TAX CODE OF THE REPUBLIC OF UZBEKISTAN

Approved by the Law N 396-I of April 24, 1997

Takes an effect from January 1, 1998

        As amended by the Laws of August 30, 1997, No. 485-I

        and December 26, 1997, Law No. 621-I of 01.05.98,

        Law No. 681-I dtd. 29.08.98

        Law No. 729-I dtd. 25.12.98

        Law No. 722-I dtd. 15.04.99

        Law No. 832-I dtd. 20.08.99

        Point XXIV of the Law No. 82-II dtd. 26.05.2000

        Point 3 of Enclosure to Decree No. UP-2613 dtd 06.06.2000

        Point 4 of Enclosure to Decree No. UP-2613 dtd 06.06.2000

        Point 20 of the Law of the RUz No. 175-II dtd 15.12.2000

        Section XII of the Law of the Republic of Uzbekistan

        No. 220-II dtd 12.05.2001

        Section VI of the Law of the Republic of Uzbekistan No. 271-

        dtd 30.08.2001

        Section IX of the Law of the Republic of Uzbekistan

        No. 320-ii dtd 07.12.2001

        Section IV of the Law of the RUz dtd 05.04.2002,

        Section IX of the Law of the RUz No. 405-II dtd 30.08.2002

Law of the Republic of Uzbekistan # 447 – II on 13.12.2002

(extractions)
Article 17. Structure of aggregate income

        The aggregate  income encompasses  money funds  and other means received (or due to  be received), as well  as received on a  gratuitous basis by the  legal entity as  pay-out for commodities  delivered, works fulfilled, services rendered and other operations transacted.

        Such incomes include the following:

        1)  income derived  from  the  sale  of  commodities (works  or services);

        2)  income  received  from  the  sale  of  capital  assets, non- material  assets,  securities,  personal  or  creative  works, materials and other assets;

        3) income received from interest accrued;

        4) dividends;

        5) property received without compensation;

        6) income derived through rent (lease) of property;

        7) royalties;

        8) gratuitous financial aid  (with the  exception of  subsidies extended from the state budget);

        9) income received  as a result  of the dismissal  of creditor's and depositor's arrears whence the term of limitation is due;

        10)  income  received  as  a  result  of  the  reimbursement  of expenditure, losses or questionable debts incurred;

        11) positive exchange difference in currency accounts;

        12) excess income;

        13) other kinds of income.

Article 19. Deductions from the aggregate income

        The following sums should be deducted from the aggregate income (profit) when determining the amount of income (profit) subject to taxation:

        - sums of value-added tax,  excise tax, property tax, land  tax, tax levied  for the  use of  natural resources,  environmental tax,  tax levied  for  the  use  of  water  resources,  as well as sums of customs duties;

        -  sums  of  interest  paid  for  the  use  of short-term credit accommodated by banks and  other financial and credit  institutions, with the exception of interest accrued on overdue and deferred loans;

        - expenditure associated with the pay-out of salaries and  wages (with the  exception of  similar expenditure  borne by  banks, insurance establishments,  video-salons,  cinemas,   video  and  audio   recording centers, auctions, casinos,  gambling machines with  winnings, lotteries held by non-governmental  institutions, as well  as public concerts  and entertainments);

        - sums of rent paid according to the established procedure;

        - rent;
        - expenditure associated with the repair of capital assets;

        -  the  cost  of  material  expenditure and services rendered by detached legal and physical entities;

        - sums of due insurance payment added to wages according to  the current legislation;

        -  sums   of  expenditure   associated  with   the  pay-out   of remuneration  for  the   commodity  (service)  certification   procedure executed;

        - sums of expenditure associated with business trips in  keeping with the norms specified by the current law;

        - sums of representation-related expenditure borne according  to the established norms;

        - sums of expenditure  associated with advertising according  to the established norms;

        -  sums  of  expenditure   associated  with training and further training of personnel according to the established norms;

        - sums  of expenditure  associated with  the maintenance  of the following establishments  which are  on the  taxpayer's balance:  public health  establishments,  old  people's  and  invalids' homes, children's pre-school  institutions  and  summer  rest  homes,  cultural  and sport establishments,  public  educational  institutions,  as  well as housing

resources  borne  in  keeping  with  the  norms established by the local authority;  as  well  as  sums   of  expenditure  associated  with   the maintenance of the above-mentioned establishments borne by the  taxpayer on a share-holding basis;

- amount of interests and other fees for the credits obtained for purchase of the leased asset;  (Paragraph is included in accordance with the Law of RU # 447 – II 13.12.2002 );

- income of the Lessor  included in the lease payments in accordance with the Lease Agreement;  (Paragraph is included in accordance with the Law of RU # 447 – II 13.12.2002);
   - other due payments specified by the current law.

        Apart from the expenditure and due payments detailed above,  the following expenditure  and sums  should be  deducted from  the aggregate

income;

        1) as regards banking institutions:

        - payments charged  for the use  of credit resources,  operating expenditure, as well as  expenditure associated with the  transportation and storage of money funds and valuables;

        - calculated and paid out interest accrued on customer accounts, including physical entities;

        -  sums of  unpaid  loans  which  have  been written off at the expense of risk-related reserves;

        2) as regards insurance establishments:

        - sums of payments discharged under re-insurance agreements;

        - sums of payments  discharged under insurance and  re-insurance agreements which are not due until the end of the year under review;

        - sums of  payments calculated and  discharged on insurance  and re-insurance commitments;

        -  sums  of  outstanding  payment  on  insurance  for  accidents occurring in previous  year, including commitments  within the term   of limitation;

        - sums of insurance  payment under agreements where  the insured accident  has  been  declared,  but  the  amount  of losses has not been determined;

        -  sums  of  money  funds  used  by  insurance establishments to subsidize appropriate  measures to  prevent and  avert insured accidents (preventive measures);

        - assignments to reserve funds made by insurance establishments at the rate of 20 per cent  of their profits, until the total amount  of these funds comes to 25 per cent of their authorized capital.

        The  procedure   for  the   determination  of   the  amount   of expenditure, due payments,  expenses and deductions  due to be  deducted from the aggregate  income is specified  by the Cabinet  of Ministers of the Republic of Uzbekistan.

        If the expenditure incurred is included in several categories of expenditure, it may be deducted from the aggregate income only once.

        Expenditure  associated  with  the  acquisition  and assembly of capital  assets,  non-material   assets,  as  well   as  other   capital expenditure  should   be  deducted   from  the   aggregate  income    as depreciation in subsequent periods.

Article 30. Rates of income (profit) tax charged on

            non-residents at the source of payment

        Income (profit)  not associated  with a  permanent establishment received by the non-resident from the source of payment in the  Republic of Uzbekistan is subject to  taxation at the source of  payment, without subsequent deduction, at the following rates.

_______________________________________________________________

¦Dividends and interest                           ¦15 per cent¦

_______________________________________________________________

¦Insurance premiums paid out on high risk          ¦10 per cent¦

¦insurance and re-insurance                       ¦           ¦

_______________________________________________________________

¦Telecommunication or transport services          ¦           ¦

¦intended for international transportation        ¦ 6 per cent¦

¦carried out between the Republic of Uzbekistan   ¦           ¦

¦and foreign countries (freight income)           ¦           ¦

_______________________________________________________________

¦Royalties, rental (leasing) income, income derived from     ¦           ¦

¦services rendered, including management services,¦20 per cent¦

¦expert advice and other profits, with the        ¦           ¦

¦exception of profits which have already been     ¦           ¦

¦subject to income (profit) taxation              ¦           ¦

_______________________________________________________________

Article 38. Lease of fixed assets 

Rent of depreciable fixed assets shall be considered leasing (financial rent) – while as one Party (Lessor) under the direction of the other Party (Lessee) shall purchase from the Third Party (Supplier) the property stipulated in the Lease Agreement  (leased asset) and transfer it to possession and use of the Lessee in return for payments, in accordance with the terms stipulated in the Agreement. The term of the Lease Agreement shall exceed twelve months and meet one of the following criteria:

· the Lessee shall assume ownership of the fixed assets by expiration of the term of the Lease Agreement;

· the term of the lease shall exceed 80% of the economic life of the fixed assets, 
· the Lessee shall have the right to purchase the fixed assets at the cost lower than their market price on the date of exercising this option; 

· the residual value of the fixed assets being leased shall amount to less than  20% of its value at the inception of the lease;

· current amount of the lease payments for the term of the Lease Agreement shall exceed 90% of the price of the leased asset.

Article 71. Exemption from value-added tax
        The following  commodities, works,  services and  operations are exempt from VAT:

        1) insurance and re-insurance  transactions, including  related services carried out by intermediaries and insurance agents;

        2) accommodation and transferal of loans;

        3) transactions pertaining to money deposits, current  accounts, payments, transfers, cheques and other securities;

        4)  transactions  associated  with  the  circulation  of foreign currency and ready money which are considered to be legitimate means  of payment, with the exception of rare bonds for numismatic collections;

        5) transactions related to  the circulation of securities,  with the exception of operations associated with their issue and storage;

        6)  certain lines  of  activity  which  are subject to official tolls and duties carried out by a specially commissioned authority;

        7) services rendered in  pre-school establishments,  as well as services associated with the nursing of the sick and the aged;

        8) a range  of ritual services  rendered by funeral  parlous and cemeteries;

        9) patent duties,  registration fees and  license-bound payments due  to  be  paid  for  the  acquisition  of  rights  to  use objects of intellectual property;

        10)  produce  manufactured  by  enterprises  specializing in the production  of  prosthetic  and  orthopedic  appliances  and  implements designed  for  invalids,  as  well  as  relevant  services  rendered  to invalids and produce manufactured  by medical and industrial  work-shops operating in the framework of clinics;

        Point 11 is supplemented with a  sentence  in   accordance  with Sub-point 5) of Section VI  of  the   Law  of  the  Republic  of Uzbekistan No. 271-II dtd 30.08.2001

        11)  commodities  imported  by  physical  entities under certain tax-free quotas specified by the customs law;

        The  given  tax   concession  is  not  applicable to commodities imported by  physical entities  and designed  for commercial  activity

        12) the sale of agricultural products of one's own production;

        13)  the sale  of  postage   stamps  (with  the  exception   of collectable ones), as well as labeled postcards and envelopes;

        14) services associated with the pay-out of pensions and  social allowances rendered by post-offices;

        15)  scientific  research  and  innovation  works  under   state contracts  carried  out  in  scientific  and technical programmers of the State Committee for Science and Technology of the Republic of Uzbekistan;

        16) services rendered by municipal passenger means of  transport (with  the  exception  of  taxis  and  fixed-route  taxis),  as  well as services associated with local  passenger-trains and road transport  for general use (with the exception of taxis and fixed-route taxis);

        17)  housing and  communal  services,  as  well  as maintenance services rendered to the population;

        18) services rendered in the public education domain  associated with education, as  well as tuition  fees charged in  higher educational establishments and vocational training schools;

        19)  the sales   turnover  of  precious   metals  sold  to   an appropriately commissioned state authority involved in storage;

        20)  services associated  with  certain  rites  and  ceremonies rendered by religious establishments and associations;

        21)  services  rendered  by  clinics,  health  resorts, sanitary establishments, tourist  and excursion  offices, and  sports centers  as the main line of  their activity; as well  we children's rest homes  and camps;

        22) the cost of privatized state property;

        23) hydrometeorological and aerological works;

        24) geological and topographic works;

        25)  profit  earned  as  a  result  of an accomplished volume of works related  to the  maintenance and  repair of  high-ways for general use;

        26)  produce  manufactured  and  services rendered by publishing houses, editorial  offices, printing  plants, the  Broadcasting Company  and  the  National  Information  Agency  of  the  Republic   of Uzbekistan as the main line of their activity;

        27) stenographical services;

        28) environmental    consultancy    services    rendered   by appropriately commissioned state establishments;

        29)   services   associated   with   scientific   and  technical treatment,  restoration,  binding  and  use  of  archives,  as  well  as services aimed at improving office work;

        30)  services associated  with  the  teaching  of  the official language, and record-keeping in the official language;

        31)  building materials  produced  in  the Republic and sold to individual persons and establishments involved in construction of  their own houses;

        32)  volumes   of  construction   and  special   assembly  works fulfilled by contract, repair  and construction establishments, as  well as those specializing  in special assembly  involved in private  housing construction;

        33)  volumes  of  housing  construction  works  fulfilled  under contract for the construction of houses for physical and legal  entities signed with Uzzhilsberbank;

        34) services associated with transportation, loading,  unloading and re-loading  of commodities  exported from  the Republic,  as well as commodities  transited  through  the  Republic  of  Uzbekistan  (transit freightage);

        Point 35 is stated in accordance with Point 7 of the

        Section IX of the Law of the Republic of  Uzbekistan

        No. 320-ii dtd 07.12.2001 (Previous version)

        35) goods  (with  the  exception of  imported and  excise-liable goods)  work   and  services   (with  the   exception  of    commercial, intermediary, supply, sale and  procurement work and services)  produced and sold  by legal  entities owned  by public  associations of invalids, Nuroniy Fund  and Chernobyltsi  of Uzbekistan  Association, employing no less than 50 per cent of invalids;

        36)  property  imported  to  the  Republic  with  the purpose of providing assistance to victims  of natural disasters, armed  conflicted and  accidents,  as  well  as  commodities  imported  in  the  form   of humanitarian aid.

        Part two has lost its validity according to the

        Law No. 729-I dtd. 25.12.98

        Point 37 has lost its validity according to the

        Law No. 729-I dtd. 25.12.98

(Introduced by the Law of December 26, 1997)

        38) equipment,  materials (work  and services)  imported by  the legal entities  including non-residents  of the  Republic of  Uzbekistan at the  expense of  loans and  grants provided  by the international and foreign governmental financial and economical organizations on contracts (agreements) concluded by the Republic of Uzbekistan. (Introduced by the Law No. 621-I of 01.05.98)

        39) subdivisions of security  service operated  at agencies  of Internal Affairs. (Introduced by the Law No. 729-I dtd. 25.12.98)

        40)  private  preschool  educational  establishments  for  three years from  the date  of the  registration provided  that released funds are  used  to  strengthen  material  and  technical  base,  to  purchase equipment, inventory, didactic material, children's toys and books; (Introduced in  accordance with Point 4, Article XXIV of the  Law of the Republic of Uzbekistan No. 82-II dtd 26.05.2000)

        41)  equipment,  goods  (work  and  services)  imported  to  the Republic  of  Uzbekistan  at  the  expense  of  financial appropriations under orders of budget organizations;

(Introduced in  accordance with Point 4, Article XXIV of the  Law of the Republic of Uzbekistan No. 82-II dtd 26.05.2000)

        Introduced by Sub-point 2) of Point 20 of the Law of RUz No.

        175-II dtd 15.12.2000

        42) medicines and medical products imported to the Republic.

        Point 43) is supplemented  in  accordance  with  Sub-point 5) of Section VI  of the  Law of the Republic of Uzbekistan No. 271-II dtd 30.08.2001

        43) legal entities  - holders of  the license for  the right  to carry out touring-concert activity

44) wholesale of the portrait production, school supplies, medicines and medical supplies; (the clause is introduced in accordance with the Law of the RU # 447 on 13.12.2002);

45) lease payments for leasing of property; (the clause is introduced in accordance with the Law of the RU # 447 on 13.12.2002)

46) technological equipment imported in the Republic of Uzbekistan for subsequent conveyance for leasing provided the endorsement of an authorized bank. (the clause is introduced in accordance with the Law of the RU # 447 on 13.12.2002)

Article 92.  Property tax-related privileges imposed on legal

             entities

        When  calculating  the  sum  of  property  tax  imposed on legal entities, the taxable base is reduced by the cost of:

        -  living  quarters  and  buildings  designed  for  social   and cultural purposes which are on the taxpayer's balance;

        - edifices and buildings associated with environmental, sanitary and fire-prevention purposes;

        - buildings and constructions  used for production, storage  and selection of agricultural produce, as well as for breeding, netting  and processing fish;

        -  oil  and  gas   pipelines,  communication  lines   (including highways), communication  networks and  electricity transmission  lines, as well as edifices associated  with the service and maintenance  of the above-mentioned installations;

        - communication satellites;

        -  production  capital  assets  laid  down  according a decision issued by the Cabinet of Ministers of the Republic of Uzbekistan;

        - municipal  passenger transport  (with the  exception of  taxis and  fixed-route  taxis)  and  motor  transport  (with the exception  of taxis   and   fixed-route   taxis)    for   general   local    passenger transportation;

        -   means   of   transport   belonging   to   enterprises    and establishments involved in the repair and maintenance of motor roads;

        - means of transport used  for the training of personnel,  under governmental programmes,  or for  the Armed  Forces of  the Republic  of Uzbekistan;

        - buildings and  structures associated  with civil security and mobilization purposes which are on the taxpayer's balance and which  are not used in business activity. (Introduced by the Law No. 729-I

dtd. 25.12.98)

        - equipment purchased  at the expense  of foreign credit  for  a period of  repayment of  credit; such  period can  not exceed five years (Introduced by Law of the Republic of Uzbekistan No.832-I dtd 20.08.99)

          - property received in a lease for the period of the Lease Agreement (the paragraph is introduced in accordance with the Law of the RU # 447 on 13.12.2002)

        The  following  kinds  of  property  owned by legal entities are exempt from taxation:

        -  property  owned  by  non-commercial  establishments, with the exception of property used for their entrepreneurial activity;

        -  property  used  for  the  needs  of  educational and cultural establishments;

        - property  owned by  enterprises rendering  general housing and communal services;

        - property owned  by enterprises involved  in the selection  and storage of agricultural  and animal produce,  as well as  those involved in  breeding,  netting  and  processing  fish  as the main line of their activity;

        Paragraph 6 was excluded in accordance with Point 10 of

        the Section IX of the Law of the Republic of Uzbekistan

        No. 320-ii dtd 07.12.2001

        - property belonging  to newly-established enterprises  involved in tourist  activity carried  out in  the towns  of Samarkand,  Bukhara, Khiva and Tashkent - from the  date of establishment till the date  they receive their first profit. This  term however, should not exceed  three years from the  sate of their  registration. If such  legal entities are wound up within the years  following the period when they  been enjoying taxation on favourable terms, the  sum of property tax should  be levied in full for the whole period of their operation;

        Paragraph  8  is  stated in accordance with Point 10 of

        the Section IX of the Law of the Republic of Uzbekistan

        No. 320-ii dtd 07.12.2001 (Previous version)

        property  owned by public association of invalids, Nuroniy  Fund and Chernobyltsi of  Uzbekistan Association, employing  no less than  50 per  cent  of  invalids,  with  the  exception  of  those  involved   in commercial, intermediary, supply, sale and procurement activity;

        Paragraph was excluded in accordance with  Law  of  the Republic of Uzbekistan No. 832-I dtd 20.08.99

        -    property belonging  to newly-established  enterprises     within  two  years  from  the  date  of  registration.   This   property tax-related privilege does not  apply to enterprises established  on the basis of production capacities  and capital assets of  enterprises which have been  wound up  (or re-organized),  their affiliated  societies and structural  sub-divisions,  as  well  as  to  legal entities established under other  enterprises, if  they operate  equipment leased  from these enterprises.

        - private  preschool   educational   establishments   for  three years from  the date  of the  registration provided  that released funds are  used  to  strengthen  material  and  technical  base,  to  purchase equipment, inventory, didactic material, children's toys and books; (Introduced by Item 5, Article XXIV  of  the  Law  of  the  Republic  of Uzbekistan No. 82-II dtd 26.05.2000)

        The  local  authority  is   commissioned  to  grand   additional property  tax-related  privileges  to  taxpayers,   whose   property  is located on a corresponding territory.

