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INTRODUCTION

easing is a medium-term financial instrument for the procurement

of machinery, equipment, vehicles and/or properties. Leasing

provides financing of fixed assets (equipment, vehicles, etc.) rather

than direct capital. Leasing institutions - banks, leasing companies,

insurance companies, equipment producers or suppliers,and non-
bank financial institutions - purchase the equipment and then provide
the equipment for a set period of time to businesses. During that period
of time, the lessee makes periodic payments to the lessor which has the
economic impact of charging an interest rate to the lessee. At the end of
the period, the equipment is transferred to the ownership of the business
or is totally depreciated and discarded or sold to a third party.

Leasing is based on the proposition that profits are earned through the
use of assets, rather than from their ownership. Leasing institutions focus
on the borrowers' ability to generate cash flow from business operations
to service the lease payment, not on the balance sheet or on past credit
history. This is why leasing is particularly advantageous for new, small and
medium-sized businesses that do not have a lengthy credit history, nor a
significant asset base for collateral.

The leasing market in Central Asia is poised for rapid development in
2005. Over the past three years, there have been several significant
positive changes in the leasing market in Kazakhstan, Kyrgyz Republic,
Tajikistan, and Uzbekistan. The Parliaments in Kazakhstan and Uzbekistan
have significantly amended their leasing legislations to make them
more attractive for both foreign and domestic investment. Additionally,
amendments were made to the Codes of Economic Litigation Procedures
to create non-judicial repossession procedures. Also, Kazakhstan and
Uzbekistan have both amended their respective tax codes to remove
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barriers to leasing and create a level playing field with
traditional bank credit. The leasing reform effort over
the past three years has helped these two countries
significantly strengthen their leasing markets, in particular
due to the favorable tax climates which have created
unique conditions for growth. The other two Central Asia
countries - the Kyrgyz Republic and Tajikistan - have both
adopted new laws on financial leasing that are equally
progressive.

All of the recent changes have made the Central Asia
region one of the most progressive for leasing in the
world in terms of leasing legislation and tax policy.
Leasing markets in Central Asia immediately reacted to
the legislative and tax changes.

Kazakhstan has the largest volume of leases in the region
by value ($172.2 million worth of leases financed in 2004),
which is a two fold growth over 2003. It is expected that
volume of leasing will increase to over $600 million by
2006 - 2007. Currently there are 20 lessors in Kazakhstan.

In Uzbekistan, leasing grew to more than $40 million for
small and medium-sized business in 2004. Even more
indicative of the new leasing conditions, all of the major
banks in Uzbekistan have entered the market and five
new leasing companies have been established, so that
there are now 28 lessors (banks and leasing companies)
financing leases in Uzbekistan. The leasing market has
also started to evolve in Kyrgyz Republic and Tajikistan,
where further development of this market now depends
on creation of a more favorable tax environment for
leasing.

In Kyrgyz Republic, two major banks in the country are
financing leases, and three microleasing companies are
reaching the country’s poorest regions. Additionally,
the Financial Company to support credit unions has
financed more than 180 leases. In Tajikistan, two banks
have launched leasing products, and another two are
developing new lease policies and procedures to start
leasing operations.



Additionally, all four countries have
recorded multi-million dollar cross-
borderleasesfromforeignmanufacturers,
banks, leasing companies, and other
international lease providers.

These positive  changes in  the
legislation were due to constructive
partnerships among the Parliaments,
Governments, local commercial banks
and leasing companies, with support
from international financial institutions,
including the International Finance
Corporation (IFC) which has set up
technical assistance projects throughout
Central Asia to assist in the creation
and development of leasing. These
partnerships formed the foundation for
dynamic leasing growth in Central Asia.

Due to the market development, the
International Finance Corporation has
established an internal facility of $30
million to finance lessors in Central Asia.
The creation of this Facility confirms IFC's
view that favorable conditionsforleasing
now exist in Central Asia. The Facility
also includes a technical assistance
component aimed at improving internal
lessoroperations.Practice shows that this
is positive stimulus for foreign investors
and will bring additional investment
into the region.
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LEASING IN CENTRAL ASIA:

SYNCHRONIZATION OF LEASING
POLICY THROUGHOUT THE REGION

eginning in 2001 with the support of the seco - IFC Central

Asia Leasing Project, the Central Asia countries have steadily

improved their respective legal and tax frameworks. One result

has been the unification of national legislations to support the

development of regional investment in leasing. Amendments
have been adopted to the Law on Leasing, Civil Code and Tax Code in
Kazakhstan and Uzbekistan, and new laws on leasing and amendments to
the Tax Code were adopted in Kyrgyz Republic and in Tajikistan. This work
significantly unified the legislations and expanded access to lease finance
for entrepreneurs and business across the region.

1. Definition of Leasing
Unification of the definition of leasing throughout the region is based on
the following principles:

Mandatory participation of three parties to the lease: lessor, lessee,
and supplier;

Purchase of the leased asset specifically for transfer through a
lease;

The lease agreement must meet one of the several stated
requirements (classifications), which are a combination of
classifications for financial leases from IAS 17 and GAAP FAS 13;
(classifications are not included in the Tajikistan Law on Leasing).

Obligatory use of the leased asset for commercial purposes.

Additionally, Kazakhstan has established a minimum lease term of three
years, and Uzbekistan of one year.

6 LEASING IN CENTRAL ASIA




2. Civil requlation

Leasing is defined as a type of “property hire”and thus, is governed
by the overall principles of “property hire”. For example, the basis for
early termination of a property hire agreement is also the basis for
the early termination of a lease agreement;

Leasingisdefinedasaninvestmentactivity based upon the purchase
of a leased asset by a lessor using either debt and/or equity funds
and the further transfer of the leased asset to a lessee on the basis
of a lease agreement.

3. Legislative advantages for leasing that correspond through the
region are:

Non-bank financial institutions are not required to obtain a license
to finance leases;

Non-bank financial institutions are not restricted by obligatory
capital requirements for leasing;
There is no obligatory registration of the lease agreement; and,

Leasing as an activity is not supervised by government structures
unless the lease is financed by an institution already under
supervision, such as a bank.



4. Accounting of leases

m The Kyrgyz Republic and Tajikistan have adopted International
Financial Reporting Standards (IFRS);

= InKazakhstan, banks and joint stock companies use IFRS, and other
organizations are still applying National Kazakhstan Accounting
Standards. Leasing is governed through National Standard
“Leases”;

= In Uzbekistan, National Accounting Standards are applied; however,
banks also prepare their annual financial reports according to IFRS.

Both the Uzbekistan and Kazakhtan National Accounting Standards for
leasing are very similar to International Accounting Standard 17 “Leases”
For both accounting and taxation purposes, leased assets are accounted
for on the balance sheet of the lessee in all four Central Asia countries.

5. Taxation and customs regulation of leasing operations

The Tax Codes of the Central Asia countries use classifications, included
in the Laws on Leasing to define a lease. The only difference between the
civil regulations and the taxation framework is that the tax codes only
impact leases in which the asset leased is a fixed asset.

In each country, leasing is at least on the same taxation “playing field” as
bank credit; and in some countries, leasing is a more effective instrument
from a tax point of view. For example:

m In Kazakhstan, Kyrgyz Republic and Tajikistan, the interest portion
of the lease payment is not levied VAT and VAT payable on the
equipment purchase is offset;

In Uzbekistan, VAT is not levied on lease payments;

Equipment that is imported into Kazakhstan, Kyrgyz Republic, and
Uzbekistan to lease is not levied VAT on import.
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LEASING IN KAZAKHSTAN

Common trends

The Kazakhstan Government has prioritized fixed asset replacement in the
manufacturing and service sectors to reduce the country’s dependence on
natural resources and build long-term economic sustainability. Currently,
approximately 60% — 80% of all manufacturing equipment in Kazakhstan
is in need of replacement to compete in the world market. One of the
most effective mechanisms to finance this transfer of equipment s leasing,
particularly for SMEs.

Amendments to the Law on Financial Leasing, Civil Code, Tax Code and
Code of Litigation Procedures have created one of the most progressive
civil and fiscal frameworks for leasing in the former USSR. Accounting of
leases is the most approximated to IFRS.

Leasing started actively developing in 2000. At this time, KazAgroFinance,
a 100% state-owned company created by the Government to develop
the agricultural sector and resolve social problems in rural Kazakhstan,
financed the majority of leases. The market changed dramatically with the
introduction of bank-owned leasing companies starting in 2001. If in 2000,
there were only five leasing companies, now there are twenty, fifteen of
which actively operate in the market. As of 2004, eight companies are
affiliated with local commercial banks, and held 46% of the total leasing
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Lease Term and Lease Size

Most leases financed in Kazakhstan are for 3-4
years, exceptforleasesfinanced by KazAgroFinance
which are 6-7 years. The average lease size in 2004
was $133,000, which is 13% higher than in 2003.
The smallest lease in 2004 was for $500, and the
largest lease was for $4 million.

Sources of Financing for Leasing

Commercial bank financing composed the bulk
of lease financing, providing 85% of the financing
needed by lessors to write leases. The remaining
15% of transactions were financed through lessors
equity.

National bank prudential regulations restrict the
total amount of financing that can be provided
to affiliated subsidiary companies to 10% of bank
equity capital.

In 2004, six leasing companies received more than
$60 million in foreign credits. With the growth of
leasing, improved legislation, and the transition
to International Accounting Standards in 2005, it
is expected that more leasing companies will now
be able to source financing from new domestic
and foreign investors.

Leasing’s Potential in Kazakhstan

Leasing companies have estimated that in the
next 2 — 3 years volume of leasing will increase to
over $600 million which is approximately 5% in the
total share of capital investments in the country.
And as new leasing companies enter the market
and existing companies source new financing,
competition will increase, lowering interest rates
and increasing lessor efficiency and quality of
services.

B agricultural equipment 48%
production equipment 14%
cargo vehicles 13%
passenger vehicles 12%
construction equipment 8%

real estate 1%

trade equipment 1%

other 3%

Leased Assets, 2004
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The civil regulation of leasing in Kazakhstan is governed by the Civil Code,
adopted in July 1999, and the Law on Financial Leasing of the Republic of
Kazakhstan, adopted in July 2000. The Civil Code and the Law on Financial
Leasing were amended and signed by the President into law on February
18, 2004. These amendments made Kazakhstan's Law on Financial
Leasing extremely forward-thinking and will include model clauses such
as the development of secondary leasing, subleasing, and leaseback
arrangements.

Benefits of the Kazakhstan legislative framework for leasing include:

A new definition of leasing that conforms with IAS lease
classifications;

A new definition for the term of leasing that protects lessors against
tax losses if the equipment is repossessed in the first 36 months of
the lease;

The introduction of secondary leasing to ensure that lessors can
lease equipment repossessed from a first client to a second client;

A more precise definition of subleasing and leaseback
arrangements;

Clearer non-court repossession rights for the lessor;
Clearer rights and responsibilities of the supplier, lessor, and lessee.

Also, banks in Kazakhstan have transferred their financial reporting to IFRS,
and joint stock companies will make this transition in 2005.

TheTax Code of Kazakhstan was enacted fullyon July 1,1999 and governsall
taxation for leasing in Kazakhstan. While there have been regular changes
to the tax conditions for leasing, taxation for leasing was significantly
amended on December 1, 2003, coming into effect on January 1, 2004.
Due to the new tax regime, leasing is growing rapidly in Kazakhstan. The
tax advantages for leasing in Kazakhstan include:

Lessors do not pay corporate income tax for all leases financed over
36 months;

Lessors and lessees do not pay VAT on import for assets purchased
for lease and imported into Kazakhstan (as approved through an
extensive government list of equipment);
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Lessors and lessees have a simplified VAT payment structure for
leaseback leases;

Foreign lessors do not pay (lessees do not withhold) income tax
on cross-border leases;

Lessees are able to deduct the full interest portion of the lease
payment from their taxable income and depreciation expenses;

Lessees can take advantage of twice accelerated depreciation in
the first year of equipment exploitation of the leased asset;

Lessees can structure VAT payments throughout the duration of
the lease;

Lessees can take advantage of all of the tax advantages for
corporate income tax and property tax offered under Kazakhstan's
investment policies (in the Tax Code and the Law on Investment),
as leasing is included in Kazakhstan's definition of an investment.




LESSORS IN KAZAKHSTAN

ALIANCE LEASING

117/B, Dostyk Street, office 207,
Business Center “Khan-Tegri’, Aimaty
Tel.. +7 (3272) 50-45-27,

50-45-28, 72-26-26, 72- 26-27

Fax: +7 (3272) 50-45-58

E-mail: alf@alfkz

Web-site: www.alf kz

ASTANA FINANCE

54, Begeldinov Street, Aimaty
Tel:+7(3172) 59-10-70

Fax: +7 (3172) 23-07-73
E-mail: af@afkz

Web-site: www.afkz

ATF LEASING

40, Kazibek Bhi Street, Almaty

Tel: 47 (3272) 50-88-22, 50-63-57,
58-46-30, 58-46-31

Fax: +7 (3272) 61-32-60

E-mail: info@atfleasing.kz

Web-site: www.atfbank kz/about/hol.html

BTA LEASING

38, Tulebaeva Street, 5 floor, Almaty

Tel.. +7 (3272) 50-28-62, 71-85-46, 71-85-47
Fax: +7 (3272) 71-85-45

Web-site: www.leasing.kz

CENTER LEASING

119, Kabanbay Batir Street, Almaty
Tel: +7 (3272) 70-95-48

Fax: +7 (3272) 70-95-48
E-mail:vslee@centercredit.kz
Web-site: www.centercredit kz

TSESSNA BANK

61, Pobeda Avenue, Astana
Tel:+7(3172) 17-01-72
Fax: +7 (3172) 17-07-95
E-mail: dit@tsesnabank.kz
Web-site: www.tsb.kz

HALYK LEASING

37, Chaykovskiy Street, Almaty

Tel: 47 (3272) 58-79-60, 58-79-56, 79-35-81
Fax: +7(3272) 58-79-60, 79-35-81

E-mail: hleasing@halykbank kz

Web-site: www.halykbank kz

JSC“FUND FOR DEVELOPMENT OF
SMALL ENTERPRISES”

111, Gogol Street, Almaty

Tel.: +7 (3272) 50-79-79,

Fax: +7 (3272) 78-07-76

Web-site: www.fund.kz

KASPIYSKIY LEASING (FORMER
AGROMASHLEASING)

52, Jibek Joly Street, office 302, 303, Almaty
Tel.. +7 (3272) 71-84-15

Fax: +7 (3272) 71-84-15

E-mail: altyngazin@mail.ru

KAZAGROFINANCE

71A, 9 May Street, Astana

Tel.:+7 (3172) 58-04-37, 58-04-38
Fax: +7 (3172) 58-04-46

E-mail: mailbox@kafkz

Web-site: www.kaf kz

KAZLEASINGINVEST

3, Pobeda Street, Astana
Tel: +7 (3172) 39-18-98
Fax:+7 (3172) 39-18-90
E-mail: mail@klikz
Web-site: www.kli.kz

NUR-INVEST

185, Jeltoksan Street, Almaty
Tel:+7 (3272) 60-73-10, 60-73-31
Fax: +7 (3272) 60-73-10

E-mail: kni@nursat.kz

Web-site: www.nurbank.kz

TAIB KAZAKHSKIY BANK

103, Furmanov Street, Aimaty
Tel:+7 (3272) 58-70-30
Fax: +7 (3272) 58-70-09

TEMIRLEASING

68/74, Abay Avenue, office 209, Almaty
Tel:+7 (3272) 42-88-18; 42-53-31,
50-57-60, 50-09-47

Fax: +7 (3272) 50-98-40

E-mail: tml_market@ducatmail.kz
Web-site: www.temirbank.kz

VALYUT TRANZIT BANK

51/1, Buhar-Jirau Avenue, Karaganda
Tel:+7 (3212) 41-41-42,

Fax: +7 (3212) 41-41-43

Web-site: www.valut-tranzit.kz

VIRAZH LEASING

299, Bayzakov Street, Almaty

Tel: +7 (3272) 59-64-63, 58-46-86
Fax: +7 (3272) 47-84-45

E-mail: virazh_leasing@mail.ru
Web-site: www.virazh.kz
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LEASING IN KYRGYZ REPUBLIC

The Kyrgyz Republic has taken several steps to develop leasing as a
financial instrument for small and medium-sized business. On July 23
2002, the President signed the Law on Financial Leasing.

In the Kyrgyz Republic, two major banks (Kyrgyz Investment and Credit
Bank (KICB) and Ineximbank) are financing leases, and three microleasing
companies are reaching the country’s poorest regions. Additionally, the
Financial Company to support credit unions has financed more than 180
leases.

Four banks (DemirKyrgyzInternational Bank, JSCB Kyrgyzstan, Energobank,
Tolubay Bank) and two financial institutions (Kyrgyz Agricultural Finance
Corporation and Lease-Mortgage Company) have also announced leasing
products.

Common trends

In 2003, the above mentioned institutions financed 113 leases for a total
value of $600,000. Lessors finance their operations primarily from their
own funds. Three microleasing companies which started their leasing
operations through grants received from European Commission Program
to support SME in Kyrgyz Republic now provide leases from their own
funds.

LEASING IN KYRGYZ REPUBLIC 15
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computers & office equipment 45%
production equipment 16%
vehicles 13%

trade equipment 8%

food processing 6%

construction equipment 3%
agricultural equipment 3%
printing 1%

real estate 1%
woodworking 1%

other 3%

Leased Assets, 2004
(# of deals)
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Service

Leylek Microleasing

Leased assets

In 2004, the most common leased assets
were office equipment (45%), production
equipment (16%), transport (13%), trade (8%)
and food processing equipment (6%).

Factors hindering growth of leasing in
Kyrgyz Republic

Even though Kyrgyz Republic adopted
progressive legislation to support the growth
of leasing, several barriers have hindered
growth. Most importantly, the demand for
leasing has been stalled in Kyrgyz Republic
due to the VAT issue.

Equipmentimported underalease agreement
is not levied VAT on import; however, the
further transfer of the asset from the lessor to
the lessee once the equipment is in Kyrgyz
Republic is levied VAT. If a bank provides
a loan to a company and the company
purchases equipment, it will be levied VAT
when importing the equipment. The benefit
of the Kyrgyz Republic system is that it allows
the lessor to defer the VAT within the whole
lease period. Given the fact most equipment
is not produced and therefore imported into
the country, the issue in the Kyrgyz Republic
is that with leasing, it is hard to “cheat” at
customs. In contrast, it is easy for companies
to take out a loan and then to create fictitious
documents when purchasing equipment and
therefore pay less VAT. The main problemis that
businesses prefer to import the equipment
and under-invoice at customs to avoid VAT
payment rather than lease the equipment
and pay the full VAT even by installments
during the lease period.



Currently, a new Tax Code is under development, and it is
expected that when it takes effect in 2006, there will be a more
favorable tax regime for leasing.

Perspectives

Solving the above mentioned problem will provide significant
stimulus for leasing to develop in the Kyrgyz Republic. SME
activity is growing rapidly and needs investment. The greatest
demand is for equipment which costs less than $70,000 in
the following sectors: production, transport, services, food
processing, trade, construction, woodworking equipment.

LEGAL FRAMEWORK FOR LEASING IN KYRGYZ
REPUBLIC

Leasing is governed in Kyrgyz Republic on the basis of the
second part of the Civil Code, adopted on January 5, 1998, and
the Law on Financial Rent (Leasing), adopted on July 23, 2002.

The Civil Code defines leasing as a form of property hire (rent)
and addresses overall concepts to govern leasing, such as the
lease agreement, the leased asset, and the rights and obligations
of the parties to the lease.

Leasing in Kyrgyz Republic is not licensed, though institutions
that are licensed such as financial-credit institutions (banks and
microfinance institutions) require additional noting in their bank
licenses or certificates.

The Kyrgyz Republic has introduced third party commercial
arbitration which can be used for repossession of leased assets
due to breach of contract. Otherwise, repossession is conducted,
if contested, through court proceedings.

LEASING IN KYRGYZ REPUBLIC 17



TAX FRAMEWORK FOR LEASING IN KYRGYZ
REPUBLIC

The Tax Code, in effect since June 1, 1996, is the major legislative act
that governs taxation in Kyrgyz Republic. Taxation for leasing is based
on criteria and classifications determined by IAS and impact VAT and
profit taxes. Additionally, all finance leases must be at least 12 months
in duration. The tax framework for leasing includes:

m VAT is levied solely on the cost of the leased asset, and not on
the interest payment. Lessors have the right to offset VAT based
on the amount stated in the invoice at the transfer of the asset
to the lessee;

m Technical equipment (based upon a government approved list)
imported into Kyrgyz Republic for lease is exempt from import
VAT;

m Lessors' interest income from leases is taxed at 10% rate at the
source of income (lessee).

LESSORS IN KYRGYZ REPUBLIC

AK-JOL LEASING SERVICE

11, Togolok Moldo Street, Naryn
Tel.: +996 (3522) 50-662
Fax: +996 (3522) 50-662
E-mail: nsbdc@ktnet kg

LEYLEK MICROLEASING SERVICE

77, Stroitelnaya Street, Isfana city,
Batken region

Tel.: 4996 (3656) 36-245
E-mail:insan_leilek@rambler.ru,
nazum2003@rambler.ru

INEXIM BANK

57, Kalyka Akieva Street, Bishkek
Tel.: +996 (312) 65-06-10

Fax: 4996 (312) 65-06-54

E-mail: info@ineximbank.com
Web-site: www.ineximbank.com

LEASING MAALYMAT

301, Frunze Street, Talas
Tel.: +996 (3422) 52-170
E-mail: tsbdc@ktnet.kg

KYRGYZ INVESTMENT AND CREDIT
BANK

115A, lbraimov Street, Bishkek

Tel.: +996 (312) 69-05-55

Fax: +996 (312) 69-05-60

E-mail: kicb@kicb.net

FINANCE COMPANY TO SUPPORT
CREDIT UNIONS

219, Chuy Avenue, Bishkek

Tel.: +996 (312) 21-95-66, 21-95-67,
21-97- 26

Fax: +996 (312) 61-09-98

E-mail: fccu@infotel kg
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Leasing has been developing at a slow pace in Tajikistan. The growth is
due to the move to create a fully adequate legal framework for leasing.
In July 2004, a Government Resolution created a state working group to
develop leasing in Tajikistan. The Program is supervised by the Ministry of
Economy and Trade and has the following objectives:

1. Further development of the legal framework for leasing on the
basis of the Law on Leasing and Leasing Accounting Instructions;

2. Reorientation of the country credit portfolio from the trade sector to
industrial production through the creation of leasing companies;

3. Creation of a favorable tax environment for leasing.

Also, the National Bank of Tajikistan has taken steps to develop regulations
for leases financed by credit institutions. And in the second half of 2005,
the NBT plans to adopt Instructions on lease accounting for banks and
other credit institutions.

As of the end of 2004 in Tajikistan, leases are financed by Tajiksodirotbank,
Amonat Bank, and the Business Women's Association of Tajikistan. Also,
one of the leading banks in the country "Agroinvestbank” has developed
internal policies and procedures for leasing and plans to start financing
leases to agricultural enterprises.

LEASING IN TAJIKISTAN 19
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Tajikistan also witnessed the creation of the first
leasing company — "Nahust — leasing’, which has
Tajiksodirotbank as its main shareholder. This
company plans to launch operations in 2005.

As in previous years, cross border operations
surpassed domestic leases. In 2004, seven leases
were financed for $5.8 million. The leased assets
in these transactions were telecommunications,
pharmaceutical, agricultural processing, and textile
equipment.

Nevertheless, the demand for leasing is far from
satisfied. As was mentioned earlier, local lessors are
willing to finance leases; however in most cases, the
lease terms do not correspond to the recoupment
period of the project, and interest rates are high.
Therefore, most of the enterprises with access to
external markets prefer to borrow from external
creditors i.e. lessors (such lease terms are for 4 years
on average, and interest rates do not exceed 14%
per annum whereas rates of local lessors are vary
from 22% to 30% per annum). This explains the cross
border lease growth and also the reason for slower
development in domestic leasing.

Perspectives

Manufacturers in Tajikistan are in dire need of
new equipment to replace existing production
lines. Aging equipment prevents companies from
operating at full capacity, and therefore cannot
meet demand. However, local businesses — both
large and small, however, are unable to replace this
equipment due to limited working and investment
capital to purchase new equipment, and limited
accesstofinance.Businessesturntothe Government,
but it does not have the resources to support this
investment.

Neither the manufacturing nor agricultural sectors
can continue operating under existing conditions
and are looking for new mechanisms and business
processes. Leasing is one solution to this problem
and could provide a necessary stimulus for growth.
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Despite new lessors entering
the market, there is still great
demand for lease finance for
industrial and agricultural
enterprises. This is due to
Tajikistan banks'lack of long-
term resources.

LEGAL FRAMEWORK FOR LEASING
IN TAJIKISTAN

Leasing in Tajikistan is governed on the basis of the Civil Code and
the Law on Leasing, signed by the President on April 21,2003. The
Civil Code has instituted several norms that are special for leasing
and supersede the general norms applied to rent relationships
including repossession, risk relationships among the three parties,
the lease agreement, and the transfer of the leased asset. The
Law on Leasing builds on these definitions and provides more
detailed roles and responsibilities for all three parties.

It is important to note that in contrast with the other Central
Asia countries, this definition does not include obligatory
classifications based on IFRS. As such for the purposes of civil
regulations, leasing is not restricted by a lease term, the useful life
of the leased asset, or the obligatory transfer of ownership to the
lessee at the end of the lease agreement. However, this definition
contains other obligatory aspects, such as participation of three
parties (lessor, lessee, supplier) to the lease, the special acquisition
by the lessor of the property for transfer through a lease, and the
mandatory usage of the leased asset for commercial purposes. It
isimportant to note that the legislation does not have a minimum
lease period.

The Republic of Tajikistan acceded to the UNIDROIT Convention
on International Financial Leasing on April 19, 2004. In cross
border leases, the UNIDROIT Convention takes precedence
over Tajikistan law and regulation. According to the UNIDROIT
Convention, cross-border leases are operations in which a lessor
and a lessee are located in differing countries.
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TAX FRAMEWORK FOR LEASING IN TAJIKISTAN

The new Tajikistan Tax Code was enacted on January 1, 2005. In the
new edition, leasing has a number of tax advantages including:

m VAT islevied solely on the cost of the leased asset, and not on
the interest payment;

m Production equipment imported through cross-border
leases is exempt from VAT on import;

m Interest paid as a part of lease payments to local lessors is not
taxed at a source of income (lessee). It is included into the
gross income of the lessor and taxed at 25% income tax after
deductions;

m Interest income tax on cross-border leases to foreign lessors
is withheld at the source of income at 12% rate;

m  Lessees can apply up to two times accelerated depreciation
on fixed assets set in operation after January 1, 2005.

LESSORS IN TAJIKISTAN

AMONATBANK

24, Lohuti Street, Dushanbe
Tel.: 4992 (372) 27-44-09
Fax: +992 (372) 27-33-11

TAJPROMBANK

4, Dehlavi Street, Dushanbe
Tel: +992 (372) 21-72-77
Fax: 4992 (372) 21-72-77

NATIONAL ASSOCIATION OF BUSINESS
WOMEN OF TAJIKISTAN

27, Hakim Karim Street, Khujand
Tel:+992 (34 22) 6-31-27,6-73-78
Fax: +992 (34 22) 6-31-27,6-73-78
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LEASING IN UZBEKISTAN

Until 2002, almost all leasing companies in Uzbekistan were established
under separate Government Resolutions which granted individual tax
preferences. The Presidential Decree No. 3122 “On Measures for the Future
Development of Leasing” on August 28, 2002 created a strong basis for
the sector's growth. This Decree removed leasing’s greatest barrier by
expanding all of the tax benefits available to credit to leasing. The Decree
was then followed in 2002 - 2003 by over 40 legislative amendments to
the Civil Code, Tax Code, Civil Litigations Code, and the Laws on Leasing
and on Customs Tariffs. With this substantial overhaul, the legislative
framework for leasing in Uzbekistan is now progressive and provides
significant incentive for growth in the sector.

Further stimulus to leasing has recently been provided by Government
Resolution issued in April, 2004, which provides lessees the ability to use
accelerated depreciation for tax purposes to amortize the leased asset.
This additional tax advantage for lessees will further assist small businesses
acquire new equipment and technology for leasing. The Resolution also
simplified procedures for registering and accounting for leased vehicles
and reduced the fees levied to use notary writ to repossess leased assets.
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Common trends

In 2003 cross-border leasing played a significant role
inincreasing leasing’s share of total capital investment
(553 million). When cross-border leases are included
in leasing's percentage of capital investment, the
percentage of leasing in investment is closer to
developed countries (4.8%).

In 2004 the tendency of leasing volume growth
remained. Domestic leasing grew by 21% in
comparison with 2003 figures (17%).

Uzselkhozmashleasing’s (a state owned leasing
company financed from a special Fund at the
Ministry of Finance to stimulate replacement and
improvement in agricultural equipment) market
share is gradually declining, though still remains at a
relatively high level. If in 2001, the share was 93% and

17,370 1,297
200 EEETEERE %50
24,747 11,947
2004 TS N 15,505

2001
2003

B Uszselkhozmashleasing 84% in 2002, by 2004, it had decreased to 64%.
W otherl . . . . .
omeriesor This decline is due to the increase in bank lease
Total Lease Value operations as well as the creation of new leasing
(UZS min.) .
companies. In 2002, there were only 13 lessors;
now there are 28. Fifteen of these are banks, eleven
are leasing companies, and two are microfinance
institutions.
4.0 (USD min.)

M 2003

Uzbekleasing
Baraka
Zomin-Invest
Poytaht Leasing
Kurilish Leasing
Business Leasing
Pakhta Bank
Uzjilsberbank
Ipak Yuli Bank
Alokabank
Tadbirkor Bank
Gallabank
Hamkorbank
Uzpromstroybank
Businessbank
Turon Bank

Khalk Bank
Capital Bank
Asaka Bank
Business Fund
BWA of Karakalpakstan
Business Incubator

UzCaseAgrolLeasing

Uzbekistan Lessors
(excluding Uzselkhozmashleasing)
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IFC's 2005 Leasing Market Survey also shows that companies for
which the primary activity is not leasing also started to finance
leases.

Overall, in 2004, 2810 leases were financed for a total volume of
$43.4 million ($37.9 million in 2003). Commercial banks'share in this
figures is $10.2 million as compared to $6.7 million in 2003.

Uzbekistan's lease portfolio increased from $52 million at the
end of 2003 to $74.4 million at the end of 2004, primarily due to
Uzselhosmashleasing's operations. Commercial banks’ leasing
portfolio increased by almost 2 fold.

Leasing arrears are not significant in Uzbekistan, composing only
1.9% of the total lease portfolio in the country in 2004 (2.2% as of
the end of 2003). Also, during the last two years, there have been
practically no leased asset repossessions or debt transfer to new
lessees.

Leased assets

Agricultural equipment continues to dominate the leasing
industry in Uzbekistan. In 2003, 70.3% of leases written were
for agricultural equipment (752 in 2003). This is, of course,
mainly due to Uzselkhozmashleasing; however, even excluding

/

production
equipment

-

medical equipment 2%

production equipment 45% B food processing 22%
agricultural machinery 17% . equipment for production
of construction materials 8%
B realestate 17%
[ printing 6%
W vehicles 11%
I textile 3%
B computer &office
equipment 5% other 6%

other 3%

Leased Assets
(excluding Uzselkhozmashleasing)

LEASING IN UZBEKISTAN = 25



Uzselkhozmashleasing, agricultural equipment accounted for 17%
of the market.

Analyzing the market without Uzselkhozmashleasing's portfolio,
production equipment composes 45% of the total lease portfolio
(29% in 2003). Real estate leasing figure is 17%, which is explained
by the willingness of the lessors to optimize taxation. In quantitative
terms. most of leases are for agricultural and production equipment
and passenger vehicles.

Lease term and leased assets value

In Uzbekistan, the average lease term is up to three years (except for
Uzselkhozmashleasing where 80% of its transactions are for 7 years).
This can be explained by the high interest rates charged by several
lessors (clients are eager to make the repayment as soon as they can
in order to pay less interest) and also the lack of long-term financing
available in Uzbekistan.

The average lease size in 2004 was $15,000 which is almost the same
asin 2003; however, the average lease size depends significantly upon
the lessor financing the lease. Karakalpakstan Business Incubator and
the Association of Women's Business Karakalpakstan finance leases for
under $12,000, whereas Business Bank, Uzbek Leasing International
and Business Leasing have average transaction sizes of more than
$140,000.

Sources of finance

Commercial banks are financing leases directly, and therefore in
Uzbekistan, there are no leasing companies which are wholly owned
subsidiaries of the banks.

Leasing companies finance their operations from theirown fundsand
from shareholder loans (with the exception of Uzselkhozmashleasing
which is financed from a special Fund under the Ministry of Finance)

Perspectives

IFC's research demonstrates that leasing in Uzbekistan has great
potential. The greatest demand is for agricultural and agricultural
processingequipment,followedbyequipmentforlightmanufacturing
and food manufacturing. Retail trade equipment, which also has
potential in Uzbekistan, is a largely untouched market.
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The progressive climate for leasing combined with the liberalization
of the currency market in Uzbekistan has created the foundation
for the further development of leasing. Nevertheless, this growth
cannot be fully realized without new external funding sources, or
without internal restructuring by Uzbekistan lessors to update their
marketing, credit analysis and monitoring to meet the growing
competition in the market.

LEGAL FRAMEWORK FOR LEASING IN UZBEKISTAN

Leasing is governed in Uzbekistan by the Civil Code, which was
adopted in August, 1996 and the Law on Leasing which was
adopted on April 1999. Both Civil Code and the Law on Leasing were
amended in December 2002 to create a more progressive legislative
framework for leasing. Also on August 30th, 2003 the Uzbekistan
Parliamentadopted amendments to the Code for Economic Litigation
Procedures to simplify and strengthen repossession procedures for
leased assets.

Uzbekistan has signed and ratified the UNIDROIT Convention which
governs international leasing, and came into effect in Uzbekistan on
February 1, 2001. The UNIDROIT Convention serves as the governing
basis for international leasing operations and takes precedence over
Uzbekistan law and regulation only in those cases in which the lessor
and the lessee are located in separate countries.

TAX FRAMEWORK FOR LEASING IN UZBEKISTAN

In Uzbekistan, leasing is on the same taxation “playing field” as bank
credit; and in some cases leasing is a more effective instrument from
a tax point of view.

Taxation for leasing is based on the same criteria and classifications as
stipulated in the Law on Leasing. Finance lease is determined based
upon classifications determined by IAS 17. Additionally, all finance
leases must be at least 12 months in duration. The tax advantages of
leasing are as follows:

m  Lease payments are exempted from VAT,

= Manufacturing equipment imported into Uzbekistan for lease
is exempt from VAT on import and customs duty, subject to
appropriate certification from the importers’bank;
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The interest payable by the taxpayer for short-term loans only can
be deducted from the gross income, but with leasing, the lessor
may deduct interest expense regardless of the loan term for all
loans borrowed to finance leases;

When computing the taxable income, the lessee is allowed to
deduct:

- theinterest paid on a lease from his gross income regardless of a
lease term;

- the whole amount of accrued depreciation including accelerated
depreciation on the leased assets;

Lessees are not levied property tax on leased assets for the full term

of the lease.

ALOKABANK

30, Oybek Street, Tashkent, 700000
Tel: +998 (71) 152-78-85,
152-78-74,137-49-35

Fax: 4998 (71) 152-78-74

ASAKA BANK

67, Nukus Street, Tashkent, 700015

Tel.: +998 (71) 120-81-83, 120-82-23, 120-
81-11

Fax: 4998 (71) 120-81-73

ASIA-EUROPEAN TRUST COMPANY

4, Musa Djalil Passage, Tashkent, 700077
Tel: 4998 (712) 67-74-39, 67-94-28
Fax: +998 (712) 67-73-46

ASSOCIATION OF BUSINESS WOMEN
OF KARAKALPAKSTAN

21, Musaev Street, Nukus, 742000

Tel.: 4998 (761) 223-97-33

Fax: +998 (761) 223-97-33

E-mail: kkayol@mail.ru

BARAKA

1A, A. Khodjaev Street, Tashkent, 700027
Tel: 4998 (71) 138-69-23, 138-69-33

Fax: +998 (71) 138-69-13

E-mail: barakalk@sarkor.uz

BUSINESS BANK

13A, Maveranahr Street, Tashkent, 700047
Tel.: +998 (71) 120-50-30, 133-86-65,
133-06-53

Fax: +998 (71) 133-86-76
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CAPITAL BANK

32, Matbuotchilar Street,

Tashkent, 700000

Tel.: +998 (71) 169-00-15, 132-07-03,
132-07-01

Fax: +998 (71) 169-00-15

GALLABANK

36, Shahrisabzskaya Street,
Tashkent, 700060

Tel.:+998 (71) 136-15-01, 133-42-25,
136-38-29

Fax: +998 (71) 136-11-05, 136-16-17
E-mail: info@gallabank.com

BUSINESS LEASING

6, Mahmud Tarobiy Street,
Tashkent, 700100

Tel.: 4998 (71) 120-44-93,
120-44-94, 120-30-40

Fax: 4998 (71) 120-44-93
E-mail: blco@mail.ru

HAMKOR BANK

85, Bobur Street, Andijan, 710011
Tel: +998 (742) 24-75-31, 24-70-39,
35-58-87

Fax: +998 (742) 24-75-31

Web-site: www.hamkorbank.uz

IPAKYULI BANK

12A, Farkhod Street,

Tashkent, 700135

Tel: +998 (712) 76-85-52

+998 (71) 116-19-91, 120-38-78
Fax: +998 (71) 116-58-44
E-mail: ipak@online.ru



KARAKALPAKSTAN BUSINESS
INCUBATOR

112A, ATemur Street, Tashkent,
742000

Tel: +998 (761) 222-19-02, 222-03-08
Fax: +998 (761) 222-03-08

E-mail: kkrbi@rol.ru

KHALQ BANK

46, Katartal Street, Tashkent, 700096
Tel:+998 (71) 173-66-08, 173-69-18,
+998 (712) 78-59-44

Fax: +998 (71) 173-69-13

KURILISH-LEASING

16, Uzbekistan Street, flour 3,
Tashkent, 700027

Tel.: +998 (71) 139-49-95, 139-12-75,
139-18-61

Fax: 4998 (71) 139-12-75, 139-18-61

POYTAHT-LEASING

79A, Nukus Street, apart. 1-2,
Tashkent, 700015

Tel: +998 (71) 120-58-55, 120-58-56
Fax: +998 (71) 120-77-12

PAKHTABANK

43, Mukimiy Street, Tashkent, 700096
Tel: +998 (712) 78-94-19, 78-12-96
+998 (71) 120-88-15

Fax: +998 (71) 173-25-26

E-mail: headoffice@pakhtabank.com

RAVNAK BANK

2, Furkat Street, Tashkent, 700021
Tel:+998 (71) 144 07 53,144 90 10
Fax: +998 (71) 144 10 91

Web-site: www.ravnagbank.com

SAVDOGARBANK

78, Said Baraka Street,
Tashkent, 700060

Tel: +998 (712) 54-19-91
+998 (71) 152-73-34
Fax: 4998 (712) 54-19-91
E-mail: sgb@rol.uz

TADBIRKORBANK

52,S. Azimov Street, Tashkent,
700047

Tel:+998 (71) 133-18-75,
133-76-36, 173-05-77
Fax: +998 (71) 133-81-00

TURON BANK

4A, Abay Street, Tashkent, 700011
Tel: +998 (71) 144-30-44, 144-33-94
Fax: +998 (71) 144-88-65

UZJILSBERBANK

17, Pushkin Street, Tashkent, 700000
Tel.: +998 (71) 136-12-93, 136-03-88,
133-11-22

Fax: +998 (71) 133-03-53

UZPROMSTROYBANK

3, Shahrisabzskaya Street,

Tashkent, 700000

Tel: +998 (71) 120-45-28, 120-36-20
Fax: +998 (71) 120-45-20

E-mail: kanc@uzpsb.com

UZBEKLEASING

1, Turab Tula Street, flour 4,
Tashkent, 700003

International Banking and Financing
Center

Tel: +998 (71) 139-16-54, 114-64-46
Fax: +998 (71) 120-67-29.

E-mail: uzlease@sarkor.uz

Web-site: www.uzbekleasing.com

UZCASEAGROLEASING

2, Ahangaran Highway,
Tashkent, 700091

Tel: 4998 (71)120-70-02
Fax: +998 (71) 120-74-84

UZSELHOZMASHLEASING

4A, Abaya Street, Tashkent, 700011
Tel: +998 (71) 144-62-73, 144-61-98,
144-64-87

Fax: +998 (71) 144-51-03

ZOMIN INVEST

15, Nakoshlik Street,

Tashkent, 700081

Tel.: +998 (71) 120-63-63, 116-38-84
Fax: +998 (71) 120-63-63

E-mail: info@zomin-invest.uz
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IFC’S CENTRAL ASIA
LEASING PROJECT

Leasing has been an important source of medium and long-term financing for
companies, both in developed economies, and in countries with economies in
transition. Leasing plays an important role in these countries as an effective means
to increase the lessee’s asset base, particularly in private and/or new companies and
in SMEs, all of which play a key role in introducing innovation and competition in the
economy, and result in job creation.

The International Finance Corporation, a member of the World Bank Group, has a
long history financing leasing throughout the world. IFC has invested in over 100
leasing companies in 50 different countries (35 in Europe, Middle East and Central
Asia). In 25 countries, IFC has initiated the establishment of the first leasing company
in that country. IFC’s total investment in leasing for the last 30 years has been over
$1 billion.

The International Finance Corporation is working closely with the Central Asia
governments, financial institutions and entrepreneurs to help build the leasing
industry. With support from the Swiss State Secretariat for Economic Affairs (seco),
IFC launched the Central Asia Leasing Project (www.ifc.org/centralasia) in late 2001
to create a favorable environment for investment attraction in the leasing sector of
the three Central Asian countries (Uzbekistan, Kyrgyz Republic and Tajikistan). The
Project expanded into Kazakhstan in fall, 2003 with support from the US Agency for
International Development (USAID).

The Central Asia Leasing Project is available to consult with foreign and domestic
investors, lessors, lessees, and suppliers on all leasing issues in Central Asia.
Please do not hesitate to contact us with any question. For more information,
visit the website at www. ifc.org/centralasia or contact Umedjan Umarov and
Murat Sultanov in Tashkent at (+998 71) 138 59 25, fax at (+998 71) 138 59 27,
e-mails: uumarov@ifc.org, msultanov@ifc.org.

The Project in Kazakhstan is closing on March 31, 2005, and in the other Central Asia
countries on August 31, 2005.
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OUR CONTACTS:

Rachel Freeman,
Manager, Central Asia Leasing Project

E-mail: rfreeman@ifc.org

Umedjan Umarov,
Team Leader in Uzbekistan, Central Asia Leasing Project

1078, Amir Temur Street, Tashkent, 700084,
14-th floor of International Business Center
Uzbekistan
Phone: (998 71) 138 59 25, 138 59 28
Fax: (998 71) 138 59 27
E-mail: uumarov@ifc.org

Sergey Sabko,
Director, “Consultant” Consulting company

219, Chuy Avenue, 9-th floor, Bishkek, 720001
Kyrgyz Republic
Phone: (996 312) 21 97 54
Fax: (996 312) 21 95 63
E-mail: sabkocons@elcat.kg

Ravshan Rashidov,
Director, “Lex"Law firm

21a, Rudaki Avenue, Dushanbe
Tajikistan
Phone: (992 372) 27 83 65
E-mail: lex_tj@mail.ru
Www.lex.tj
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OUR SPONSORS

seesesrere: ,  STATE SECRETARIAT FOR ECONOMIC

State Secretariat for Economic Affairs

eco AFFAIRS — SECO

(RAND

\(\/
=

The Swiss-IFC Central Asia Partnership Program is being implemented with
generous support of the State Secretariat for Economic Affairs of Switzerland
(seco). Switzerland participates in the international community’s efforts to
help developing countries. Each year Switzerland spends approximately Sfr 1.5
billion on development aid, a figure which corresponds to about 0.34 per cent
of Switzerland’s gross national product (GNP).

The State Secretariat for Economic Affairs is responsible for the formulation of
Swiss policy on cooperation with developing countries. Together with the Swiss
Agency for Development and Cooperation (SDC), seco determines what path
Switzerland'’s multilateral policy is to follow, mainly in the form of contributions
made to the development countries, channeled through such international
organizations as the World Bank, the regional development banks, and the
specialized agencies of the United Nations.

seco’s objectives in economic development cooperation program are:

m To help developing countries to reach the stage of development most
favorable to growth and investment;

m  To mobilize private sector resources as a means of increasing the flow of
finance to the developing countries, as well as technology transfer;

To improve the productive and social infrastructure;

To achieve greater integration of developing countries in international
trade.
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US AGENCY FOR INTERNATIONAL
\w}' Eﬁgﬂg DEVELOPMENT — USAID

The USAID - IFC Central Asia Partnership has also launched an initiative in the
region, working in Kazakhstan on leasing and in Tajikistan, Kyrgyz Republic and
Uzbekistan on microfinance legislative issues with generous support from the
US Agency for International Development (USAID).The United States has a
long history of extending a helping hand to those people overseas struggling
to make a better life, recover from a disaster or striving to live in a free and
democratic country. It is this caring that stands as a hallmark of the United
States around the world - and shows the world the true character as a nation.

U.S. foreign assistance has always had the twofold purpose of furthering
America’s foreign policy interests in expanding democracy and free markets
while improving the lives of the citizens of the developing world. Spending
less than one-half of 1 percent of the federal budget, USAID works around the
world to achieve these goals.

USAID has been the principal U.S. agency to extend assistance to countries
recovering from disaster, trying to escape poverty, and engaging in democratic
reforms. The Agency supports long-term and equitable economic growth and
advances U.S. foreign policy objectives by supporting:

m economic growth, agriculture and trade;
m global health; and,
m democracy, conflict prevention and humanitarian assistance.

USAID provides assistance in four regions of the world - Sub-Saharan Africa, Asia
and the Near East, Latin America and the Caribbean, and Europe and Eurasia.
With its headquarters in Washington, D.C,, USAID's strength is its field offices
around the world. The Agency work in close partnership with private voluntary
organizations, indigenous organizations, universities, American businesses,
international agencies, other governments, and other US. government
agencies. USAID has working relationships with more than 3,500 American
companies and over 300 U.S.-based private voluntary organizations.
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The content of this survey is under copyright protection.

This survey may not be reproduced, copied or distributed, in whole or in part, in any form
without mandatory citation of “Leasing in Central Asia”.

The information in this survey is presented in good faith as general informational material
and the International Finance Corporation (IFC) can not be held liable for any loss, expense
and/or possible consequences arising from the publication of or the use of information
contained in the survey.

All information and materials used in preparing the survey are the property and the
archives of the International Finance Corporation (IFC).
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