Law of the Republic of Uzbekistan on

LEASING

# 756-I, April 14, 1999

This Law has been amended

in accordance with the Law of RU # 447-II,  13.12.2002

Article 1.  Leasing legislation.

Legislation for leasing governs the terms that arise in the course of leasing operations, and include this Law and other statutory acts.

Should an international treaty that the Republic of Uzbekistan is a Party to stipulate regulations that differ from those of the legislation of Republic of Uzbekistan on leasing, the regulations of the international treaty shall take precedence.

Article 2.  Definition of leasing.

Lease (financial rent) –  a distinct type of rent relationship in which one Party ( the Lessor) under the direction of the other Party ( the Lessee) shall purchase from the Third Party (the Supplier)   property stipulated in the Lease Agreement  (Leased Asset) and transfer it to the possession and use of the Lessee for a period of more than twelve months in return for payments, in accordance with the terms stipulated in the Agreement. The Lease Agreement shall meet one of the following criteria:

The Lessee shall assume ownership of the Leased Asset by the date of the expiration of the Lease Agreement;


The term of the Lease Agreement shall exceed 80% of the useful life of the Leased Asset, or the residual value of the Leased Asset shall amount to less than  20% of its initial value;


By the expiration of the Lease Agreement, the Lessee shall have the right to purchase the Leased Asset at a price lower than the market price of the Leased Asset on the date of the transaction;


The total amount of the lease payments for the duration of the Lease Agreement shall exceed 90% of the price of the Leased Asset.

3. Leased Assets

Leased assets may include any non-consumable good, including businesses, real estate, buildings, structures, equipment, transport, and other movable and immovable property used in entrepreneurial (commercial) activities;

Leased assets may not include land plots and other natural sites, and other property, withdrawn from or in limited free circulation. 

4. Parties to a Lease

The Lessor, Lessee and Supplier are the parties to a lease.  

The Lessor - the entity purchasing and obtaining the ownership title for the Leased Asset for the purpose of its subsequent transfer to the Lessee, pursuant to the Lease Agreement.

The Lessee - the entity taking possession over the Leased Asset, pursuant to the Lease Agreement.

Supplier - the entity from whom the Lessor purchases the Leased Asset.

The creditor to the lessor cannot serve also as the lessee, except in those cases in which the leased asset is purchased using a credit/loan from the lessee. 
Article 5.  Forms of leasing

A Lease may be exercised  in direct form where all three parties to a  lease shall be present, as well as in the form of “leaseback” where the Lessee and the Supplier act as a single entity. 

Article 6.  Sub-leasing


The Lessee shall have the right to sublease the Leased Asset through the Lease Agreement for the possession and use of the Leased Asset to the third party, upon receipt of the written consent of Lessor, however, the Lessee still retains the liability to the Lease Agreement.  In the sub-lease agreement, provisions of this Law shall be applied with regard to the sub-Lessor, sub-Lessee and Supplier as to the Lessor, Lessee and Supplier respectively.


The term of the Sublease Agreement shall not exceed the term of the Lease Agreement.

Article 7.  Accounting and Registration of Leased Asset


The Leased Asset shall be recorded on the balance sheet of the Lessee.


Leased Assets, which  require registration with government authorities, shall be registered either under Lessor's or Lessee's name in accordance with procedures stipulated by legislation.

Article 8.  Leasing  Activity


Leasing activity - an investment activity in which a Lessor purchases a Leased Asset using equity capital and/or borrowed funds and transfers the Leased Asset to the Lessee in accordance with the Lease Agreement.

Article 9.  Lease Agreement


The Lease Agreement shall be executed in written form in accordance with procedures established by legislation.

The Lease Agreement shall be subject to notary certification 


- upon request of one of the Parties;

-in the case that the Leased Asset is property which according to legislation requires notary certification;

The Lease Agreement should include the following terms: 

· Description of the Leased Asset (quantity, quality, list, contract cost of the objects of lease and other parameters) and the total amount of the Lease Agreement;

· Liabilities of the Parties related to the purchase and transfer of the Leased Asset;

· Procedures for the transfer of the Leased Asset, including the procurement, assemblage, and commissioning of the Leased Asset;

· Terms, amount, frequency, and process for making lease payments;

· Liabilities of the Parties for the use, storage, operation, and maintenance of Leased Asset;

· Term of the agreement;

· Determination of the party responsible for the selection of Supplier and Leased Asset;


By the agreement of the Parties following terms may also be included in the Lease Agreement:

· Order and terms of purchase of Leased Asset ;

· Amendment and termination of Lease Agreement;

· Insurance of the Leased Asset;

· Force majeure conditions;

· Provision by the Lessor for additional services necessary to operate the Leased Asset;

· Procedures for maintaining the control of the parties to the lease regarding the implementation of terms of the Lease Agreement.

Lease Agreement may include other provisions in accordance with legislation.

Article 10.  Amendment and Termination of the Lease Agreement

The amendment and termination of the Lease Agreement shall be permissible upon the agreement of the Parties, unless legislation or the agreement stipulate otherwise.

Article 11.  Rights and Liabilities of the Lessor


The Lessor has the right to:

Exercise control over the terms of the maintenance and the correct use of the Leased Asset by the Lessee in accordance with the Lease Agreement and legislative requirements;

Select the Leased Asset and its Supplier  with the consent of the Lessee;

Repossess the Leased Asset from the Lessee in the cases and under the procedures stipulated in legislation or the Lease Agreement;

In the case of substantial breach of Lease Agreement by the Lessee, demand advance payment of all lease payments, or termination of the agreement with compensation of losses and/or return of the Leased Asset;

In the case that the Leased Asset is not procured or does not meet the provisions of the Lease Agreement due to the fault of the Lessor, the Lessor with the consent of the Lessee is entitled to improve the improper implementation of the provisions of the Lease Agreement or offer another Leased Asset to the Lessee.

The Lessor shall be obliged to:

Purchase the property in accordance with the Lease Agreement and transfer it to the possession and use of the Lessee;

While purchasing the property for the Lessee, inform the Supplier that the property is being purchased to lease to a specific Lessee;

Fulfill its liabilities regarding the operation, maintenance and technical support of the Leased Asset for the Lessee in a timely and comprehensive manner provided such provisions are stipulated in the agreement.

The Lessor may have other rights and liabilities stipulated in the legislation.

Article 12.  Rights and Liabilities of the Lessee


The Lessee has the right to:

Select the Leased Asset and Supplier;

Demand from the Lessor compensation of losses incurred from the  non-implementation or improper implementation of Lease Agreement;

File claims to the Supplier in accordance with the provisions of the sale - purchase agreement of the Leased Asset with regard to its quality and full equipment, dates of procurement, warranty repairs, etc;

In case of non-procurement, poor procurement, delayed procurement, or procurement of the Leased Asset of inferior quality, refuse to accept the Leased Asset procured and demand the termination of the Lease Agreement, unless the agreement stipulates otherwise;


Demand the refund of the advance payments previously made less the benefits derived from the use of Leased Asset  in the case of premature termination of the Lease Agreement;


Should a third party file a foreclosure action on the Leased Asset, the Lessee shall have the right to make full payment of the remaining amount of the lease payments, stipulated in the Lease Agreement, less the income of the Lessor for the remaining period of the Lease Agreement, thereby concurrently terminating the Lease Agreement and purchasing the Leased Asset.

The Lessee shall be obliged to:

Accept and use the Leased Asset in a proper manner, and maintain it in accordance with the provisions of the agreement;

Make timely lease payments, finance current maintenance expenditures of the Leased Asset, and bear other operational costs unless stipulated otherwise in the Lease Agreement.

In the case of termination of the Lease Agreement, the Lessee must return Leased Asset in the condition originally accepted from the Lessor, allowing for its normal depreciation and changes made according to the agreement of the Parties, except for cases stipulated in the second clause of this article.


The rights and responsibilities of the Lessee for maintenance and technical support of the Leased Asset may be stipulated in a separate agreement reached with the Supplier.


The Lessee may have other rights and responsibilities stipulated by legislation.

Article 13.  Rights and Responsibilities of the Supplier


The Supplier has rights and responsibilities in accordance with the legislation and the Agreement.

The rights and responsibilities of the Supplier conferred by the sale – purchase agreement, in regard to the Lessee, shall be the same as to the Lessor, unless stipulated otherwise in the Lease Agreement or in the sale- purchase agreement.  The Lessee shall not have the right to terminate or annul the sale - purchase agreement of the Leased Asset. 

Article 14.  Specifics of the Sale - Purchase Agreement of the Leased Asset

The sale - purchase agreement of the Leased Asset shall be executed between the Lessor and the Supplier where the Lessor acts under direction from the Lessee to  purchase the Leased Asset and  subsequently transfer it to the Lessee.  

At the discretion of the Parties, the sale - purchase agreement of the Leased Asset may be concluded prior to or after the date of execution of the Lease Agreement. 


When concluding the purchase agreement, the Lessor must in advance inform the Supplier of the designated purpose of the purchase of the Leased Asset, stipulating that the Asset is to be leased in the sale - purchase agreement.  

Article 15.  Ownership Rights to the Leased Asset


The ownership title for the Leased Asset is retained by the Lessor until its purchase by the Lessee.


Title for the Leased Asset may be transferred to the Lessee prior to the expiration of the term of Lease Agreement conditional upon the full payment of all lease payments less the income of Lessee for the remaining period until the expiration of the term of Lease Agreement, unless stipulated otherwise in legislation.  

In the case of bankruptcy of the Lessee, and the subsequent seizure or sequestration of property, the Leased Asset shall be separated from the other assets of the Lessee and returned to the Lessor with all ownership rights.  The procedure for the refund of losses shall be determined by legislation.

Article 16.  Concession of the Rights of the Lessor and the Lessee to third parties 

The Lessor may concede its rights under Lease Agreement partially or in full to a third person by providing notice to the Lessee.

The Lessee may concede its rights under the agreement of lease partially or in full to a third person, conditional upon the consent of the Lessor.


. 

In case of the title transfer of the Leased Asset from the Lessor to a third person, the Lease Agreement shall retain its validity with the new owner.

Article 17.  Application of Accelerated Depreciation of the Leased Asset

The Lessor and the Lessee have the right to apply accelerated depreciation of the Leased Asset, conditional upon mutual consent and in accordance with the legislation.

Article 18.  Insurance of the Leased Asset

Insurance for the Leased Asset against all types of damages relating to the risk of destruction, loss, theft, spoilage, damage, and premature aging shall be decided by agreement among the Parties. In the absence of such an agreement, the Lessee shall bear responsibility for insuring the Leased Asset.

Article 19.  Risks related to the Leased Asset

All risks related to the Leased Asset including its accidental loss (destruction), or accidental damage, theft, premature aging, and damage shall be transferred to the Lessee, in the order stipulated in the Lease Agreement.   The Lessee shall be liable for any loss or damage to the Leased Asset, from the moment that the risk is transferred to the Lessee through the expiration of the Lease Agreement.  


If the Lease Agreement does not specify the time of transfer of risks from the Lessor to the Lessee, the risks shall be transferred to the Lessee from the moment of receipt of the Leased Asset.

If the Leased Asset does not meet the requirements of the Lease Agreement to the extent that the Lessee is empowered to reject the Leased Asset, the Lessor shall bear liability for all risks until the removal of all discrepancies or the acceptance of the Leased Asset by the Lessee.

The Lessee shall bear the risks regarding the solvency and ability of the Supplier to provide the Leased Asset, excluding the cases when the Lessor selects the Supplier of the Leased Asset, or the unlawful force by the Lessee to the Lessor to select a certain Supplier or Leased Asset.

Article 20.  Security in Accordance with the Lease Agreement


In order to ensure the return of all funds spent in accordance with the Lease Agreement, the Lessor is entitled to require that the Lessee provide security, in the form of collateral, guarantee, or third person guarantee.

Article 21.  Use of the Leased Asset as collateral


The Lessor shall not use the Leased Asset as collateral without prior consent of the Lessee. 


The Lessee shall not have the right to use the Leased Asset as collateral.

Article 22.  Lease payments


Lease payments – rental payments paid by the Lessee to compensate all or most of the expenditures of the Lessor associated with the purchase of Leased Asset, other expenditures related to the procurement of the Leased Asset, its commissioning, and the Lessor’s profit.


The Lease payments shall be spread over the entire period of the agreement and paid in installments.  The amount and frequency of lease payments shall be determined in the Lease Agreement.

Article 23.  Enforced collection of Payments and  Repossession of the Leased Asset from the Lessee


Procedures for the enforced collection of payments and repossession of the Leased Asset by the Lessor from the Lessee shall be determined by legislation.

Article 24. Liabilities of the parties to the lease

The Lessor is accountable to the Lessee for non-procurement, poor procurement, delayed procurement, and procurement of property of poor quality, should the above-listed result from the Lessor’s acts or omissions.

The Lessor shall not hold the liability for the Leased Asset unless the selection for the Supplier and the Leased Asset was made by the Lessor, and the Lessee incurred losses as a result of this selection.

Regarding the Supplier, the Lessor and the Lessee act as joint creditors for the sale - purchase agreement of the Leased Asset.  The Supplier holds the liability before both the Lessor and the Lessee for the delivery of its obligations in accordance with the sale-purchase agreement of the Leased Asset (quality, full equipment, procurement of the Leased Asset, etc).

The Supplier shall not be responsible both before the Lessor and the Lessee for the same damage inflicted to the Leased Asset.

The Lessor shall not be responsible for the shortcomings of the Leased Asset, provided these shortcomings were stipulated at the execution of the Lease Agreement.  

The loss of the Leased Asset or the loss of the functionability of the Leased Asset due to the fault of the Lessee shall not relieve the Lessee of its liability before the Lessor, unless provided otherwise by the Lease Agreement.

Article 25. Resolution of disputes.

Disputes arising in the course of leasing shall be settled in court.
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