid for issuing a special permission (licence) for these activities" 

(approved by President's Decree №510 of December 29, 2006); 

- Regulation of the Cabinet of Ministers "On additional conditions required for issuing special permits 

(licences) depending on the specifics of activities" (№174 of November 4, 2002); 

- Regulation of the Cabinet of Ministers "On approval of the Rules of issuing special permits for 

activities in the area of alternative and renewable energy sources" (№95 of May 20, 2010). 

3.1 Common legislative aspects of the energy licensing procedure 

In Azerbaijan, the legislative basis is a "framework" which defines the key principles of the licencing 

procedure. The procedures of permission (licence) issuing should be regulated by relevant bylaws, 

many of which are yet to be adopted. For example, Item 3 Article 5 of the Law "On power and 

thermal plants" foresees that permissions for construction and operation of power plants are issued 

by the relevant local executive body based on the established rules. Separate rules of issuing special 

permissions, however, for construction and operation of power plants in Azerbaijan are currently not 

available. 

It is important to note that the current licensing procedure does not have a common terminology 

and requires changes to the legislation in terms of defining the terms of compliance and defining the 

minimal list of special permissions required for effective regulation of the electricity sector in 

Azerbaijan including regulation of RES electricity generation. 

For example, the Law "On electricity" offers two types of special permissions for the same activity: a 
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permission for sale and a permission for power supply by regions (territories). As another example, 

according to the Law "On electricity", producers of heat and electrical energy have to obtain a 

permission for "generation", while the Law "On electrical and heat energy plants" foresees issuing of 

permits for "operation". 

Before November 2013, the key executive body issuing licences in the energy sector used to be the 

Ministry of Industry and Energy. In November 2013, the Agency for Alternative and Renewable 

Energy Sources initiated changes in the list of the Azerbaijan President's Decrees regulating the 

authority of permission licensing bodies. According to the introduced changes, the Agency is now 

responsible for issuing special permissions for activities on RES sites. The executive agency issuing 

permits for traditional energy sites is the Ministry of Energy (after restructuring in March 2014 the 

area of industry was transferred to the Ministry of Economy). Additionally, separate types of special 

permits for the construction and design of facilities and buildings including energy facilities are issued 

by the Ministry of Emergency Situations and the State Committee for Town Planning and 

Architecture of Azerbaijan.  

It should be noted that the Rules of special permits issuing approved by President's Decree № 782 of 

September 2, 2002 foresee issuing special permits (licences) based on applications only. This 

increases transparency of the procedure of applying for and obtaining licences as the Rules does not 

foresee a tender as an alternative.  

The list of all permits (licences) with links to the above mentioned laws and bylaws as well as 

executive agencies that issue these permits are shown in Table 3.1. below.  
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Table 3.1. List of permits in the electricity sector with links to the legislative (regulatory) framework 

 

3.1.1. Legislative conflicts in licensing  

As mentioned above, the legislative framework of the Republic of Azerbaijan foresees the 

development a number of bylaws regulating the procedure and rules of licence issuing which are yet 

to be adopted. Since 1998, the legislation in Azerbaijan has foreseen requirements for issuing special 

permits and executive bodies in charge of issuing permits.  Nevertheless, in practice such permissions 

were not issued due to the absence of the relevant secondary legislation which foresees the rules of 

issuing permits.  

Additionally, in 2002 Azerbaijan carried out a reform in licensing and the President's Decree "On 

improvement of the Rules of issuing special permits (licences) for some types of activities" (№782 of 

№  Type of activity requiring a permission Article of the 
law (bylaw)  

Executive agency issuing the 
permission 

 Law "On Electricity" 

1 Generation Art. 4-5  

Ministry of Energy (excl. RES)  
All linked to RES - Agency 
President's Decree № 723 of 
13/06/1998 

2 Transmission 

3 Distribution 

4 Sale 

5 Construction, development and commissioning of 
new power units 

Art. 6  

6 Energy supply by regions (territories) Art. 9 

7 Electricity export and import Art. 17 

 Law "On energy" 

8 Land use for execution of energy activity Art. 32 Ministry of Energy (excl. RES), 
RES - Agency 
President's Decree № 85 of 
01/02/1999 
 

 Law "On Electrical and Heat Energy Plants"                                                                                                                                                

9 Construction of industrial power plants Art. 4  Ministry of Energy (excl. RES), 
RES - Agency 
President's Decree № 977 of 
23/10/2003 

10 Operation of industrial power plants 

 President's Decree № 510 of 01/02/1999 
"List of activities requiring special permits (licences)..." 

11 Installation, adjustment and repair of energy 
facilities, structures and equipment 

№42  
 

Ministry of Emergency 
Situations 

12 Construction and installation works in buildings 
and structures of responsibility levels I and II in 
compliance with the national standards  

№53 

13 Design of buildings and structures of responsibility 
levels I and II in compliance with the national 
standards 

№52 State Committee for town 
planning and architecture of 
Azerbaijan 

 Regulation of the Cabinet of Ministers of May 20, 2010 "On approval of Rules of issuing specific 
permits for activity in the area of alternative and renewable energy sources" 

14 Designing  Item 1.1.  Agency for Alternative and 
Renewable Energy Sources 15 Construction 

16 Operation 
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September 2, 2002) was adopted.  

According to the President's Decree, as of 2002, the licensing system turned into a pressure tool for 

the authorities that issue special permits and, in some cases created conditions for corruption. With 

more than 240 types of activities regulated by special permits, issuing a short-term licence has 

turned into an administrative and bureaucratic barrier to the development of entrepreneurship, 

adversely affected investments in the economy, and in establishing sound competition and 

protecting consumers' rights. 

The President's Decree №782 also foresaw the approval of Rules and an exhaustive list of activities 

which requires special permits (licences) as well as their validity periods and cost. Thus, on December 

29, 2006 a separate President's Decree №510 "List of activities execution of which requires a special 

permit (licence) and amount of the state fee paid for issuing a special permit (licence) for these 

activities" was adopted.    

All the special permits foreseen by the laws "On electricity", "On electrical and heat energy plants" 

(first 10 licences of Table 3.1.) were not included in the list of special permits (licences) approved by 

President's Decree №510 in 2006. An explanation is that there is a discrepancy in the Azerbaijani 

terminology which differs from the European Union’s practice.  

3.1.2. Terminology  

A specific feature of the legislation in Azerbaijan is the use of two terms with similar meaning in the 

process of licensing:  

 special permit (licence) in Azerbaijani - "xüsusi razılıq (lisenziya)";   

 specific permit in Azerbaijani - "xüsusi icazə". 

During the discussion of the terminology issue with representatives of the Agency and Ministry of 

Energy and other stakeholders, the following conclusions were drawn:  

1. Types №11-13 of Table 3.1 belong to the list of special permits, namely: design and 

construction of buildings as well as construction of energy facilities. Special permits (licences) issuing 

is regulated by President's Decree №782 of September 2, 2002 "On improvement of the Rules of 

special permit issuing". 

2. The remaining 13 activities in Table 3.1 belong to the list of specific permits.  As mentioned 

above, specific permits issuing is foreseen by the laws in Azerbaijan and should be regulated by the 

relevant Rules which have yet to be developed. Currently only the Rules of issuing specific permits 

for design, construction and operation in the area of alternative and renewable energy sources have 
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been approved. 

3. Special permits are issued for activities without limiting a place of service provision on the 

territory of Azerbaijan, at the same time special permits are issued for an activity, a specific site or 

area.  

4. The European Union licensing practice does distinguish between special and specific permits 

and in case of Azerbaijan's further integration into the European energy market the terminology 

issue should be aligned with the European Union practice.  

Another specific feature of the terminology in Azerbaijan, which is also common in some Post Soviet 

countries, is that energy facilities belong to buildings and structures of Responsibility level I and II. 

Thus, the applicant which plans to design a RES power plant should additionally obtain a relevant 

licence for designing buildings and structures of Responsibility levels I and II in compliance with the 

national standards. The body responsible for issuing this special permit is the State Committee for 

Town Planning and Architecture of Azerbaijan. In the cases of constructing RES facilities, the 

construction company has to obtain from the Ministry for Emergency Situations one of the following 

two licences: 

1. Installation, adjustment and repair of energy facilities, structures and equipment (№11 of 

Table 3.1); 

2. Construction and installation works in buildings and structures of responsibility levels I and II 

in compliance with the national standards (№13 of Table 3.1). 

It should be noted that the current legislative framework has no clear regulation which of these two 

licences apply to an energy facility. In line with the Azerbaijani terminology, for accounting purposes 

buildings and structures are described by economic, social and environmental impacts and are 

divided into three levels: I - high; II - normal; III - reduced. The high responsibility level is to be 

adopted for buildings and structures, which may lead to heavy economic, social and environmental 

consequences. Regulation of the Cabinet of Ministers №214 of 16.09.2008 established a list of 

buildings and structures of responsibility levels 1-3 to which energy facilities belong.  

3.2. Current licensing practice  

Licensing of activities in the generation, transmission, distribution and sale of electrical and thermal 

energy in Azerbaijan are practically not carried out.  

Of all the types of licences shown in Table 3.1, the activities foreseen in President's Decree №510 of 

December 29, 2006 (on approval of the list of activities requiring a special permits) are licensed, 
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namely: 

- Installation, adjustment and repair of energy facilities, structures and equipment; 

- Design of buildings and structures of responsibility levels I and II in compliance with the national 

standards; and 

- Construction and installation works in buildings and structures of responsibility levels I and II in 

compliance with the national standards. 

These licences are issued by legal entities regardless of the legal form of persons engaged in business 

activity. Licences are issued for a five-year period for activities but not for execution of works on 

individual sites. 

Since May 2010 (date of approval of the Rules of issuing specific permits for RES activities) only 2 

permits have been issued for design, construction and operation of concrete facilities: 

- OJSC "Temiz Shahar", solid domestic waste incineration plant, Balahan industrial park5; 

- demonstration hybrid trail, wind park of 8 MW installed capacity, Gobustan, Azerbaijan6.  

 

These specific permits were issued by the Ministry of Industry and Energy which before 2013 was the 

key executive body issuing permits in the energy sector (see Item 3.1). It should also be noted that at 

the time of preparing this report there was no legislative framework on RES connection to the power 

networks in Azerbaijan. This created certain difficulties for RES project developers as the Azerbaijani 

legislation did not foresee the sequence of issuing technical conditions for connection and RES 

permissions; e.g. in some cases an electricity company required a specific permit for RES activity at 

the stage of issuing technical conditions for connection. 

3.3. Specific RES permits and fiscal privileges  

Special permits for design, construction and operation of RES sites in Azerbaijan may be one of the 

justification documents to obtain fiscal privileges by the owners. Namely, fiscal privileges are:  

exemption of customs duties and VAT is an incentive tool for RES development in Azerbaijan. In 

compliance with the legislation, units, equipment, spare parts and operating supplies for RES sites 

are exempt of customs duties and VAT. 

                                                        

 

5 http://www.tamizshahar.az/  
6 http://area.gov.az  

http://www.tamizshahar.az/
http://area.gov.az/
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The legislative documents regulating the exemption of customs duties and VAT were adopted during 

the first working visit of the ITS experts and included the following regulatory documents: 

- Regulation of the Cabinet of Ministers of Azerbaijan №112 of May 1, 2014 "On introduction of 

changes to Regulation of the Cabinet of Ministers №91 of April 22, 1998 "On levels of customs 

duties for import-export transactions in Azerbaijan"; 

- Regulation of the Cabinet of Ministers №113 of May 1, 2014 "On introduction of changes to 

Regulation  of the Cabinet of Ministers №11 of January 31, 2005 "On the list of goods subject to 

exemption of VAT when entering the territory of Azerbaijan". It should be noted that above 

mentioned legislative acts entered into effect 30 days after their publication - on May 31, 2014. 

These acts approve the exhaustive list of units, equipment, spare parts and operational supplies 

for RES power plants subject to exemption of customs duties and VAT. The justification 

documents for fiscal privileges are: 

1. Specific permit for construction and operation of RES; 

2. A list specifying quantity of units, equipment, spare parts and operational supplies for RES 

power plants (in line with the approved range) must be coordinated with the Agency for 

alternative and renewable energy sources. 

Considering the human factor in preparation of the list of equipment and other materials subject to 

exemption of VAT and customs duties, this regulation does not comply with the European principles 

of transparency and clarity used for the development of RES support instrument.  

3.4 Conclusions  

 In Azerbaijan the legislative basis is a "framework" and defines only the key principles. All the 

questions regarding the procedure of permission (licence) issuing should be regulated by the 

relevant bylaws, many of which are yet to be adopted. Overall Azerbaijani framework foresees 

16 permits for activities in the energy sector, however only six permits are in fact issued.  

 A specific feature of the legislation in Azerbaijan is the use of two terms similar in the meaning 

in the process of licensing:   

-special permit (licence) in Azerbaijani - "xüsusi razılıq (lisenziya)";   

-specific permit in Azerbaijani - "xüsusi icazə". 

Special permits (licences) are issued for activities without limiting a place of service provision on 

the territory of Azerbaijan, at the same time specific permits (RES included) are issued for an activity, 

a specific site or area.  

The legislative framework of Azerbaijan does not clearly distinguish these terms. 



 

27 
 

 

 Regulation of the Cabinet of Ministers "On approval of the Rules of issuing special permits for 

activity in the area of alternative and renewable energy sources" (№95 of May 20, 2010) does 

not foresee a clear distinction in terms of issuing these permits based on an application or on a 

competitive basis. 

 In cases of construction of RES facilities along with specific permits for RES activity the 

construction company has to obtain from the Ministry for Emergency Situations one of the 

following licences: 

-Installation, adjustment and repair of energy facilities, structures and equipment; 

- Construction and installation works in buildings and structures of responsibility levels I and II in 

compliance with the national standards. 

 The current legislative framework has no clear division which of these two licences should 

apply to an energy facility.  

 Azerbaijan has no legislative framework on RES connection to electricity networks and does 

not foresee the sequence of issuing technical conditions for connection and permissions for 

RES activities. That leads to the situations when an electricity company may require a specific 

permit for RES activity at the stage of issuing technical conditions for connection. 

 According to the EU practice, fiscal privileges for RES projects such as exemption of customs 

duties and VAT on a case-by-case basis are not transparent because they do not exclude an 

impact of the human factor in defining an amount of support.   
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4. Proposals and recommendations   

1. Propose approving a new version of Rules of issuing specific permits for RES sites that are 

developed considering recommendations of the ITS experts (Annex 1). Reviewed rules should 

base on the European principles and include the following changes:    

- Special permits should be issued based only on applications; 

- Clear division of the terms "Special permit (licence)" and "Specific permit" is required; 

- Specific permits for design and construction of RES facilities should be issued only for 

individual RES sites but not for the activity itself. Essentially, special permit should be 

regarded by the Agency as an instrument to monitor the functioning of RES market in the 

country as well as an instrument for provision of fiscal privileges (exemption of VAT and 

customs duties); 

- An exhaustive list of documents, clearly defined time of consideration and decision 

making should be foreseen; 

- Opportunity of sending electronic applications for specific permits; 

- Register of issued permits with capacities and volumes of generated electricity should be 

published on the Agency's website.  

2. In line with the EC practices, the state fee for issuing special permit (licence) should be based on 

the actual costs of the services rendered which include the following costs: cost of works linked 

to the services rendered, cost of production of legally binding document (form, business form), 

also the cost of works linked to the check of submitted documents and other legislative 

requirements.  

3. Initiate the development of the additional areas as further steps for improvement of the 

investment climate and RES development in Azerbaijan (including  

INOGATE participation and/or other international organisations): 

- Develop Rules of connection of RES units to networks and a methodology for calculation 

of the connection charge; 

- Develop Guidance on RES project implementation for potential investors and developers; 

the Guidance will deal with the procedure of obtaining permits, description of stages of 

project implementation and their sequence. The developed document should approved 

by an Agency's Decree (Regulation). 

- Initiate an increase in feed-in tariffs to the average European level or initiate the 

establishment of RES fund as a support instrument to RES development in the country. 

This fund may compensate the RES developers, who have obtained all the required 

specific permits in the Agency, up to 50% of incurred costs of construction. 
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- Initiate the introduction of changes to the law "On electricity", "On energy" and "On 

electrical and heat energy plants" with a view of further improvement of the procedure of 

licensing the energy sector in the country in compliance with the best European practices. 


